ATINER CONFERENCE PAPER SERIES No: SPO2013-0862

Athens Institute for Education and Research
ATINER

ATINER's Conference Paper Series
SP02013-0862

Revenues from Related Parties
Transactions and UEFA Financial Fair
Play. The Search for an Alternative
Solution to Fair Value Measurement for
the Break-Even Result Assessment

Salvatore Cincimino
Assistant Professor of Business Administration
University of Palermo
Italy



ATINER CONFERENCE PAPER SERIES No: SPO2013-0862

Athens Institute for Education and Research
8 Valaoritou Street, Kolonaki, 10671 Athens, Greece
Tel: + 30 210 3634210 Fax: + 30 210 3634209
Email: info@atiner.gr URL: www.atiner.gr
URL Conference Papers Series: www.atiner.gr/papers.htm

Printed in Athens, Greece by the Athens Institute for Education and Research.
All rights reserved. Reproduction is allowed for non-commercial purposes if the
source is fully acknowledged.

ISSN 2241-2891
23/1/2014



ATINER CONFERENCE PAPER SERIES No: SPO2013-0862

An Introduction to
ATINER's Conference Paper Series

ATINER started to publish this conference papers series in 2012. It includes only the
papers submitted for publication after they were presented at one of the conferences
organized by our Institute every year. The papers published in the series have not been
refereed and are published as they were submitted by the author. The series serves two
purposes. First, we want to disseminate the information as fast as possible. Second, by
doing so, the authors can receive comments useful to revise their papers before they
are considered for publication in one of ATINER's books, following our standard

procedures of a blind review.

Dr. Gregory T. Papanikos
President
Athens Institute for Education and Research



ATINER CONFERENCE PAPER SERIES No: SPO2013-0862

This paper should be cited as follows:

Cincimino, S. (2013) "Revenues from Related Parties Transactions and
UEFA Financial Fair Play. The Search for an Alternative Solution to Fair
Value Measurement for the Break-Even Result Assessment'™ Athens:
ATINER'S Conference Paper Series, No: SPO2013-0862.



ATINER CONFERENCE PAPER SERIES No: SPO2013-0862

Revenues from Related Parties Transactions and UEFA
Financial Fair Play. The Search for an Alternative Solution to
Fair Value Measurement for the Break-Even Result Assessment

Salvatore Cincimino
Assistant Professor of Business Administration
University of Palermo
Italy

Abstract

Transactions with related parties (RPTs) are numerous and frequent in the
economy of companies; they are often made with different values from the
ones in arm’s length transactions, and sometimes for opportunistic reasons.
Many cases of RPTs occur in the football sector too, and they are mostly
related to sponsorship contracts revenues.

Through the financial fair play regulations, UEFA encourages the clubs
which want to get the license for competing in European tournaments, to count
on their capability to operate on the basis of their own revenues.

The reorientation of the professional football clubs economic governance
requested by UEFA also provides specific RPTs disclosure as well as their fair
value measurement, suggesting downward adjustments for RPT revenues, and
upward adjustments for RPT costs, recorded at different value. However, the
procedures and activities underlying the fair value measurement expose to
some difficulties - among which the need for specific individual decision on
each case, with the consequent high risk of treating similar cases differently -
and are likely to undermine the effectiveness of the financial fair play rules.

This contribution suggests an alternative hypothesis with respect to fair
value measurement of RPTs for the UEFA FFP.

Keywords: sport governance, related party transactions; UEFA Financial Fair
Play; fair value
JEL: G38, K40, M48
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Introduction

Commercial relations with related parties (RP) are numerous, different and
frequent in the business of the companies.

It seems natural that a company prefers to do business with a supplier (for
the acquisition of goods, services or financial resources) with whom it has a
relationship of participation in share capital (subsidiary, associated entity,
controlling entity), an agreement, or even if there is a family relationship
between the owner/manager of the company and the supplier. The resulting
related party transactions (RPTs) might however be made under (more or less
favourable) conditions different from open market ones (above all: Cheung et
al., 2009), with the consequence of influences/interferences on financial results
(TAS 24, § 6) and firm value (Wong and Jian, 2003). RPTs can also be causes
of conflicts of interest compromising the shareholder’s confidence in the
management of the company (Gordon et al., 2004); they are still perceived as
opportunistic (Wong and Jian, 2003) and they also entail the implementation
and/or the audit of specific internal rules and procedures, such as the ethical
codes of behaviour (above all: Handfield and Baumer, 2006).

It therefore become necessary to regulate the disclosure of financial
statements on RPTs. Scholars become interested to the topic and the
International Accounting Standards Board (IASB) issued a specific accounting
standard, 1AS 24.

RPTs are also frequent in the football sector. For example, it is known that
chronic and structural economic losses incurred by professional football clubs
(PFCs) are covered by contributions from the owners and/or RP.

In Europe, the recent UEFA rules on financial fair play (FFP) tend to
radically affect the governance of PFCs, focusing on economic as well as at
sport competition among clubs. In fact, clubs wishing to obtain a license to join
the UEFA European competitions must now also demonstrate, in addition to
other obligations, the achievement of adequate economic performance (so
called break-even result, BER). For this reason, in order to remain competitive
at sporting level, and to sustain the related high costs, PFCs are required to
achieve sufficient revenues. It can therefore arise, among clubs, the temptation
to inflate the revenue volume through specific RPTs. In this regard, UEFA
regulates the assessment of RPTs, providing that the so-called recorded value
should be reported at fair value. However, some RPTs, and specifically the
sponsorship contracts, might escape to the effective system of rules of FFP.
Sponsorship revenues from RP may in fact conceal a contribution to equity
rather than a genuine provision of services, but it is very difficult to separate
the equity amount from the actual revenue amount.

This paper deals with related parties transactions in the professional
football sector and the difficulty to evaluate some of them - viz. revenues from
sponsorship contracts - for the purposes of applying the rules of FFP. The
contribution suggests an alternative measurement hypothesis with respect to
fair value.
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The paper is structured as follows. After a brief review of IAS 24 and a
description of the symmetries with the UEFA rules about FFP, the discipline of
financial statement disclosures of RPTs in Italy and the "state of the art” in
terms of quality and quantity of these disclosures are analyzed, through the
financial statements of PFCs who are active in the “Serie A” championship in
Italy. The RPT discipline is then described in accordance with FFP rules and
some critical issues regarding the measurement at fair value, with specific
reference to revenues from RP sponsorship, are pointed out. Before
conclusions, the analysis leads to an alternative proposal for the determination
the value of revenues from RPTSs.

Related Party Transaction: 1AS 24 and UEFA FFP Regulations

RPTs can be carried out at non-market values or at conditions different
from those that would have been obtained between independent entities, with
the consequence of distorted economic and financial results of the company. It
is basically to ensure adequate transparency of these transactions that the
International Accounting Standards Board (IASB) has regulated with a specific
principle (IAS 24) the disclosure of companies (the so-called “reporting
entity”: RE) on RPTs. The criteria with which RE identify RPs, distinctly
between “a person or a close member of that person's family” (IAS, § 9. a) and
“an entity ... related to a reporting entity” (IAS, § 9. b) are so broad that in IAS
24: a. specific “limits” are identified, beyond which the parties, despite
possible relationships and agreements, shall not be considered to be related
(IAS, § 11) b. however, substance of the relationships and agreements over
form is preferred (IAS, § 10).

Given the vagueness of the definition of RPT (“a transfer of resources,
services or obligations between a reporting entity and a related party,
regardless of whether a price is charged” - IAS 24, § 9), and the large number
of IAS reported cases (§ 21), it is evident that the RE has broad discretion in
identifying RPs and describe RPTs. This is a very delicate and important issue.
It is thus necessary that the RE give exhaustive information. In fact, the
accuracy of voluntary information, even in the environmental field (Toms,
2002), or in forecasting records (Hutton and Stocken, 2009), is one of the
underlying conditions of the company’s reputation. In turn, the reputation of an
entity is one of the determinants of its sustainability disclosure (Michelon,
2011). 1t is also significant to prefer qualitative to quantitative information
(Hasseldine et al, 2005). It is therefore appropriate to pay adequate attention to
quality issues, rather than to quantitative data, as required by paragraph 18 of
IAS 24, separately for categories of RP (IAS 24, § 19). Paragraph 23 of 1AS 24
also points out that “disclosures that related party transactions were made on
terms equivalent to those that prevail in arm’s length transactions are made
only if such terms can be substantiated.” In this regard, Christensen et al.
(2012) show that the volatility of the estimate of RPTs may have substantial
impact on the financial performance.
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Setting strict rules and forecasting highly detailed information may
however cause counterproductive effects in recipients of information
(McCahery and Vermeulen, 2011). It is also shown that in terms of conflict of
interest, paradoxically, “non-disclosure can have the positive effect of
facilitating the formation of reputation” (Koch and Schmidt, 2010; also Cain et
al, 2005), obviously as long as the conflict is not unveiled from external
sources too, which is often the case in the areas constantly placed under the
spotlight, which is the football sector.

In this respect UEFA, adopting the rules on FFP, gave particular
importance to information on RPs, in order to make the management
operations carried out by the clubs that require a license more comprehensible,
as well as to proceed with any corrections, reporting at fair value the amounts
by which such operations have been carried out (so called recorded value). The
club (licensee) “must disclose the nature of the related party relationship, as
well as information about those transactions and outstanding balances,
including commitments, necessary for an understanding of the potential effect
of the relationship on the financial statements”, and also details about
transactions and commitments with each related party (UEFA FFP
Regulations, Annex VI, par. E.1j))'. The Annex X of the “UEFA Club
Licensing and Financial Fair Play Regulations - Edition 2012” (UEFA FFP
Regulations) fully retrieves certain paragraphs of the latest version of 1AS 24,
explained in table 1.

Table 1. Links between 1AS 24 and UEFA Club Licensing

Items UEFA FFP Regulations mention to 1AS 24
RPT disclosures Annex VI, 8 E.1j) §18.823.824.
RP, RPT and fair value  Annex X, § E.1. 2. 3.

of RPT - definitions 4.5.6.7. §9.§10.811.812.

Related Party Transaction: National accounting standard and quality of
disclosure in the Italian PFC

Compared to what is required by IAS 24, and by UEFA, regulations on
RPT disclosures in Italy require a lower degree of detail.

In fact, only for listed companies and for the companies issuing shares
widely distributed among the public in a significant way, and only trough the
legislative decree no. 310/2004 (in force since 14 January 2005) the article
2391-bis was introduced in the Civil Code, which states that management must
arrange and adopt specific rules (viz. real internal codes of conduct) to ensure
transparency and substantive and procedural fairness of RPTs to be reported to
the management report. Internal rules should be prepared by each company on

! According to UEFA FFP Regulations, the PFC must also: a. set out in the balance sheet the
items regarding RPTs (Annex VI); b. disclose information on RP contributions useful for the
calculation of the acceptable deviation (Article 61 and Annex X); adjust the recorded value of
revenues and expenses of any transaction with RP to fair value (Article 58, par. 4), for the
correct calculation of the BER (Annex X).
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the basis of the general principles of the National Commission for the
Companies and the Stock Exchange - CONSOB, an independent national body
whose activities are aimed at investor protection, and at efficiency and
transparency of the Italian securities market.

For all companies, the Civil Code (Article 2427) provides that the notes to
the accounts contain information about the relationships with subsidiaries,
associated parent companies and others. Only the Legislative Decree no.
173/2008 (mandatory for the companies in the reporting periods ending after
21 November 2008) introduced the point 22-bis in article 2427 of the Civil
Code, in which the company must indicate transactions with RPs, specifying
the amount, the nature of the relationship and any other information necessary
for an understanding of the financial statement relating to such transactions, but
only in cases they are relevant and have not been concluded under normal
market conditions. Information relating to individual transactions may be
aggregated according to their nature except when it is necessary, for clarity
purposes, to have separate disclosures.

Only relevant information on RPTs should therefore be disclosed, and not
arm's length ones. In this regard, the CONSOB issued specific regulations
identified quantitative indicators and a qualitative criterion®.

Compared to what is regulated by IAS 24, taken from the UEFA FFP
Regulations, the following considerations may be made with regard to
disclosure on the RPTs in Italy: - except for the information on transactions
with subsidiaries/affiliates/parent companies, RPT regulations are fairly recent,
and refer to generic criteria (as in the case of the identification of relevant
transactions); - the decision-making center of gravity for the identification,
investigation and approval of RPTs is shifted towards the companies, which
must themselves define specific self-government procedures; - however,
regulations are detailed for listed companies (in football: only Juventus, Lazio,
Roma), and not for all companies. The not listed companies (all the others
PFCs) experience many difficulties and, in the absence of specific provisions
(moreover, self-government procedures for listed companies are expensive)
they limit, or omit, information.

A general carelessness thus appears in disclosures that instead, especially
for the PFCs, should be properly made. A specific analysis conducted on the
financial statements of the PFCs that in the seasons 2008/09, 2009/10, 2010/11
have played in the championship Serie A, summarized in table 2, reveals the
effects of jagged and uneven regulations, confirming the claims made by
Berglof and Pajuste (2005), regarding the different level of disclosure across
firms, and the strong country effect in what companies disclose.

'RPTs are relevant if the relationship between the following components is greater than 5% (or
2.5% in specific cases): a. the value of the RPT and the average market capitalization for the
last 6 months of the shares of the company; b. total value of RPT asset’s and total assets of the
company; c. pre-tax profits attributable to RPT and pre-tax profits of the company; d. total
liabilities of the RPT and total assets of the company; e. the amount of the RPT and the
revenues of the company. Should also be considered relevant the RP operations "unusual and
infrequent” (qualitative criterion).
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What the analysis points out better is the extreme delicacy with which one
should address the difficult issue of downward adjustments (for revenues) and
upward adjustments (for costs) which the clubs of all UEFA member countries
requiring a license must work to bring the recorded value of the RPTs to fair
value, and thus the identification of the RPTSs fair value.

Table 2. RPTs disclosure in financial statements of Serie A PFCs

2008/09  2009/10 2010/11
Financial statements examinated 20 20 20
Total absence of information on RPT 4 2 1
Total absence of information on RPT in the Notes to
accounts (basic information in the Management report) 11 7 6
Information minimized and generic 6 3 4
Information on member of the same group 20 19 20
Relationships with managers 3 3 3
Report about significant transactions: 19 18 18
- not relevant or in arm's length 6 8 9
- conditions of reciprocal economic gain 1 2 1
- substantive and procedural fairness 1 1 1
Remeasurement to fair value - - -

Revenues from Related Party Transactions in PFCs: sponsorship
contracts with RPs and fair value assessment

According to UEFA FFP Regulations, article 58, paragraph 4, “relevant
income and expenses from related parties must be adjusted to reflect the fair
value of any such transactions” The algebraic sum of relevant income and
relevant expenses, namely the BER, is the economic data for defining the
eligibility of a club to obtain UEFA license (UEFA FFP, Regulations, articles
53-68).

Annex X of the UEFA FFP Regulations clarifies that “the club must
determine the fair value of any related party transaction(s)”. The club must
carry out a verification of each RPT, reducing the value of a revenue from RPT
(downward adjustment) and increasing the value of a cost (upward
adjustment), if “the estimated fair value is ... (lower than) the recorded value”.
An example is shown in table 3.

Table 3. Examples of down- and upward adjustments of RPTs

Incomes from RPT Expenses from RPT

sponsorship contract (€ min.): provision of services (€ mln.):
recorded value 10,00 recorded value 2,50
fair value 8,00 fair value 3,00
FFP relevant income 8,00 FFP relevant expense 3,00
downward adjustment 2,00 upward adjustment 0,50

It clearly puts the problem of measuring the fair value of these
transactions, especially for revenues.

10
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On the subject, the UEFA FFP Regulations refer to the traditional
definition of the International Accounting Standards before the advent of the
International Financial Reporting Standard 13 (IFSR 13): “Fair value is the
amount for which an asset could be exchanged, or a liability settled, between
knowledgeable willing parties in an arm’s length transaction.” (UEFA FFP
Regulations, Annex X, par. E.7).

Today, the IFSR 13 on “fair value measurement”, issued for making IAS
converge with US GAAP, defines fair value as an “exit price”: “Fair value (is)
the price that would be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the measurement date.”
(IFSR 13, par. 9).

IFSR 13 describes three different levels of fair value measurement (so
called fair value hierarchy) that vary from the level 1 (the most comparable and
consistent) “to quoted prices (unadjusted) in active markets for identical assets
and liabilities ... and the lowest priority to unobservable inputs” (IFSR 13, par.
72), in which “an entity shall develop unobservable inputs using the best
information available in the circumstances, which might include the entity’s
own data” (IFSR 13, par. 89).

It is worth pointing out that the measurement at fair value before IFSR 13,
which is the one in force for UEFA, presents high levels of uncertainty (Bell
and Griffin, 2012; Christensen et al., 2012), in particular if operations are
single events, where, even though one may consider the parties as
“knowledgeable willing”, it is really difficult to identify “an arm’s length
transaction”. It iS equally difficult to combine the objective availability of data
offered by the external environment, especially from the market, with
subjective management evaluations (Landsman, 2007). It is therefore necessary
to support the validity of the measurement at fair value. It is important to
improve a specific disclosure, both qualitative (Bratten et al., 2013) and
quantitative (Bell and Griffin, 2012), and to identify specific frameworks also
for transactions with related parties (Gordon et al., 2007). In these activity, the
management has a specific responsibility to provide accurate information (Bell
and Griffin, 2012).

In this regard, the UEFA document in application of FFP rules requires
that “in the supplementary schedule for transactions with related parties, the
licensee (the club) must disclose the prescribed information for all transactions
with a related party, irrespective of whether or not there is an adjustment for
the calculation of the break-even result.” (UEFA FFP Solution Toolkit, par.

'According to IFSR 13, the market is: - “principal market for the asset or liability” (IFSR 13,
par. 16.(a) - that is “the market with the greatest volume and level of activity for the asset or
liability”), “or, in the absence of a principal market, the most advantageous market for the asset
or liability” (IFSR 13, par. 16.(b) - that is “the market that maximises the amount that would be
received to sell the asset or minimises the amount that would be paid to transfer the liability,
after taking into account transaction costs and transport costs”). An active market is “a market
in which transactions for the asset or liability take place with sufficient frequency and volume
to provide pricing information on an ongoing basis”.

11
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5.1.4)1. In a specific table, the club requesting license must clarify “a summary
of the different types of evidence to support the deemed fair value of the
transaction” (UEFA FFP Solution Toolkit, Appendix V, par. C.4).

Particular attention is paid by UEFA to revenues from sponsorship
contracts. Revenues from ‘“sale of sponsorship rights by a club to a related
party” are the first example of “income transaction(s) with related party(ies)
above fair value™?.

Actually, the increase in sponsorships has been really enormous in the last
decades. Sponsorship becomes one of the main source of revenues and it has
different roots (Parks and Quarterman, 2003; Foster et al., 2006). Companies
invest in sponsorship relationships for different objectives (Foster et al., 2006),
therefore specific strategies (Shilbury et al., 1998) and models of strategic
evaluation (Kase et al., 2010) are defined.

Investment in sponsorship are subject to accurate evaluating processes and
models for the measurement of effectiveness (Foster et al., 2006), and
efficiency (Cousens and Amis, 2003). However, it is still difficult to assess
with certainty the actual return on investment in a sponsorship contract
(Cousens and Amis, 2003).

Moreover, since the sponsorship contract normally underlies a
synallagma®, and therefore a mutually beneficial relationship between sponsor
and sponsee), it may happen that the contract has different motivations,
producing, on the operational point of view a dual benefit for the sponsee,
rather than a synallagma, especially in the case of contracts with RPs.

In fact an opportunistic operation can hide behind a sponsorship contract
of the PFC with a RP (which usually is an official, or institutional sponsor),
viz. a real financing of the club by the sponsor. The contract with the RP may
also underlie tax elusive purposes. The RP (sponsor) may in fact benefit from
the tax accrued costs thanks to the invoice received from the club (sponsee). In

“The licensee must first disclose the following information: - the profit and loss account line
that contains the related party transaction(s); - the amount of the transaction(s) as recorded in
the annual financial statements and underlying accounting records ...; - the fair value of the
transaction(s) ...; - brief explanatory comments about the transaction; - the difference (i.e.
adjustment), if any, between the recorded value and the fair value. Secondly, for each account
line containing one or more related party transactions the licensee must also disclose further
details for each related party transaction, including: - the name of the related party ...; - a
description of the nature of the transaction; - the amount of the transaction ...; - the fair value
of the transaction; - the difference (i.e. adjustment), if any, between the recorded value and the
fair value; and - a summary of the different types of evidence to support the deemed fair value
of the transaction.” (UEFA FFP Solution Toolkit, Appendix V, par. C.4).

2UEFA FFP Regulations, Annex X, par. B.1.j). Follow: “sale of corporate hospitality tickets,
and/or use of an executive box, by a club to a related party”, and the residual “any transaction
with a related party whereby goods or services are provided to a club”. “Monies received by a
club from a related party as a donation” and “settlement of liabilities on behalf of the club by a
related party” are specifically excluded from relevant incomes.

3Sponsorship is “a business agreement between two parties. The sponsor provides money,
goods, services or know-how. In exchange, the sponsored party - individual, event or
organization - offers rights and associations that the sponsor utilizes commercially” (Lagae,
2005).

12
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turn, the club that produces structural economic losses, might reduce or
eliminate its losses without having any tax increase, through a “inflated value”
sponsorship contract.

From an operational perspective, it is however difficult to determine the
portion of the value to be considered as a revenue from “official or institutional
sponsor” and the portion to be considered as a loan or an equity contribution
from RP, for covering the losses of the club.

It follows that even if the controlling body of the “licensor” (namely the
UEFA Club Financial Control Body - CFCB) “undertakes the assessment of
the monitoring documentation and takes the appropriate decisions ...” (UEFA
FFP Solution Toolkit, par. 2.1.11), it seems natural to imagine that the club
requesting UEFA license will try to justify in any way the identity between fair
and recorded value of the RPTs, with the consequent difficulties and possible
controversies into the matter of such operations, namely for the fact that
normally each RPT, as official or institutional sponsorship, represents a single
event, for which it is not easy to identify neither an arm's length transaction,
nor a “principal” or “most advantageous market”.

In this regard, the analysis reported in table 2 shows that no PFC in Italy
has reported RPTs (not just from sponsorship contracts) with recorded value
different from the fair value. The same happens with emblazoned clubs in
Europe, whose revenues have increased stratospherically also due to
sponsorship contracts from RPs, enabling them to justify so many investments,
thus trying to tackle the achievement of the economic objectives of FFP.

Despite leaving aside the analysis of the conditions for which revenues
from services are recognized in accordance with 1AS 18, it should be pointed
out here that it would, at most, be possible to identify an “active market” in the
field of technical sponsors (that sponsors through the partial or full payment of
sporting equipments like goods or services), where a signaling indicator could
be identified by the degree of sport competitiveness of teams. In this regard,
the table 4 shows the correlation between the amount of technical sponsor
contracts and the position reached in the Italian Serie A. The significant value
of R? (stabilized on significant values regarding both a single season, and the
average amounts for three seasons) justifies the correlation and proves that the
sport competitiveness awards the best teams, in a market of homogeneous
goods such as those offered by technical sponsors.

Table 4. Correlations between the value of techincal sponsor contracts and the ranking of Serie A teams

2 RZ= 05156 1 R2=0,5625

Amounts technical sponsors
(€ min
=
o

Average amounts technical sponsors

¢
* o 0 A

0 5 10 15 20 - 5 10 15
Ranking SERIE A 2010-2011 Ranking Serie A
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Therefore, in the case of technical sponsors it is possible to assume the
existence of an active market, which describes values in an arm’s length
transaction, as well as in support of the hypothesis of a technical evaluation
(according to the IFSR 13) at least of level 2 (that is the level in which “inputs
are inputs other than quoted prices included within level 1 that are observable
for the asset or liability, either directly or indirectly” - IFSR 13, par. 81).

The same considerations, however, cannot be formulated in the case of
official or institutional sponsors that are RPs. In such cases, in fact, as shown in
table 5, the values of the sponsorship contracts are not comparable in any way:
each contract represents a singular case; for such transactions it is impossible to
consider the existence of a market, neither homogeneous, nor active.

Table 5. Correlations between the value of official or institutional sponsor contracts with a RP and the ranking of Serie A teams

R2=0,0203 1 R2=0,0511

14 .
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=
=
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RP sponsorship amounts (€ min.)

RP sponsorship amounts (€ min.)

5 10 15 20 25 30 - 5 10 15 20 25 30 35 40
Ranking 2009-2010 Ranking 2010-2011

It is therefore evident that the procedures and the operations underlying the
measurement at fair value of RPTs highlight some weaknesses, among which is
the fact that each case should be decided on the merits, with the consequent
high risk of treating similar cases differently. The consequence should be to
undermine the effectiveness of the rules of FFP.

Related Party Transactions and UEFA FFP: an alternative hypothesis to
the fair value measurement

The above considerations lead to the opportunity to find an alternative for
the fair value measurement of the RPTSs.

Alternative measures do not infringe the international accounting standards
and the fair value discipline, given that they have different purposes, compared
to those of UEFAL. In other words, the fair value - as well as other rules of

““Fair value is considered ... with respect to the two primary objectives of financial statements
..., namely (a) informativeness - to assist providers of capital in predicting, evaluating, and
comparing the amounts, timing and uncertainty of future cash flows, and (b) stewardship - to
assist in evaluating how efficient and effective managers have been in enhancing shareholders’
value” (Ronen, 2008). Clubs must compete at sporting, economic and social environment level
(Jacopin et al., 2010; Cincimino et al., 2012). With the FFP, UEFA tends to encourage clubs to
operate on the basis of their own revenues, and also to compete as above. As a proof of the
above, to encourage the social role of the soccer club, UEFA excludes from the relevant
expenses, the expenditure on youth development and on community development activities.

14
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international accounting standards - is recalled in the UEFA FFP Regulations
as it may be useful (and instrumental) to the objectives which it aims to achieve
through these rules.

The alternative proposal consists of an indicator using as a reference base
the economical performances of all the clubs that have been obtained the
UEFA license the sporting season preceding the reference one (common
economic performances or CEP), as well as the specific economic
performances which the club requesting the license gained in the reference
sporting season (specific economic performances or SEP).

The reason to consider “common economic performances” (CEP) allows
to treat all the clubs on an equitable basis, thus avoiding problems in the
identification of specific criteria for their differentiation into categories.
Moreover, UEFA has already dealt with the acceptable deviation in the same
way for all the clubs, regardless of their different performances. (art. 61 UEFA
FFP Regulations). The reason to consider all the clubs that have requested
UEFA license the season preceding the reference one allows to give an
orientation to the clubs wishing to obtain the license in the subsequent season,
making them aware previously of the value that would be recognized by
UEFA.

The CEP must also assume stable values, which can be done also by using
a high number of data concerning numerous clubs. It must also avoid the
possibility of being affected by possible specific “cartel agreements” between
clubs. For example, an exponential increase in the value of sponsorship
contracts from RPs, although they are not evaluable at fair value, could
certainly justify as much exponential elevations of the values that UEFA will
consider as benchmarks. As a paradoxical consequence clubs might have
found, once again in the football world, a way to dribble economic effective
rules. The value of the CEP should eventually enable to reach a compromise
between UEFA and the most emblazoned PFCs, that because of the FFP rules
risk of losing their sporting competitiveness, and may at any time threaten their
renunciation in European competitions, to create a specific organization in
which to compete.

Specific economic performance gained by the individual clubs (SEP),
should also be taken into account, stimulating at the same time the production
of operating revenues other than those produced by RPTs.

For the above purpose, in the opinion of the writer each club might have
admitted, as FFP “relevant incomes” from RPTs, all RPT revenues resulting
from the following formula®;

' Ry~ Repr R, ~R
ReprFFP Club(a) =xRRPT(a)-% 0 TR (1 )R DT

'Z:l: Ry R

o(a)

Also, to encourage clubs to invest in technical infrastructure, the excess proceeds on disposal
of tangible fixed assets, like the stadium and training facilities not replaced, are excluded.
Obviously they are not included in revenues from RPT those expressly excluded by UEFA
FFP Regulations. In this regard see UEFA FFP Regulations, Annex X, par. B.1.j).
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where:

RrprFFP Club(a) are the FFP “relevant incomes” from RPTs of Club (a)
Club(a) represents the club requesting the UEFA license
Club(i) represents the clubs (i) that in the previous season have obtained
UEFA license
X is the percentage of RPT revenues earned by the Club (a) in the reference
season, which should be attributed to the value of CEP
1-x is the “complementary” percentage of RPT revenues earned by the Club
(a) in the reference season, which should be attributed to the value of SEP
Rrer(2) are the RPT revenues earned by the Club (a), taken from the financial
statement of the Club (a) of the reference season
Ro(a) are the operating revenues (including profits, or revenues, on disposal of
player registrations, respectively if the Club (a) applies capitalisation and
amortisation methodology, or revenue and cost methodology, for player
registration) earned by the Club (a), taken from the financial statement of the
Club (a) of the reference season
| represents the “n” clubs that have been obtained UEFA license the previous
season for which the indicator is effective
Rrpr(i) are the RPT revenues earned by each Club (i), accrued in the season
preceding the reference one, taken from the financial statements of each Club
(i) of the season preceding the reference one
Ro(i) are the operating revenues (including profits, or revenues, on disposal of
player registrations, respectively if the Club (i) applies capitalisation and
amortisation methodology, or revenue and cost methodology, for player
registration) earned by each Club (i) accrued in the season preceding the
reference one, taken from the financial statements of each Club (i) of the
season preceding the reference one
n is the total number of Clubs (i) that have been obtained UEFA license UEFA
the season preceding the reference one.

Taking into consideration that:
EZHZM is CEP, and M is SEP,
n a3 Ro(i) Ro(a)

the formula can be represented as follows:
RrptFFP Club(a) = XRgpr (5 - CEP + (1= X)Repr () - SEP

Empirical evidences (table 6) show that the value of CEP:

a. tends to decrease as higher is the number of Clubs (i) that increase their
amount of Rgrpr(i) (hypotheses X or Y of 10, 15 or 20 clubs)

b. tends to decrease, and at least to stabilize, in case of significant
increases in the Rgpr(i) values (comparing hypotheses X - lower Rgrpr(i) - and
Y - more Rgpr(i))
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c. assumes higher values, for equal increments of Rgpr(i), in the hypothesis
of increments of R,(i), (comparing hypotheses W - lower Rq(i) - and Z - more
Ro(i)). This can also represent a leverage effect, in favor of the admissibility of
RPT revenues due to higher income from other operations, not from RPs.
Moreover, the increase in operating revenues is in line with what is desired by
UEFA in terms of actual economic rebalancing of profits and losses.

Table 6. Simulations of CEP

Season n Season n+1 (hp X) Season n+1 (hp Y)
Other Other Other
operating Revenues from Total operating operating Revenues from Total operating operating Revenues from Total operating
Clubs revenues-A  RPs-B revenues-C  (C-B)/C Clubs revenues-A  RPs-B revenues-C  (C-B)/C Clubs revenues-A  RPs-B revenues-C  (C-B)/C
1 300,00 100,00 400,00 0,75 1 300,00 100,00 400,00 0,75 1 300,00 100,00 400,00 0,75
2 450,00 150,00 600,00 0,75 2 450,00 150,00 600,00 0,75 2 450,00 150,00 600,00 0,75
3 600,00 200,00 800,00 0,75 3 600,00 10.000,00 10.600,00 0,06 3 600,00 100.000,00 100.600,00 0,01
4 750,00 250,00 1.000,00 0,75 4 750,00 10.000,00 10.750,00 0,07 4 750,00 100.000,00 100.750,00 0,01
5 900,00 300,00 1.200,00 0,75 5 900,00 10.000,00 10.900,00 0,08 5 900,00 100.000,00 100.900,00 0,01
6 1.050,00 350,00 1.400,00 0,75 6 1.050,00 350,00 1.400,00 0,75 6 1.050,00 350,00 1.400,00 0,75
7 1.200,00 400,00 1.600,00 0,75 7 1.200,00 400,00 1.600,00 0,75 7 1.200,00 400,00 1.600,00 0,75
8 1.350,00 450,00 1.800,00 0,75 8 1.350,00 450,00 1.800,00 0,75 8 1.350,00 450,00 1.800,00 0,75
9 1.500,00 500,00 2.000,00 0,75 9 1.500,00 500,00 2.000,00 0,75 9 1.500,00 500,00 2.000,00 0,75
10 1.650,00 550,00 2.200,00 0,75 10 1.650,00 550,00 2.200,00 0,75 10 1.650,00 550,00 2.200,00 0,75
1 1.800,00 600,00 2.400,00 0,75 1 1.800,00 10.000,00 11.800,00 0,15 n 1.800,00 100.000,00 101.800,00 0,02
12 1.950,00 650,00 2.600,00 0,75 12 1.950,00 10.000,00 11.950,00 0,16 12 1.950,00 100.000,00 101.950,00 0,02
13 2.100,00 700,00 2.800,00 0,75 13 2.100,00 10.000,00 12.100,00 017 13 2.100,00 100.000,00 102.100,00 0,02
14 2.250,00 750,00 3.000,00 0,75 14 2.250,00 750,00 3.000,00 0,75 14 2.250,00 750,00 3.000,00 0,75
15 2.400,00 800,00 3.200,00 0,75 15 2.400,00 800,00 3.200,00 0,75 15 2.400,00 800,00 3.200,00 0,75
16 2.550,00 850,00 3.400,00 0,75 16 2.550,00 850,00 3.400,00 0,75 16 2.550,00 850,00 3.400,00 0,75
17 2.700,00 900,00 3.600,00 0,75 17 2.700,00 10.000,00 12.700,00 021 17 2.700,00 100.000,00 102.700,00 0,03
18 2.850,00 950,00 3.800,00 0,75 18 2.850,00 10.000,00 12.850,00 022 18 2.850,00 100.000,00 102.850,00 0,03
19 3.000,00 1.000,00 4.000,00 0,75 19 3.000,00 10.000,00 13.000,00 0,23 19 3.000,00 100.000,00 103.000,00 0,03
20 3.150,00 1.050,00 4.200,00 0,75 20 3.150,00 1.050,00 4.200,00 0,75 20 3.150,00 1.050,00 4.200,00 0,75
CEP (10) 0,75 CEP (10) 0,55 CEP (10) 053
CEP (15) 0,75 CEP (15) 050 CEP (15) 046
CEP (20) 0,75 CEP (20) 048 CEP (20) 042
Season n Season n+1 (hp W) Season n+1 (hp Z)
Other Other Other
operating Revenues from Total operating operating Revenues from Total operating operating Revenues from Total operating
Clubs revenues-A  RPs-B revenues-C  (C-B)/C Clubs revenues-A  RPs-B revenues-C  (C-B)/C Clubs revenues-A  RPs-B revenues-C  (C-B)/C
1 300,00 100,00 400,00 0,75 1 1.500,00 100,00 1.600,00 0,94 1 15.000,00 100,00 15.100,00 0,99
2 450,00 150,00 600,00 0,75 2 2.250,00 150,00 2.400,00 0,94 2 22.500,00 150,00 22.650,00 0,99
3 600,00 200,00 800,00 0,75 3 3.000,00 10.000,00 13.000,00 0,23 3 30.000,00 100.000,00 130.000,00 0,23
4 750,00 250,00 1.000,00 0,75 4 3.750,00 10.000,00 13.750,00 027 4 37.500,00 100.000,00 137.500,00 027
5 900,00 300,00 1.200,00 0,75 5 4.500,00 10.000,00 14.500,00 031 5 45.000,00 100.000,00 145.000,00 031
6 1.050,00 350,00 1.400,00 0,75 6 5.250,00 350,00 5.600,00 0,94 6 52.500,00 350,00 52.850,00 0,99
7 1.200,00 400,00 1.600,00 0,75 7 6.000,00 400,00 6.400,00 0,94 7 60.000,00 400,00 60.400,00 0,99
8 1.350,00 450,00 1.800,00 0,75 8 6.750,00 450,00 7.200,00 0,94 8 67.500,00 450,00 67.950,00 0,99
9 1.500,00 500,00 2.000,00 0,75 9 7.500,00 500,00 8.000,00 0,94 9 75.000,00 500,00 75.500,00 0,99
10 1.650,00 550,00 2.200,00 0,75 10 8.250,00 550,00 8.800,00 0,94 10 82.500,00 550,00 83.050,00 0,99
1 1.800,00 600,00 2.400,00 0,75 1 9.000,00 10.000,00 19.000,00 047 1n 90.000,00 100.000,00 190.000,00 0,47
12 1.950,00 650,00 2.600,00 0,75 12 9.750,00 10.000,00 19.750,00 0,49 12 97.500,00 100.000,00 197.500,00 0,49
13 2.100,00 700,00 2.800,00 0,75 13 10.500,00 10.000,00 20.500,00 051 13 105.000,00 100.000,00  205.000,00 051
14 2.250,00 750,00 3.000,00 0,75 14 11.250,00 750,00 12.000,00 0,94 14 112.500,00 750,00 113.250,00 0,99
15 2.400,00 800,00 3.200,00 0,75 15 12.000,00 800,00 12.800,00 0,94 15 120.000,00 800,00 120.800,00 0,99
16 2.550,00 850,00 3.400,00 0,75 16 12.750,00 850,00 13.600,00 0,94 16 127.500,00 850,00 128.350,00 0,99
17 2.700,00 900,00 3.600,00 0,75 17 13.500,00 10.000,00 23.500,00 057 17 135.000,00 100.000,00  235.000,00 057
18 2.850,00 950,00 3.800,00 0,75 18 14.250,00 10.000,00 24.250,00 0,59 18 142.500,00 100.000,00  242.500,00 0,59
19 3.000,00 1.000,00 4.000,00 0,75 19 15.000,00 10.000,00 25.000,00 0,60 19 150.000,00 100.000,00  250.000,00 0,60
20 3.150,00 1.050,00 4.200,00 0,75 20 15.750,00 1.050,00 16.800,00 0,94 20 157.500,00 1.050,00 158.550,00 0,99
CEP (10) 0,75 CEP (10) 0,74 CEP (10) 0,78
CEP (15) 0,75 CEP (15) 0,72 CEP (15) 0,75
CEP (20) 0,75 CEP (20) 0,72 CEP (20) 0,75

The value CEP could represent a compromise between UEFA and the

PFCs “assisted” by high amounts of capital. Indeed, this value would tend to
stabilize at high amounts, and for this reason, with CEP stabilized value, the
FFP relevant incomes from RPTs would increase due to the increasing in
absolute value of the relevant sponsorship contracts. However, also the capital
invested in the football sector should increase, and this would be a benefit in
the sector.

The SEP value will be as higher as greater will be the incidence of other
operating revenues on total revenues. However, other conditions being equal,
high values of Rgpr(a) would substantially reduce the value of SEP.

The value of x in the formula thus has an important role.
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The value of x must be specifically defined, and represents the “cursor” in
the share of Rgpr(a) to be submitted to the CEP value and, by difference, the
remaining portion to be submitted to the value of SEP. In this regard could also
be used a “threshold amount”, beyond which intervenes the SEP value. For
instance, Rrer(a) less than or equal to € min 10 undergo to the value of CEP;
Rrer(@) in excess of € min 10, are computed for X on the basis of the value of
CEP, for 1-x on the basis of the value of SEP.

By virtue of the above indicator, for the Club(a), the difference between
Rrer(a) and the FFP relevant incomes from RPTs of Club (a) represents the
downward adjustment.

In a similar way the costs from RPT may handled.

Conclusions

Intervening on economic equilibriums of PFCs - leveraging on the
revenues that they are able to produce rather than on funding they can get - and
providing at the same time guidance on how to orient their investments,
represents a great challenge for the UEFA. The system of FFP rules
implemented for such purposes is also effective for the fact that it was prepared
with the support of football clubs, but it is “accepted” by the most emblazoned
clubs because of the capital that their owners, or related parties, are able to
invest, instead of the revenues that they accrue.

In this context, the conversion of loans in commercial transactions with
related parties may represent at the same time a dribbling of the FFP rules and
also a tax advantage for the RPs.

For this reasons, linking the measurement of the RPTs to the principles of
international accounting standards (even if effective for the purposes for which
they are issued), and then at fair value, represents a potential risk, because it
would be necessary to discuss into the matter of each operation, with the
consequent possibility to treat similar cases differently, and to enable
controversies that would not benefit in any way to European sporting
competitions.

The alternative proposal for measuring revenues from RPTs discussed and
presented in this contribution has the advantage of allowing a measurement of
RPTs for the purposes of FFP, based solely on quantitative data (economic
performances of great sample of PFCs, and economic performances of the club
requesting the license), and also encourages the production of no RPTs
operating revenues, both at system and at individual club level, which is one of
the principal reasons why UEFA implemented FFP, that is the raising of
managerial skills of European clubs.
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