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Valuation of Borussia Dortmund

1 Introduction

“Borussia Dortmund? is at least worth €600 million”.2

The statement made by the Chief Executive Officers (CEO) Hans Joachim Watzke
in an interview shows the controversial nature of valuation having in mind that the
Bundesliga’s only listed club was valued at around €250m at the time of the
statement. He further explained that the squad itself has a value of approximately
€350m. Additionally, Mr. Watzke argued that the stadium (Signal Iduna Park) of
the football company is at least worth €200m. Therefore the club is — in his opinion

— undervalued.3

Several arguments fuel Watzke’s reasoning. The private equity company Kravis
Kohlberg Roberts (KKR) bought a stake in Hertha BSC — like Dortmund a club of
the German Bundesliga. They received a share of 9,70% and valued the total club
with €220m.4 A major difference is the recent performance of both clubs. While
Hertha played in the second German division during the season ‘12/13 and has
not played internationally in the recent past, Borussia was more successful.® They
advanced to the Champions League four times in a row and made it to the final in
the season '12/°13.6 Having the success of both clubs in mind one could assume a

significantly higher valuation for Dortmund. The stock market obviously does not.

For €110m the Allianz Societas Europaea (SE) acquired a 8,33% stake of the un-
arguably most successful German football club of all time — the FC Bayern
Munchen Aktiengesellschaft (AG).” With this valuation the total value of the com-

pany amounts to €1,3bn.

1 The terms Borussia Dortmund, Borussia and Dortmund are used interchangeable throughout the thesis and
refer to the football company

2 Réckenhaus (2014)

3 Rockenhaus (2014)

4 Hertha BSC GmbH & Co KGaA (2014)

5 Kicker Sportmagazin (2014)

6 Kicker Sportmagazin (2014a); Kicker Sportmagazin (2014b); Kicker Sportmagazin, (2014c); Kicker
Sportmagazin (2014d); Kicker Sportmagazin (2014€)

TFC Bayern Miinchen AG (2014)
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Mr. Watzke would probably not challenge the statement that the FC Bayern
Minchen AG is worth more than Dortmund. But there are reasons to believe — as
mentioned above — that he would not agree on a valuation that is five times higher.
Nevertheless, both of these transaction seem to support Mr. Watzke’s view that

the football company he manages is undervalued.

On June 27™ Borussia Dortmund announced an equity issue of 6.120.011 new
shares with a price of €4,37 each. This amounts to €26,7m in total. The Evonik
Industries AG (from now on Evonik) bought all of the newly issued shares. Evonik
is one of the major sponsors of Dortmund. In addition to the equity deal both com-
panies agreed to prolong the sponsorship contract to the year 2025.8 Furthermore,
the club raised another €114m (share price €4,66) on August 21°. In addition to
Evonik, Signal Iduna Allgemeine Versicherung AG (from now on Signal Iduna) and
PUMA SE (from now on Puma) signed most of the new shares. Dortmund has
92m shares outstanding. Hence the prices paid by the strategic investors in Au-
gust would imply a market capitalization of around €429m. The company used
parts of the proceeds from the equity issue to pay down its debt. Thus, the market
capitalization is close to the total enterprise value.® However, this figure is well be-
low the €600m Mr. Watzke talked about in June.

1.1 Aim and motivation of the paper

The primary goal of the thesis is to perform a valuation of Borussia Dortmund and
check whether or not the current share price is at its fair value. Thereafter, it will be
possible to assess whether Mr. Watzke is right with his point of view or if the mar-

ket values the football company correctly.

From a valuation perspective the statements of the current CEO are interesting as

well. The CEO uses the assets of the club — primarily the team and the stadium —

8 Borussia Dortmund GmbH & Co. KGaA (2014)
9 Borussia Dortmund GmbH & Co. KGaA (2014a)
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to justify a higher value of the football company.'® Whether or not this is the right

method to value a club will be another issue of discussion.

Furthermore, the CEO claims that the club will not load up on debt to finance the
roster of the team. This statement regarding the financial policy of the football

company is a further point of discussion in the thesis.

1.2 Structure of the paper

This thesis is divided into two parts. The first part covers the theoretical back-
ground of valuation. In the second part a valuation is performed to determine how

much Borussia Dortmund is worth.
The remainder of the thesis is structured as follows:

The second chapter of this thesis gives an overview of different valuation meth-
ods. The chapter starts out with a general overview of the valuation topic. Thereaf-
ter, occasions and reasons for valuations of companies are discussed. Further-
more, an overview of the football business is provided. Then capital structure theo-
ries are briefly presented. A discussion of several valuation methods follows. After
weighing the pros and cons of each method, an appropriate method that fulfils the

special needs to value a football company is selected.

The third chapter deals with the valuation of Borussia Dortmund. First of all, the
current economic environment is assessed. Thereafter, Porter's Five Forces are
applied to gain a deeper understanding of the football industry. Afterwards, an
overview of Dortmund (history and legal structure of the company) follows. In a
Strength, weaknesses, opportunities and threats (SWOT) analysis the specific
characteristics of Borussia are evaluated. After the analysis of the qualitative fac-
tors the valuation of the football company follows. At the end of the chapter the

valuation is critically reflected upon.

The thesis ends with the conclusion — the fourth chapter.

10 Réckenhaus (2014)
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2 Valuation

This chapter provides an overview of the topic of company valuation. An explana-
tion of different reasons and occasions for company valuations is the starting point
of the chapter. Then a brief description of the historic devolvement of different val-
uation approaches follows. Following the introduction to valuation, the characteris-
tic of a football company are described. Thereafter — the main objective of this
chapter — different valuation methods are explained. A focus is the evaluation of
the different pros and cons of the methods. This is important to select the best

method to perform the company valuation of Borussia Dortmund.

2.1 Occasions and reasons for a company valuation

One of the reasons to do a valuation is the intention of one company to buy anoth-
er firm. Of course, if the target company is listed at the stock exchange it is fairly
easy to observe the potential price. But the acquirer might believe it could unveil
synergies if the company is under their control (e.g. cost cutting of headquarter
expenses). These synergies need to be carefully evaluated and thus the acquirer
needs to perform a valuation of the target. Furthermore, the acquirer could believe
that the target is undervalued by the market and would therefore be an interesting
addition to its current business. Also it is possible that two companies merge to
one entity. In this case a valuation of both companies is important to determine the
exchange relationship for the shareholders of both companies. Another reason for
a valuation is the initial public offering (IPO) of a company. To determine an ap-
propriate price for each of the new shares a valuation of the firm is needed. But
not only large companies face the need of conducting a valuation. If an owner of a
private firm wants to sell his stake in the company a valuation is important to figure

out what the portion of the company is worth.1

But not only in the case of buying or selling a company the valuation topic is im-
portant. If a company follows the value based management approach they make

use of different valuation methods to evaluate their business units. Furthermore,

11 Kuhner & Maltry (20086), pp. 1-9.
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they utilize the results to steer the company.'2 Another reason to perform a com-
pany valuation is the assessment of the credit risk by banks. Before a bank hands
out a loan to a company they evaluate whether or not the company will be able to
generate enough cash to repay the debt.'3 Furthermore, analysts perform compa-
ny valuations to provide their portfolio managers with investment ideas (buy side
analysts). Sell side analysts write reports for external clients. Their research is
used by the retail branch of the bank to provide recommendations to their custom-

ers.14

2.2 History and development of valuation

During the 1950s the predominant approach in valuation was the net asset value
approach. The idea behind this method was to receive an objective value and
hence valid for everyone. Due to this circumstance this period is called the objec-
tive period in valuation. In the ‘60s the German income approach entered the val-
uation literature. The approach was more subjective, meaning that different per-
sons would receive different values of the company because their specific inter-
ests are reflected in the approach. This period is called the subjective period of
valuation. In the ‘70s the idea about valuation was more functional, meaning that it
was in principle as subjective as in the ‘60s. But for certain occasions the base for
the valuation was set on conventions everybody agreed upon. In the ‘80s and ‘90s
the valuation approaches were more influenced by capital market theory.'S The
discounted cash flow (DCF) approach developed during that time is still valid today

and used by academics and practitioners alike to evaluate a company.16

12 Koller, Goedhart, & Wessels (2010), pp. 29-31.
13 Kuhner & Maltry (2006), p. 9.

14 Spremann & Scheuerle (2010), pp. 1-5.

15 Kuhner & Maltry (2006), p. 53.

16 Rappaport (1998), pp. 32-33.
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2.3 Characteristics of the football sector

To understand the nature of a football company the characteristics of the industry

are presented.

2.3.1 Introduction to the football business

The biggest difference of a football company and an ordinary firm is the objective.
While a firm — in a market economy — seeks to maximize long term value, a foot-

ball company additionally wants to maximize the success of the team.1”

Furthermore, it is difficult to forecast future success and hence the cash flow de-
velopment of a football team. This uncertainty is also true for a firm in an ordinary
business environment but in sports competition it is even more difficult. The diffi-
culties of forecasting is underlined by the surge of betting agencies. The success
of a football club depends highly on few employees — the players. Additionally, the
players are exposed to injuries or form fluctuation. Also, a player can be bought
(only possible in specified time periods of the season) by another club. It is no
easy task to find an immediate substitute. If a new player is bought for replace-
ment there is no guarantee that he will perform as the player that left the club. An-
other interesting fact is the observation of the beta factor. The historic beta for
football clubs is well below one. An explanation for the low beta is that the football
sector is not so dependent on the overall economic development. And thus the
shares of football clubs — from a capital market perspective — are not as risky as

those of other sectors.8

If a club wants to take part in the league competition it has to fulfill certain rules. In
Germany each football company has to receive a license each year by the
Deutsche FuRball Liga Gesellschaft mit beschrankter Haftung (GmbH) (from now
on: DFL)."° Also, teams face constraints to take part in the Bundesliga. One of the

regulations they have to accept is the process of how broadcasting rights are sold.

17 Korthals (2005), p. 16.
18 Korthals (2005), pp. 16-17.
19 Reinecke (2014)
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The DFL negotiates with different media companies and sells the broadcasting
rights in a package.20 This means that no club is allowed to individually sell the

broadcasting rights.

Another characteristic of a football company are the fans (or customers). One of
the basic assumptions in economics is that humans act rational. In terms of foot-
ball this would mean that a fan switches his club on a regular occasion to be al-
ways fan of the most successful team. This is clearly not the case in football. Usu-
ally people are fans of one team throughout their entire lifetime. To the fans it is
not just a product they consume. The emotional binding towards their club is
high.21

In contrast to an ordinary company, the product quality is easily observable. Dur-
ing the season the team is playing at least once a week (clubs that take part in the
Union of European Football Associations (UEFA) Champions League or Europa
League even twice) and everybody can make up his or her mind on the perfor-

mance of the team (product of the football company).22

Another difference is the so called “Louis-Schmeling-Paradox”.23 While in the free
economy a firm is best off when having a monopoly position the situation is differ-
ent in sports. The assumption is that it is more interesting and more profitable if
the competition is intense. For boxing this theory makes sense. The longer the
fight is the more commercial breaks are possible and the higher is the total income
generated. In the case of football it would be more interesting if it takes until the

end of the season until the winner of the league competition is known.24

2.3.2 The German football league system

The professional German leagues system consist of three divisions (Bundesliga,
2. Bundesliga, 3. Bundesliga). The season starts in August and ends in the follow-

ing May. In both top divisions 18 teams compete and in the third division 20 teams.

20 DFL Deutsche FuRball Liga GmbH (2012)
21 Korthals (2005), p. 19.

22 Korthals (2005), p. 18.

23 Neale (1975), p. 204.

24 Korthals (2005), p 19.
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Every team plays against each other twice during a season (one is a home game
and one an away game). After the season is over the first two teams from the 3.
Bundesliga will be promoted to the second and the top two from the 1. Bundesliga
into the Bundesliga. Furthermore, the winner of the relegation games also gets
promoted into the higher League. The number three ranked team of the 2.
Bundesliga competes in two games against the number sixteen of the Bundesliga.
The same is true of the last available spot of the 2. Bundesliga (number three

ranked team of the 3. Bundesliga and number sixteen of the 2. Bundesliga).2°

The top six teams of the Bundesliga and the winner of the cup will participate in
the European cup competition. The first three take part in the financially more at-
tractive Champions League. The team that came in fourth place will have a playoff
game against another team from another European league. The winner of the
knock out games will take part in the Champions League and the other team in the
Europa League. Furthermore, the teams who finished five and six of the
Bundesliga and the winner of the national cup will participate in next year’'s Europa

League.?6

The Champions League (32 teams) starts with the group stage (four teams per
group). The teams play each other twice (one home and one away game). The
teams who finish the group stage on rank one and two advance to the round of the
last 16. The knock out phase (round of last 16, quarter final, semifinal) also fea-
tures a home and away game. The final (one game) takes place on neutral

grounds.??

The Europa League begins with 48 teams. After the group stage (same rules as in
in the Champions League group stage) the first and second team qualify for the
Knock out phase (same rules in the Champions league except that they start out
with the round of the last 32). They are joined by the teams who came in third in

the Champions League group.28

25 Deutscher FuBball-Bund e.V. (DFB) (2014)
26 Kicker Sportmagazin (2014f)

27 UEFA (2015)

28 UEFA (2015a)
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2.3.3 Value of a football company

Valuation is a subjective area and depends very much of the specific interests of
the group. Especially when investing in football companies this is obvious. A stra-
tegic investor (time frame) who combines the investment with a sponsorship deal
of the club has different interests as — say— a mutual fund which thinks about in-
vesting in the club. The non-financial value is furthermore of interest of patrons
(who invest in the club because they are interested in football and they do not see
the company as an investment that maximizes value) and fans who are emotional-
ly tied to the club. The patrons and fans have in common that they love the game
and identify themselves with the players on the pitch and the history of the team.

To them the club is not a company that generates profits. It represents a lifestyle.2°

Value of
football
company
[ |
Financial Strategic Non-financial
value value value

Figure 1: Different values of a football club30

As described in the introduction, several companies bought stakes in German
football company. Those companies — as well as ordinary sponsors — are particu-
lar interested in the strategic value of the football company. Their investment can
be seen as a marketing device. The idea is to transfer the positive image of the

football company to their own company (or their products).31

The financial investor is interested in the return he can generate with his invest-
ment. Hence, dividends and the potential increase of the share price is the main

concern.32

29 Korthals (2005), p. 27.

30 Own representation based on: Escher (2007), p. 27.
31 Holzmiiller, Cramer, & Thom (2014), p. 71.

32 Korthals (2005), p. 23.
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Of course none of the three types of value described above can be evaluated with
considering the other two. Among the three, the financial value is the one that can
be evaluated with the least subjective intention. The other two are more subjec-
tive.33 As mentioned in the introduction, the objective of this thesis is to determine

the financial of value of Borussia Dortmund.

2.3.4Income streams of football companies

Football companies have four major income streams. The highest amount is the
income through the sales of the broadcasting rights. In the early days of the pro-
fessional sport leagues — the German Bundesliga was established in the sixties —
broadcasting was not an important source of income. Due to the commercializa-
tion of football, broadcasting has become the most important stream of income.
Revenue created through the segment commercials is mainly due to the sponsor-
ing of the football company by other firms. Examples here are the sponsor who is
printed on the jerseys or the name of the stadium. The third highest source of in-
come is received on matchday through ticket sales and catering services. Addi-
tional income — If the company owns the stadium — can be generated through rent-
ing out the stadium to external parties (e.g. for concerts). Another revenue driver is
merchandising. Most prominent example here are the jersey sales of the team.
Fees generated through memberships of the fans do not represent a significant

amount.34

Overall turnover of the Bundesliga teams in the season ‘13/°14 amounts to €2,4bn.

Figure 2 shows the breakdown of income.

33 Escher (2007), p. 27.
34 Korthals (2005), pp. 8-14.
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Distribution of income
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Figure 2: Breakdown of income streams of the German Bundesliga '13/'1 435

2.4 Capital structure

As mentioned in the introduction the CEO of Dortmund made some interesting
comments about the companies future borrowing activities. Furthermore, the capi-
tal structure is a very important input factor in the cash flow based valuation tech-
niques. Therefore this chapter provides a description of the basic theories and

concepts of capital structure.36

2.4.1 Basics

A key question in the discussion of corporate finance is the discussion of the capi-
tal structure of firms. The mix of debt and equity a firm carries on its balance sheet

is furthermore a central question to managers.3”

Theoretically, Modigliani and Miller showed that the capital structure does not af-
fect firm value and only depends on the assets of a company (and the cash flows
these assets generate). Furthermore, the firms cost of capital are constant — no

matter how the firm is funded. This implies that the cost of equity is a linear func-

35 DFL Deutsche FuRball Liga GmbH (2015), p. 8.
36 Ballwieser (2011), p. 167.
37 Atiyet (2012), p. 9.
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tion of the debt to equity ratio. Needless to say, this theory has several assump-
tions that need to be fulfilled. The assumptions are: no taxes, no bankruptcy costs,
no agency costs and that the markets are efficient meaning that all investors have

the same kind of information.38

2.4.2 Trade-off theory

The trade-off theory states that a firm has to trade-off the cost and benefits of debt.
Some of the above-mentioned assumptions are therefore relaxed. In the real world
debt has tax advantages over equity. While dividends to shareholders are not de-
ductible as an expense in the profit and loss (P&L) statement, interest payments
on debt are. If debt did not have a disadvantage this would imply to load up on
debt until the Earnings before interest and taxes (EBIT) is zero. In this case the
firm would not have to pay corporate taxes. The difference between interest pay-

ments and dividends is the legal status.

While interest payments are fixed — they do not depend on the current state of the
firm — dividend payments are not. This is an important difference. Thus, the more
debt a firm carries the faster it will get into financial problems when earnings de-
cline. Due to the fixed payments debt raises the risk of bankruptcy. Associated
with bankruptcy, one has to differentiate direct (e.g. lawyer fees) and indirect costs
(e.g. loss of customers). While the direct costs are fairly easy forecastable this is
not the case with the indirect costs. It is difficult to predict how the environment of
the firm will react to the information that the company is in trouble and hence have
difficulties to meet the interest obligations. Thus, the more debt a company carries

the higher the risk of a bankruptcy.

The basic idea of this theory is that firm’s need to trade off the advantages (tax

deductibility) with the disadvantages (risk of bankruptcy) of debt3°

38 Modigliani & Miller (1958), pp. 261-271.
39 Kraus & Litzenberger (1973), pp. 912-920.
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2.4.3 Pecking order theory

In comparison with the trade-off theory the pecking order theory has a different
approach to capital structure. This theory focuses more on the information asym-
metry between the management of a firm and the public. The theory states that a
firm uses its own fund to finance its investments. This is a signal to the market that
the firm is in good financial shape and is able to generate enough cash to run its

business and fund new projects.

If no internal funds are available debt is the second option. Equity is the last option
to raise funds and finance projects. The implied effect of debt is that it signals to
the market that the company (the management team with inside information) is
able to service its debt and very confident that the planned project will be a suc-
cess. This is due to the fact that the interest payments are fixed and the manage-

ment believes they can pay it in every (economic) state of the world.

As a last step the firm would issue equity if funds are needed. The assumption is
that market participants believe that the management would only issue equity be-
cause they know it is overvalued. So an equity issue would be perceived as a bad

sign by the market.40

2.4.4 Empirical evidence

Both theories help to explain — to a certain extent — the financing behavior of firms.

A survey among corporate managers about factors that affect their companies
debt policy indicates that in practice other factors than suggested by both financing
theories seem to be of more importance. To managers financial flexibility (ability to
issue debt) and the credit rating are the top two priorities. Interest tax savings
ranks sixth and bankruptcy distress costs rank seventh. Since the credit rating is
an assessment of the firm’s financial health through rating agencies and maintain-
ing some flexibility in the debt capacity implies that avoiding financial distress is a

crucial point in the debt policy of firms (and hence an indirect hint that the trade-off

40 Myers (1984), pp. 581-590.

13



Valuation of Borussia Dortmund

theory does play a role).Furthermore, only ten percent of the chief financial officers
(CFOs) participating in the survey said that they do not have a target debt-equity
ratio. On number two and three of the list that affect the debt policy of firms rank
‘Earnings and Cash Flow Volatility’ and ‘Insufficient Internal Funds’. Those two
factors indicate that firms seem to prefer to finance projects with cash generated
from their operations. This would support the pecking order theory. Interestingly,
on rank number 7 is the factor “Transaction costs and Fees’. None of the theories
takes this into account. But the amount that companies have to spend to pay e.g.

lawyers and investment banks should not be neglected in financing decisions.4!

Both theories have been tested empirically to see how they explain the financing
behavior of firms. The evidence is mixed. The pecking order theory seems to be a
slightly better estimator to explain firms financing behavior then the static (fixed
debt to equity ratio) trade-off theory. However, the sample used in the study in-
cludes only mature companies. Additionally, the models used by the authors to
explain the theories are simple. Meaning that more complex models could poten-

tially explain more of the financing behavior of firms.42

The trade-off theory helps to explain different debt ratio across industry sectors.
Sectors that have relatively stable cash flows in every state of the economy have
more debt on their balance sheet as they will be able to meet the interest pay-

ments.43

The pecking order theory explains the inverse relationship between profitability
and debt ratios of firms. According to the trade-off theory a profitable firm should
load up on debt to create value through the advantage of the tax shield.44 Howev-
er, the pecking order fails to explain the financing behavior of small firms. Here,
the information asymmetry — on which the theory builds up on — is potentially the

highest. But those firms are typically financed solely with equity. The pecking order

41 Graham & Campbell (2002), pp. 14-15.

42 shyam-Sunder & Myers (1999), pp. 242-243.
43 Myers (1984), pp. 580-581.

44 Myers (1984), pp. 589-590.
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would predict higher debt ratios particular for firms where the information problem
is the highest.45

2.5 Valuation methods

This section provides an overview of the different valuation techniques. Figure 3
gives a brief overview of different approaches. The methods can be divided into
three groups: net asset value approach, present value techniques and market

based valuation approach.

Valuation
methods
|
[ [ |
Asset value Present value Market based
approach approach approach

Figure 3: Valuation methods#6

2.5.1 Asset value based methods

This chapter deals with the asset value based methods. Since these techniques

are not as relevant any more, they are only briefly discussed.

e Description of the method

The valuation based on a firm’s assets consists of two different approaches. In the
liquidation value approach the assumption is that the firm will declare bankruptcy.
Then, each asset of the firm is valued independently. Afterwards these values are
added up and the debt of the firm is subtracted. Starting point of this technique is
the balance sheet. In addition, items that do not show up on the balance sheet

45 Frank & Goyal (2003), p. 219.
46 Own representation based on: Ballwieser (2011), p. 8.; Korthals (2005), p. 28.; Damodaran (2002), p. 21.
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(already fully depreciated goods) or have never been on it (own produced immate-

rial assets, e.g. brands) need to be evaluated.4”

The second version is called replacement cost approach. In this method the value
of the firm is derived through the answer to the question: ,What would it cost to

rebuild an identical firm?”48
e Pros and cons of the method

Both methods are criticized in the valuation literature. To receive the value for
each asset another valuation method needs to be used and hence the asset
based methods cannot be considered as a real method.4° These approaches ig-
nore synergy effects among the different assets of a firm. This is an assumption
that probably will not hold for any company. Furthermore, it is questionable that a
potential buyer would be interested in the rebuilding costs as they provide no in-
formation of income generation. Nevertheless, asset based methods are frequent-

ly used practice (for certain cases it is required by law).50
e Usefulness for evaluating football companies

The synergies effects of the most important assets of a football company — the
players — are considered to be high. Furthermore, it is a difficult task to receive a
value for a single player. It is impossible to allocate earnings a football company
generates to a one player. Also market values for players do not seem to be a
good help as the market for football players is not considered efficient.5' Further-
more, it is possible that players leave their company after their contract expires. In
this case the former football company does not receive a transfer fee. A good ex-
ample is the former forward of Dortmund Robert Lewandowski. At that time he was

considered as one of the best forwards in the league and would have generated a

47 Ballwieser (2011), p. 199.
48 Ballwieser (2011), p. 200.
49 Damodaran (2002), p. 21.
50 pamodaran (2002), p. 200.
51 Korthals (2005), p. 30.
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transfer fee if Dortmund had decided to sell him while he had a contract with

Borussia.>?2

Another major asset of a football company is the stadium. As mentioned in the
introduction the CEO of Dortmund states that — in his opinion — the copmany is at

least worth €600m. In his view, the stadium alone is already worth €200m.53

If valued with the liquidation value approach (assumption is a bankruptcy of Dort-
mund) there are not too many other options to use the stadium, as it is a special-
ized asset. Without a football team playing in it (synergy effects between team and
stadium), it is questionable whether other events (e.g. concerts) would generate
the same cash flow as around 20 football games per year. When considering the
usage of the reproduction value based approach is the high emotional ties of the
fans have to be taken into account. Thus, copying a football company and rebuild-

ing it somewhere else is an unrealistic assumption.54

Hence, the asset value based approaches do not fulfill the purpose of valuing a

football company.

2.5.2 Market based valuation

This chapter gives an overview of the market based technique (valuation with mul-

tiples).
e Description of the method

The idea behind this approach is simple and intuitive. It is based on the assump-
tion that similar assets should sell at the same price (law of one price).% In the
literature the method is also called valuation based on comparable firms or relative
valuation.%® One of the examples how firms are compared is the price earnings
ratio. If a company has a P/E of ten, this means that the share is worth ten times

its current (or projected) earnings.

52 Transfermarkt GmbH & Co. KG (2014)

53 Réckenhaus (2014)

54 Korthals (2005), p. 31.

55 Coenenberg & Schultze (2002), p. 697.

56 Damodaran (2002), p.18.; Berk, DeMarzo, & Harford (2012), p. 288.

17



Valuation of Borussia Dortmund

Price peer group . 58
Market Value company X = x Earnings company X

Earnings figure peer group

Empirically it has been shown that forward looking multiples (obtained from analyst
reports) deliver better results than using historic multiples. Furthermore, there is no
proof that in different industries different multiples should be used. Meaning that
there is an EBIT multiple that should be used for sector X and a sales multiple for
industry Y.%9 In a situation in which no forecasted figures exist (company is not
covered by analysts), historic figures need to be used. The use of various multi-
ples will yield better results than using just a single multiple. This is due to the fact
that each figure adds more incremental information and thus improves the accura-

Cy_GO

The first task when applying the multiples approach is to analyze and understand
the target company. At this point understanding the business (e.g. sector, prod-
ucts, customers, and distribution channels) as well as the financial data (e.g. size
and profitability) of the company is important. If this is done, the selection process
of the comparable companies starts.6" Empirically, it has been shown that a peer
group of five companies is sufficient.62 |t makes sense to select more companies

to begin with but in the end the list should be narrowed down.63

Multiples are particular used when young firms go public. This is due to the fact
that forecasting cash flows for young companies is often a vague task. Thus, prac-
titioners as well as academics recommend the use of multiples for an Initial Public
Offering (IPO).64

e Types of the method

There are two different types of the multiple method. The first option is to use

comparable companies that are traded on the stock exchange. The share price

57 Instead of Earnings a broad range of other figures (e.g. EBIT or EBITDA) can be applied
58 Own representation based on: Hasler (2012), p. 285.

59 Liu, Nissim, & Thomas (2002), pp. 137-138.

60 Yoo (2006), p. 120.

61 Rosenbaum & Pearl (2009), pp. 16-20.

62 Cooper & Cordeiro (2008), p. 14.

63 Rosenbaum & Pearl (2009), p. 12.

64 Kim & Ritter (1999), p. 410.
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and hence the ratios are observable. Another option is the use of multiples of re-
cent transactions (e.g. from mergers and acquisitions). The problem with this ap-
proach is that the paid prices can contain premiums and therefore make it difficult

to compare it to the target company.6°

e Pros and cons of the method

The theoretic approach (similar assets should sell at the same price) is intuitive
and a basic assumption in economics. Furthermore, they are easier to calculate
than a DCF analysis. The problems incorporated by forecasting cash flows and
estimating the discount rate are left out by using multiples.8¢ Additionally, if the
theory behind the DCF analysis is valid, the share price of a company should re-
flect the discounted value of its future cash flows.67 If it is further assumed that
markets are efficient then there should not be the need of a DCF analysis because

share prices reflect the correct price.%8

Another advantage of the method is it that is widely used in practice. This is due to
the fact that multiples are easier to communicate. Especially, to non-finical profes-

sionals.®9

Also, multiples are easier to calculate and to update as the method needs only a
few inputs. This makes the valuation with multiples quick and convenient. Fur-
thermore, multiples capture the current market sentiment (growth and risk expec-
tations of the market participants) better than other valuation approaches. This is
intuitive because current market prices are used in the calculation of multiples.
Another feature of the relative valuation approach is that companies can be imme-

diately compared to one another.70

Nevertheless the method also has several drawbacks. A major problem of the
method is the assumption about comparable companies. It is questionable if there

are two (or more) companies that are alike and the theory of the law of one price

65 Bausch (2000), p. 451.

66 Baker & Ruback (1999), p. 1.

67 Damodaran (2010), p. 3.

68 Berk, DeMarzo, & Harford (2012), p. 298.
69 Greene (2007), p. 19.

70 Rosenbaum & Pearl (2009), p. 52.
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can be applied in valuation.”* As mentioned above, the multiple approach is sup-
posed to be easy to calculate and thus quickly to implement. But to obtain objec-
tive results, adjustments need to be done due to differences between the compa-

nies. This is time consuming and partly offsets the advantage of quickness.”2

The advantage of the method to be market based can be seen controversial. In
some periods stock markets can reflect irrational growth perspectives (e.g.
dot.com bubble at the beginning of the century). Also, the valuation solely based
on comparable companies can lead to disconnection of the fundamental value

drivers.73

As a summary it can be said that the multiple approach should not be used as the
only valuation technique. If one only relies on the multiple approach, this might (as
described in this chapter) lead to neglected fundamentals in the valuation pro-
cess.” For a plausibility check the valuation with multiples can be useful. Also
they can be of help at the beginning of the analysis to get a first indication of the

value of the company.7®
e Usefulness for evaluating football companies

In Germany Borussia Dortmund is the only listed football company. Across Europe
there are a few listed football firms that are comparable on a first glance (based on
to their recent history in comparison to Dortmund). These teams are: Arsenal
Football Club and Manchester United Football Club in England, Associazione
Sportiva Roma S.p.A. Roma, Juventus Football Club S.p.A in Italy, Oympique
Lyonnais in France, Sport Lisboa e Benfica and Sporting Club de Portugal in Por-
tugal and Ajax Amsterdam in the Netherlands.”® The size of comparable compa-
nies is one factor that needs be considered when using relative valuation ap-
proach. The market capitalization of the above mentioned firms differs significant-
ly. They vary from €18,33m — 2,47bn. Furthermore, the height of the income

streams varies significantly. In England the broadcasting rights have been sold for

71 Damodaran (2010), p. 880.

72 Coenenberg & Schultze (2002), p. 700.
73 Rosenbaum & Pearl (2009), p. 52.

74 Greene (2007), p.17.

75 Barthel (2007), p. 667.

76 UEFA (2015b)
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the seasons ‘“15/°'17 — ‘“19/°20 for a total of €2,3bn per season.”” Even if the amount
would be distributed equally among all Premier League Clubs it would still be sig-
nificantly higher than what Dortmund receives in Germany. This could be a reason
why the two English teams have the highest market capitalizations. Additionally,
except from Juventus and Manchester, none of the above mentioned firms have —
in relative valuation commonly used - positive multiples (EV/EBIT or
EV/EBITDA).78. Hence a comparison is not meaningful. Due to these considera-

tions no relative valuation is performed.

2.5.3DCF valuation

This part of the chapter deals with the DCF analysis. The DCF valuation approach
is the most common technique to value an asset or a company and therefore dis-

cussed in more detail.
e Description of the method

The basic idea of the DCF approach is that the price of an asset is determined
through the discounted value of the cash flows it generates in its life time plus the
salvage value (which can be negative as well).”® The idea of the method was first

applied in the 16th century.80

Nevertheless, it took time until the DCF technique gained its popularity. In the
1980s the shareholder value approach had emerged. During this period not only a
single investment decision within a firm was based on a DCF analysis but the en-
tire company was valued using the DCF approach by investors. The idea behind
this reasoning is analogous to an investment decision within a firm. An investor
receives dividends (cash flows) and the price of the share when he sells it (sal-

vage value). Based on this idea the company is valued. To align the interests of

77 Siiddeutsche Zeitung GmbH (2015)
78 Appendix I

79 Damodaran (2010), p. 805.

80 Haka (2007), p. 704.
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management and shareholders, the compensation of top managers was increas-

ingly tied to value based performance measures.8!

Most academics agree that the discounted value of a firm’s cash flows is equal to

the firm’s value.82

= cash flow to the firm, 83
= (1 + Cost of capital)t

(1) value of the firm =

Empirically, this theory is backed by a study that compares the transaction values
of leveraged buyouts and leveraged recapitalization in the period from 1983 and
1989 with their discounted cash flow forecasts. Both transaction types usually re-
quire a detailed — and publically available — forecast of the cash flows. Fifty one
transaction are included in the analysis. The study finds that the discounted values
of the cash flows are within a ten percent range (on average) of the transaction
values. Furthermore, the DCF values deliver more accurate — or at least — the

same results as the (in practice) common relative valuation approach.84
e Types of the method

The DCF method consists of the entity and the equity approach. The entity ap-
proach is divided into the adjusted present value (APV) and the weighted average

cost of capital (WACC) method.®> Figure 4 gives an overview of the methods.

81 Rappaport (1998), p. 3.

82 Estridge & Lougee (2007), p. 62.

83 Damodaran (2010), p. 540.

84 Kaplan & Ruback (1995), pp. 1059-1061.
85 Ballwieser (2011), p. 187.

22



Valuation of Borussia Dortmund

Discounted
cash flow
approaches

Entity approach Equity approach

i J Weighted L
préﬂﬁft,eacfue average cost of Flow to equtiy

capital

Figure 4: DCF methods86

All versions of the DCF approach have in common that they start with the calcula-
tion of the cash flows. In a next step these cash flows will be discounted at the rel-
evant cost of capital to receive the value of the firm.8” There are several ways to
obtain the free cash flow. On possibility is to start with the EBIT (Table1). The
EBIT can be looked up in the profit and loss account. Afterwards the (fictional)
taxes are deducted. This is done because the financing effect in the WACC and
APV method is taken into account at a later stage. Thus, when calculating the
Free Cash Flow (FCF) the financing mix of a firm should be neglected.& Depreca-
tion is a non cash cost and are thus added back. Since the cash outlays for capital
expenditure are not in included in the profit and loss account they need to be sub-
tracted. In a last step the changes in net working capital (NWC) need to be taken
into account. Here, it is important to note that an increase in NWC will be deducted

and a decrease added.8®

86 Own representation based on: Ballwieser (2011), p. 132.
87 Ballwieser (2011), p. 133.

88 Berk, DeMarzo, & Harford (2012), p. 254.

89 Berk, DeMarzo, & Harford (2012), p. 257.
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EBIT

- Taxes

+ Depreciation

- Capital expenditures

+ /- [Changes in net working capital

= Free cash flow

Figure 5: Free cash flow calculation90

The free cash flow is defined as the cash flow that belongs to the company’s debt
and equity holders after all cash expenses have been paid for. Theoretically, the
FCF is the amount debt and equity investors could withdraw each year from the
company. The value of the firm is hence calculated by discounting all future FCF
with the relevant cost of capital. After the FCF is calculated, the forecasting starts.
Usually there is a detailed planning phase of up to five years. The years thereafter
(until year number nine) are still forecasted but not as detailed as the early years.
After this period the calculation of the terminal value (TV) is the last step. A com-

mon approach to calculate the TV is shown with formula (1).

Free cash flow 91

2)t inal value =
(2) terminal value Cost of capital — infinte growth rate

» WACC approach

After the calculation of the cash flows the appropriate discount rate has to be cal-
culated. In this method it is the WACC (hence the name for the approach). In a
first step, information on the target capital structure of the firm is required. In some
cases companies publish a guidance on a target capital structure they plan to
have. If this is not the case a peer group can help to see on what kind of leverage
the specific industry operates. It is important to use market values for the calcula-

tion as seen in Formula (3). The weighted cost of capital is the sum of the cost of

90 Own representation based on: Berk, DeMarzo, & Harford (2012), p. 258.
91 Own representation based on: Damodaran (2002), p. 303.
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equity multiplied with the equity to enterprise value ratio plus the cost of debt (ad-
justed for tax advantages of debt) multiplied with the debt to enterprise value ra-

tio.92

equity debt 93

ACC = ity —————— 1-t)—————
(3) WACC = cost of equity (debt + equity) + cost of debt (1 —t) (debt + equity)

The cost of equity are derived with the capital asset pricing model (CAPM). First of

all the beta factor is needed. The calculation can be seen in formula (4).

covariance (return of stock,return of market) 94

BB =

variance of market

The beta factor is the ratio of the covariance of the return of the share with the
market return to the variance of the market. The beta factor of the market is one. A
beta above one means that the share has a higher systematic risk than the mar-
ket. A beta below one means that the share has less systematic risk than the mar-
ket.95

To receive the cost of equity the beta is multiplied with the market risk premium
(return of a market portfolio minus the risk free rate) plus the risk free rate. That is

the return an investor would expect when investing in the share.

(5) cost of equity = risk free rate + f(return of market — risk free rate)96

The next input factor necessary to calculate the WACC is the cost of debt. The
yield to maturity (YTM) is of importance. The YTM measures the rate of return in-
vestors expect from a bond in the current market environment. While the coupon is
fixed over the life time of the bond, its price can move around the emission price.
The overall credit market and the rating of the company influence the YTM. Fur-
thermore, it is also advised to adjust the YTM. This is done by subtracting the
probability of default of the firm (can be looked up by using the rating of the
firm).9To take into account the tax advantage of debt (as the interest payments

92 Koller, Goedhart, & Wessels (2010), p. 164.

93 Own representation based on: Damodaran (2010), p. 540.

94 Own representation based on: Drukarczyk (2003), p. 367.

95 Rosenbaum & Pearl (2009), p. 129

96 Own representation based on: Kaplan & Ruback (1995), p. 1064.
97 Berk, DeMarzo, & Harford (2012), pp. 386-387.
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are deductible in the profit and loss account), the cost of debt are multiplied with
one minus the tax rate as presented in Formula (1). This tax advantage is also

called tax shield.

(6) cost of debt = yield to maturity — expected loss 98

The WACC approach is a good way to value a company if the firm being valued
has the goal of achieving target capital structure.®® Problematic is that the method
can mix up the effects of assets and liabilities. In the APV approach it is clearer
where value (tax shield) comes from. In the WACC method it is visible in the dis-
count factor but not as a specific figure.1°0 Furthermore, the assumption of a stable

capital ratio is questionable in practice. 101

» APV approach

The basic concept of the APV method is to value a firm as if it was financed entire-
ly with equity. To derive at the entity value the present value tax shield of debt is
added to the present value of the cash flows. To derive at the equity value the
claims of the debt holders have to be subtracted in a last step.192 Just like in the
WACC approach the first thing to calculate are the FCFs. Afterwards the discount
rate for the FCFs is determined. In the case that the firm is not entirely equity fi-
nanced the beta needs to be unlevered to reflect the assumption of the all equity

financed firm that is needed for the APV method — see Formula (7).

levered beta 103

(7) unlevered beta = Debi

Equtiy

1+ X (1 —marginal tax rate))

If this is done the cost of equity can be calculated with formula (5). The next step is
to calculate the value of the tax shield. An important question here is which dis-

count factor should be used. Put in other words — how risky is the tax shield? If the

98 Own representation based on: Berk, DeMarzo, & Harford (2012), p. 387.
99 Koller, Goedhart, & Wessels (2010), p. 102.

100 Drukarczyk (2003), p. 233.

101 Berk, DeMarzo, & Harford (2012), p. 395.

102 prukarczyk (2003), p. 214.

103 Own representation based on: Rosenbaum & Pearl (2009), p. 130.
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debt ratio of the company is low, a discount factor equal to the cost of debt is rea-
sonable because the tax shield is generated through the debt. If the ratio is higher
and hence more risk is involved then a higher discount factor (return of assets)

makes sense. 104

Tax rate X debt X cost of debt
cost of debt or higher factor

(8) Present value of tax shield =

Furthermore, the often discussed higher flexibility of the APV method has to be
seen with caution. It is important to also consider the bankruptcy costs of debt.
Otherwise the value generated through the tax shield effect of debt is overestimat-
ed. The difficulty here lies in the estimation of the bankruptcy cost. While direct
bankruptcy costs are estimated to be around five percent of firm value, the indirect
costs can be substantially higher. Additionally, they vary broadly between different

industry sectors and firms.105

The advantage of the APV method is that it can be more easily employed and is
thus more flexible when the capital structure of the firm is changing throughout the
valuation period.1% Since the firm value is a sum of cash flows (FCF discounted
with unlevered cost of equity plus the value of the tax shield) it is more obvious
where the value from financing comes from.197 A disadvantage of the APV ap-
proach (often seen in practice) is that bankruptcy cost of debt are not taken into
account when adding the tax shield to the discounted cash flows. Here, it would
make sense to estimate the present values of the tax shield and the bankruptcy
costs separately. This would help not to mix up the effects of debt and give a bet-

ter understanding of the different effects of value creation.108
» Flow to equity

The flow to equity approach is different form the other two described methods as
only the equity holders of the firm are of interest. The method is similar to a specif-

ic German valuation technique that is advised to be used in certain cases by the

104 Cooper & Nyborg, Valuing the Debt Tax Shield (2007), pp. 55-56.
105 Damodaran (2002), pp. 401-404.

106 Koller, Goedhart, & Wessels (2010), p. 102.

107 Drukarczyk (2003), p. 214.

108 Damodaran (2002), pp. 401-404.
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German audit committee. Only the cash flows that belong to the equity holders are
discounted with the equity cost of capital. The method did not gain much attention
internationally. This is due to the fact that the approach is not as flexible as other
DCF methods109

e Pros and cons of the DCF methods

A major advantage of all DCF methods is that they are cash flow based. This fun-
damental approach of valuation is backed by a solid theory.'10 Furthermore, the
company needs to be examined in detail to make the cash flow predictions. This
helps in understanding the business of the firm. Another positive aspect of DCF
valuation is the lower dependency on the current market sentiment. Bubbles or a
duration of a too pessimistic market environment do not influence the valuation
process as much as in other valuation methods. Moreover, there is no need to
have a comparable group of other companies for the valuation process. This par-
ticularly helps to perform a valuation when there are no comparable companies
publicly traded at the stock exchange. The DCF analysis relies on assumption of a
lot of figures. This means that sensitivity and scenarios analyses can be em-
ployed. These methods help to identify the most important value drivers of a com-
pany. Again, this further helps to understand the business of the firm.111

A disadvantage of the method is the difficulty of forecasting data for the analysis.
There may be good information about the next couple of years.112 But especially
the assumptions about the TV are hard to predict. This is problematic since in
most valuations a major percentage of total firm value comes from the TV. In some
cases the TV can make up around 75% of total firm value. This shows that the
better forecastable cash flows of the early year in the valuation process lose their

relevance.

Another drawback is the assumption about the capital structure. In the WACC

model constant capital ratios are assumed and this may be not realistic in a real

109 Kuhner & Maltry (2006), pp. 196-198.
110 Raupach (2007), p. 238.

111 Rosenbaum & Pearl (2009), p. 139.
112 Raupach (2007), p. 238.
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world environment.''3 As described, each DCF analysis requires many input fac-
tors. This makes the model keen to manipulation. Furthermore, there is a lack of

methods that can justify the assumption of the inputs of the model. 114

Especially, when applying the model in the real world the selection of the input
factors is no easy task. An important point of consideration is the calculation of the
beta. Usually, indices are used as proxies for the market portfolio. If an index is
chosen then the decision has to be made which time frame should be used to cal-
culate the beta. Here, it is possible to manipulate — or at least influence — the beta
factor significantly. The beta factor can be used to change the result of the entire
valuation process substantially. 115 A rule of thumb in practice is to use at least six-

ty data points to estimate a company’s beta.116

Another question is to find the return of the market which is needed for the CAPM.
Empirical observations of the returns vary significantly. Usually, the longer the his-
tory of the data the better. But if a long time horizon is used the standard deviation
is large. Also, depending on which period is used — the average can vary signifi-
cantly. Furthermore, it can be put in question — if such a long period is chosen —
whether investors seventy years ago had the same attitude towards returns and
risk as today’s investors have. Also, it is not clear whether an arithmetic or geo-
metric average should be used to calculate the market risk premium. Again, de-

pending on which method is used, the averages differ.117

Furthermore, it can be put in question if there is still a risk free asset around. Usu-
ally, the returns of the country in which the firm operates are used as proxy. But
the recent crisis showed that government debt (in some countries) is not risk

free.118

The DCF analysis is backed by a sound theory. Furthermore, it helps to think

about fundamentals that drive long term value. Even if it has its drawbacks it is a

113 Rosenbaum & Pearl (2009), p. 139.

114 Raupach (2007), pp. 238-239.

115 Keuper & Djukanov (2008), pp. 71-72

116 Koller, Goedhart, & Wessels (2010), pp. 306-308.
117 Drukarczyk (2003), pp. 388-390.

118 Berk, DeMarzo, & Harford (2012), p. 393.
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useful tool to think about the important factors that determine the value of a com-

pany.
e Usefulness for evaluating football companies

A difference in the valuation of a football company that needs to be considered is
the overall goal of the company. Instead of the creation of shareholder return it is
not yet clear what the objective function of a football company is. The maximiza-
tion of the success of the team under a given budget constraint seems another
objective that football companies seek to fulfill.11® This is backed by some state-
ments of CEOs of the Bundesliga. Mr. Watzke mentioned that the current issue of
new shares should be used to finance (sales) growth. This growth in sales will
eventually give the football company more opportunities to raise the budget for the
salaries of the players and would give the company the opportunity to attract better

players and/or give existing players an increase in salaries to retain them.120

A fundamental problem in the valuation of a football company is the forecast of the
relevant FCFs. But this is an issue that has to be dealt with in every valuation ex-
ercise. In football, the strong dependence of the success of the team is the most
important factor. If a team is successful it is e.g. more interesting for sponsors,
more fans are attracted to fill the stadium on match days. While the FCF for the

next season can easily be forecasted, it becomes difficult for the period thereafter.

Furthermore, the last season helps to evaluate the potential of success in the fol-
lowing year. But this is not the case when thinking of a season in say five years. In
this time period the player roster can change dramatically. This makes it even

more difficult to forecast the development of success in the future.121

Another interesting point is to think about why investor’s enter the football sector
and whether they seek to maximize (financial) value. An example is Evonik - one
of the three strategic investors of Dortmund. Evonik was established in 2007 and

their company name is on the jerseys of Dortmund.22 With this marketing device

119 Crasselt (2004), p. 232.
120 Berg (2014)

121 Korthals (2005), pp. 16-17.
122 Rehm (2014)
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they want to establish brand recognition and with the investment in Borussia’'s eq-
uity they seek to establish a long term relationship to the football company.123
Nevertheless, the investors have shareholders themselves. So they can not com-
pletely ignore the financial development of their investment even though their pri-

mary incentive — in Evonik’s case — is the communication device.

Most of the above mentioned problems regarding the DCF approach apply not
only to the football sector. It is always difficult to find the right inputs or to forecast
FCFs. The DCF method is backed by a solid theory and is therefore considered to
be the best tool to evaluate a football company and see if the company is worth
investing in. Nevertheless, the potential drawbacks should be kept in mind and if

possible assessed (e.g. scenario analysis and sensitivity analysis).124

2.5.4 Qualitative analysis methods

Choosing the best fitting model is crucial in a valuation. In theory it is clear how to
evaluate an asset or a company. In practice it is an important task to determine the
input factors for the cost of capital. Furthermore, the assumptions about the future
development (e.g. different growth rates of sales) are another important issue. To
be able to deal with these issues, an understanding of the industry the firm oper-

ates in is a starting point of any valuation. 125

e Porter’s five forces

A good way to analyze an industry is the tool developed by of Porter (five forces).
It is called five forces (see Figure 6) because — according to the model — five fac-
tors determine the profit potential of any industry. The strength of each of the five
forces vary across industries. They help explain why in some sectors companies
are able to generate substantial profits and in others not. For any industry it should

be the goal for a company to position itself in a way, in which they can influence

123 Borussia Dortmund Gmbh & Co. KGaA (2014b)
124 Escher (2007), p. 42.
125 Rosenbaum & Pearl (2009), p. 114.
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the forces towards their interest on the one hand, and on the other hand, to defend

the own position against these forces. 126

Potential
entrants

Rivalry among
existing firms

Suppliers Buyers

Substitutes

Figure 6: Porter's five forces 127

If returns companies earn are significantly above their risk adjusted costs investors
would be attracted by the industry. This would lead to a capital inflow and more
competition. Furthermore, it is important to determine the key factors and not focus
on short term factors such as strikes. It is the goal to identify the fundamental
characteristics (economically as well technologically) that define the industry. This

helps the individual firm in their decision of how to position the firm strategically.128

e SWOT analysis
Another helpful tool in the qualitative analyses is called SWOT analysis. This tool
is used to monitor the internal (strength and weakness) and external (opportunities
and threats) environment of a specific company.2° An opportunity is hereby de-
fined as “an area of buyer need and interest that a company has a high probability
of satisfying.”130 A threat is a trend that cannot be matched by the company and

would hence lead to declining sales and profit.

To evaluate the strengths and weaknesses, a starting point is to use a checklist. It
covers marketing, finance, manufacturing and organizational issues as categories.

The list is a guidance (more factors can play a role) for firms to perform an analy-

126 porter (1998), p. 4.

127 Own representation based on: Porter (1998), p. 4.
128 porter (1998), pp. 5-6.

129 Kotler & Keller (2012), p. 48.

130 Kotler & Keller (2012), p .48.
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sis of its specific strengths and weaknesses. Furthermore, it is important to objec-

tively evaluate the situation. 131

131 Kotler & Keller (2012), pp. 48-52.
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3 Valuation of Borussia Dortmund

This chapter deals with the analysis and valuation of Borussia Dortmund. In the
next step the sector of Dortmund is the major point of concern. Following that, firm
specific issues are addressed. Thereafter the valuation of Borussia Dortmund is

presented. 132

3.1 Economic outlook

The economic outlook for the upcoming years is still fragile. Especially developed
countries are still having trouble to cope with the financial crisis. The world gross
domestic product (GDP) is expected to grow with 3,0% and 3,3% in 2015 and
2016. In the United States GDP growth has picked up and is forecasted with 3,2%
and 3,0% in 2015 and respectively 2016 and the United Kingdom with 2,9% in
2015 and 2,6%. Both countries will thus exceed pre crisis levels.133

In the euro zone the situation is not as optimistic and GDP growth did not gain
momentum. Thus, the forecasts for the euro area are below their Anglo-Saxons
counterparts with a growth rate of 1,1% in 2015 and 1,7% in 2016.134 In Germany
forecasts vary for 2015 from 1,0% to 1,7% and for 2016 from 1,6% to 1,9% indicat-

ing a higher growth rate than the average of the euro zone.135

To target the danger of deflation, the European Central Bank introduced an asset
purchase program. Also the key interest rates are at an all-time low. A conse-
quence of this monetary policy is the devaluation of the Euro with respect to the
US-Dollar.136

Also, the oil price fell from over USD120 to half of it (depending on the sort of oil).
The potential impact to the world economy is not clear. While it can be interpreted

as a sign of an overall shortage of demand it has also the potential to act as an

132 Kruschwitz & Loffler (2006), p. 12.

133 World Bank Group (2015), pp. 3-4.

134 European Comission (2014), p. 1.

135 Bundesverband der Deutschen Arbeitgeberverbande (2015)
136 European Central Bank (2015), p. 5.
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economic stimulus as it frees up money for consumer firms that can be spend

now. 137

3.2 Five forces analysis of the football sector

The Borussia Dortmund GmbH & Co. KGaA (Kommanditgesellschaft auf Aktien)
operates a professional football team in Germany. Hence, the Bundesliga is the
most important competition for Borussia. In Germany they compete with other
football companies who take part in the Bundesliga. Furthermore, Dortmund com-
petes on European level (Champions League or Europa League) with football
companies from Europe. They furthermore compete with them globally (e.g. Asia)

for brand awareness and fans. 138

3.2.1 Threat of entry

The establishment of a top team needs a substantial amount of capital. Roman
Abramowitsch — the owner of the FC Chelsea (football company in England) in-
vested in the first decade of his ownership €987,9m only for transfer fees.13° The
same is true for the stadium that would have to be built. The stadium in Munich
cost €340m. 140

Furthermore, players have the opportunity to leave the company without a transfer
fee after their contract expires.’#! To avoid this from happening, a common prac-
tice is to sign a player for as long as five or even six years. Prior to the ‘14/'15
campaign Real Madrid acquired Toni Kroos from Bayern Munich and he signed a
contract until June 2020. In the case that another football company approaches
the current firm to acquire the player, a longer lasting contract will give them — if
they consider selling the player — a better negotiation position. The downside of a

longer contract is the performance risk of the new acquisition. If the football com-

137 Deutsche Bundesbank (2015), p. 5.

138 Borussia Dortmund GmbH & Co. KGaA (2014c), pp. 34-35.
139 11 Freunde (2013)

140 schallenberg (2005)

141 Reimann & Bellstedt (2005)

35



Valuation of Borussia Dortmund

pany cannot sell them because there is no market for the player he is on the pay-

roll for a longer time. 142

In Germany investors cannot own more than 50% of the voting rights of a football
company. This is a major competitive disadvantage to other countries in Europe
where investors are allowed to take over control. This distorts the incentives for
investing in a football company.143 However, there is an exception of this rule. If a
sponsor has shown a long lasting relationship to the football company (sponsoring
the football company for more than twenty years) than they are allowed own more

than 50% of the voting rights of the company.

To reduce the likelihood of insolvencies the UEFA introduced the Financial Fair
Play (FFP). The most important goal of the FFP is to create a financially stable
football sector. A major rule of the FFP is the break even requirement. All Relevant
expenses of a football company should not exceed all relevant income. Externally
injected money from outside investors is not considered as relevant. Starting with
the “14/'15 season the last three years are taken into account for the calculations.
The FFP is only of relevance to football companies who qualified through their na-

tional leagues to UEFA Champions League and Europa League.44

How the FFP will change the football business remains to be seen. Potentially, it
might even manifest the status quo. Teams that are currently taking part in the
Champions League have significantly higher income than teams who do not take
part in this competition. The option of a financial boost through equity injections is
now abandoned. This makes it more difficult for teams who are currently not taking
part in these competitions to qualify for it.145 However, it will be interesting to see
how the FFP is enacted. Especially through sponsorship deals patriarchs (or the
company they own) have still the option to inject a significant amount of money to

finance the football company.

142 Transfermarkt GmbH & Co. KG (2015)
143 Deloitte (2014a), p. 12.

144 v5pel (2013), pp. 5-8.

145 vopel (2013), pp. 17-18.
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Due to high emotional ties of fans it would be very difficult for a newly established
club to attract many fans. Additionally, income generated through ticket and mer-
chandising sales will not be as high as those from established teams that have a
long lasting history. The image and popularity is furthermore an important issue for

sponsor or potential sponsors. 146

3.2.2Intensity of rivalry among existing competitors

The already existing clubs are in fierce competition for the top spots in the national
league. The top spots guarantee the participation in the financially attractive
Champions League. The problem can further be described as rat race. In Germa-
ny the money clubs receive from broadcasting rights is based on their league posi-
tion of the previous five years. The rights are sold to the media companies for a
fixed period of time and hence everybody knows the overall distributable amount.
The procedure is also true for the distribution of the broadcasting rights of the
Champions League and Euro League. With an increase of expenditures a club
might be able to reach a better spot and hence increase its size of the pie (but not
the pie itself). If other clubs react in the same way and increase their expenditures

this will eventually drive down profits. 147

The biggest five Leagues in Europe (England, Germany, Spain, Italy and France)
generated sales of €9,8bn in “12/13. This is an increase of 5,00% with respect to
the previous season.'8 In Germany, sales grew the tenth consecutive time. In the
‘03/°04 clubs generated sales of €1,09bn and in the ‘“13/°14 season the sum grew
to €2,45bn. This represents a compounded annual growth rate (CAGR) of 8,45% —
significantly higher than the GDP growth during this time period. 149

If an exit of an investor would mean that the club had to declare bankruptcy this

could seriously harm the reputation of the investor (if the investor is depended on

146 Korthals (2005), p. 19.

147 Korthals (2005), pp. 70-71.

148 Deloitte (2014a), p. 6.

149 DFL Deutsche FuRball Liga GmbH (2015), p. 7.
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the fans as customers himself). If this can be avoided (shares are sold to another

investor) than the barrier to exit is not an issue. 50

Policy issues are an important topic in football. In England and France the top
teams are owned by wealthy individuals who were able to support football compa-
nies with financial aids that enabled the clubs to spend more on transfer fees and
wages than football companies in Germany (Restrictions through 50+1 rule). This
gave them a significant competitive advantage over clubs that are mostly depend-
ent on the income generated through its operational activities.'5' How the competi-
tive balance in Europe will develop under the FFP regime is an interesting point of

consideration.

3.2.3 Pressure from substitute products

Substitute product are not of relevance. In Germany, football is the undisputable
number one sport when it is compared to other sports’ popularity. Boxing and Car
Racing — the number two and three — follow with a significant gap and both do

have different broadcasting times than football. 152

3.2.4 Bargaining power of buyers

Media companies are major buyers of the product football. They buy the right to
broadcast football matches on television or the internet. The strong increase of the
broadcasting deals in the past decades shows that the competition is fierce and
media companies are eager to get the rights. This is due to the popularity of the
sport within the European countries. Thus, it is crucial to obtain the rights for the

companies in order to attract customers themselves. 153

Another buyer are the fans. They are very broadly diversified. Some of them are

organized in fan clubs. In Germany, fan clubs from different teams started an ini-

150 Deloitte (2014a), p. 12.

151 Deloitte (2014a), p. 12.

152 gtatista (2015)

153 DFL Deutsche FuRball Liga GmbH (2012)
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tiative to limit the cost of a ticket in a certain area of the stadium to €20 per seat. 154
While in the short run this was successful it is questionable how long this will hold
as in other European countries clubs have significantly higher ticket prices.'®® The
activities by fans are always covered by the media and thus gain attention. Foot-
ball companies have to carefully asses the reaction of fans when thinking about

raising ticket prices.

The costs of the clubs are easily observable for both major customers. The wages
of players are always a big topic in the news coverage and also observable in the
annual reports.?% Since football is a highly emotional issue people are — to certain
limits — rather price inelastic. Furthermore, the fans will not change to support an-
other club because the ticket prices are cheaper. The emotional ties, backed by
the geographic aspect that other clubs are away from the fans hometown, are two

strong reasons. 157

3.2.5Bargaining power of suppliers

The suppliers of the football company — the football players — are not as concen-
trated as the clubs. The players have no substitutes that can replace them — this is
due to the nature of the product football. The players are in competition within the
group of football players. The clubs are highly dependent on their performance as
this is their most important input factor. One single player can of course be substi-
tuted through the acquisition of a new player. However, there is always a high lev-
el of uncertainty involved on how the new player will perform. Players are aware of
their importance. This can be observed once they are close to the expiration of
their contract. If they know they are a key player for the team they have strong ar-

guments in contract negotiations. 158

154 THE UNITY - Supporters Dortmund €.V (2015)
155 statista (2015a); Statista (2015b)

156 Korthals (2005), p. 15.

157 Korthals (2005), p. 19.

158 Korthals (2005), p. 17.
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Furthermore, wages of the players are the highest expenses clubs have. In Ger-
many the wages to turnover ratio was 36,80% in the ‘13/’14 season. This is well

below the European average of 65,00%.15°

3.3 Borussia Dortmund

In this part the history and the structure of the football company are presented.

3.3.1History

The club was founded 1909 in Dortmund. At the beginning the club had 40 mem-
bers and was named “Ballspiel-Verein Borussia 1909” which translates to Ball
sports Club Borussia. In the fifties, Dortmund won the national title the first time
and in the sixties they managed to win their first international title. In the early sev-
enties the now famous stadium opened its gates and has since then been the
place for the home games of Borussia. In the nineties the club won two national
championship and the Champions League — the club’s biggest success so far. In
the first year of the new millennium the club went public. Although most profes-
sional football clubs in Germany are now corporations, Dortmund remains the only
football company that is listed on the German stock exchange. Following this
event Dortmund won the national title again and advanced to the UEFA Cup Final
(the UEFA Cup is the predecessor of the Europa League) in the early years of the
new millennium. In 2005 the football company was close to insolvency but eventu-
ally could avoid bankruptcy. Some years after the almost-collapse the football
company was highly successful again and won the national championship twice

and advanced to the final of the UEFA Champions League. 160

3.3.2 Structure of the company

When the club went public it was necessary that the newly established entity is still

controlled by the football club. Meaning that no external investor is legally allowed

159 DFL Deutsche FuRball Liga GmbH (2015), p. 6.
160 Borussia Dortmund GmbH & Co. KGaA (2014d)
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to have more than 50% of the voting rights.'61 The entity that went public is called
Borussia Dortmund Gmbh & Co. KGaA. The KGaA is a mixture of a public, limited
company and a limited partnership. Legally, only one partner is liable towards its
creditors. In the case of Borussia, the GeschaftsfUhrungs GmbH is the liable and
managing entity of the KGaA. Furthermore, the Geschéaftsfihrungs Gmbh is fully
owned by the — still existing club — Borussia Dortmund. Another difference to an
ordinary public limited company is the rights of the supervisory board. They do not
have the right for appointing or dismissing managers. Furthermore the KGaA does

not have a management board. 162

The free float of the football company is 60,76%. The company has three strategic
investors: Evonik with 14,78%, Signal lduna with 5,43% and Puma with 5,00%. A
private individual owns 8,50% and the club (the one established in 1909) another
5,53%.163 All of the strategic investors are also sponsors of the company with long
term contracts. Evonik’s name is on the jerseys of the players, the stadium is
named after Signal Iduna and Puma is the equipment supplier of the team.64 In
September 2014 the football company entered the small cap Index (SDAX).165

3.4 SWOT analysis

In this section the SWOT analysis helps to evaluate Borussia Dortmund’s current

situation.

3.4.1 Strengths

e Team

The business model of the firm is to operate a football team. Hence the roster of
the club is a major issue. At the beginning of the season ‘“13/14 the management

invested €54m in new players and thus added depth to the roster. For each posi-

161 Christ, Dr. Elfring, & Linck (2014), p. 13.

162 Borussia Dortmund GmbH & Co. KGaA (2015)

163 Borussia Dortmund GmbH & Co. KGaA (2014e), p. 12.
164 Frankfurter Allgemeine Zeitung GmbH (2014)

165 Handelsblatt GmbH (2014)
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tion the coaches have two alternatives. This means they can compensate injuries

of players.166

The playing style of Borussia is well known within Germany and through the
Champions League participations also in Europe. It is very intense and builds up-
on physical strength of the players. Audiences like the way Borussia performs on
the pitch and this helps to gain international attention. This factor is attributable to
the coaching staff with the head coach Jurgen Klopp. He and his team joined
Borussia at the beginning of the 08/09 campaign and installed this signature play-

ing style. 167

In the last six years Dortmund was successful. They won two times the national
title in Germany and once the German cup final. Furthermore they reached the
UEFA Champions League four times in a row. This guarantees worldwide fan at-
tention as well as a steady cash flow stream. Also it makes the club appealing for

potential new signings because they want to compete on the top level.168

e Financials

The current management team took over in 2005. At that time the club was close
to insolvency and only generated sales of €78,5m.1%° In the ‘“13/'14 season the
club increased the revenue to €266,0m.'70 This represents a CAGR of 14,54%. In
Germany, only Bayern Munich has a higher turnover. In Europe Dortmund ranks

eleventh in terms of sales. 1”1

The cash generated through the equity capital increase is used to pay down the
financial debt. Furthermore, the capital increase will be used to finance future
growth and to maintain a liquidity reserve. It should not be used to finance short

term actions such as the acquisition of (too) expensive players. The reduction of

166 Transfermarkt GmbH & Co. KG (2014a)

167 Schwenkenbecher (2014), p. 5.

168 Borussia Dortmund Gmbh & Co. KG (2014c)

169 Borussia Dortmund GmbH & Co. KGaA (2005), p. 58.
170 Borussia Dortmund GmbH & Co. KGaA (2014c), p. 2.
171 Deloitte (2014), p. 3.
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debt reduces the risk of insolvency significantly. Now, the club has four sharehold-

ers with each owing more than five percent of the shares.72

Also, major sponsors (among them the also the strategic investors) prolonged their
sponsoring contracts for a long time period (some up to ten years). These two fac-
tors (equity and sponsoring) imply stability for the future of the club because all of

the investors indicate their long-term interest in the club.173

Compared to its international competitors Borussia has a conservative cost struc-
ture, meaning that the percentage of sales that are used for player salaries is low-
er than in other European clubs. This gives the club more flexibility for future con-

tract negotiations with members of the current squad or potential new singings.174
e Marketing

Due to success of the recent years the club gained interest in the media. In Ger-
many surveys indicate that the club has approximately ten million fans and
110.000 members. Especially the latter figure keeps growing continuously. This

underlines the high identification of the fans as they all pay a member fee.75

Additionally, the club has a long tradition. It was founded in 1909 and is hence
deeply rooted in the region. The club belongs to the city and the emotional binding
of the people in the city to the club is very high.17¢ This is amplified through the
stadium of the club which has the greatest capacity in Germany and ranks ninth in
Europe.'’7 |t is famous for “the yellow wall”. One side of the stands fits 25.000
people and they are all standing which creates a special atmosphere in the home
games. Overall, the stadium fits some 80.645 people and almost every home
game is sold out. Again, this shows the huge interest of the fans and the emotional

attachment they have to club.178

172 Borussia Dortmund GmbH & Co. KGaA (2014e)
173 Borussia Dortmund Gmbh & Co. KGaA (2014b)
174 Bundesliga Finance (2014)

175 Borussia Dortmund GmbH & Co. KGaA (2014f)
176 Borussia Dortmund GmbH & Co. KGaA (2014d)
177 finanzen.net GmbH (2014)

178 Borussia Dortmund GmbH & Co. KGaA (2014g)
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Dortmund uses the tag line “Real Love” as their main marketing slogan. Further-
more, the club has won several marketing prices and awards for their brand man-
agement.7° After a successful re-launch of the webpage, the club was awarded
the first place in a European comparison.'80 Surveys indicate that the club is per-
ceived very positively in Germany.181 This fact makes the club interesting to spon-

sors who hope to take advantage of the positive image of Borussia Dortmund. 182
e Organization

The IPO of the football company was poorly executed and the money was not
spent wisely (e.g. acquisitions of players with high transfer fees and high fixed sal-
aries).'8 The new management team professionalized the management of
Borussia and installed people with a business background. The CEO was the
manager of his own security clothing firm which he still owns. The CFO worked as
a partner of an audit company that consulted Dortmund in the restructuring pro-
cess. Thereafter, he joined Borussia.® The marketing manager was employed a
sports rights agency.'85 All of them have a business background and are not just
people who have a famous name in football. The management team took ad-
vantage of the fact that the club is listed and did not see e.g. the publication re-
sponsibilities as a burden. 186

3.4.2 Weaknesses

e Team

The roster of the team is — compared to Dortmund’s top European competitors —
not as balanced. It has gotten better in depth throughout the last years. But in the

recent history the top players left the team. In 2012 it was Nuri Sahin and Shinji

179 Borussia Dortmund GmbH & Co. KGaA (2014h)

180 Departamento de Internet (2014)

181 Woisetschlager, Backhaus, Dreisbach, & Schnoring (2014), p. 10.
182 woisetschlager, Backhaus, Dreisbach, & Schnéring (2014a), pp. 8-9.
183 Giesen (2013)

184 Borussia Dortmund GmbH & Co. KGaA (2014i)

185 Batke (2014)

186 HORIZONT Sport Business (2004)
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Kagawa (both of them were resigned), in 2013 Mario Goétze and in 2014 Robert

Lewandowski. 187

The current season did not develop as assumed by many experts. In the second
half of the season the team stabilized their performances but in the first half they
ranked last for some time in the Bundesliga. They had problems with injuries and
some players were not in good shape. All of these factors show how difficult it is to

forecast — and in this case even short term — success. 188

e Financials

As Dortmund is traded on the stock exchange they have to deal with the capital
markets and their valuation of the company. The current market value of the com-
pany is well below the valuation Bayern Munich received when they issued new
equity capital. There is no doubt about the fact that Munich is worth more than
Dortmund. But the gap is large. The same argumentation is true for Hertha BSC,
which was valued not significantly less than Borussia’s market value at that time

when a private equity firm injected equity capital.

Furthermore, the market notation cost the club money (e.g. they have to have an
investor relations department, increased publication duties). Even though sales
have picked up, they are still well below the top teams in Europe. Real Madrid €
603,9m and Barcelona generated sales of € 530m.189 Dortmund is clearly lacking

behind these numbers.

Furthermore, Dortmund does not have a patriarch who would give the club more
financial opportunities and flexibility. In England almost all major clubs have own-
ers who manage the club as if it was a hobby. The winning of trophies is the most
important to them — which is understandable. But in some cases the economic

reasoning behind e.g. the amount of transfer fees is questionable. 190

The geographic area, in which Dortmund is allocated has already seen its best

economic times. Furthermore, in the “Ruhrgebiet” are many football clubs who

187 oIkl (2014)

188 Frankfurter Allgemeine Zeitung GmbH (2015)
189 Badenhausen (2014); Badenhausen (2014a)
190 Baxter (2014); 11 Freunde (2013)
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compete for sponsors. In Munich — Borussia’s biggest rival in Germany — there are

more financially potent firms that are willing and able to sponsor Bayern Munich. 191

Since it is the clubs strategy not to load on debt to finance the roster, they miss out

on the advantages of the tax shield the debt would create.192

e Marketing

In Germany the club is very well known and popular. But internationally (especially
in Asia) other European teams are better known. Due to the higher brand aware-
ness of those team this helps to boost merchandising sales. Furthermore, this
helps their league to negotiate better broadcasting deals with foreign countries —

another effect of the popularity of the teams of the specific leagues. 193

The company is very dependent on the team’s success. Basically, all income

streams are strongly related to the success of the team on the pitch.194

3.4.3 Opportunities

e Team

The current squad has very few players that are close to their thirties. Most of the
new singings are in their early twenties. This means they have their best years
ahead of them. This gives the coaches the chance to develop the players into bet-

ter athletes. This is part of the clubs strategy.19°

The CEO said that he could not imagine to pay €15m for a thirty year old player.
The company’s strategy is to acquire young and talented players. The transfer his-
tory proofs that they really pursue this strategy.'9 Furthermore, the young players
are highly motivated and keen to present themselves in their best possible way in
order to increase their market value. This, in turn will help them in future contract

negotiations.

191 Hofer, Weyer, & Zak (2013)

192 Borussia Dortmund GmbH & Co. KGaA (2014c), p. 34.

193 Die Welt (2014)

194 Borussia Dortmund GmbH & Co. KGaA (2014c), p. 34.

195 Transfermarkt GmbH & Co. KG (2014a); Borussia Dortmund GmbH & Co. KGaA (2014c), p. 34.
196 Sport1 (2014); Transfermarkt GmbH & Co. KG (2014a)
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Borussia’s success in the recent history helps the club to spend more money (due
to increased revenues) — and most likely — acquire better players to improve the
team. This in turn, will increase the likelihood of future Champions League ap-
pearances and hence better players. Since it is the club strategy to develop young
players, the transfers of those players to other clubs could potentially create trans-

fer fees that can be well above the amount Borussia spent on them. 197

e Financials

In 2013 Dortmund and Munich were in the Champions League final. Furthermore,
Bayern Munich was internationally very successful in the last five years and thus
generated more attention for the entire League. The win of the world cup by the
German national team in Brazil could help to further improve the image of the
Bundesliga internationally.98 This an important factor when it comes to the selling
process of the broadcasting rights internationally. Here, the German Bundesliga

has huge catch up potential to other European football leagues

Also, the national bidding process for the broadcasting rights could lead to sub-
stantially higher income. The last one increased the Bundesliga’s broadcasting
income from €412m to €628m per season. Since it is expected that more compa-
nies compete for the rights in the future, estimates are that the next broadcasting

deal could generate as much as € 1bn per year.19

For the current holders of the live broadcasting rights — Sky Deutschland AG — the
Bundesliga is the most important vehicle to sell their pay television program.200
The current contract guarantees the rights until the end of the season ‘16/°17. It is
crucial to their business model to maintain the rights in the future. In a bidding war
they might overpay in terms of net present value to further pursue their strategy.

This in turn would increase the income stream for all clubs in the league.

Regarding the stadium there is catch up potential in the hospitality sector. The club

could try to rebuild parts of the stands into more expensive seats that would gen-

197 UEFA (2014)

198 Galebraith (2014)

199 schwenkenbecher (2014), pp. 10-12.
200 sky Deutschland AG (2014), pp. 6-7.
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erate more revenue than ordinary tickets in the stands.201 Also the average ticket
prices in the Bundesliga are the low in a comparison with the other European

leagues. This gives Borussia another chance to increases revenues.202

The popularity of Borussia gives the management the opportunity to negotiate bet-
ter sponsoring deals.203 Also, if the internationalization (especially Asia) of the club

is successful the club could potentially become attractive for foreign companies.204

Starting with the season “13/°14 the UEFA introduced the FFP (see chapter 3.2.1).
This could eventually be beneficial to Borussia as the football company follows a
conservative financial policy, meaning that they are able to finance the company

with their operating income.205

Furthermore, in Germany exists the 50+1 rule, meaning that the old established
club should always own 50% plus 1 share of the football company. The intention
behind this rule is that no investor should take over control of the team. If this rule
would be abandoned, possibly new investors could enter the Bundesliga. Hence

Dortmund could raise more capital.206

o Marketing

In September 2014 Dortmund opened up an office in Singapore to start to build up
brand awareness in the Asian region. The last minute summer transfer of Shinji
Kagawa — a Japanese born midfielder who Borussia bought from Manchester
United — should be of big help to establish a footprint in the Asian market.20” The
planned trip in the next summer break of the Bundesliga should help to create

merchandising revenue in Asia, if the team is able to conserve the success this.208

201 gsteffens (2014); Zimmer (2013)

202 gtatista (2015a); Statista (2015b)

203 Woisetschlager, Backhaus, Dreisbach, & Schnéring (2014), p. 10
204 Borussia Dortmund GmbH & Co. KGaA (2014j)

205 vgpel (2013), pp. 14-19

206 Christ, Dr. Elfring, & Linck (2014), p. 15.

207 Galebraith (2014a)

208 \vallrodt (2014)
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3.4.4 Threats

e Team

A maijor threat for the success of the team is the transfer of players. As Borussia
does not pay salaries as high as some e.g. clubs in the British Premier League

pay players might be willing to move to another club to earn more money.20°

Furthermore, the city of Dortmund might not be as attractive for players as Munich,
Paris, Madrid or London. Also the coaching team might be willing to take on other
chances. Right now, the contracts of the coaching staff expires in June 2018 —
which is quite a long time in football. The current success is to a great deal at-

tributable to the coaches. It will be seen what happens if they leave.210

e Financials

Especially in comparison with the British League, the Bundesliga is lacking behind
in terms of worldwide money generation with broadcasting rights. The latest deal
the Bundesliga negotiated guarantees significantly more than the previous con-
tracts (€ 625m). The British Premier League currently generates €1bn.2'! Starting
from the 16/17 season this figure raises to €2,3bn — this is not including the broad-
casting income from selling the rights internationally.2'2 It remains to be seen

whether or not the gap widens further or if the Bundesliga will be able to close it.

Even though the stadium of Borussia is famous for its size and atmosphere it is
not as profitable as it could potentially be. Ticket prices are low in comparison.
This unused potential could again widen the gap to other (European) oppo-

nents.213

209 Byndesliga Finance (2014)

210 Hofer, Weyer, & Zak (2013)

211 pearce (2012)

212 giiddeutsche Zeitung GmbH (2015)
213 Zimmer (2013)
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If in Germany the 50+1 rule would be abandoned, potential investors could invest
in other teams and hence new rivals for Dortmund would arise in the

Bundesliga.24

Another problem is the central broadcasting rights selling process. In Spain, clubs
negotiate the deals themselves with the media companies. Especially the top
teams are able to receive significantly more money than their German counter-
parts. Again, it is questionable whether the gap will narrow or widen in the fu-

ture.215

e Marketing

Problems can occur with the fans that are really deeply rooted in the region. To
them, Borussia is more than a football company. The ongoing commercialization
process (e.g. speaking of the company as a “brand”) of their beloved game is
something they do not like. Since those people are the ones responsible for the
impressive atmosphere in the stadium, the club should be careful with their mar-

keting activities.216

Another issue is the competition within the league. In the last three years almost
the same clubs were among the top four teams in the Bundesliga. Thus they quali-
fied for the Champions League. If this keeps going on, the Bundesliga could be
perceived as boring or as a league with no balanced competition. This could lead

to a decline in the interest of fans and lower overall income.217

214 Christ, Dr. Elfring, & Linck (2014), pp. 12-15.

215 puff (2014)

216 steffens (2014); Tittmar (2014)

217 Neale (1975), p. 204.; UEFA (2014a); UEFA (2013); UEFA (2012)
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3.5 DCF valuation of Borussia Dortmund

In this part of the paper the discounted cash flow valuation (APV method) of the
football company is performed. To assess the difficulty of forecasting future suc-
cess of the team three different business cases (average, best and worst case)
are presented. For each case a sensitivity analysis is conducted as well. The
chapter starts with the assumptions that are valid for all cases. Then each case
and its specific assumption are presented individually. Furthermore, only the rele-
vant revenues and costs are described. The valuation date is first of March 2015
(four months to the end of the financial year of Dortmund). The season “18/'19 rep-
resents the last forecasted season. A longer detailed forecasting period would be
difficult to implement as future success of the team is difficult to forecast. Thereaf-

ter the TV is calculated.

3.5.1 Assumptions for all cases

e Capital Structure

The assumptions with regards to the Capital Structure are based on the statement
by Dortmund’s CEO. Whenever asked, he states that the club will not load up on
debt to finance the roster of team. But this does not imply that nothing is financed
with debt any more. It is not ruled out that investments in the infrastructure of the

club (e.g. replacement investments in the stadium) are financed with debt.

Currently, some of Borussia’s office buildings are financed through Leasing. This
type of leasing can be considered as debt as it shows up on the balance sheet and
the interest payments are visible in P&L account. In the last three annual reports
(2012, 2013, 2014) this figure is at a relatively stable amount. Hence, the assump-
tion is that Dortmund will always carry the average of those years on its balance
sheet in the future. This backs the use of the APV method for the valuation. The
assumption is that the level of debt (and not a debt/equity ratio) will remain con-

stant. Thus, the APV method is appropriate to evaluate Dortmund.
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The financial policy of the football company has more similarities with the trade-off
theory than with the pecking order theory. The main point of the trade-off theory
(trading off tax advantages of debt and the increased risk of bankruptcy) is of high
relevance for the managers of the company. They want avoid the risk of bankrupt-
cy. Hence, the risk of bankruptcy is a crucial factor in the financing decision of the
company. Furthermore, the management team wants to finance the company (for
the most part) with income generated from operations. This is in line with the peck-
ing order theory. As mentioned, the company issued new shares last year. The
proceeds were to a substantial part used to pay down the existing debt. This is a
contradiction to the pecking order theory (equity as last option to finance a firm).
The difficulties of forecasting future success of the team support this behavior.
With equity, there are no fixed payments and hence the management team has
more flexibility in their decisions. Furthermore, it can be assumed the investors
who bought large parts of last year’s equity issuance are more interest in the stra-
tegic value of Dortmund than in the financial value. This is backed by the fact that
all of the strategic investors have long term sponsorship contracts with Borussia.
Another reason is the history of the football company. They were on the brink of
bankruptcy ten years ago and want to avoid a similar situation and hence the clear

positioning regarding their financial policy.

The debt to equity ratio is below 0,1 and hence it is appropriate to use the cost of
debt as discount factor to calculate the present value of the tax shield. Due to the
low amount of debt bankruptcy costs are not considered in the valuation. No foot-
ball company in Germany had to declare bankruptcy in the history of the
Bundesliga. Furthermore, it can be assumed in the event of financial distress that

the company will be bailed out (e.g. city of the football company).218
e Cost of Capital, terminal value and tax rate

Starting point for the calculation of the cost of capital is the risk free rate. As a
proxy for the risk free return a ten year German government bond is used. Cur-

rently, the return of this type of bond is at 0,328%.219 An — on a historical perspec-

218 gpel (2013), p. 17.
219 Appendix IV
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tive — extremely low value. This type of security is considered safe — and conse-
quently riskless — as the German state is the issuer. The second input factor for
the cost of capital is the market risk premium. The proxy for the equity risk premi-
um used is based on the performance of the S&P 500. Currently the premium is
5,75%. Since Dortmund is a German based football company a specific country
premium of 0,43% is added to the obtained market risk premium.220 This is justi-
fied by the fact that the German capital market is not as developed as in the Unit-
ed States of America. The third input factor is the beta factor. The beta factor is at
0,54.221The factor is obtained by a linear regressions of Dortmund’s five year
weekly share return with the returns of the SDAX (Dortmund is in this small cap
index — hence it is reasonable to use it as references).222 The obtained cost of
capital is 3,68%. For the terminal value a long-term growth rate of 2,00% is as-

sumed.

As tax rate the marginal income tax rate in Germany of 29,58% for is used.223 This
is in line with the average tax rate of 25,96% Borussia paid in the last four years.
The use of the marginal tax rate is a common assumption made in valuation exer-
cises as the effective tax rate is often distorted due to various reasons and hence

difficult to estimate.224
e Net working capital, capital expenditure and depreciation

When calculating the FCF, the net operating profit less adjusted taxes has to be
adjust with the changes in NWC, capital expenditures (CAPEX) and depreciation.
The yearly changes in the past of Dortmund’s NWC do not show a development
that would imply a forecastable trend.225 This is mainly due to the receivables posi-
tions of the current assets. This position shows transfer fees for sold players but
the cash is not yet received.?26 Furthermore, it is difficult to forecast future transfer

fees that a football company may generate as many different factors play a role.

220 pamodaran (2015)

221 Appendix V

222 Deutsche Borse AG (2015)

223 KPMG (2015)

224 Rosenbaum & Pearl (2009), p. 119.

225 pppendix X

226 Borussia Dortmund GmbH & Co. KGaA (2013), pp. 93-96.
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Additionally, there are no costs of goods sold (due to business model of the com-
pany), which are a possible starting point for NWC projections. As a consequence
of these considerations changes in NWC are not accounted for in the valuation of
Borussia Dortmund. If used, the estimates would rather distort the result than in-

crease its accuracy.

Capital expenditures and depreciations are also closely related to transfers. The
transfer rights of the players are shown in the balance sheet under the position
intangible assets. Another part of the balance sheets non-current assets is the
stadium. Together they make up the most part of a football companies non-current
assets.2?” In the forecasting period Borussia’s CAPEX equal the depreciations
every year. This assumption is based on the recent year’s investment policy in
intangible assets by Borussia. The value of the players as shown in the balance
sheet is assumed to stay on a constant level as the company is expected to buy
and sell players which will keep this figure constant. The investments in tangible
assets and the related depreciation are based on the same assumption. This
means also that the investments in e.g. the stadium will equal the depreciation for
the forecasting period. The amount is derived through the depreciation from the
company’s half-year report. It is therefore multiplied by two and adjusted for the

future depreciation of a player Borussia bought in the winter transfer period.228
e Broadcasting income

Dortmund receives income through broadcasting income from three sources. Fur-
thermore, prize money from the competitions the football company takes part in
are included in this income stream. The first one — Bundesliga broadcasting in-
come — consists of the domestic and international broadcasting contract. Both of
them expire after the “16/°17 season. On average, the domestic contract guaran-
tees an income of €628m for the Bundesliga. The assumption for the time period
thereafter is an increase to almost €1bn per season starting with the ‘“17/18 cam-

paign. This increase is based on the assumption that the new deal will increase by

227 Borussia Dortmund GmbH & Co. KGaA (2014c), p. 118.
228 Borussia Dortmund Gmbh & Co. KGaA (2015a), p. 27.;Transfermarkt GmbH & Co. KG (2015a)
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the same percentage as the old contract did. Furthermore, it is backed by estima-

tions of experts in the football industry.229

The percentage each team receives from the overall amount is based on their in-
dividual performance in the Bundesliga in the past five years. It is calculated as a
weighted average in which the most recent season has the biggest impact. Cur-
rently the number one ranked team receives €37m per season. This is twice as
much as the number 18 in the ranking. All other teams are in between this range —
the higher the rank in the five year average the higher the percentage.23° The as-

sumption for the valuation is that this 2:1 key will remain in the future as well.

The international broadcasting contract has been renewed in November 2014. The
DFL was able to double the income from €70m to €150m per season. The contract
is valid until the “16/17 campaign.23' The assumptions for the time thereafter is
that the contract will increase by the average percentage of the last two increases.
This would generate €274m from the ‘17/18 season onwards for the Bundesliga.
The assumption is based on the fact that German teams have been successful in
the Champions League over the recent years. Furthermore, the German national
team won the world cup last year. Both factors help to create more international
awareness for the Bundesliga as well. A further assumption is that the distribution
key of the international broadcasting income will be the same as the as the one in
place today. It is based upon a fixed and a variable amount. From the ‘“15/'16 sea-
son each team will receive a fixed sum of €2,8m each year. The teams of the se-
cond Bundesliga get in total €1,2m. The variable amount (in the “15/'16 season
€96,9m) is allocated to the teams who participated in the Champions League or
Europa League in the last five years. Basis for the distribution is the UEFA rank-

ings for club competitions.232

The second source of income comes from the competition in the Champions
league or Euro League. In the Champions League season ‘09/°'10 the UEFA dis-
tributed €746m. In the two seasons ‘10/°'11 and ‘“11/*12 the distributed amount in

229 gchwenkenbecher (2014), p. 11.

230 Franzke (2014), p. 2.

231 DFL Deutsche FuBball Liga GmbH (2014)

232 DFL Deutsche FuBball Liga GmbH (2014a); Franzke (2014), p. 3.; UEFA (2015b)
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the Champions League rose to per season €754m.233 In the seasons ‘“12/'13,
“13/'14 and ‘14/'15 the UEFA distributed a total of €904m to the 32 participating
clubs. For the three seasons from ‘“15/16 until ‘17/18 the UEFA will distribute
€1,257bn.234 For the last detailed forecasted year ‘“18/'19 the assumption is that
amount will grow to €1,508bn. This reflects an increase of 19,98% which is the
average of the previous three increases. Furthermore, the assumption is that the

allocation key will be the same as today.

The distribution key is based on two factors. The first one is the based on the each
team’s success during the Champions League season (participation and perfor-
mance bonuses). There are fixed payments for the outcome of the games as well
as a participation bonus for taking part in the Champions League (figures for the
season ‘14/15: €8,6m participation bonus, €1m. for a win in the group stage,
€0,5m for a draw, €3,5m for advancing to the round of last 16, €3,9m for the quar-
terfinal, €4,9m for the semifinal, €6,5m for the runners up and €10,5m for the win-
ner of the final). The second layer is called market pool. The amount each team
receives is based on the broadcasting arrangement the UEFA has with the indi-
vidual country. The market pool in Germany had a size of €52m in the seasons
“13/'14 and “14/°15. Half of the amount is distributed based on the rank (first rank:
40%, second rank: 30%, third rank: 20% and fourth rank: 10%) in the previous
Bundesliga season. The other half of the market pool depends on the games
played relatively to the overall games played by German teams in the Champions
League.235 The new contract (seasons ‘1516 — “17/18) it is known that the partic-
ipation bonus will increase to €12m and the winner of the Champions League will
receive €15m.236 Both increases reflect the overall increase of 39%. Hence, the
assumption is that all other participation and performance related payments will

increase by this percentage as well.

In the Euro League a similar concept applies. In the season ‘09/10 the UEFA dis-
tributed €135m, in the following two seasons €150m, from ‘12/°13-13/'14

233 UEFA (2010); UEFA (2011); UEFA (2012a);)

234 UEFA (2013a); UEFA (2014a); UEFA (2014b); Westdeutscher Rundfunk Kéln (2015)
235 UEFA (2014a)

236 \Westdeutscher Rundfunk KoéIn (2015)
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€209m.237 |n the season ’14/'15 €232,5m are distributed. For the upcoming three
seasons the UEFA distributes €381m per year.238. For the last forecasted season
“18/’19 the assumption is that the distribution will grow to by an average of the last

four increases to €500,7m.

Just like in the Champions League, parts of the money are allocated based on par-
ticipation and performance in the Europa League (figures for the season ‘“13/14:
€1,3m participation bonus, €0,4m for a win in the group stage, €0,1m for a draw,
€0,4m. for the win of the group stage,€0,2m for rank two in the group stage, €0,2m
for the round of the last 32, €0,35 for the round of the last 16, €0,45m for the quar-
terfinal, €1m for the semifinal, €2,5m for the runners up and €5m for the winner of
the “13/'14 campaign). The market pool (€7,7m in ‘“13/'14 in Germany) in the Euro-
pa League is only distributed based on the games played relatively to the games
played by the other German teams. The rank in the previous Bundesliga season is
no factor in the Europa League.23® Although the participation bonus (starting from
“15/'16: €2,4m) was raised by relatively more than the overall contract increase,

the assumption is that the distribution key will not change in the future.240

The third source of broadcasting income is generated through the German cup
games. In the first round each team receives €0,1m, for the second round €0,3m,
for the round of the last 16 €0,5m, for the quarterfinal €1m for the semifinal €2,1m,
the runners up will receive €2,2m and the winner €2,2m.241 Due to the lack of
more information of the broadcasting deal for the cup games the assumption for

the valuation is that will grow by two percent each year.

Furthermore, the Bundesliga generates €29m from a general sponsorship deal.242
The assumption is that the same key as for the domestic broadcasting contract
money is used. The figures is expected to grow by the long term growth rate of two

percent each year.

237 UEFA (2010a); UEFA (2011a); UEFA (2012b); UEFA (2013b); UEFA (2014a);
238 Westdeutscher Rundfunk Kaln (2015)

239 UEFA (2014a

240 Westdeutscher Rundfunk Kéln (2015)

241 Franzke (2014a)

242 Franzke (2014), p. 2.
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The assumption for the development of fees Dortmund receives when members of
the team play for their national teams is based on the fees from previous years.
The amount depends on whether or not there is a World Cup/European Champi-
onship or not in the respective year. The figures are adjusted for a growth rate of
2%.

3.5.2 Average case scenario

The assumption for the average case is that Borussia will not reach a rank that in
the “14/'15 would be sufficient to participate in either the Champions League or the
Europa League in next year’s football season. In the Champions League season
“14/'15 it is assumed that they will not qualify for the quarterfinal. In the German
cup they will reach the semifinal. From the Bundesliga season ‘15/'16 onwards the
assumption is that Dortmund will reach the fifth rank in the Bundesliga each year.
This qualifies them for the Europa League each. In the international competition it
is assumed that they will reach the round of the last 16 each year. In the German
cup the assumption is that Borussia will reach the semifinal in the current season

and from next season onwards the quarter final in each year.

e Revenue

In the “15/’16 campaign — largely due to the fact that no income from the Champi-
ons League or Europa League is generated revenue will decrease from €271m in
“14/'15 to €239m. Afterwards revenue is expected to grow constantly until it reach-
es €301m in the season18/'19 — the last forecasted year. It will take until the fi-
nancial year ‘“17/18 to reach the “14/'15 level. Furthermore, the football company
would miss its own target. The CEO said that the goal is to reach total revenues of
€300m in the season ‘“17/18 at the latest.243 This in turn is attributable to the as-

sumption of the case that Borussia will not compete in the Champions League.

243 Borussia Dortmund GmbH & Co. KGaA (2014k)
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Average case - in TEUR 30.06.2015E  30.06.2016 E 30.06.2017 E 30.06.2018 E 30.06.2019 E
Total Income 272.015 239.280 264.602 293.167 300.553
yly growth in % 2,28% -12,03% 10,58% 10,80% 2,52%
Broadcasting 79.396 52.968 64.201 87.254 92.055
Bundesliga 44.198 50.953 47.077 70.088 70.119

Cup 4.049 2.016 2.056 2.097 2.139
Champions League / Europe League 31.149 0 15.069 15.069 19.797

in % of total income 29,19% 22,14% 24,26% 29,76% 30,63%

yly growth in % -2,51% -33,29% 21,21% 35,91% 5,50%
Matchday 41.339 30.560 43.009 43.869 44.746
in % of total income 15,20% 12,77% 16,25% 14,96% 14,89%

yly growth in % 2,00% -26,07% 40,74% 2,00% 2,00%
Commercial 80.279 81.885 83.522 85.193 86.897
in % of total income 29,51% 34,22% 31,57% 29,06% 28,91%

yly growth in % 10,00% 2,00% 2,00% 2,00% 2,00%
Merchandising 62.292 63.538 64.808 66.105 67.427
in % of total income 22,90% 26,55% 24,49% 22,55% 22,43%

yly growth in % 10,00% 2,00% 2,00% 2,00% 2,00%

244

Figure 7: Average case — overview of main income streams

For the season ‘14/°15 Dortmund ranks second in the domestic broadcasting rank-
ing and thus receives €36,2m. Furthermore, they receive 1,6m from the general
sponsorship deal that is distributed by the DFL to all clubs The assumption for this
specific ranking is that they will drop to rank three in the ‘“15/'16 season and to rank
number five in the season ‘“16/°17. This reflects the assumption about the perfor-

mance of the team in the upcoming years.

From the international Bundesliga distribution rights Borussia receives €6m in the
“14/'15 campaign total. The assumption for the variable part (UEFA-coefficient-
ranking) is that they will drop to rank 4 in “15/16 and to rank five in the season

thereafter as they will always take part in the quarter final of the Europa League.

From the Europa League season ‘16/°'17 the assumption is that Dortmund will win
four group games in the group stage and will advance to the quarter final. In total,
Borussia will play 12 games each season (six in the group stage and fix in the
knock out phase). All German teams together will play 20 games in every Europa

League season.

A good approximation of the matchday income is the average of the past three
years (adjusted for a growth rate of two percent). This is a reasonable assumption
because — on average — they should have the same amount of games if they par-
ticipate in the Europa League as assumed in the case. Furthermore, the stadium is

almost always sold out and hence the chances to increases revenues is narrow.

244 Appendix VI
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The dip in the 15/16 season is due to the fact that Dortmund will not participate in

an international competition in that season.

Due to the renegotiations of the some majors sponsors deals the commercial in-
come is expected to increase by ten percent in the ‘14/°15 season. Thereafter this
figure will grow by two percent each year. This slowdown is justified by the as-
sumption that the sponsorships deals have also a variable component included.
Since the assumption of the average case is that Borussia will not compete in the
Champions League, strong increases are not expected. Furthermore, this figure
has grown strongly in the past years. Hence it is reasonable to assume a slower

growth as Borussia will not be as successful as in the previous years.

Merchandising income is expected to grow with ten percent in the “14/15 cam-
paign. This increase is mainly due to the opening of an office in Singapore. Never-
theless, afterwards growth is expected to fall to two percent per year — due to the

same reasons as the commercial income.
e Costs

Costs of materials and other operating expenses will develop as an average of the
previous four years. Their relative share of the revenues was in a narrow range

(Cost of materials between 5-8% and other operating income between 34-38% of

revenues less transfer income).

Average case - in TEUR 30.06.2015E  30.06.2016 E 30.06.2017 E 30.06.2018 E 30.06.2019 E
Cost of materials -17.884 -15.732 -17.397 -19.275 -19.761
in % of total Income less transfer income -7% -7% -7% -7% -7%
Personnel expenses -108.806 -95.712 -105.841 -117.267 -120.221
in % of total Income less transfer income 40% 40% 40% 40% 40%
Other operating expenses -98.858 -86.961 -96.164 -106.545 -109.229
in % of total Income less transfer income -36% -36% -36% -36% -36%

Figure 8: Average case — overview of main costs24°

The future development of the personnel expenses is based on a statement by the

CEO. To him personal costs of €120m are reasonable if the company generates

245 Appendix VI
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sales of €300m. Hence, the assumption is that personnel expenses are dependent

on revenue and will make up 40% of them in each year.246
e Result from APV method

The valuation with the APV method yields a value per share of €6,18. This value is
€2,09 more than the price of the share at the 1° of March and would hence sup-
port the thesis of Mr. Watzke who stated that the share is undervalued. Neverthe-
less the enterprise value is with €535m below the €600m the CEO mentioned. Fur-

thermore, a large part of the value comes from the terminal value in the valuation

which is always difficult to forecast.

Average case — in TEUR 30.06.2015 E 30.06.2016 E 30.06.2017 E 30.06.2018 E 30.06.2019 E
EBIT 1.981 2.332 6.657 11.537 12.799
Taxes 586 690 1.969 3.413 3.786
NOPLAT 349 1.642 4.688 8.124 9.013
Depreciations 9.636 38.543 38.543 38.543 38.543
CAPEX -9.636 -38.543 -38.543 -38.543 -38.543
Delta NWC 0 0 0 0 0
FCF 349 1.642 4.688 8.124 9.013
PV 346 1.572 4.333 7.251 7.767
PV of cash flows 2015-2019 21.269
Terminal Value 588.958
PV of Terminal Value 507.577
PV of Tax Shield 6.020
Enterprise Value 534.866
Debt 19.284
Cash 52.711
Net Debt -33.427
Equity Value 568.293
Total shares outstanding 92.000.000
Value of share 6,18 €

Figure 9: Average case — valuation result from APV method?47
e Sensitivity analysis
In the sensitivity analysis the cost of capital and the growth rate for the terminal

value are varied. It is obvious that the value per share varies substantially when

changing either of the factors.

246 Berg (2014)
247 Own estimations

61



Valuation of Borussia Dortmund

Cost of capital
3,25% 3,50% 3,56% 4,00% 4,50% 5,00% 6,00% 8,00%

o
®  1,00% 4,36 3,96 3,87 3,35 2,91 2,58 2,13 1,61
£ 1,50% 5,53 4,88 4,74 3,96 3,35 2,92 2,33 1,71
% 2,00% 7,64 6,42 6,18 4,89 3,97 3,36 2,59 1,83
5 250% 12,56 9,49 8,96 6,43 4,89 3,98 2,93 1,97
= 3,00% 37,14 18,72 16,72 9,51 6,44 4,90 3,37 2,15

Figure 10: Average case — sensitivity analysis248

3.5.3 Best case scenario

In the best case scenario it is also planned that Borussia will not reach a
Bundesliga rank that would qualify them for one of European competitions in the
following season. In the German Cup the semifinal assumption holds as well.
Starting from the ‘15/°16 season Dortmund will reach rank 2 in the Bundesliga.
They would be qualified for the Champions League each year. The assumption
here is that they reach the quarter finals each year. The forecast for the German

cup a constant participation in the semifinals.

e Revenue

For the financial year ‘14/°’15 revenue is expected to increase to €272m as in the
average case). Due to the non-participation in either the Champions League or the
Euro League revenue is forecasted to decline to €250m in the “15/'16 campaign.
Thereafter revenue will increase continuously to €376m in ‘18/’19 — the last de-
tailed forecasted year. Borussia will reach the €300m milestone in the sea-
son‘16/17.

248 Own estimations
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Best case -in TEUR 30.06.2015 E 30.06.2016 E 30.06.2017 E 30.06.2018 E 30.06.2019E
Total Income 272015 249.803 317.420 359.310 376.892
yly growthin % 2,28% -8,17% 27,07% 13,20% 4.89%
Broadcasting 79.396 59214 108.165 139.651 149 422
Bundesliga 44198 55.084 55.649 87.051 87.085

Cup 4049 4130 4213 4297 4383
Champions League / Europe League 31.149 0 48.303 48.303 57.955

in % of total income 29,19% 23,70% 34,08% 38,87% 39,65%

yly growthin % -251% -25,42% 82,67% 29, 11% 7,00%
Matchday 41.339 30.560 43.009 43.869 44 746
in % of total income 15,20% 12,23% 13,55% 12,21% 11,87%

yly growthin % 2,00% -26,07% 40,74% 2,00% 2,00%
Commercial 80279 84293 88.508 92 933 97 580
in % of total income 30% 34% 28% 26% 26%

yiy growthin % 10,00% 5,00% 5,00% 5,00% 5,00%
Merchandising 62292 65406 68 677 72111 75716
in % of total income 22 90% 26,18% 21,64% 20,07% 20,09%

Figure 11: Best case — overview of main income streams249

As the assumption for the best case is that Dortmund will reach rank two each
year in the they will also maintain that spot in the relevant five year average rank-
ing on which the Bundesliga broadcasting distribution is based on. Since Borussia
will reach the quarter final each year in the Champions League the assumption is
that they will be ranked number two in the UEFA-club ranking for Germany —
based on this ranking parts of the international broadcasting income of the

Bundesliga are distributed.

Starting with the Champions League season “16/'17 the assumption is that Dort-
mund will win four group games and will advance to the quarter final. This implies
that Borussia will play 10 games each season (six in the group stage and four in
the knock out phase). Furthermore, it is anticipated that the German teams in total
will play 38 games (one team in semifinal, one team in quarterfinal, one team in
round of the last 16, one team will drop out in the group stage and two qualification
games for the fourth ranked team of the Bundesliga season to reach the group
stage). Borussia’s share from the market pool based on games played is thus
26%. The share of the market pool based on last year's Bundesliga rank (second

rank in the best case scenario) will be 30%.

After a dip in in the “15/'16 campaign matchday income is forecasted based on the
on the ‘“13/'14 figures (Borussia reached the quarter final in the Champions League

in that season). They are expected to increase with a growth rate of two percent.

249 Appendix VII
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The income from matchday is in line with the average case scenario. In both cases
they advance to the quarterfinal in the international competitions. While there is
one more round in the knock out phase in the Euro League in the average case
scenario Borussia advance to the semifinal in the German cup in the best case
scenario. Hence, as an approximation the assumption regarding matchday income

is reasonable.

As mentioned in the average case, commercial income will grow by ten percent in
the “14/'15 season. Following the current season this income stream will grow by
five percent each year. The constant participation in the Champions League is an
important factor for the future and current sponsors as it creates an international
awareness that is significantly higher than in the Europa League. In the last years
Dortmund has experienced higher growth rates. This was due to fact that they
were not as successful in the years before. Now, the assumption is that they will

stay in these dimensions.

For the income from merchandising activities the same growth rates as for the
commercial income are forecasted. Again, the higher growth rates compared to
the average case are due to the fact that the success in the Bundesliga and
Champions League will generate more awareness in Germany and internationally
(Dortmund opened up an office in Singapore) that is expected to further drive rev-

enue.
e Costs

For the cost of materials and other operating expense the same logic (averages of
the previous years in relation to total revenue less transfer income) as for the av-
erage case applies. Furthermore, 40% of revenue is forecasted to be spend on

personnel costs.
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Best case -in TEUR

30.06.2015 E 30.06.2016 E 30.06.2017 E 30.06.2018 E 30.06.2019 E

Cost of materials

in % of total Income less transfer income

Personnel expenses

in % of total Income less transfer income

Other operating expenses

in % of total Income less transfer income

e Result from APV method

-17.884
-7%
-108.806
40%
-98.858
-36%

-16.424 -20.870
-7% 1% 7%
-99.921 -126.968 -143.724
40% 40% 40%
-90.785 -115.359 -130.583

-36%

Figure 12: Best case — overview of main costs250

-36%

-23.624

-36%

-24.780
-7%
-150.757
40%
-136.973
-36%

In the best case scenario Borussia’s share is worth €12,05. That is almost three

times as much as the current share price. The enterprise value is €1,08bn. In this

almost €400m above the statement by the CEO. Again, the figures are heavily de-

pend on the terminal value of the DCF-valuation.

Best case —in TEUR

30.06.2015 E

EBIT

Taxes
NOPLAT
Depreciations
CAPEX

Delta NWC
FCF

PV

PV of cash flows 2015-2019
Terminal Value

PV of Terminal Value

PV of Tax Shield
Enterprise Value

Debt

Cash

Net debt

Equity Value

Total shares outstanding
Value of share

1.981
586
1.395
9.636
-9.636

1.395
1.383

44.456
1.189.059
1.024.759

6.020
1.075.235
19.284
52.711
-33.427
1.108.662
92.000.000
12,05€

4.129
1.221
2.908
38.543
-38.543

2.908
2.783

15.680
4.638
11.042
38.543
-38.543
0
11.042
10.206

30.06.2016 E 30.06.2017 E 30.06.2018 E

22.836
6.755
16.081
38.543
-38.543
0
16.081
14.403

Figure 13: Best case — valuation result from APV method?251

250 Appendix VI
251 Own estimations

30.06.2019 E
25.839
7.643
18.196
38.543
-38.543

18.196
15.682
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e Sensitivity analysis

As in the average case the value of the share fluctuates substantially when chang-

ing the cost of capital and the growth rate of the TV.

Cost of capital
3,25% 3,50% 3,56% 4,00% 4,50% 5,00% 6,00% 8,00%

o

®  1,00% 8,52 7,69 7,51 6,43 5,54 4,87 3,93 2,87
£ 150% 10,84 9,50 9,23 7,64 6,40 5,51 4,33 3,06
% 2,00% 15,00 12,53 12,05 9,44 7,59 6,36 4,82 3,28
5 250% 24,73 18,59 17,53 12,45 9,39 7,55 5,44 3,54
= 3,00% 73,34 36,76 32,79 18,47 12,37 9,33 6,28 3,85

Figure 14: Best case — sensitivity analysi3252

3.5.4 Worst case scenario

In the worst case scenario Dortmund will not reach a rank in the current season
that would guarantee a qualification for a European competition in the next year.
Furthermore it is assumed that they will lose in the round of the last sixteen in the
Champions League and in in the German cup in the quarter final. From next sea-
son onwards the assumptions is that Borussia reaches rank ten each year in the
Bundesliga. This implies no future competition in the Champions League nor Eu-
ropa League. In The German cup the assumption is a constant participation in the
third round.

e Revenue

Overall revenue is estimated to be €270m for the season ‘14/’15. This figures is
just slightly lower than in the other two cases and due to the assumption that
Borussia will drop out in the German cup in the quarter final. Thereafter revenue

will decline to €226m in ‘15/°16 and stay on that level in the upcoming years.

252 Own estimations
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Worst case - in TEUR 30.06.2015 E 30.06.2016 E 30.06.2017 E 30.06.2018 E 30.06.2019 E
Total Income 269.942 225.973 219.067 232.537 228.081
yly growth in % 1,50% -16,29% -3,06% 6,15% -1,92%
Broadcasting 77.323 47.511 40.498 53.860 49.292
Bundesliga 44.198 46.557 39.526 52.867 48.280

Cup 1.976 954 973 992 1.012
Champions League / Europe League 31.149 0 0 0 0

in % of total income 28,64% 21,02% 18,49% 23,16% 21,61%

yly growth in % -5,06% -38,56% -14,76% 32,99% -8,48%
Matchday 41.339 30.560 30.560 30.560 30.560
in % of total income 15,31% 13,52% 13,95% 13,14% 13,40%

yly growth in % 2,00% -26,07% 0,00% 0,00% 0,00%
Commercial 80.279 80.279 80.279 80.279 80.279
in % of total income 30% 36% 37% 35% 35%

yly growth in % 10,00% 0,00% 0,00% 0,00% 0,00%
Merchandising 62.292 62.292 62.292 62.292 62.292
in % of total income 23,08% 27,57% 28,44% 26,79% 27,31%

yly growth in % 10,00% 0,00% 0,00% 0,00% 0,00%

Figure 15: Worst case — overview of main income streams253

For the broadcasting income from the Bundesliga rights the assumption is that
Dortmund will drop to rank number five in the relevant five year average ranking
for the season ‘“15/'16. In the season ‘16/°17 they are expected fall to rank number
seven and from the seasons thereafter they will drop to rank ten — in line with their
athletic development. For the variable part of the international broadcasting money
Dortmund is expected to fall to rank five in the season ‘“15/16 and to rank number
ten in the two season thereafter. The assumption for the year ‘“18/'19 and thereaf-
ter is that Dortmund will not be ranked in the UEFA-club ranking anymore and
hence only receive the fixed amount that is distributed to all clubs of the

Bundesliga.

Since the assumption in the case is that Dortmund will not take part in either the
Champions League or the Europa League they consequently will not receive any

income from that source.

A basis for the matchday income is the income generate in the season ‘“10/'11 —
adjusted for a yearly growth rate of two percent. During that season Borussia took
part in the Europa League and dropped out in after the group stage. Hence they
played three additional home games.254 It is still reasonable to use this season as

reference point because in the years following that season Dortmund did some

253 Appendix VIII
254 Kicker Sportmagazin (2010)
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changes to the stadium (installed more business seats).255 The assumption is that
both factors will offset each other. In the years afterwards this figure is expected to
remain stable on that level — attributable to the fact that Borussia will not be as

successful as in the past.

Commercial and merchandising income ‘14/°15 are in line with the average and
best case scenario. Thereafter both of them will not grow anymore. Since the
sponsorship deals with major partner of Dortmund have been prolonged recently it
is expected that they have fixed amounts — hence the stable amount. The mer-
chandising assumption takes into account the opening of a branch in Singapore
which should help to support sales and the large fan base Dortmund has in Ger-

many.
e Costs

The assumption for the development of the costs is the same as in the other cas-

es. Material and other operating expenses will develop based on an average of the

previous years and the personnel expenses will make up 40% of the revenue each

year.
Worst case - in TEUR 30.06.2015 E 30.06.2016 E 30.06.2017 E 30.06.2018 E 30.06.2019 E
Cost of materials -17.748 -14.857 -14.403 -15.289 -14.996
in % of total Income less transfer income -7% -7% 7% 7% 7%
Personnel expenses -107.977 -90.389 -87.627 -93.015 -91.232
in % of total Income less transfer income 40% 40% 40% 40% 40%
Other operating expenses -98.105 -82.125 -79.615 -84.511 -82.891
in % of total Income less transfer income -36% -36% -36% -36% -36%

Figure 16: Worst case — overview of main costs2%6

255 gteffens (2014)
256 Appendix VIII
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e Result from APV method

The result of the value per share is €0,62 and an enterprise value of €24m. This

1St

result is significantly below the share price at the 1> of March and shows the de-

pendency on the performance of the team on the value of the football company.

Worst Case —in TEUR 30.06.2015 E 30.06.2016 E 30.06.2017 E 30.06.2018 E 30.06.2019 E
EBIT 1.892 58 -1.121 1.180 419
Taxes 560 0 0 349 124
NOPLAT 1.333 58 -1.121 831 295
Depreciations 9.636 38.543 38.543 38.543 38.543
CAPEX -9.636 -38.543 -38.543 -38.543 -38.543
Delta NWC 0 0 0 0 0
FCF 1.333 58 -1.121 831 295
PV 1.321 56 -1.036 742 254
PV of cash flows 2015-2019 1.336
Terminal Value 19.262
PV of Terminal Value 16.600
PV of Tax Shield 6.020
Enterprise Value 23.957
Debt 19.284
Cash 52.711
Net debt -33.427
Equity Value 57.384
Total shares outstanding 92.000.000
Value of share 0,62 €

Figure 17: Worst case — valuation result from APV method257

e Sensitivity analysis
Again, the high sensitivity towards the input factor of the discount rates is obvious.

Worst case — value per share

Cost of capital
3,25% 3,50% 3,56% 4,00% 4,50% 5,00% 6,00% 8,00%

)
T 1,00% 0,47 0,47 0,46 0,46 0,46 0,45 0,45 0,44
£ 1,50% 0,54 0,53 0,53 0,51 0,50 0,49 0,47 0,46
5 2,00% 0,67 0,63 0,62 0,58 0,55 0,53 0,51 0,48
2 2,50% 0,97 0,84 0,81 0,70 0,63 0,59 0,55 0,51
- 3,00% 2,46 1,45 1,34 0,94 0,77 0,69 0,60 0,53

Figure 18: Worst case — sensitivity analysisz58

257 Own estimations
258 Own estimations
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3.5.5Discussion of the cases

Compared to the value of the share of €4,09 at the beginning of March the market
values Dortmund somewhere in between above presented average and worst
case. This would imply that a constant participation in the Europa League quarter-
final is not assumed. Another reason could be a different discount rate or growth

rate for the terminal value.

All of the three scenarios show how dependent the financial success of the com-
pany is on the team’s performance on the football field is. All major income
streams are dependent on the success of the team, even though Dortmund tries to
establish the name of the football company as a brand and hence make merchan-
dising sales less dependent on the success of the squad. Furthermore, Dortmund
signed long-term sponsorship contracts with its strategic investors. While this is
good development and gives the management flexibility in the near future for in-
vestments it is questionable that in the long run the performance sponsors will pay

as much as they currently do.

Furthermore, the most important source of income — broadcasting income — is very
dependent on the team’s performance. To be consistently among the top four
teams in the Bundesliga season is crucial to get the chance to participate in the
financially attractive Champions League. Also the income gap from the Europa
League to the Champions League is significant (comparing the average case with

the best case).

Another issue is the unpredictably of the outcome of games. Prior to the current
season a broad range of experts agreed that the team Dortmund is very well bal-
anced.25° Nevertheless, no one would have anticipated that the team ranks on the
last place at the end of the first half of the season. This development is interesting
for audiences of football as it makes it interesting to watch. The high uncertainty of
outcome thus income make it difficult to forecast the financial development of any
football company. This becomes evident when looking at the different values per

share in the three cases.

259 Biermann (2014); Tittmar (2014a)
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In the most recent years Borussia was not able to compensate the loss of their
best players. Furthermore, — even though teams scout potential new signings in-
tensively — it is still difficult to estimate whether or not the new player will perform
as assumed and how he will fit into the team.260 Another not forecastable risk and
hence a substantial uncertainty is the injuries of players. One of Dortmund’s best
midfielders was out for 14 month — this represents more than one season and a

huge risk for the football company.26

Another issues are the inputs for the cost of capital. Overall, the 3,56% used for
the valuation are in a historical context very low. The results of the sensitivity anal-
yses further show the impact of an increase of the cost of capital. A raise to 5,00%
would mean that the share would be only worth half of the forecasted figures (in
the average and best case scenario, keeping the growth for the TV constant). To
a large part the low cost of capital are due to the low risk free rate that is based
upon the ten year German government bond. Furthermore, the beta factor is an-
other important input for the discount rate. When looking at the diagram it is obvi-
ous that the relationship between the returns of the SDAX and the returns of
Dortmund’s share is limited. The R*2 is only 0,045, meaning that only 4,50% of the
returns of Borussia’'s share is explained by the returns of the SDAX. One could
also argue that there is no relationship between the share and the index and

hence the cost of capital using the beta is not meaningful.262

Additionally the terminal value has — in all three cases a strong impact on the val-
ue of the firm. This is a common problem in DCF-analysis and should be consid-
ered when talking about the result. Especially the assumptions regarding the de-
velopment of the last forecasted year are here have to be taken into account as it
serves as basis for the calculation of the terminal value. It is very difficult to esti-
mate how the broadcasting contracts — as major source of income — will develop in
four years. Furthermore, it remains to be seen whether the distribution keys will

stay as they are. Especially traditional football companies (that have been around

260 pDersch (2015)
261 Gonscherowski (2014)
262 Appendix Il
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for decades and hence have a strong fan base) are pushing for a higher weight of

membership and fan base in the distribution process of the broadcasting money.

While in the past two decades the football industry was booming it will be interest-
ing to see when the times of high growth rates (e.g. broadcasting contracts) will

come to an end.263

A major problem that should be considered before investing in Dortmund’s share
is the issue of the potential goal conflict of a football company. Not always are de-
cisions that maximize firm value in line with the success of the team. Also, the
strategic investors of Dortmund are likely to see their investment as a marketing
device that creates awareness for their brands. Hence it is not a pure financial in-
vestment that generates dividends. Thus an investor who is purely interested in
the financial value should consider the limitations he has through the regulations
(50plus1 rule) in Germany and the interests of current shareholders, which might

not always be the maximizations of firm value.264

263 peloitte (2015), p. 8.
264 Korthals (2005), pp. 64-70.
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4 Conclusion

The thesis is split into two parts. In the first theoretical part different reasons and
occasions for company valuations are presented. An explanation of different val-
uation methods and their individual pros and cons follows. It is examined that the
DCF approach is the most suitable way to analyze a football company. In the se-
cond part of the thesis the valuation of Borussia Dortmund is performed. In a first
step the football industry in Germany is analyzed with Porter’s five Forces. There-
after Borussia Dortmund’s individual strengths, weaknesses, opportunities and
threats are analyzed. The valuation with the APV method of Borussia Dortmund
follows. Due to the difficulties of forecasting the results of football games three dif-
ferent business cases are presented. Furthermore, sensitivity analyses show how

the value per share varies when changing key inputs of the model.

Major goal of this master thesis was to perform a valuation of Borussia Dortmund
— the only listed football company in Germany — and to assess whether or not the
share is trading at its fair price. The answer to this question is very dependent on
the assumption about the future performance of the football team. If the assump-
tion of a constant participation in either the Champions League or the Europa
League will proof to be correct the share is undervalued. If this assumption does

not hold the football company is overvalued.

The avoidance of bankruptcy is the major point of consideration of the company’s
management team in financing decisions. Thus, the financial policy of Borussia
Dortmund has more similarities with the trade-off theory than with the pecking or-

der theory.

The thesis disclosed some fundamental problems that are involved in any valua-
tion. In theory it is clear how much an asset is worth and how to derive the value.
However, when applied to a real case it is evident how difficult it is to choose the
right inputs for the model. In the case of Borussia Dortmund it is also obvious that
the years close to the time of the valuation can be forecasted significantly better
than the time period thereafter. This is due to the fact that the income football

companies generate is partly based upon their past performance. Furthermore, the
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more precise planning of the first periods is only of limit use since the most part of
the value of Dortmund is derived through the TV. However, the TV varies substan-
tially when changing its inputs. Additionally, the assumptions and discussed prob-

lems with the applied discount rate need to be taken into account.

From a valuation perspective it would be interesting to see how different assump-
tion regarding NWC and CAPEX could enhance the valuation result. Another in-
teresting point of consideration is the discount rate. The question is whether there
are other ways to estimate the discount rate for the DCF model for a football com-
pany. On a more general level it will be interesting to see whether more (German)
football companies go public or if Dortmund remains — as it has been for over a

decade now — the only listed football company.
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Appendix I: Kurzfassung

Die Master Thesis ,Valuation of Borussia Dortmund“ behandelt die Bewertung des
einzigen FuRballunternehmens das an der deutschen Borse gelistet ist. In dem
ersten Teil der Thesis werden Bewertungsmetoden diskutiert. Im zweiten Teil wird
die Bewertung von Dortmund mit der discounted cash flow Methode prasentiert.
Zuerst wird die qualitative Analyse der Fulball Industrie (Porter’s five forces) und
das FulBballunternehmen (strength, weaknesses, opportunities and threats
Analyse) durchgefuhrt. Das Ergebnis der discounted cash flow Bewertung ist sehr
abhangig von den Annahmen Uber den zuklnftigen Erfolges des Teams. Um dies
zu berucksichtigen werden drei verschiedene Falle gerechnet die jeweils eine

Sensitivitatsanalyse beinhalten.
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Appendix Il: Abstract

The Master Thesis ,Valuation of Borussia Dortmund® deals with the valuation of
the only football company that is listed on the German stock exchange. In the first
part of the thesis valuation methods are discussed. In the second part the valua-
tion of Dortmund with the discounted cash flow analysis is presented. First off, the
qualitative analysis of the football industry (Porter’s five forces) and of the football
company (strength, weaknesses, opportunities and threats analysis) is conducted.
The outcome of the discounted cash flow valuation is very dependent on the as-
sumption of the future success of team. To address this issue three different cases

are calculated with a sensitivity analysis for each of them.
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Appendix Ill: Comparable companies
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Appendix IV: Risk free rate
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Appendix V: Beta factor
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Appendix VI: Profit and loss account — Average case

[Average case - in TEUR 30.06.2011 30.06.2012  31.12.2013 30.06.2014 30.06.2015E  30.06.2016 E 30.06.2017 E 30.06.2018 E 30.06.2019 E
Total Income 155.785 222.869 139.207 265.962 272.015 239.280 264.602 293.167 300.553
yly growth in % 43,06% 129,93% -13,60% 2,28% -12,03% 10,58% 10,80% 2,52%
Broadcasting 32.094 60.396 46.658 81.441 79.396 52.968 64.201 87.254 92.055
Bundesliga 44.198 50.953 47.077 70.088 70.119
Cup 4.049 2.016 2.056 2.097 2.139
Champions League / Europe League 31.149 0 15.069 15.069 19.797
in % of total income 20,60% 27,10% 33,52% 30,62% 29,19% 22,14% 24,26% 29,76% 30,63%
yly growth in % 88,18% -7,04% -2,51% -33,29% 21,21% 35,91% 5,50%
Matchday 27.679 31.404 20.844 40.528 41.339 30.560 43.009 43.869 44.746
in % of total income 17,77% 14,09% 14,97% 15,24% 15,20% 12,77% 16,25% 14,96% 14,89%
yly growth in % 13,46% -9,50% 2,00% -26,07% 40,74% 2,00% 2,00%
Commercial 49.972 57.809 33.832 72.981 80.279 81.885 83.522 85.193 86.897
in % of total income 32,08% 25,94% 24,30% 27,44% 29,51% 34,22% 31,57% 29,06% 28,91%
yly growth in % 15,68% 5,39% 10,00% 2,00% 2,00% 2,00% 2,00%
Merchandising 28.738 39.500 33.680 56.629 62.292 63.538 64.808 66.105 67.427
in % of total income 18,45% 17,72% 24,19% 21,29% 22,90% 26,55% 24,49% 22,55% 22,43%
yly growth in % 37,45% 16,66% 10,00% 2,00% 2,00% 2,00% 2,00%
Transfer 12.995 26.130 1.585 4.455 0 0 0 0 0
in % of total income 8% 12% 1% 2% 0% 0% 0% 0% 0%
yly growth in % -3,92% 35,02% -100% 0% 0% 0% 0%
Fees for national players 0 0 0 4.701 3.378 4.891 3.515 5.089 3.657
in % of total income 0,00% 0,00% 0,00% 1,77% 1,24% 2,04% 1,33% 1,74% 1,22%
yly growth in % 44,78% -28,14% 44,78% -28,14% 44,78% -28,14%
Other Operating income 4.307 7.630 2.608 5.227 5.332 5.438 5.547 5.658 5.771
in % of total income 2,76% 3,42% 1.87% 1.97% 1,96% 2,27% 2,10% 1,93% 1,92%
yly growth in % 77,15% 87,68% 2,00% 2,00% 2,00% 2,00% 2,00%
Total Income less transfer income 142.790 196.739 137.622 261.507 272.015 239.280 264.602 293.167 300.553
yly growth in % 37,78% 2,06% 4,02% -12,03% 10,58% 10,80% 2,52%
Cost of materials -7.658 -12.477 -12.256 -20.312 -17.884 -15.732 -17.397 -19.275 -19.761
in % of total Income less transfer income -5% -6% -9% -8% 7% % % % %
Personnel expenses -61.541 -79.923 -52.246 -107.791 -108.806 -95.712 -105.841 -117.267 -120.221
in % of total Income less transfer income -43% -41% -38% -41% 40% 40% 40% 40% 40%
Other operating expenses -54.144 -70.490 -48.044 -88.727 -98.858 -86.961 -96.164 -106.545 -109.229

of which Matchday 20.113 24.982 35.019

of which Commercial 13.863 17.397 21.327

of which Transfer 5.055 9.023 6.821

of which Media, Printing, Postage 2.528 3.717 7.068

of which Leasing 2713 1.980 2.540

of which Administration 7.424 11.357 12.442

of which other 2.448 2.034 3.510
in % of total Income less transfer income -38% -36% -35% -34% -36% -36% -36% -36% -36%
EBITDA 32.442 59.979 26.661 49.132 46.467 40.875 45.201 50.080 51.342
yly growth in % 84,88% 175,11% -43,87% 51,37% -12,03% 10,58% 10,80% 2,52%
in % of total income 23% 27% 19% 18% 17% 17% 17% 17% 17%
EBITDA less transfer income 19.447 33.849 25.076 44.677 46.467 40.875 45.201 50.080 51.342
yly growth in % 74,06% 207,08% 24,34%" 4,01% -12,03% 10,58% 10,80% 2,52%
in % of total Income less transfer income 14% 17% 18% 17% 17% 17% 17% 17% 17%
Depreciation and amortization -17.534 -18.587 -15.093 -30.679 -38.543 -38.543 -38.543 -38.543 -38.543
EBIT 14.908 41.392 11.568 18.453 7.924 2332 6.657 11.537 12.799
yly growth in % 177,65% -71,66% -57,06% -39,00% -185,53% 73,30% 10,94%
EBIT less transfer income 19137 15.262 9.983” 13.998” 7.924 23327 6.657" 11.5377 12.799
yly growth in % 697,80% 1240,00% 3,56% -43,39% -70,57% " -185,53% 73,30% 10,94%
in % of total income 1% % % 5% 3% 1% 3% 4% 4%
Result from shar i of iated i 32 59 27 0 0 0 0 0
Financial income 256 144 133 210 0 0 0 0 0
Financial expenses -5.700 -5.004 -2.079 -4.099 -1.244 -1.244 -1.244 -1.244 -1.244

of which Leasing expenses -516 -1.125 -1.295
Financial Result -5.928 -5.926 -1.946" -3.862 -1.244 -1.244 -1.244 -1.244 -1.244
EBT 8.980 35.466 9.622 14.591 6.680 1.088 5.413 10.293 11.555
in % of total income 6% 16% % 5% 2% 0% 2% 4% 4%
Non recurring items 232 -1.614 108 -821 0 0 0 0
Taxes on income -4.096 -9.061 -1.393 -2.621 1.734" 282 1.405 2.672 3.000
in % of EBT 46% 26% 14% 18% 26% 26% 26% 26% 26%
Net income / Net loss 5.116 24.791 8.337 11.149 8.414 1.370 6.819 12.965 14.554
in % of total income 3% 1% 6% 4% 3% 1% 3% 4% 5%

Figure 22: P&L average case Borussia Dortmund GmbH & Co. KGaA 268

268 Borussia Dortmund GmbH & Co. KGaA (2012), p. 113.; Borussia Dortmund GmbH & Co. KGaA (2013),
p.113.; (Borussia Dortmund GmbH & Co. KGaA (2014c), p. 119.; Own estimations
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Appendix VII: Profit and loss account — Best case

Best case -in TEUR 30.06.2011  30.06.2012  30.06.2013  30.06.2014 30.06.2015 E 30.06.2016 E 30.06.2017 E 30.06.2018 E 30.06.2019 E
Total Income 155.785 222.869 307.817 265.962 272.015 249.803 317.420 359.310 376.892
yly growth in % 43,06% 38,12% -13,60% 2,28% -8,17% 27,07% 13,20% 4,89%
Broadcasting 32.094 60.396 87.612 81.441 79.396 59.214 108.165 139.651 149.422
Bundesliga 44.198 55.084 55.649 87.051 87.085
Cup 4.049 4.130 4.213 4.297 4.383
Champions League / Europe League 31.149 0 48.303 48.303 57.955
in % of total income 20,60% 27,10% 28,46% 30,62% 29,19% 23,70% 34,08% 38,87% 39,65%
yly growth in % 88,18% 45,06% -7,04% -2,51% -25,42% 82,67% 29,11% 7,00%
Matchday 27.679 31.404 44.780 40.528 41.339 30.560 43.009 43.869 44.746
in % of total income 17,77% 14,09% 14,55% 15,24% 15,20% 12,23% 13,55% 12,21% 11.87%
yly growth in % 13,46% 42,59% -9,50% 2,00% -26,07% 40,74% 2,00% 2,00%
Commercial 49.972 57.809 69.251 72.981 80.279 84.293 88.508 92.933 97.580
in % of total income 32% 26% 22% 27% 30% 34% 28% 26% 26%
yly growth in % 15,68% 19,79% 5,39% 10,00% 5,00% 5,00% 5,00% 5,00%
Merchandising 28.738 39.500 48.542 56.629 62.292 65.406 68.677 72111 75.716
in % of total income 18,45% 17,72% 15,77% 21,29% 22,90% 26,18% 21,64% 20,07% 20,09%
yly growth in % 37,45% 22,89% 16,66% 10,00% 5,00% 5,00% 5,00% 5,00%
Transfer 12.995 26.130 51.600 4.455 0 0 0 0 0
in % of total income 8% 12% 17% 2% 0% 0% 0% 0% 0%
yly growth in % -3,92% -11,02% 35,02% -100% 0% 0% 0% 0%
Fees for national players 0 0 3.247 4.701 3.378 4.891 3.515 5.089 3.657
in % of total income 0,00% 0,00% 1,05% 1,77% 1,24% 1,96% 1,11% 1,42% 0,97%
yly growth in % 44,78% -28,14% 44,78% -28,14% 44,78% -28,14%
Other Operating income 4.307 7.630 2.785 5.227 5.332 5.438 5.547 5.658 5771
in % of total income 2,76% 3,42% 0,90% 1.97% 1,96% 2,18% 1,75% 1.57% 1,53%
yly growth in % 77,15% -63,50% 87,68% 2,00% 2,00% 2,00% 2,00% 2,00%
Total Income less transfer income 142.790 196.739 256.217 261.507 272.015 249.803 317.420 359.310 376.892
yly growth in % 37,78% 30,23% 2,06% 4,02% -8,17% 27,07% 13,20% 4,89%
Cost of materials -7.658 -12.477 -17.491 -20.312 -17.884 -16.424 -20.870 -23.624 -24.780
in % of total Income less transfer income -5% -6% 7% -8% % -T% % 7% 7%
Personnel expenses -61.541 -79.923 -106.216 -107.791 -108.806 -99.921 -126.968 -143.724 -150.757
in % of total Income less transfer income -43% -41% -41% -41% 40% 40% 40% 40% 40%
Other operating expenses -54.144 -70.490 -96.579 -88.727 -98.858 -90.785 -115.359 -130.583 -136.973

of which Matchday 20.113 24.982 33.487 35.019

of which Commercial 13.863 17.397 22315 21.327

of which Transfer 5.055 9.023 13.418 6.821

of which Media, Printing, Postage 2.528 3.717 5.040 7.068

of which Leasing 2713 1.980 2210 2.540

of which Administration 7.424 11.357 17.576 12.442

of which other 2.448 2.034 2.533 3.510
in % of total Income less transfer income -38% -36% -38% -34% -36% -36% -36% -36% -36%
EBITDA 32.442 59.979 87.531 49.132 46.467 42,673 54.223 61.379 64.383
yly growth in % 84,88% 45,94% -43,87% 51,37% -8,17% 27,07% 13,20% 4,89%
in % of total income 23% 27% 28% 18% 17% 17% 17% 17% 17%
EBITDA less transfer income 19.447 33.849 35.931 44.677 46.467 42.673 54.223 61.379 64.383
yly growth in % 74,06% 6,15% 24,34%" 4,01% -8,17% 27,07% 13,20% 4,89%
in % of total Income less transfer income 14% 17% 14% 17% 17% 17% 17% 17% 17%
Depreciation and amortization -17.534 -18.587 -22.414 -30.679 -38.543 -38.543 -38.543 -38.543 -38.543
EBIT 14.908 41.392 65.117 18.453 7.924 4.129 15.680 22.836 25.839
yly growth in % 177,65% 57,32% -71,66% -57,06% 8,04% -279,73% 45,64% 13,15%
EBIT less transfer income 19137 15.262" 13.517" 13.998" 7.924 41297 15.680" 22.836" 25.839
yly growth in % 697,80% -11,43% 3,56% -43,39% -47,89%"  -279,73% 45,64% 13,15%
in % of total income 1% 7% 4% 5% 3% 2% 5% 6% 7%
Result from shareholdings of associated companies 32 59 -13 27 0 0 0 0 0
Financial income 256 144 94 210 0 0 0 0 0
Financial expenses -5.700 -5.004 -5.162 -4.099 -1.244 -1.244 -1.244 -1.244 -1.244

of which Leasing expenses -516 -1.125 -1.312 -1.295
Financial Result -5.928 -5.926" -5.081" -3.862 -1.244 -1.244 -1.244 -1.244 -1.244
EBT 8.980 35.466 60.036 14.591 6.680 2.885 14.436 21.592 24.595
in % of total income 6% 16% 20% 5% 2% 1% 5% 6% 7%
Non recurring items 232 -1.614 -225 -821 0 0 0 0
Taxes on income -4.096 -9.061 -8.843 -2.621 1.7347 853 4.270 6.387 7.275
in % of EBT 46% 26% 15% 18% 26% 30% 30% 30% 30%
Net income / Net loss 5.116 24.791 50.968 11.149 8.414 3.739 18.706 27.979 31.870
in % of total income 3% 1% 17% 4% 3% 1% 6% 8% 8%

Figure 23: P&L best case Borussia Dortmund GmbH & Co. KGaA269

269 Borussia Dortmund GmbH & Co. KGaA (2012), p. 113.; Borussia Dortmund GmbH & Co. KGaA (2013),
p.113.; (Borussia Dortmund GmbH & Co. KGaA (2014c), p. 119.; Own estimations
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Appendix VIliI: Profit and loss account — Worst case

Worst case -in TEUR 30.06.2011  30.06.2012  30.06.2013  30.06.2014 30.06.2015 E 30.06.2016 E 30.06.2017 E 30.06.2018 E 30.06.2019 E
Total Income 155.785 222.869 307.817 265.962 269.942 225.973 219.067 232.537 228.081
yly growth in % 43,06% 38,12% -13,60% 1,50% -16,29% -3,06% 6,15% -1,92%
Broadcasting 32.094 60.396 87.612 81.441 77.323 47.511 40.498 53.860 49.292
Bundesliga 44.198 46.557 39.526 52.867 48.280
Cup 1.976 954 973 992 1.012
Champions League / Europe League 31.149 0 0 0 0
in % of total income 20,60% 27,10% 28,46% 30,62% 28,64% 21,02% 18,49% 23,16% 21,61%
yly growth in % 88,18% 45,06% -7,04% -5,06% -38,56% -14,76% 32,99% -8,48%
Matchday 27.679 31.404 44.780 40.528 41.339 30.560 30.560 30.560 30.560
in % of total income 17,77% 14,09% 14,55% 15,24% 15,31% 13,52% 13,95% 13,14% 13,40%
yly growth in % 13,46% 42,59% -9,50% 2,00% -26,07% 0,00% 0,00% 0,00%
Commercial 49.972 57.809 69.251 72.981 80.279 80.279 80.279 80.279 80.279
in % of total income 32% 26% 22% 27% 30% 36% 37% 35% 35%
yly growth in % 15,68% 19,79% 5,39% 10,00% 0,00% 0,00% 0,00% 0,00%
Merchandising 28.738 39.500 48.542 56.629 62.292 62.292 62.292 62.292 62.292
in % of total income 18,45% 17,72% 15,77% 21,29% 23,08% 27,57% 28,44% 26,79% 27,31%
yly growth in % 37,45% 22,89% 16,66% 10,00% 0,00% 0,00% 0,00% 0,00%
Transfer 12.995 26.130 51.600 4.455 0 0 0 0 0
in % of total income 8% 12% 17% 2% 0% 0% 0% 0% 0%
yly growth in % -3,92% -11,02% 35,02% -100% 0% 0% 0% 0%
Fees for national players 0 0 3.247 4.701 3.378 0 0 0 0
in % of total income 0,00% 0,00% 1,05% 1,77% 1,25% 0,00% 0,00% 0,00% 0,00%
yly growth in % 44,78% -28,14% -100,00% 0,00% 0,00% 0,00%
Other Operating income 4.307 7.630 2.785 5.227 5.332 5.332 5.438 5.547 5.658
in % of total income 2,76% 3,42% 0,90% 1.97% 1,98% 2,36% 2,48% 2,39% 2,48%
yly growth in % 77,15% -63,50% 87,68% 2,00% 0,00% 0,00% 0,00% 0,00%
Total Income less transfer income 142.790 196.739 256.217 261.507 269.942 225.973 219.067 232.537 228.081
yly growth in % 37,78% 30,23% 2,06% 3,23% -16,29% -3,06% 6,15% -1,92%
Cost of materials -7.658 -12.477 -17.491 -20.312 -17.748 -14.857 -14.403 -15.289 -14.996
in % of total Income less transfer income -5% -6% 7% -8% % -T% % 7% 7%
Personnel expenses -61.541 -79.923 -106.216 -107.791 -107.977 -90.389 -87.627 -93.015 -91.232
in % of total Income less transfer income -43% -41% -41% -41% 40% 40% 40% 40% 40%
Other operating expenses -54.144 -70.490 -96.579 -88.727 -98.105 -82.125 -79.615 -84.511 -82.891

of which Matchday 20.113 24.982 33.487 35.019

of which Commercial 13.863 17.397 22315 21.327

of which Transfer 5.055 9.023 13.418 6.821

of which Media, Printing, Postage 2.528 3.717 5.040 7.068

of which Leasing 2713 1.980 2210 2.540

of which Administration 7.424 11.357 17.576 12.442

of which other 2.448 2.034 2.533 3.510
in % of total Income less transfer income -38% -36% -38% -34% -36% -36% -36% -36% -36%
EBITDA 32.442 59.979 87.531 49.132 46.113 38.602 37.422 39.723 38.962
yly growth in % 84,88% 45,94% -43,87% 50,22% -16,29% -3,06% 6,15% -1,92%
in % of total income 23% 27% 28% 18% 17% 17% 17% 17% 17%
EBITDA less transfer income 19.447 33.849 35.931 44.677 46.113 38.602 37.422 39.723 38.962
yly growth in % 74,06% 6,15% 24,34%" 3,21% -16,29% -3,06% 6,15% -1,92%
in % of total Income less transfer income 14% 17% 14% 17% 17% 17% 17% 17% 17%
Depreciation and amortization -17.534 -18.587 -22.414 -30.679 -38.543 -38.543 -38.543 -38.543 -38.543
EBIT 14.908 41.392 65.117 18.453 7.570 58 -1.121 1.180 419
yly growth in % 177,65% 57,32% -71,66% -58,98% -98,47% 2018,50% -205,23% -64,52%
EBIT less transfer income 19137 15.262" 13.517" 13.998" 7.570 58" 4217 1.180" 49
yly growth in % 697,80% -11,43% 3,56% -45,92% -99.23%"  2018,50% -205,23% -64,52%
in % of total income 1% 7% 4% 5% 3% 0% -1% 1% 0%
Result from shareholdings of associated companies 32 59 -13 27 0 0 0 0 0
Financial income 256 144 94 210 0 0 0 0 0
Financial expenses -5.700 -5.004 -5.162 -4.099 -1.244 -1.244 -1.244 -1.244 -1.244

of which Leasing expenses -516 -1.125 -1.312 -1.295
Financial Result -5.928 -5.926" -5.081" -3.862 -1.244 -1.244 -1.244 -1.244 -1.244
EBT 8.980 35.466 60.036 14.591 6.326 -1.186 -2.365 -64 -825
in % of total income 6% 16% 20% 5% 2% -1% -1% 0% 0%
Non recurring items 232 -1.614 -225 -821 0 0 0 0
Taxes on income -4.096 -9.061 -8.843 -2.621 1.642" 0 -614 -17 -214
in % of EBT 46% 26% 15% 18% 26% 26% 26% 26% 26%
Net income / Net loss 5.116 24.791 50.968 11.149 7.968 -1.186 -2.979 -81 -1.040
in % of total income 3% 1% 17% 4% 3% -1% -1% 0% 0%

Figure 24: P&L worst case Borussia Dortmund GmbH & Co. KGaA270

270 Borussia Dortmund GmbH & Co. KGaA (2012), p. 113.; Borussia Dortmund GmbH & Co. KGaA (2013),
p.113.; (Borussia Dortmund GmbH & Co. KGaA (2014c), p. 119.; Own estimations
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Appendix IX: Balance sheet

30.06.2011 30.06.2012 30.06.2013 30.09.2013 31.12.2013 30.06.2014 30.09.2014

Non-current assets 196.616 210.404 212.215 258.755 253.711 249.492 298.551 290.611
Intangible assets 18.432 25.749 28.425 73.656 69.596 61.602 109.576 101.781
Property, plant and equipment 170.740 182.602 178.382 180.565 180.185 184.502 186.079 185.899
Financial assets accounted for
using the equity method 321 313 266 266 266 293 293 293
Finacial assets 1.109 38 113 107 101 91 103 91
Long-term receivables and other financial
receivables 972 0 2.786 899 1.427 1.256 8 842
Tax claims 4.916 1.669 1.450 1.450 1.450 1.252 1.252 1.252
Deferred Tax Assets 126 33 793 1.812 686 496 1.240 453

Current assets 25.110 38.302 90.200 57.967 47.142 42.803 161.409 97.642
Inventories 2.328 5.808 7.543 8.749 7122 5.921 9.069 8.481
Accounts receivables and other
financial receivables 19.605 24.534 65.934 30.095 22.679 14.923 35.265 24.159
Tax claims 0 0 185 187 193 282
Cash and Cash equivalents 1.087 5.271 12.536 3.769 6.825 17.852 102.861 52.711
Deferred Tax Assets 2.090 2.689 4.187 15.354 10.331 3.920 14.021 12.009

Sum Assets 221.726 248.706 302.415 316.722 300.853 292.295 459.960 388.253

______________________________________________________________________________________________________|]

Equity 67.626 93.455 140.618 142.030 142.434 145.249 287.419 284.167
Subscribed capital 61.425 61.425 61.425 61.425 61.425 61.425 92.000 92.000
Capital reserve 6.002 31.805 78.719 80.109 81.002 83.606 195.175 192.172
Own shares -127 -122 -119 -119 -118 -116 -116 -115
Equity attributable to shareholders 67.300 93.108 140.025 141.415 142.309 144.915 287.059 284.057
Minortiy Interest 326 347 593 615 125 334 360 110

Non-current Liabilities 90.735 93.305 87.379 82.618 78.062 76.032 39.865 38.664
Financial liabilities 47.902 41.268 40.827 36.390 34.539 32.139 0 0
Financial lease 9.443 21.149 19.767 19.609 19.049 20.142 19.718 19.284
Accounts payable 0 0 0 0 0 50 0 0
Other financial liabilities 2141 2.469 2.382 2.294 3.701 1.147 1.380
Defered tax liabilities 33.390 28.747 24.316 24.237 22.180 20.000 19.000 18.000

Current Liabilities 63.365 61.946 74.418 92.074 80.357 71.014 132.676 65.422
Financial liabilities 13.206 5.974 4.496 8.771 8.804 8.889 40.646 0
Financial lease 529 1.283 1.378 1.200 1.421 1.627 1.652 1.686
Accounts payable 10.525 9.636 14.200 26.549 27.103 18.115 27.330 24.452
Other financial liabilities 19.680 22.008 36.944 18.683 21.484 20.789 22.984 16.194
Tax liabilties 3.154 3.826 3.448 2.201 1.371 571 519 832
Defered tax liabilities 16.271 19.219 13.952 34.670 20.174 21.023 39.545 22.258

Sum Equity & Liabilities 221.726 248.706 302.415 316.722 300.853 292.295 459.960 388.253

Figure 25: Balance Sheet Borussia Dortmund GmbH & Co. KGaA271

271 Borussia Dortmund GmbH & Co. KGaA (2012), p. 112.; Borussia Dortmund GmbH & Co. KGaA (2013),
p.112.; (Borussia Dortmund GmbH & Co. KGaA (2014c), p. 118.
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Appendix X: Net working capital development

30.06.2008 30.06.2009 30.06.2010 30.06.2011 30.06.2012 30.06.2013 30.06.2014

Current assets

Inventories 1.713 2.269 1.788 2.328 5.808 7.543 5.921
Accounts receivables and other
financial receivables 23.126 9.073 5.070 19.605 24.534 65.934 14.923
Tax claims 0 0 0 187
Deferred Tax Assets 0 2.714 2.632 2.090 2.689 4.187 3.920
Sum current assets 24.839 14.056 9.490 24.023 33.031 77.664 24.764
yly change -10.783 -4.566 14.533 9.008 44.633 -52.900
|
Current liabiliets
Financial liabilities 5.220 11.750 15.832 13.206 5.974 4.496 8.889
Financial lease 0 263 286 529 1.283 1.378 1.627
Accounts payable 10.685 10.374 6.460 10.525 9.636 14.200 18.115
Other financial liabilities 40.466 11.086 10.632 19.680 22.008 36.944 20.789
Tax liabilties 2.113 2.054 1.132 3.154 3.826 3.448 571
Defered tax liabilities 0 14.774 15.068 16.271 19.219 13.952 21.023
Sum current liabilities 58.484 50.301 49.410 63.365 61.946 74.418 71.014
yly change -8.183 -891 13.955 -1.419 12.472 -3.404
Changes in Net working capital -2.600 -3.675 578 10.427 32.161 -49.496

Figure 26: NWC development Borussia Dortmund GmbH & Co. KGaA272

272 Borussia Dortmund Gmbh & Co. KGaA (2009), p. 110.; Borussia Dortmund Gmbh & Co. KGaA (2010), p.
98.; Borussia Dortmund Gmbh & Co. KGaA (2011), p. 100.; Borussia Dortmund Gmbh & Co. KGaA
(2012), p. 112.; Borussia Dortmund GmbH & Co. KGaA (2013), p.112. ; (Borussia Dortmund GmbH & Co.
KGaA (2014c), p. 118.
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