Abstract

The purpose of this paper is to explore the financial growth and development of the governing
body of Rugby Union in Australia, now known as Rugby Australia. In doing so, the research
observes Rugby Australia’s transformation from a small amateur organisation into a multi-
million dollar enterprise. The study examines 39 years of annual financial reporting from which
four key operational phases were identified. Through this analysis the exponential growth of
the organisation is quantified. Correspondingly, the composition of the organisation’s specific
revenue items was shown to have shifted significantly over the four phases. Furthermore, the
changing accounting treatment of revenue line items within the financial reporting provides
qualitative insight into the organisation’s historical philosophy toward individual revenue
streams. The study contributes to an emerging field of sport research which utilises financial
documents as a primary method to explore organisational performance and development. This
offers new empirical insights into the transformation of sport into a sophisticated commercial
industry. In doing so, it addresses academic calls for greater adoption of quantitative financial

methods to explore both sport history and sport management.



Analysing the commercial development of Australian Rugby utilising financial
reporting

Prior to sport being considered as a spectacle for paying consumers it was primarily
regarded as a form of recreation and physical activity. The past half century, however, has
seen a transformation of many sports and their governing organisations from ‘kitchen table’
operations to sophisticated commercial organisations (Stewart et al., 2004). This has seen the
financial significance of the sport industry grow dramatically over the past 50 years. In an
Australian context, sport was estimated to produce an annual economic impact of $50 US
billion across events, trade, tourism and foreign affairs (Boston Consulting Group, 2017).
Most recently, the global sport industry was valued at $488.5 US billion in 2018, and was
projected to reach a record $614.1 US billion by 2022: prior to the outbreak of the COVID-19

pandemic (also referred to as the novel Coronavirus).

Commercialisation has caused a shift in the sport paradigm away from amateurism
and voluntarism towards sport as a profession and thus an economic activity (Rowe, 1996;
Rowe, 2009; Rowe, 2011). This transformation has seen traditional methods of sport funding,
such as member contributions, give way to gate receipts and sponsorship, which themselves
are now losing dominance to broadcast rights, and intellectual and digital property rights as
key revenue drivers (Andreff and Staudohar, 2000). This has also seen a corresponding shift
in the sophistication of fiscal management of sport organisations and their reporting as they
attempt to legitimise their positioning (Irvine and Fortune, 2016). However, although the
commercialisation and professionalisation of sport has seen it increasingly adopt general
business pactices, sport has ‘for many years, lagged behind the business sector from a

financial management perspective’ (Stewart, 2014, p. 95).

Corresponding to this industry transformation academic interest in the field has since

been fuelled by the increasing economic significance of professional sport for a variety of



stakeholders (Borland and Macdonald, 2003). In relation to specifically exploring the rise of
professionalism, considerable effort has been invested over recent years attempting to
understand the forms and processes of sport professionalization (Amis et al., 2002, 2004;
Kikulis, 2000; Kikulis et al., 1995), the causes (O’Brien and Slack, 2003; Shilbury and
Ferkins, 2011) and the consequences (Auld, 1997; Ferkins and Shilbury, 2010). The
consequences of professionalism provides fertile territory when considering the financial
changes that have occurred amongst sport organisations, yet research has largely focussed on
people and systems rather than financial operations. This has included understanding
consequences for governance (Arcioni and Bayle, 2012; Kikulis 2000; Shilbury and Ferkins,
2011), organisational values and strategy (Horch, 1998; Shilbury et al., 2013) and for
volunteer management (Auld, 1997; Cuskelly et al., 1998), all of which retain an underlying
connection to financial performance and financial management that is rarely the central focus
of investigation. It can be argued then that the financial impact of sport’s professionalization

has been underexplored with the sport studies and sport management literature.

As the industry has grown financially and sporting organisations have increasingly
adopted commercial business practices, both an opportunity and necessity exists to explore
sport organisational financial performance over time. Sport has historically been considered
to exhibit unique features (Smith and Stewart, 2010), which has partitioned the industry from
broader academic exploration (Baker et al., 2016; Fujak et al., 2018). Yet, the transition to
professionalism, an increasingly commercial orientation and the relative recent financial
maturity of the broader industry provide a confluence of factors on which to base an
exploration of the financial performance and management of sport organisations. To date the
analysis of financial performance has largely remained the domain of sport economists, who
have focussed narrowly upon aggregated revenues or operating margins of sport teams,

largely disregarding a broader financial perspective to evaluate potential managerial



implications (Galariotis et al., 2018). Correspondingly, despite the availability of financial
information for many sport organisations, historical analysis of their financial reporting is
limited (Irvine and Fortune, 2016). This corresponds to the work of Nagel and colleagues
(2015), who identify the longitudinal analysis of the professionalization of sport federations
over the course of time as a key priority. As a result, few studies have demonstrated the
impact of commercial growth upon the financial performance and management of sporting

organisations.

Through this research we address this critical gap by providing an exploratory
analysis of the longitudinal financial performance of one of Australia’s largest national
sporting organisations, Australia’s governing body for Rugby Union; Rugby Australia. In
doing so, the research also addresses a call by Vamplew (2016) for the greater use of
quantitative methods in the exploration of sport history. Rugby Australia are a notable case as
they govern one of Australia’s larger commercial sports, yet were the last to transition to
professionalism in 1995 (Dabscheck, 2007; Macdonald and Booth, 2007). Accordingly, to
better understand this transition, financial data was collected from Rugby Australia annual
reports covering the period 1980 — 2018 and analysed. Rugby Australia is also notable by
virtue of their dual role in providing a team for international competitions and contributing to
a traditional club competition. Accordingly, the second objective of this paper is to examine
how the components of Rugby Australia’s operations contribute to its overall financial

performance.

The paper is presented in five parts. The first part examines the relevant literature in
respect to sport financial performance. The second part outlines the methods deployed in this
study. Subsequently, the third part of the paper includes the presentation of results and
findings, and the fourth part discusses their implications. The fifth and final part the paper

concludes with ideas for future research.



Literature Review
The distinct financial, management and governance of sport organisations

Sport is said to retain unique industry characteristics and peculiar features which influence its
structure and correspondingly, its finance, management and governance (Neale, 1964; Noll,
2003). Such characteristics are worth noting, given their likely impact upon the financial
structure and performance of sport organisations that may distinguish them from typical
commercial enterprises (Szymanski, 2003). These economic features are now identified and

briefly discussed.

From a functional perspective, among the most significant features of sport that
distinguishes it from many typical industries relates to the joint production of its output.
While typical firms produce several products from indivisible processes, sporting firms
produce an indivisible product from the separate processes of two or more firms (Dabscheck,
2010; Neale, 1964). Sporting organisations therefore act as cartels to produce their product
cooperatively, despite the highly competitive nature of the industry (Stewart et al., 2005).
Corresponding to this joint production is the production supply schedule. The production
supply schedule of sport is comparatively fixed as compared to typical industries, in which
supply can be adjusted more readily to adapt to fluctuations in demand. Additionally, sport
performance is fundamentally unstable, leading to increased product variability that requires
management (Smith and Stewart, 2010). A further structural distinction of the sport industry
is the divergent agendas between participants focused upon win-maximization and those that

are profit orientated (Fort and Quirk, 2004).

Aside from unique economic-structural features of sport, the financial strength of
sport clubs from a managerial perspective specifically is also noteworthy. The work of Foster
and colleagues (2006) suggests that the financial strength of a professional sports club is

dependent on six main drivers. The first driver is the scale and strength of the league to which



the club belongs. The second driver is the clubs current level of performance and the size and
scale of its supporter base. The third driver is the club brand and the associated history and
traditions. The fourth driver is the stadium in which the club plays its home matches. The
fifth driver is the city or region in which the club is located. The final driver is the attributes
of the team owners and the club culture that is maintained. Notably, only the final driver
somewhat partly relates to the broader financial management practices of the organisation,

with the first five all focused on sport specific environment.

Accounting for sporting performance

Over the past few decades a growing number of studies have been conducted that
have explored the nexus between accounting and sport. These studies can broadly be placed
into three particular streams (Rika et al., 2016). The first stream has explored how clubs and
leagues account for players in their financial reports and statement (Trussell, 1977). The
second stream has examined the relationship between accountability and power in
professional sport (Cooper and Johnston, 2012), whilst the third stream has investigated how
team performance on the field of play impacts the financial performance of the club (Pinnuck

and Potter 20006). It is this third stream that is most relevant to this paper.

The work of Pinnuck and Potter (2006) found a positive relationship between on-field
performance of a club and their off-field financial performance. Their work examined the
Australian Football League (AFL), with on-field performance defined in terms of wins in the
three most recent games and current position on the AFL ladder. Off-field performance was
measured via revenue collected through gate-takings, sponsorship and match attendance. A
similar study was completed a few years later by Panagoitis (2009) on the Greek football
league. This study found that the profitability of Greek clubs competing in the league was

positively associated with their short-run success but not their long-run success. According to



Rika et al. (2016) the poor association over the “long-run can be explained by fan loyalty”
that tends to “remain stable over several seasons” due to the unlikely event of committed fans
continually changing who they barrack for within a league. Attendance at games however
within a season will be impacted by the success of a team thus in turn impacting gate related
revenue streams. An important study on English football by Szymanski and Smith (1997)
likewise demonstrated a coordination failure that encouraged the owners of clubs to neglect
investment in infrastructure such as venues while concentrating on short-term on-field
performance. Given this view Szymanski and Smith (1997) argued that it was of little

surprise that “most clubs live on the brink of financial failure” (136).

An explanation for this behaviour may have been suggested by Gerrard (2005). His
modelling of English Premier League teams for the period between 1998 and 2002
determined that financial performance was significantly influenced by ownership structure.
Clubs listed on the stock market exhibited lower wage costs, higher revenues, and higher
operating margins, ceteris paribus, compared to clubs privately owned. Publically listed
teams were therefore associated with efficiency gains in financial performance. Through their
quantitative study, Pinnuck and Potter (2006) also demonstrated that the most significant
contributions to total AFL club revenue, in order were: marketing and commercial revenue,
direct distributions from the AFL, membership revenue, fundraising and match receipts.
Marketing and commercial receipts are primarily generated through sponsorship and are a
function of the likelihood for future success, popularity, past sponsorship, match attendance
and marketing costs. Distributions from the AFL are derived from league revenue and
according to Booth et al., (2012) league revenues, in 2005, were primarily (55%) sourced
through broadcasting rights and sponsorship. Membership revenue is a function of perceived
success in the season to come, habit of membership and marketing costs. Fundraising is the

capital generated by the club through various fundraising activities. Finally, match day



receipts are a function of both socioeconomic and football factors: the football factors are the

uncertainty of outcome, and short and long run success of the club.

In their study match attendance was used as the metric rather than match receipts due
to the availability of data. However, in supplementary analysis, a strong correlation was
found between match attendance and match receipts. A positive association was also
demonstrated between uncertainty of outcome and attendance at the game. Uncertainty is
based on the outcome of the game and the season. Additional control variables included

stadium capacity and membership at the beginning of the season.

Pinnuck and Potter (2006) demonstrated the correlation between on-field performance
and revenues from marketing, membership and match receipts. A relationship was
demonstrated with a teams’ performance over the previous two years and marketing receipts.
A positive correlation was also found between attendance and marketing receipts. Given that
improved on-field performance leads to improved attendance this is further evidence to
increased revenue. A strong correlation was demonstrated between marketing receipts and the
level of on-field success in the two years prior. Whilst a weak correlation was shown between
previous ladder position and membership revenue, supporters of a club are more likely to
become members in the case that they perceive their club likely to achieve success in the

coming season.

The study also showed that clubs are rewarded by their supporters through increased
membership when they have a successful year, more so than they are penalised by their
members ceasing their membership, when they have a poor year on the field. A strong
correlation was identified between match attendance and on-field performance in the short
term, whilst long-term performance had a greater correlation for the away team. One reason

for this may be the correlation to long-term success is at least in part that it can be seen as an



indicator for short-term success, style of play, or the existence of star players that attract fans.
Furthermore, Peel and Thomas (1992, 1996) have demonstrated that the probability of a win
is also an important indicator of match attendance. For a team that is performing well their

probability of winning is greater and therefore an increase in match attendance is observed.

As outlined above, Pinnuck and Potter’s (2006) research is supported by Panagoitis
(2009) investigation into the financial and on-field performance of Greek football teams.
Panagoitos (2009) suggested a correlation was demonstrated between profitability and on-

field performance in the short-term but not the long-term.

In summary, the relationship between on-field performance and financial success is
important for sports managers to understand. Rugby Australia is distinct from domestic
competitors that have previously been studied given they are responsible for governing the
sport domestically and managing a representative national team. Furthermore, Rugby
Australia must collaborate with the New Zealand and South African Rugby Unions in the
coordination and delivery of the Super Rugby competition. In the case of Rugby Australia
identifying and understanding patterns in financial performance due to on-field and off-field
variables would not only enable them to predict expected outcomes it would also assist in
identifying the impact on financial performance due to managerial strategy and decision

making.

Methodology
Research context: Rugby Union in Australia

Australia may be the world’s most concentrated sporting landscape, home to 24.5
million residents who sustain more than 70 elite commercial sport teams within seven
mainstream sports across only 12 cities (Fujak, Frawley, and Bush, 2017). Rugby Union

holds a comparatively long history in the Australian market, being the first type of football to



be established in Sydney, with the Sydney University club founded in 1864. Although the
sport’s popularity has fluctuated, it has long been embedded within the market. In 1907, for
instance, a then record crowd of 50,000 spectators were in attendance to watch Australia play

New Zealand at the Sydney Cricket Ground (Hickie, 1993).

Despite long-held potential as a commercial operation, the amateur ethos of Rugby
Union was long central to its identity. In 1907, Rugby League was formed by players as a
breakaway code due to the resistance of Rugby Union to financially compensate them for
injuries that would preclude them from working (Collins, 2013). Despite such early
competitive pressures, the central objective of retaining Rugby Union’s amateur status was
maintained by the sport’s governing body, the International Rugby Football Board (IRB)
from 1890 through to 1995 (Dabscheck, 2007). This amateur status however did not preclude
improvements in governance. In 1949, the IRB allowed representation by Australia, which
required the formation of a national body, hence the commencement of the Australian Rugby
Union, now rebranded as Rugby Australia. Throughout the mid-20th century despite Rugby
Australia implementing sound governance and management practices the amateur status of

the sport hampered the full commercialisation of the sport (Allison, 2001).

The greatest pressure to commercialise the code culminated in 1995 with the
establishment of a rival organisation called the World Rugby Corporation (Dabscheck, 2010).
This rebel organisation threatened to disrupt international Rugby Union, and thereby forced
the IRB’s hand with the hasty repeal of Rugby’s amateur status (Skinner et al., 1999). As
such, the IRB enabled member organisations such as Rugby Australia to begin paying
players. This disruptive external pressure to professionalize represents a notable departure
from the experience of most sport federations, who more typically face a mix of external
factors and internal characteristics as part of a professionalization transition process (Thibault

and Babiak, 2005).



The revocation of Rugby Union’s amateur principles resulted in new challenges for
Rugby Australia which could now obtain additional capital through the professionalization of
the game, using these funds to invest into the growth of the sport including the payment of
players (Skinner et al., 2003). This change presented the organisation with a much greater
incentive to start competing more fiercely with other professional sports in Australia such as
AFL, Cricket, Rugby League and Association Football (Macdonald and Booth, 2007).
Correspondingly, a new competition named ‘Super Rugby’ was created, featuring teams from
Australia, New Zealand and South Africa. The rights to the competition were sold to Rupert
Murdoch’s News Corporation as part of his organisation’s strategy to utilise sport as the
central content to launch pay television across the southern hemisphere (Rowe, 2011; Rowe,
1996).This resulted in a 10-year, A$550 million deal for television rights (Dabscheck, 2010).
The introduction of this competition and corresponding needs of media stakeholders resulted
in fundamental changes to the game, resulting in a particularly acute realignment from

amateurism to corporatisation (Horton, 2009).

Corresponding with the 10 year broadcast deal, Super Rugby remained a relatively
stable competition for the period 1995 to 2005. This coincided with a period of general
prosperity for the code in Australia, culminating with the successful hosting of the Rugby
World Cup (RWC) in 2003. The event was not only able to generate a profit though strong
attendances, but appeared to spur growth in the participation base of the sport (Frawley and
Cush, 2011). The event therefore appeared to contradict much of the criticisms that laden
mega sport events (Alm et al., 2016; Preuss, 2004). Rugby Union in the southern hemisphere
appeared to enter a period of substantial change commencing in 2006, with an additional
team from both Australia and South Africa added to Super Rugby and a fifth Australian team
added in 2011. In 2016, the competition expanded substantially to include an additional three

teams, one from South Africa, one from Japan and one from Argentina (Bond et al., 2017).
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Two teams, including one Australian team, were subsequently removed in 2017, indicative of

the greater level of general volatility for the code in Australia.

Rugby Union, both globally and in Australia, hence provides a unique opportunity to
explore the transition of sport federations from amateur to professional management.
Professionalism has been observed to typically occur as part of a transition process, leading
towards organizational rationalization, efficiency and business-like management that results
in profound organizational change (Dowling et al., 2014). Yet, distinct from most sports and
their respective federations, Rugby Union was disrupted by external forces that led to a
comparatively dichotomous switch from amateurism to professionalism in 1995 (Skinner et
al., 2003). This is best reflected by the timing of events in that particular year. Rugby
Australia (along with South Africa and New Zealand) entered their broadcast rights
arrangement with News Corporation on the 23" of June 1995, yet the game did not officially
become sanctioned as professional until two months later at an International Rugby Board
(IRB) meeting on the 27" of August. This meant that the Australian Rugby Union had
committed to a half billion dollar commercial undertaking without any players signed to
professional playing contracts, given their pre-existing amateur status (Dabscheck, 2010).
Accordingly, Rugby in Australia provides an opportune setting to explore the financial
management of sport federations, given its comparatively neat transition from an amateur to

professional code (Nagel et al., 2015).

Materials and procedures

To better understand the financial performance of Rugby Australia, financial
information was hand collected from annual reports for the period 1980 — 2018 inclusive.
More recent annual reports were available from the Rugby Australia website, whilst older
reports were accessed from the Clearinghouse for Sport

(https://www.clearinghouseforsport.gov.au/), a portal funded by the Australian Sports

11



Commission. In total then, the financial performance of the organisation is tracked

longitudinally over 39 years, comfortably spanning the entirety of the game’s professional
period (23 years). The length of the sample period is also significant as it is able to capture
cyclical variation caused by the sport’s major events calendar. For Australia, these include
the quadrennial RWC, as well as tours by the British and Irish Lions which occur every 12

years (most recently in 2013).

As the focus is on financial performance, data was extracted from the income
statement (statement of financial performance) with a focus on revenue to provide an overall
summary of performance over the period in question. Further analysis then delves deeper into
the individual components of revenue, in which the dataset contains 17 disaggregated
revenue line items. To aid in the analysis, the various revenue line items presented over the

sample period were simplified to seven overarching revenue streams:

e Match day — includes all gate receipts, and corporate hospitality revenue

e Government grants — all grants received from Federal and State Governments

e Broadcast — includes all broadcasted related funding

e Sponsorship — includes all sponsorship funding

e World Rugby Grants and World Cup — primarily these relate to funds received from
World Rugby in relation to prize money, etc. for competing at various international
tournaments (i.e. RWC, Junior RWC, etc.)

e Licensing — licensing revenue for merchandise

e Other — often no details are provided, but also includes finance income, dividends,

etc.

It must be noted that due to shifts in the way Rugby Australia grouped different line

items together, it was not always possible to get a consistent measure throughout the entire
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sample period. Where possible we have grouped similar items together. All figures presented

are in Australian dollars, adjusted for CPI with December 2018 as the index base.

Results

The results are presented in two parts. The first part explores the three distinct
revenue generation phases experienced by Rugby Australia. The second part presents an
analysis of the seven overarching revenue streams, which includes the following categories:
match day; government grants; broadcast; sponsorship; World Rugby grants; licensing; and,

other.

Four distinct phases

Observation of Rugby Australia’s longitudinal revenue pattern suggest there to be
four distinct phases in the operating history of the organisation. The first two phases span the
amateur period of the game, but are demarcated by two significant distinctions which
delineate the periods. The first phase is the ‘purely amateur era’, spanning from 1980 to 1985.
As can be seen in Table 1, revenues over this six year period grew by 56% (although nominal
revenue only increased by 4.8%. During this period, match day revenue accounted for 35% of
cumulative income. The second phase of the amateur era spans nine years from 1986 to 1994
and is labelled ‘embryonic professionalism’. Despite maintaining an official amateur status,
this period was characterised by a marked acceleration in revenue, the catalyst for which
appears to be the hosting of the inaugural RWC in 1987. The period saw a seventeen fold
increase in revenue from $160,962 to $2,801,799 in Rugby’s last amateur year in 1994. This
period also saw a reduction in the primacy of match day revenue, decreasing to 28% of total

revenue for the period.

The third observable period is the ‘growth phase’ of the professional era, which spans

a 13 year period from 1995 to 2007. This period started with enormous change, with total
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revenue more than doubling between 1994 and 1995 (see Table 1). This period held an
annualised revenue growth rate of 20%, but it was this early growth during the period from
which revenue compounded that allowed the organisation to become so large. Indeed, from
total revenue of just over $2.8 million in 1994, Rugby Australia was generating more than
$20 million only four years later. This trend continued such that by 2007 more than $64
million in revenue was being earned by Rugby Australia. A further observation is notable
here: although the period was characterised by monumental growth, this growth was
achieved relatively smoothly over the course of the period. This exception to this was the

monumental revenue impact of the 2003 RWC, which will be discussed later in further detail.

The fourth and final period can be described as the ‘volatility phase’, covering the
period 2008 — 2018 inclusive. During this period Rugby Australia revenues became
increasingly volatile, with year on year decreases more prevalent. This had a corresponding
impact on profit and loss. During the 39 year period of analysis, Rugby Australia made seven

operating loses, four of which occurred during this phase.

INSERT FIGURE 1 ABOUT HERE

Line item analysis

Having examined and explored overall revenue, we now move to examining the
different revenue and expense streams of Rugby Australia. To aid the analysis, the various
revenue line items presented over the sample period were refined and simplified to seven
overarching revenue streams that include: Match Day — all gate receipts, and corporate
hospitality revenue; Government Grants — all grants received from Federal and State
Governments; Broadcast — includes all broadcast related funding; Sponsorship — includes all
sponsorship funding; World Rugby Grants — funds received from World Rugby in relation to

prize money for competing at various international tournaments i.e. the RWC, the Junior
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RWC, and related events; Licensing — licensing revenue for merchandise; Special Events —
including revenue generated from hosting the Rugby World Cup and the British and Irish

Lions tour.

As alluded to in the methodology section for a number of years it was not possible to
completely disaggregate the revenue streams from the information provided. This means that
Government Grants and Sponsorship are combined for the period 1985 — 1987 inclusive, and
Broadcast and Sponsorship are combined for 1988 — 2000 inclusive. All revenue breakdowns
for the sample period are provided in Table 1 in dollars (Panel A), and as a percentage of
annual revenue (Panel B). In addition, Figure 2 provides a graphical representation of the

revenue breakdowns for the sample period.

Match day

Because of the consistency in the line items provided, the discussion in this section is
focused on the period from 2001 onwards. Match day revenues have increased from $9.9
million in 2001 to $20.2 million in 2018, which equates to an increase of 4.03% p.a. What is
evident in the match day revenues is the impact of RWCs staged in 2003, 2007, 2011 and
2015, as well as the British and Irish Lions tour in 2013. Of the four RWCs in the period,
only the 2003 RWC was held in Australia and will be discussed in more detail below. In each
of the remaining RWC years (2007, 2011 and 2015), match day revenues declined as the
RWC reduced the number of home matches played by the Wallabies. In 2007, this decline
from the year before was $3.1 million (17.38%), in 2011 it was $4.3 million (20.25%) and in
2015 it was $17.3 million (53.24%). These match day revenue declines are effectively
supplemented by increases in World Rugby grants for the same years. Hence, for Rugby
Australia there were minimal declines in match day revenue due to participation in the RWC.
The impact of the British and Lions tour in 2013 had an enormous impact on revenues with

an increase to over $63.5 million.
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Sponsorship

Sponsorship revenue increased over the period 2001 — 2017 from $9.8 million, an
amount almost identical to match day revenues in 2001, through to $28.2 million, which is an
annualised growth of 6.06%. However there does seem to be evident cycles in the
sponsorship earnings, with a plateau of approximately $20 million being reached in 2007,
which lasted until 2011. Sponsorship then increased to approximately $30 million per year

from 2014, with an exception being 2015 ($22.4 million).

Broadcast

Broadcast revenue has always been an important source of income, with nearly $16.5
million in revenue in the 2001 year. This increased steadily through to 2005, when nearly
$23.4 million was earned by the Rugby Australia. With the exception of the 2013 British and
Irish Lions Tour, when total broadcast revenue totalled $38.1 million, broadcast revenue
never materially exceeded the 2005 peak, and had actually reached a 15 year low in 2015 of
$17.2 million. The new broadcast deal in 2016 (ABC 2015) witnessed a substantial increase
in revenues, to approximately $60 million per year. Broadcast revenue over the period 2016 —
2018 inclusive represented 46.04% of total revenue for Rugby Australia, and the largest

single component by a substantial margin.

Special events

What becomes clear when analysing the Rugby Australia financial statements over
the extended period is how important special events have been to the organisation. During the
sample period, Australia has hosted two RWC:s, the first in 1987 during the amateur era, and
the second in 2003, during what was a highly successful period for the Wallabies on the field

of play.
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The financial impact of the 1987 RWC is not overly obvious when looking at Figure
1, however it is clearer when analysing Table 1. Total revenue in 1987 was just over $1.3
million and this was more than three times higher than total revenue in both the prior (1986)
and subsequent (1988) years. Turning to 2003, whilst the quantum of revenue is significantly
higher, at just over $200 million this was nearly five times higher than the $42.2 million in
revenue earned in 2002 and over four times higher than the nearly $50 million in revenue
earned in 2004. Whilst there were concomitant increases in expenses related to hosting the
RWC, there were substantial profits earned in those periods, especially in relation to other
years in the sample. Australia last hosted a RWC in 2003, and with the 2023 RWC already
assigned to France, the next possible RWC that can be held in Australia would be in 2027,

some 24 after it last hosted the event.

The second special event important from a financial perspective to Rugby Australia is
the British and Irish Lions tour, which as noted previously, is hosted by Australia every 12
years. The first tour in the sample took place in 1989, with substantial impacts on both match
day (increase of $114,876 or 182.30%) and total revenue (increase of $304,230 or 72.79%).
Similar effects took place during the 2001 tour (match day increase of $4.6 million or 88.49%
and revenue increase of $11.3 million or 41.08%) and the 2013 tour (match day increase of
$33.5 million or 111.85% and revenue increase of $48.4 million or 55.71%). Each of these
tours had a positive impact on the Rugby Australia bottom line, and as they are a reoccurring
event (albeit every 12 years), it does allow for Rugby Australia management to plan more

effectively. The next tour of the British and Irish Lions to Australia takes place in 2025.

INSERT TABLE 1 ABOUT HERE
INSERT FIGURE 2 ABOUT HERE
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Discussion

The results of this research cover 39 years of financial analysis, encapsulating 17
discrete lines of revenue. The results provide insight into the longitudinal financial
development of a sports organisation within an environment that has featured rapid
commercial development associated with technological innovation and changing market
dynamics (Fagan, 2005; Rowe, 1996). In doing so, the study addresses both a call by Nagel
and colleagues (2015) for greater longitudinal analysis of sport federations and Vamplew’s
(2016) plea for greater adoption of quantitative methods to explore sport history. The study
also begins to address a scarcity of research evaluating the financial consequences of
professionalism, which has been overlooked in favour of exploring changes in systems and
process (Arcioni and Bayle, 2012; Horch, 1998; Kikulis 2000; Shilbury and Ferkins, 2011;
Shilbury et al., 2013). The section that follows therefore provides a discussion of the most

significant findings arising from the research.

Four distinct phases

Longitudinal financial analysis of Rugby Australia’s Income Statement identified four
organisational phases during the observed period. Perhaps the most significant finding within
the analysis pertains to the delimitation of the amateur era into two distinct periods. The
amateur and professional period is thought of as dichotomous moment of organisational
conversion, but it is evident from financial statement analysis that Rugby Australia was
transforming into a commercial operation irrespective of its official status (Skinner et al.,
1999). This finding is significant, as Rugby Union’s change has often positioned as
transformative, consistent with a systemic professionalization change process (Dowling et al.,
2014; O'Brien and Slack, 2003). Rather, despite Rugby Union’s unique official change-over
date, their financial professionalization followed a transitionary process common to many of

the organizational settings studied to date (Kikulis, 2000; Kikulis et al., 1995; Shilbury and
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Ferkins, 2011). That it hosted the 1987 RWC during its amateur period most likely provided
the organisation some experience in what would soon become required in becoming a largely
more sophisticated commercial operation (Stewart et al., 2004). Consistent with previous
research, the findings illustrate that Rugby Australia did not commercialise because of

professionalism, but commercialism led to professionalism (Dabscheck, 2007).

A second key observation related to the immediacy and exponential financial growth
in the period surrounding Rugby Union’s professionalization around 1995. During the four
years at the end of the amateurism and the beginning of professionalism (1994 to 1997),
Rugby Australia revenue grew at an annualised rate of 82.82%. This resulted in the
transformation of an organisation generating $2.8 million (1994) in revenue to one generating
over $17 million (1997) within a three year period. This revenue growth speaks to the
considerable transformation sport organisations have undertaken in their transition from
unsophisticated operations to commercial entities (Stewart et al., 2004). Consistent with the
conclusions drawn by O’Brien and Slack (2013) in regards to British Rugby’s
professionalization, Rugby Australia’s revenue growth illustrates the high speed at which the
organisation’s historically embedded institutional logic required amending to a new business

orientation (Fort and Quirk 2004).

The shift in the sport paradigm away from voluntarism towards a professional and
economic activity is also evident during this period in the changing size and composition of
expenses (Rowe, 1996; Rowe, 2009). For instance, only 15% of Rugby Australia’s expenses
in 1993 pertained to administration (administration and finances expenses: $264,996), with
no line item allocated to marketing expenses. By 1997, administration costs (line item:
finance and marketing) had grown to $4,164,437 and accounted for 42% of organisational
expenses. Evidently, the professionalization of the game corresponded to a

professionalization of its workforce needs and organisational governance (Skinner et al.,
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2003). While this finding is well documented in the literature (Ferkins and Shilbury, 2010;
Shilbury and Ferkins, 2011; Shilbury et al., 2013), the figures quantified above provide an
alternative lens through which to comprehend how professionalization has changed the nature

of sport organizations.

The instantaneous and exponential financial growth of Rugby, despite
professionalism’s embryonic status, is a reflection of several key environmental factors.
Firstly, although Rugby Union was the last football code to adopt professionalism in
Australia, its late development was not a reflection of an absence in underlying popularity
(Hickie, 1993). Certainly, it appears that the market existed before the product.
Correspondingly, the IRB’s decision to succumb to environmental pressures after 105 years
of resistances appears historically vindicated (Skinner et al., 1999). Although the transition to
professionalism was a reaction to environmental factors rather than a proactive strategy, in an
Australian setting Rugby Union appeared to benefit from the timing. Given News
Corporation’s emphatic desire for content as method to drive the development of subscription
television, the introduction of professionalism via the new Super Rugby tournament appears
to have been well timed for the market (Rowe, 2011; Rowe, 1996). Although the introduction
of professionalism fundamentally changed the culture, community, manner and style of the

game, its entrance and acceptance into the sporting market appears instantaneous (Horton,

2009).

Another notable outcome during this early period of professionalization relates to its
main beneficiaries and whether profits have been utilised efficiently (Fort and Quirk, 2004;
Szymanski, 2003). Despite achieving record surpluses (at the time) between 1994 and 1997,
the national body ended up with a weaker balance sheet, owing to its financial distributions
over the time period. Rugby Australia generated $14 million in profit over the period but

distributed $15.3 million to its state member unions. Ironically then, despite the national
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governing body’s new found success, it ended up in a poorer financial position with total
equity decreasing from $1.2 million to negative $66,613 at the end of 1997. While such an
outcome could have impacted the financial legitimacy of the organisation (Irvine and
Fortune, 2016), this behaviour is consistent with historically observed patterns that sport
organisations often neglect longer term infrastructural investment (Szymanski and Smith,
1997). It is also consistent with the ‘Machiavellian world of rugby politics’ which can often

be associated with sport more generally (Dabscheck, 2010: 40).

Line item analysis
Longitudinal changes to organisational revenue sources

As previously identified, Rugby Australia’s reporting structure has evolved over time;
creating inconsistencies that impede perfect longitudinal comparison of revenue line items.
Although this places limitations on longitudinal analysis, the changing accounting treatment
of revenue line items provides some qualitative insight into the organisation’s historical view
of revenue streams. The changing structure of Rugby Australia’s Income Statement appears
reflective of broader historical sport commercialisation trends (Stewart et al., 2004). This
transformation has seen older methods of sport funding, such as member contributions, be
increasingly superseded by gate receipts and sponsorship, which more recently are becoming
secondary to broadcast rights, and intellectual and digital property rights as key revenue
drivers (Andreff and Staudohar, 2000). This chronology appears consistent with the historical
reporting structure of Rugby Australia. For the period, 1985 to 1987 Government Grants and
Sponsorship were an amalgamated as a line item, corresponding to a time period where
sponsorship was to a degree, still considered a form of philanthropy (Morgan and Summers,
2005). Next, sponsorship was shifted and coupled with broadcast revenue from 1988 to 2000.
This combined line item would become the symbolic bucket for commercial revenue,

increasing 85 fold over the period and representing 75% of revenue by 2000. Finally, from
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2001 onwards, broadcasting and sponsorship were each given distinct line item recognition,
recognising the individually large and conceptually discrete nature of their contributions to
overall revenue (Booth et al., 2012). These longitudinal changes in reporting structure appear
to be a microcosm for the growth and change in the sport industry. Specifically, the structural
changes detailed above align to the historical shift from the traditional professional sports

model to the contemporary model detailed by Andreff and Staudohar (2000).

A growing reliance on broadcasting

Although it is well accepted that broadcasting has become central to the successful
organisation and management of sport organisations, the longitudinal nature of the dataset is
able to illuminate the increasing centrality of broadcast rights over time. This research
quantifies the hypothesis of Dabscheck (2010), that broadcasting rights were the major
catalyst of change within a Rugby Union setting. The importance of broadcast rights
however, has continued to grow. Broadcast rights hit peak share of revenue (50.52%) for
Rugby Australia in 2018, which coincided with the middle of their most recent broadcast
cycle (2016-2020). Although this $60 million per annum represents a windfall for the sport,
such a heavy reliance on one revenue source represents an obvious strategic risk to
sustainability. This is particularly the case in a modern setting given continued fragmentation
within the media industry (Gratton and Solberg, 2007), and the recent $417 million loss by
Rugby Australia’s current broadcast partner, Foxtel (Loussikian and Duke, 2019). Although
the sport product is innately jointly produced through the cooperation of sport organisations
(Neale, 1964), Rugby Australia’s reliance on broadcasting is a particular strategic
vulnerability given their unique cartel arrangement. This is due to their unique cooperative
collaborations with the New Zealand and South African Rugby Unions to jointly produce the
Super Rugby competition. Accordingly, while this provides them with collective cartel

power, it has diminished Rugby Australia’s individual control (Stewart et al., 2005).
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It should be noted however, that Rugby Australia’s reliance is not necessarily unique
from the general sport market. At a mega-event scale, the Fédération Internationale de
Football Association generates approximately 59% and the International Olympic Committee
48% of their income from broadcast rights (Fujak et al., 2016). In a domestic setting, the AFL
generates 49% of their revenue from broadcast rights (Australian Football League, 2016) and
the National Rugby League approximately 61% (National Rugby League, 2016). This
research finds that the overall distribution of Rugby Australia’s revenue is not dissimilar to

that of the AFL (Booth et al., 2012; Pinnuck and Potter, 2006).

A continued reliance on special events

Rugby Australia has previously been identified as distinct from many of its local
competitors given their dual responsibility of providing a team for international competitions
and a cohort of teams within a traditional league competition (Dabscheck, 2010). A by-
product of this former role is the organisations ability to derive extraordinary earnings from
non-regular special event income. This is a significant distinction from previously researched
competitors such as the AFL, who by maintain a relatively steady cycle of events appear
more consistent in their earnings patterns (Booth et al., 2012; Pinnuck and Potter, 2006).
Rugby Australia is unlike the AFL as it is reliant upon the fixed supply schedules of the
international governing body for major events (i.e. the Rugby World Cup), a significant
determinant of their revenue potential (Smith and Stewart 2010). The hosting of the RWC in
2003 resulted in greater cumulative revenue than the prior seven years of operation
combined, contributing to an overall $23 million dollar operating surplus for the year. The
event itself generated a profit of $30 million from 1,837,547 tickets sold and was considered
an all-round success for the organisation (Frawley and Cush, 2011). Similarly, the British and
Irish Lions tour was shown to cause a significant spike in revenue earnings. Previous research

has described Rugby Australia’s product output as tiered (Dabscheck, 2010), which appears
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further validated by the extraordinary earnings the organisation is able to achieve from

Intermittent events.

The event’s contribution to Rugby Australia’s financial position is also a notable
reflection of the divergent outcomes for stakeholders who contribute to producing mega-
events. Mega-events require substantial investment, typically from national governments
(Alm et al., 2016). Yet, the benefits of hosting such events have been relatively inconclusive,
although indicating than any overall benefit is largely social than economic (Preuss, 2004).
Given the considerable financial windfall achieved by Rugby Australia, it appears to have

been the primary beneficiary of hosting mega-events.

Conclusion

This research endeavoured to explore the financial growth of a sporting organisation through
longitudinal analysis of their Income Statement. In doing so, the research addresses several
critical gaps. First, the adoption of a financial analysis methodology provides a new lens
through which to explore the professionalization process and decision making of sport
organizations. While professionalism has been robustly researched, the field’s focus upon
changes to systems and processes (Arcioni and Bayle, 2012; Horch, 1998; Kikulis 2000;
Shilbury and Ferkins, 2011; Shilbury et al., 2013) has left the financial manifestation of such
change underdeveloped. Second, the study also contributes to the nascent field of sport
literature which explores such sport organisational performance utilising financial reporting
(Irvine and Fortune, 2016). This represents an important contribution, given research
exploring the financial performance in sport have typically focused narrowly upon revenue as

a proxy for financial performance (Galariotis et al., 2018).

Several notable findings emerge from the exploration. Firstly, the research confirms

that the amateur versus professional dichotomy does not robustly capture the transition of
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Rugby Union within an Australian setting to professionalism (Dowling et al., 2014). Rather
four distinct phases were identified spanning the 39 year tracking period. Consistent to
previous research, the findings confirmed that Rugby Australia did not commercialise
because of professionalism, but commercialism led to professionalism (Dabscheck, 2007).
This commercialism was driven by external pressures, placing it among a smaller subset of
studies focussed upon systemic professionalization (O’Brien and Slack, 2003; Skinner et al.,

1999) rather than organisational professionalization (Dowling et al., 2014).

The research found that the influx of revenue did not translate to improved financial
wealth during the early period of professionalization. This supports the proposition that sport
organisations were slow early adopters of robust financial management practices during
professionalization (Stewart, 2014), perhaps reflecting some of the challenges faced by these
organisations at the time to plan strategically in accordance with good governance

(Dabscheck, 2010; Szymanski and Smith, 1997).

The research also illustrated the changes in the underlying funding structure of Rugby
Australia as it has moved away from game day revenue to more sophisticated sources
(Andrews, 2000). This builds upon previous such work in other local settings (Pinnuck and
Potter, 2006). Firstly in respect to broadcasting, the research suggests the organisation has
never been more reliant on broadcast income, which poses a particular strategic risk to the
organisation given its cooperation structure with fellow national unions. Secondly in relation
to special events, it is evident that the organisation benefits from its ability to leverage non-
regular special events. While mega-events typically represent a poor financial investment for
host governments (Preuss, 2004), the same cannot be said of the hosting national sporting
organisation. However, given the 2023 RWC has already been assigned and the next Lions
tour is five years away, Rugby Australia do not appear to have any impending extraordinary

earnings to rely on.
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There are a number of practical implications of these findings for sporting
organisations, which become especially pertinent as the world emerges from the COVID-19
pandemic and sporting competitions resume. The first is that it highlights the importance of
sporting organisations diversifying revenue streams away from broadcast rights, as there is no
guarantee that the value of these rights will continue into the future. The second is that
revenue streams are becoming increasingly volatile, which means the ability for the

organisation to act in an agile fashion in relation to their cost structures is crucial.
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