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It’s a Q&A session that originated from The York City Supporters Trust at the time when JM Packaging were assuming full control of our club.
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Why This Special Edition?
Given the level of recent debate about ownership, the Supporters' Trust has produced a Question and Answer document aimed at helping York City supporters better understand the issues.

The trust has asked if the document could be included in full in TOOAB. Due to the length of the document, I've chosen to send it as a special edition of Arthur - the document and nothing else.

Later today, you'll receive your 'usual' edition of TOOAB with more news about the club.

Josh Easby
Editor
York City Supporters' Trust writes.
The last few weeks have been a frustrating time for some supporters and a very challenging time for your fellow supporters on the Trust Board. The majority of the Trust Board has now been working for the benefit of York City for over 4 years. It is not much fun! Many of the key issues over the past 4 years have been relatively complicated business, finance and legal matters and all against a backdrop of the Club leading a ‘hand to mouth’ existence. Over the past year or so, we have lost several Trust Board members due to the pressure of other commitments and the number of members prepared to put themselves forward to serve on the Trust Board has been small.

Over the past month or so we’ve had to focus our efforts on finding the best solution for York City (for the running and funding of the Club). Unfortunately, we’re sorry that this has meant we’ve not had time to respond as quickly as we would have liked to the many questions that supporters have raised. A couple of weeks ago we provided an extensive release about the financial context for the Club, the significant improvement in the financial results compared to the past, and examples of the various matters have not worked in favour of the Trust/Club over the past 3 years. We've now also released a ‘Q&A’ style newsletter providing a response to the questions that have been raised - http://www.ycst.org.uk/ycst_newsletter_110406.pdf . We hope that these two documents will be useful to supporters to aid understanding. Both are available from the Trust’s website at www.ycst.org.uk (but are published in this special edition of TOOAB).

We have also been striving to provide some stability for the team to have the best possible chance of success on-the-pitch this season. Please be assured that we’re working in the best interests of York City. Like you, we love the Club and we want to see it prosper and progress. 

Below is the brief statement released by the Trust on 12 April 2006:

City’s Trust is continuing their discussions in the best interests of York City, to try and put in place arrangements whereby JM Packaging provides £1 million funding to the Club, whilst the Trust still retains a major role going forward.

Trust Chairman and Club Director Steve Beck commented “Going forward, we need someone to run the Club and help fund the Club. If we can agree an arrangement with JM Packaging then those objectives will be fulfilled. From the outset, the Trust’s role has been to work in the best interests of York City. Due to circumstances in 2003, the Trust was thrust into a position of majority ownership of the Club. We’re now looking for the Trust to continue to play a major role, and to protect the value of Bootham Crescent, but without the burden of majority ownership.”

When an appropriate position has been reached, the Trust intends to put the proposal to members at a Special General Meeting.

The Trust’s partnership with life-long City fan Jason McGill extends back to the early part of 2003, when Jason provided essential funding and input to enable York City to be saved. Since then, Jason has invested a huge amount of time and effort to help lead the Club through what was always going to be an extremely challenging period. During that time, Jason has also provided additional funding for the Club. Looking forward, there are more challenging times ahead for the Club to sustain and build its infrastructure and the major challenge of working towards the development of a new stadium in York. That is why the Trust has invited Jason to lead those efforts and also, through JM Packaging, to provide close to £1 million of additional funding to help the Club achieve its ambitions. As part of the arrangements, the Trust intends to continue to have a major role to help York City prosper and progress, including Club Board representation and certain special minority shareholder rights, including protections in respect of Bootham Crescent.

Questions And Answers

At a time when the team has been performing well on-the-pitch, the situation regarding the Club’s finances and potential ownership changes has been occupying a huge amount of time for the Trust Board. It has also generated lots of questions from supporters. Below, we provide a response to many of the questions that have been asked. 

Why does the Club need more financing?

Since the time of the Rescue Package in March 2003, it will be apparent to our supporters that the Club’s finances have always been a struggle. There has been a major turnaround in the financial results, despite relegation to the Conference, but unfortunately this has been insufficient to make up the inherited debts and to try and sustain a Football League club infrastructure with a first team, reserve team, youth team, centre of excellence and a professional full time staff of 35 employees.

Over the past 3 years there have been various matters that might have worked out more favourably for the Club. For example, if Batchelor had paid up the £40k+ he owed; if the individuals concerned had obtained alternative employment in respect of c. £72k of exceptional redundancy costs; if there had not been £50k of fees incurred to investigate the (abortive) plans to move to Huntington; if youth system grants had not been reduced by £69k in 05/06; if the Club had achieved some Cup success in the past 3 years; if the transfer market was more buoyant (like pre-2000) and a windfall had been generated; if certain repairs and maintenance costs in respect of BC and the Training Ground were not necessary.

The discussions are not just about looking to the past. Looking forward, additional funding can help sustain the infrastructure to provide the chance for the Club to succeed and develop further.

Why was the £300,000 loan from JMP to the Club put in place in January 2005?

Whilst the Club’s profit and loss results for 2003/04 and 2004/05 were at an overall breakeven level (compared to the average annual operating loss of c. £900,000, for each of the previous 5 seasons), the inherited liabilities and onerous contracts meant there was a cash shortfall of around £200,000. In addition, there was a shortfall of over £100,000 in respect of what the Club had to pay to gain ownership of Bootham Crescent. The ‘Bootham Crescent Loan Notes’ appeal, launched in June 2004, had raised less than £10,000. 

As results on-the-pitch fell below expectations and the deal for Bootham Crescent neared completion, it was apparent to the Trust and Club Boards that further funds would be needed in 2005. Like for other smaller clubs, York City was unable to obtain loan financing from banks or normal commercial sources. There were also sensitivities surrounding the finalisation of the arrangements for the Club to gain ownership of Bootham Crescent.

Therefore, in January 2005 a £300,000 loan facility was put in place from JM Packaging Limited to the Club. To facilitate the loan to the Club, JMP borrowed £300,000 from their own Bank. 

For the avoidance of doubt, the £300,000 loan facility put in place in January 2005 is a separate arrangement to the funding provided by Jason McGill as an integral part of the Rescue Package back in March/April 2003. In 2003, Jason had provided a cash injection of £50,000 as part of the fundraising and also acquired a house that had been used by youth trainees that effectively provided another £300,000 as part of the Rescue Package. The house was rented to the Club at half the cost of the mortgage and Jason McGill therefore contributed a further £12,000 to service the loan.

What were the terms of the £300,000 loan to the Club?

The loan arrangement to the Club was considered by the Club Directors and the Trust Board. Regardless, there were no workable alternative options available.

The Club pays interest on the loan at 2% over the Bank’s base rate, which is the rate charged to JMP by the Bank. Whilst the loan is secured by a charge on the Club’s property, at this point in time, without planning permission on Bootham Crescent, there is actually insufficient value to cover much more than the £2 million loan from the Football Stadia Improvement Fund (which is secured on the property by a first charge).

In January 2005, it was anticipated that the £300,000 loan arrangement from JMP would be available to the Club on a long-term basis (if necessary, until BC was sold), all other things being equal. That is, regardless of any repayment clause, all other things being equal, the loan was expected to roll-forward.

Why is the loan now (potentially) repayable?

Due to changes in circumstances since January 2005, JMP have now indicated to the Club (and the Trust) that the loan may be repayable in January 2007.

The £300,000 facility was initially established on an overdraft basis, interest bearing, but in October 2005 it was converted at the Bank’s insistence into a capital repayment loan, but with a repayment holiday until January 2007.

The repayment date for the existing loan is not the only reason for the discussions about the Club’s financing. There is also some additional financing (approximately £150,000) required for the 2005/06 season, plus a recognition that further financial contributions are required in future over and above the Club’s normal revenue streams to help sustain the Club’s infrastructure. Jason/JMP has already provided more financial input and management time input than anyone else. It is not unreasonable for Jason/JMP to want a greater proportion of the ownership of the Club in return for the future commitment they may be prepared to provide.

Some people recognise that this change of circumstances provides a reasonable basis for JMP to not necessarily roll forward the loan indefinitely, whereas others feel that the JMP should roll forward the loan regardless of the change in circumstances. This appears to have led to the opinion expressed by Mike Grant that he feels the Trust Board were misled. 

The discussions with JMP (see below) include conversion of the £300,000 loan into shares (i.e. the £300,000 would not be repayable by the Club, but would instead become committed funds in York City by JMP).

Jason McGill has also indicated to the Trust that if alternative arrangements could be put in place for the Trust to find someone else to fund and run the Club, then arrangements could be discussed about the settlement of the JMP loan. 

Why is the Trust now considering a change of ownership of the Club?

The discussions about a change to the arrangements between the Trust and JMP commenced in the first quarter of 2006, following consideration by the boards of the Trust and the Club of alternative funding arrangements (also see below). Other than J M Packaging, the Trust is not aware of any other party prepared to partner with the Trust in the future ownership, running and funding of York City.

Going forward, we need someone to both run the Club and help fund the Club. We need to put in place arrangements to meet those objectives.

It has become clear to the Trust that the Club would require additional funds for the 2005/06 season. The Club’s projected results to the end of the season are adverse to budget, mainly as a result of certain revenue sources that have not come to fruition (due to reasons outside of the Club’s control) and certain costs that were higher than originally budgeted (due to a combination of reasons, including costs to sustain the club’s infrastructure and the playing budget for delivering a much more successful season on-the-pitch).

To some extent, it has also become apparent that the Trust’s majority ownership position creates a significant burden for the Trust Board members. There has been a relatively small (and diminishing) number of City supporters prepared to volunteer to help deal with the business, legal, governance and financial aspects of a Trust-owned professional football club. Whilst it is intended that the Trust will retain a major role in the future of the Club, the burden on the Trust will be less.

The main objective of these discussions is to work in the best interests of York City Football Club. In part, so as to try to provide stability to help Billy McEwan and his team achieve on the pitch. The majority of the Trust Board considers that the discussions with Jason/JMP are in the best interests of York City. This is based on working with Jason since the first quarter of 2003, he’s a lifelong supporter, he played an essential role (in both financial and negotiating terms) to help the Rescue Package complete in March 2003, he led the work and negotiations for the Club to re-gain ownership of Bootham Crescent, he provides business experience and leadership to the Club Board, has attracted various major sponsorship deals for the Club and commits a huge amount of time for the benefit of York City. 

Is relinquishing control contrary to the objectives of the Trust?

No. The Trust was not established to be the majority owner of the Club. It started with an overall mission: “We will work to ensure the continuation of professional football in York. And, we will work to secure representation for supporters in the future ownership and operation of York City Football Club.”

In 2003, with York City on the brink of extinction and in the absence of any other parties prepared to save the Club, the Trust led the formulation and implementation of a Rescue Package. The Trust was thrust into a position of majority ownership, although that was not something it ever set out to achieve.

If concluded, what will be the new arrangements between the Trust and JMP?

At this stage, the discussions are ongoing and no conclusions have been reached.

At this stage, a number of principles have been discussed between the parties and their respective legal representatives. Some of the principles discussed with J M Packaging include:

· J M Packaging Ltd to potentially subscribe £950,000 for new shares such that its ownership would be 75% plus one share of York City Football Club Ltd. This would bring the overall cash contribution to the Club from Jason McGill / J M Packaging Ltd to over £1 million.

· The £950,000 to be subscribed for the new shares would potentially consist of the following:

· · £300,000 loan to convert into shares; and

· · Minimum £150,000 cash injection required in respect of the 2005/06 season; and

· · £500,000 cash injection over the next 5 years.

For there to be a reasonable rate of return for J M Packaging Ltd on the funds it has provided to the Club. This return would only be paid by the Club following the sale of Bootham Crescent, as part of the move to a new stadium in the City in several years time. The interest rate is to be agreed between the parties.

The partnership with the Trust to continue, cemented by the addition of various new rights to the Trust, for instance in respect of the ground situation and operations.

The £1 million would remain in shares in York City Football Club and the Supporters Trust would have the opportunity to buy the shares back at par.

Why is a rate of return being considered?

Jason McGill is not a multi-millionaire and JMP is not a large company who can afford to simply gift the money to York City. If their money was not being used for the benefit of York City, as a limited company they would invest it elsewhere. As is the case at many other clubs, the main providers of finance receive a return for the money they have invested. Investing in a football club is a relatively risky business, especially a club of York City’s size.

At this stage, no agreement has been reached in respect of the return to JMP for the £950,000 of additional funds to be provided. The principle discussed is that the return would not be paid by the Club until the sale of BC, as part of the move to a new stadium in the city in several years time. Otherwise, there is no intention for Jason to take a salary for his time input or to otherwise receive money from the Club.

What protections can be put in place in respect of Bootham Crescent?

We want to protect the value of BC for the future benefit of York City and Jason agrees with us.

There was an upfront agreement in principle that both Jason/JMP and the Trust wanted to try and put in place mechanisms to help protect the value of the Bootham Crescent site for the future benefit of York City. Various principles have been discussed and, if an arrangement is made with JMP, then these will be incorporated within the legal documentation. These will be special rights held by the Trust. The Trust will also retain other special rights and Club Board representation.

Unlike a ‘normal company’, football clubs have certain special clauses in their Articles of Association such that, in the event of a winding up, the surplus proceeds from the sale of assets do not go to shareholders. Therefore, the shareholders of York City do not have the benefit of access to the surplus assets, if any, on a winding up.

During the process to regain ownership of BC, the Trust Board was updated and kept informed of progress and details. The Trust Board also provided support to the Club Directors to complete the complex arrangements.

What alternatives (to the potential arrangement with JMP) have been considered?

As is apparent from the experience of the past 4-5 years, the sources of significant funding for York City are limited. 

Since the ‘Save City’ saga first started in December 2001, there have been only 3 people who have put in £20,000 or more (one of them being Jason McGill). Otherwise, despite the deep financial crises of 2002 and 2003, and the ongoing appeals for fundraising and assistance, there has not been any serious prospect of significant funds from any other source that has come to the knowledge of the Trust.

In the lead up to the provision of the £300,000 loan facility from JMP in January 2005, there were no alternative options known to the Trust Board. Prior to that, the ‘Bootham Crescent Loan Note Issue 2004’ had raised under £10,000 (from less than 40 contributors).

In Summer/Autumn 2005, the Trust Board again considered financing options in some detail. The Trust’s financing options document included consideration of methods including bank debt, supporter loan finance schemes, public equity offers (private companies are not allowed, by law, to make public offers of shares), naming rights, donations and long term season tickets. The outcome had been a collective agreement by the Trust Board that a form of loan finance scheme was the best option. Under the drafted proposals considered by the Trust Board, it would have allowed people to provide a loan to the Trust/Club, secured against the value of the ground, earning a rate of return and repayable (principle plus interest) at the time BC is sold. Unfortunately, it has not been possible to launch that scheme, as there is currently insufficient value in BC to offer security (given that planning permission is still not in place, contrary to expectations held last year) and, until recently, the scheme did not have clearance from the Financial Services Authority. Regardless, there was also some concern that it would raise insufficient monies to be a long-term fix.

The former directors of York City (Messrs Craig, Swallow and Webb) who have between them benefited by over £2.1 million from Bootham Crescent, have not made any offer to return some of those monies for York City. During the past four years, there have been few serious expressions of interest from other potential sources of finance (individuals) willing to partner with the Trust. Also, the City of York Council is not in a position to provide funding.

As noted above, the situation facing the Trust/Club is not just about the immediate financial situation. It is also about the future funding of the Club and, in addition, we also need someone to be prepared to be appointed as Directors to run the Club. The current situation is not a ‘hostile takeover’. We want what’s best for York City and in March Jason/JMP was invited to extend the partnership with the Trust.

Will the details contained in the Evening Press article (‘Cash for City shares offer’) on 6 April be the arrangements that will be put in place?

No. Discussions are ongoing and lots of details have been/are being considered. 

The details contained in that Press article on 6 April were not even for consideration by the Trust Board and had already been superseded. Therefore, unfortunately, the Press article did not provide accurate information to supporters. If/when the arrangements are sufficiently progressed, we intend to inform the Trust members of the details to provide a proper understanding.

Why has the Trust not told us more information until now?

Within the limited time that the (few) volunteers have available, the Trust Board’s focus has been on trying to find a solution for the benefit of York City. We had originally anticipated that matters would have progressed quicker than what they have. We wish we had more time to be able to respond to questions that have arisen, but the main focus has been on developing a solution in the best interests of York City. We’re sorry that this apparent lack of information has not been made available to ease the frustrations of some supporters.

Supporters who have been able to attend the Trust’s meetings in the past will, in particular, better appreciate the complex circumstances in which the Trust/Club has had to operate over the past four years and how we have provided a full and frank account of the issues. In respect of the Rescue Package and then the arrangements to gain ownership of Bootham Crescent, you will probably struggle to find any other similar deals about which so much business information has been made publicly available and explained.

Over the past month or so, the Trust has made a few brief statements about the situation. The Trust also released a more extensive article in the match programme on 25 March (and subsequently on the Trust website) that provided some essential financial context for the current situation. We have also included on the website the Club’s latest annual financial statements (and those for BCH).

What about perceived conflicts of interest on the Trust Board?

Sophie McGill has been actively involved in the Supporters’ Trust since its inception in January 2002. She played a key role in the Save City campaign and has been elected to the Trust Board on two occasions receiving support from the vast majority of members who voted. 

Given her role on the Club Board and her family connection with J M Packaging, to help avoid any perceived or actual conflicts of interests, Sophie has chosen to voluntarily exclude herself from recent Trust Board meetings at which matters relating to JMP were discussed.

Will the members receive more information and will there be a members’ meeting?

Having considered alternative options and if/when discussions with JMP progress towards an appropriate arrangement for going forward, the Trust will communicate matters to supporters.

It is then the Trust’s intention to present the proposals to the Trust membership at a Special General Meeting, at which Trust Members (as at 28 February 2006) will have the opportunity to discuss the matter in more detail and to vote for the best way forward for the Trust and York City.

How do the Trust Board and Club Board feel about some of the comments that have been made?

Your fellow supporters on the Trust Board share some of the frustrations. The majority of the Trust Board has now been working for the benefit of York City for over 4 years. It is not much fun! Many of the key issues over the past 4 years have been relatively complicated business, finance and legal matters and all against a backdrop of the Club leading a ‘hand to mouth’ existence. Over the past year or so, we have lost several Trust Board members due to the pressure of other commitments and the number of members prepared to put themselves forward to serve on the Trust Board has been small.

The work and pressure to try and provide solutions to issues appears to fall on the shoulders of a small number of City fans. Of course it is fine for people to express their comments and criticisms, but you will still need someone to come up with workable alternatives and solutions.

The Club Board members are also feeling the strain of recent events and have the added pressure of running the Football Club and trying to ensure that business continues as normal. They too are unpaid volunteers who give enormous amounts of time and effort for the benefit of York City Football Club. We have also been striving to provide some stability for the team to have the best possible chance of success on-the-pitch this season. Please be assured that we’re working in the best interests of York City. Like you, we love the Club and we want to see it prosper and progress.
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