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O
ver nine years ago, an unsuspecting 
Stephen Schwarzman presumably 
started his day like any other. 
Opening his laptop up in the early 
hours, as any CEO of a $1bn plus firm 
is likely to have done, he presumably 
went straight for his emails. There he 
found over 7,000, but not from his 
usual network of contacts. These 
were from a group Hicks, Muse, Tate 
& Furst co-founder Tom Hicks 
branded as ‘internet terrorists’, part of 
an organised conspiracy against him. 
These emails were from supporters of 
Liverpool F.C.

The buyout of Liverpool F.C.,  
                                                      completed three years earlier, was a   

                                                disaster. Hicks, together with US  
 entrepreneur George Gillett, bought the club for £430m in a 

highly leveraged buyout - £140m of which was believed to be the 
investors’ own money, and £290m in debt. Then, the financial 
crisis struck, and debt repayments grew and grew.  

Towards the end of their ownership, net debt on the club 
reached $462m and $54m of interest payments had been 
required to service this debt. Desperately trying to hold onto the 
club while facing pressure from their lender, RBS, the owners 
approached a number of finance houses. One of these was 
Blackstone. Details of the approach were released, and the 
so-called ‘internet terrorists’ began their work. Rumours suggest 
that the entire Blackstone system crashed as a result of the 
magnitude of emails. Publically, Blackstone maintains it 
rejected the deal purely due to financial reasons, but privately, 
some at the firm have admitted it rejected a potential deal due 
to the negative supporter rejection.

Three years after the club was sold in a highly fractious deal 
process that Hicks branded as an ‘epic swindle’, Gillett was still 
paying £125m in debt repayments. 

There are numerous other examples to make investment 

teams shiver when an executive audaciously recommends sport 
as an investment possibility. Why then, all of a sudden, has 
private equity become more bold?

Chinese-based Fosun owns Wolverhampton Wanderers, 
Blackstone senior managing director Albert Smith owns a stake 
in West Ham, Fortress Investment Group co-founder Wes 
Edens owns an interest in Aston Villa and Apollo co-founder 
Joshua Harris and Blackstone senior executive David Blitzer 
own a stake in Crystal Palace. At the end of November 2019, 
Silver Lake acquired a ten per cent stake in the Abu Dhabi 
holding company that owns Premier League champions 
Manchester City, as well as teams in the US, China and Australia. 
The deal values the entire group at £3.7bn - a record figure for a 
sports team.

Football is comfortably attracting the most interest, but 
other sports are also attracting investment. CVC has recently 
completed deals for the Six Nations rugby championship, 
England’s top rugby division - the Premiership - and reports 
suggest they are set to acquire an interest in the British and Irish 
Lions, which tours the southern hemisphere once every four 
years. 

“For classic private equity houses, the sports sector is 
becoming more attractive because there are businesses in the 
sector that have significant business expansion and revenue 
generating opportunities beyond the traditional revenue 
sources,” says Julian Davies, Linklaters partner and co-head of 
its sports sector practice.

“The private equity sports market in the US is much more 
sophisticated than in Europe and Asia currently, so US firms are 
coming over and seeing many opportunities in Europe.”  

Of the 20 owners in the Premier League, England’s top 
football division, six clubs are owned or part-owned by an 
American investor. Only eight clubs in the division have a 
British investor as a major shareholder of the club and the 
proportion is similar in the Championship, English football’s 
second division (ten out of 24). 

With the exception of Silver Lake, those private equity 
professionals who own a stake in a Premier League club have set 
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up a separate syndicate independent from their firm to invest. 
Even if a multitude of investors recognise the tremendous 
growth potential of the industry, this suggests that private 
equity investment teams will need more convincing.  

Top scorers
Recent activity suggests that investment in the sector could be 
set to increase.  The old adage that there is no money in 
football no longer holds truth. Much of the recent growth in 
the sports industry has been driven by the extraordinary rise in 
broadcasting revenues, which separates English football from 
the rest. The 2013-14 season was the first time in 15 years that 
the English Premier League generated a collective pre-tax 
profit, mostly due to the massive increase in broadcasting 
revenues. At the end of that season, the bottom placed team in 
the division - Cardiff - received £62m in broadcasting revenue, 
more than all but five other European clubs. In total, 35 per 
cent of Manchester United’s €666m revenue in 2018 was 
derived solely from broadcasting. Liverpool F.C., recorded a 
world-record £125m pre-tax profit in 2018, with 49 per cent of 
its revenue derived from broadcasting last year.

A lawyer told Real Deals that a number of leading Premier 
League clubs only recently realised that they could securitise 
their shirt sponsorship and ticket revenues, a practice that has 
been going on for a long period in the US for its sports teams. 
While the majority of the biggest football clubs are owned by 
experienced investors, it was not so long ago that these were 
owned by families direct from the local community. The vast 
majority of clubs used to go to their relationship banks and 
take out a loan, or a property loan if they were extending a 
stadium. Private equity owners can access specialist finance 
boutiques in sport and understand their language and how 
they operate in a way that some traditional owners might not. 

While it has taken a considerable time, professionalism in 
sport is starting to accelerate.  The day after winning the 
Champions League in 2005, Liverpool FC’s souvenir shop was 
closed. This is something that would have been unthinkable in 
the US at the time. Only now, with US owners Fenway Sports 
Group intent on squeezing the maximum out of each and 
every commercial opportunity, has the club began to generate 
returns. 

Touchdown
“It’s widely recognised that the US has the most successful 
leagues commercially in the world and they have the 
experience of rolling-out new sports and teams successfully,” 
says Adam Sommerfeld, managing partner at Certus Capital.

“We are seeing increasing appetite from US sports team 
owners seeking to acquire best practice knowledge from 
European football teams, player trading and academy growth 
opportunities in order to develop their leagues at home.”

Tech-focused Silver Lake’s deal for Man City’s holding 
company was motivated by the increasing convergence 
between entertainment, sports and technology. The US-based 
investor owns a stake in entertainment and sport agency 
Endeavour. The recent investment in the company owned by 
UAE deputy prime minister Sheikh Mansour bin Zayed 
al-Nahyan complements these portfolio companies.

Rugby, fast turning into a CVC muse, has attempted to 
exploit growing US interest before the private equity firm came 
on board. In 2017, a four-year deal was announced between 
AEG Rugby and England’s top rugby division - the English 
Premiership - to play one match in the US. Last season, the 
match between Saracens and Harlequins was the first 
Premiership rugby match to be broadcast on network 
television in the US. CVC, which invested over £200m for a 27 
per cent stake in the Premiership, intends to improve its main 
broadcasting contract, with Amazon, Apple, Netflix and DAZN 
rumoured to be interested in televising the sport to a wider, 
more global audience.

In an effort to escape their saturated domestic markets, US 
sports have started to focus on international expansion. In the 
UK, Tottenham Hotspur’s new £1bn stadium hosts National 

Football League (NFL) matches and the O2 Arena hosts National 
Hockey League and National Basketball Association matches. The 
NFL has said it plans on launching a London-based franchise in 
the near future. 

Avoiding the drop
One of the major advantages US sports have over their European 
counterparts, from a financial perspective, is that there is no 
relegation. This provides an investor with the confidence that, 
even in the worst case scenario, revenue streams are unlikely to 
be significantly impacted without serious financial negligence.

“The overwhelming concern we receive from private equity 
groups is the threat of relegation,” Sommerfeld says. 

“If a team is relegated, it is often incredibly destructive to an 
investment unless significant contingencies have been put in 
place. This deters a number of groups especially when you 
consider that it does not exist in the US. Whilst it may detract 
from the excitement of the league, from an investment 
perspective it is a strong comfort blanket.”

One of the first issues CVC discussed changing after it 
completed its deal for the Premiership was to remove the threat 
of relegation. This would remove one of the major impediments 
to investment and greatly encourage investment groups to invest 
in one of the league’s clubs. 

There is nothing that instantly impacts a typical private equity 
investment in the way relegation impacts a sports team. In 
English football, the introduction of parachute payments for 
relegated clubs and the increase in broadcasting revenues for 
clubs in England’s second division helps to minimise the tough 
impact of relegation. 

Yet even still, relegation can destroy an investment almost 
instantly. Ellis Short, founder of US-based Kildare Partners, 
acquired a controlling stake in Sunderland in 2008 when they 
were flying high in the Premier League. After a decade-long stay in 
the top division, they were relegated in successive seasons and 
Short sold the club in 2018. University of Liverpool football 
finance expert Kieran Maguire said he effectively lost £500,000 
every week since he acquired the club.

Hitting the bullseye
Getting it right though can be very profitable. Chinese-based 
Fosun acquired Wolverhampton Wanderers in the second tier of 
English football for £45m in 2016. Three years later, the club plays 
in the Premier League and its owners are seeking to sell a 20 per 
cent stake in the club for between £50m and £100m. This would 
value the club at about £350m, representing a near 7x return in the 
space of three years. Even with the well-justified doubts 
considered, if deals of this kind become commonplace, private 
equity firms are unlikely to sit back and watch others making 
money.

“In terms of exit strategy, the standard buy and hold for X 
period then trade sale at a multiple of revenue or Ebitda is still 
fairly common,” Sommerfeld says. “In the Premier League, the 
growth of a newly promoted team to steady league performer in 
the top half of the table can comfortably add £80m to £100m to a 
valuation, and often much more. The golden ticket remains the 
acquisition of a team in the Championship who is subsequently 
promoted. This will likely result in a very healthy return for an 
investor and can be a good time to consider a sale.”

As with any other industry, the sports club’s valuation is 
critical to a deal’s success. Valuing a sports club is particularly 
difficult because many do not make a profit in the traditional 
sense, and therefore it is not as easy as paying a certain multiple 
of the target’s Ebitda. According to Malcolm Hitching, finance 
partner at Ropes & Gray, a potential investor will value the key 
revenue streams and attribute value to them depending on how 
robust they are. A potential investor will typically consider what 
TV and other broadcast rights the club is set to receive in the next 
few years, what income streams come from the stadium and 
decide if a discount in valuation should be applied if the threat of 
relegation is high. 

“It is sometimes much harder to determine a robust valuation 
in comparison to a conventional business in another sector,” 
Hitching says. This, particularly given the threat of relegation, that 
could halve a valuation overnight. 

“We were approached by high-net worth individuals who were 
very interested in buying a Premier League soccer club that, at the 

£3.8bn
Manchester United 
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as of May 2019.
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Value of Formula 1 when 
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near 7x return. 
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time, was at risk of relegation,” Hitching adds. “That club had a 
spurt in performance and all of a sudden, the owner increased the 
asking price by 25 per cent. The interested buyers then walked 
away because it was deemed too much to pay.” 

Deals are riskier than in other industries because of the high 
price volatility for sports clubs below the absolute elite. For 
football clubs at the top of the tree, prices are much more secure 
but could command as much as $3.8bn (Manchester United’s 
valuation in May 2019, according to Forbes).

Supporters not customers
There is a delicate balance between commercialising the club to 
generate value, without alienating the core group of people the 
‘business’ relies on. Many of football’s most infamous deals in 
recent times have been characterised by investors not realising 

the importance of the relationship with supporters. This has 
led to the kind of criticism directed at the likes of Tom Hicks 
and George Gillett, Newcastle United and Sports Direct owner 
Mike Ashley and Manchester United owner Malcolm Glazer 
that will make any prospective owners wince and could have a 
big impact on the bottom line. 

CVC paid £1.4bn for Formula 1 in 2006, and sold it in a deal 
valued at £8bn ten years later - a notably long holding period. 
During their decade long ownership, Formula 1 drivers came 
out in open revolt against their ownership, Force India deputy 
team principal, Bob Fernley, accused the firm of “raping the 
sport” and TV viewership fell by nearly half from 2010 to 2017. 
This did not seem to impact the deal financially, but for the 
same cannot be said for deals involving unpopular owners of 
sports teams. 

In spite of all the supporter criticism, there is only so 
much that an owner can do. Leicester City’s shock Premier 
League win in 2016 (they were 5,000 to one to win the 
competition at the start of the season) is an exception rather 
than the rule. Private equity can inherit an underperforming 
and unfashionable club and turn it around, but there is a food 
chain that exists that is firmer and stronger than in most 
other industries. While an Apple, Amazon or Microsoft can 
grow into a giant almost overnight, Real Madrid or Barcelona 
will always be contending at the top - bar an exceptional 
season or two.

“Most private equity groups focus on upside and the 
opportunity to drive revenue growth post investment,” 
Sommerfeld says. “Whilst a team may be stable, investors 
want to understand where the long term ceiling is based on 
fanbase, ticketing, merchandising, stadium and overall 
infrastructure. On the field there is only so much an 
investor’s funds can do to generate success and ultimately 
more value. The off-field growth drivers are vital.”

Financial Fair Play regulations, which restrict the amount 
a club can spend based on its turnover, also mean that a new 
Manchester City or Chelsea (clubs that regularly finished in 
mid-table and spent their way to the top of the league) is 
unrealistic now. This may have changed the profile of a 
prospective investor from a high-net worth individual, 
towards a more frugal one like a private equity firm that is 
more patient and measured in their approach. 

Grabbing victory from the jaws of defeat
As with any investment, advisers are crucial to the overall 
success of a deal, but no more so than in sport for private 
equity firms in unfamiliar territory. 
       The appointment of a board member who is experienced 
in the industry and may be responsible for player 
recruitment, could make or break a deal. Even so, while there 
is a measure of luck involved with every transaction, a deal in 
the sports industry could hinge entirely on the ball crossing 
the line by an inch or a minute of indiscipline in the biggest 
match of the season. It is understandable to view it as a risk 
too far; but there is another, safer way.

“Many investors like the idea of acquiring a sports club, 
but it may not sit naturally in a portfolio and they don’t 
always want the risk,” Hitching says. “However, there is 
another way to exploit the growth in the sector, and that is by 
acquiring companies connected to sport, like data analytics 
type businesses or broadcasting and media businesses that 
investors are more accustomed to.”

It is inconceivable that football will shrink in the next 
three to five years, with huge broadcasting deals guaranteed 
and its popularity on a global stage arguably at an all-time 
high. In spite of severe doubts about the financial cycle and 
geopolitical issues, sport is one of the few sectors where 
there is a guaranteed income at a certain level for the 
medium term. Buying a data, software or broadcasting 
business is likely to continue to be the route into the sport 
sector that private equity firms find most comfortable and 
easiest to justify. 

“They know these businesses, and can more easily apply 
conventional modelling techniques to them as compared to 
with a sports club,” Tarun Patel, private equity associate at 
Ropes & Gray says. 

“It is likely also easier for them to sell their vision and a 
credible growth strategy to management teams of these 
businesses; a precedent bank of successful private equity 
investment stories in clubs, on the other hand, does not yet 
exist.”

Even though many private equity executives have taken the 
plunge themselves, without a clear track record of exceptional 
deals, private equity firms will be reluctant to get involved. If 
Silver Lake’s deal is a success, or CVC’s venture into rugby 
generates attractive returns, then it may not be long before 
private equity views the industry as an open goal that they 
simply cannot miss. ¦

 In the NFL, a new owner requires 
unanimous support of all the other 

clubs’ owners in the league; is 
required to put up at least 30 per cent 
of the purchase price in cash and each 
team has a $350 million debt limit.
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