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The Rhythm of Royalties:

Key Considerations for Private Equity Companies and 
Rights Holders in the Purchase and Sale of Music 
Catalogues 
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Private Equity in the Music Space

Private equity has made its presence known in the music space in recent 

years through several meaningful, industry-disrupting acquisitions and fund 

formations, such as:

• Primary Wave’s acquisition of an 80% stake in the music catalogue of 

Stevie Nicks for ~ $100 million in 2020; 

• KKR’s purchase of Kobalt Capital's music rights portfolio for $1.1 billion in 

2021; and

• Blackrock’s partnership with Warner Music Group to invest $750 million 

in Influence Media to acquire catalogues from female and diverse artists 

in 2022. 
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Private Equity in the Music Space

Considerations when negotiating with private equity investors:

• Does the private equity group have experience in holding and managing the asset 
class?  What is its reputation?

• Private equity has traditionally made control investments in businesses which they 
hold for a period of time and ultimately dispose of through a sale at a later date.

• Private equity generally grades itself on internal rate of return.  The internal rate of 
return is determined by taking into account the initial equity investment by investors, 
the cash return received by investors over the life of the investment and in connection 
with the sale of the asset, the duration of time between the initial investment and 
returns, and the cost of investment (including interest) used in connection with 
facilitating the acquisition.  The use of leverage can enhance an internal rate of return.  
While the most important levers in determining the internal rate of return are the 
initial purchase price and ultimate cash return, interest rates and time matter.
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Private Equity in the Music Space

Is the investor a private equity investor fund or a family office?

• Private equity funds usually have a limited time horizon for their investments.  As a 
fund reaches its end of life, there is incentive by the fund to dispose of assets.  
Although recently some funds have turned to continuation funds as an alternative 
to liquidating assets to third parties at the end of the life of the fund, such 
transactions are complex and difficult to achieve for smaller funds.

• Family offices generally do not have the same end of life concerns.  Family offices 
offer more flexibility than private equity investments as they do not have multiple 
limited partners with different investment horizons.

• Control is a major issue.  If you are selling only a portion of your rights to a private 
equity group, consider who will control the assets and the inherent needs of 
private equity investors in connection with negotiations.
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Private Equity in the Music Space

• Note that only four years ago the U.S. Treasury Yield was 0.7% and the 
S&P Dividend Yield was 1.8%.  We are in a markedly different 
macroeconomic and interest rate environment at the present time.

• Absent an assumption that a portfolio will increase revenues at the 
end of the projected tail of revenues for the life of a song(s), the 
increased interest rate environment has had an affect on the value of 
catalogues and has had a mitigating affect on transactions over the 
last two years.
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Notwithstanding elevated interest rates for debt capital and macroeconomic headwinds, investment in 

music catalogues can be an attractive proposal for many private equity companies for a variety of 

reasons. For example:

• Music catalogues offer a stable and diversified cash flow stream from royalties generated across 

multiple platforms.

• Music royalties have consistently demonstrated strong resilience and consistency notwithstanding 

broader market volatility, as music consumption remains high and largely unaffected by market 

trends.

• Streaming revenues, which have already seen explosive growth in recent years, are well positioned for 

even greater growth as streaming technologies and related platforms mature. Goldman Sachs 

estimates that streaming revenues are poised to grow to $38 billion by 2030, driven by pricing 

increases and premiumization.  Private equity has always been attracted to investments with stable 

recurring revenue.  Think about alarm companies or other subscription models.  They are often rolled 

up by private equity.

Value Proposition of Private Equity Investment in  Music Catalogues
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• Private equity investors can leverage their market access and operational capabilities to source and capitalize on 

attractive opportunities post-acquisition, including by pursuing licensing deals in film, TV, advertising, cover songs 

and video games.

• Private equity investors are uniquely positioned to optimize transaction costs and payment efficiencies associated 

with royalty collections by building payment networks and infrastructure to facilitate the receipt of payment from 

end users.

• Music royalties offer a unique way for private equity firms to diversify their portfolios through investment in an 

alterative asset class with low correlation and high yield.

• Music rights have recently appreciated, and such increased value may be unlocked if the investment holding period 

of the applicable private equity company is sufficiently long.  However, this has not always been the case. Consider 

the first Bowie Bonds which were downgraded to almost junk status but ultimately repaid. 

• Music royalties may operate as an inflation hedge, as they are linked to the demand for music content, which has 

shown tremendous growth, even throughout the COVID-19 pandemic.  However, the prototypical tail for projected 

royalty income for a song shows a marked decline after the first two years followed by a small decline for the 

remainder of life.

Value Proposition of Private Equity Investment in  Music Catalogues
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For PE sponsors, deploying capital into a music catalogue 

requires an evaluation of the risk profile, the ROI and the 

operating expenses of managing a portfolio post-acquisition. 

Some of the key drivers are: 

Investment in Music Catalogues – Key Considerations 
for Private Equity Companies

• Valuation: Music catalogues are often valued by their 
historical and projected royalty cash flows, the appeal and 
staying power of the music in question, the market demand 
for the music in question and the likelihood of maximizing 
the value of the portfolio post-closing. 



Katten Muchin Rosenman LLP  16

• Due Diligence: It is crucially important to validate the ownership and enforceability of the intellectual 

property to be acquired. This can be especially challenging in the music context as music rights are 

often multi-layered, and several different parties may hold performance rights, publishing rights and 

recording rights to the same song. Sponsors should also review the terms of any existing contracts, 

and the existence of any litigation or claims (such as those raised by the heirs of the artist in question) 

that could impair the rights or the value of the catalogue. Challenges or other issues with respect to 

copyrights could also be a significant due diligence concern. 

Investment in Music Catalogues – Key Considerations 
for Private Equity Companies

• Asset Management: Sponsors must have the resources and infrastructure in place to trace, collect 
and distribute royalties from their catalogues. Sponsors also may seek to enhance the value of their 
catalogues through strategic transactions, including licensing deals with platforms such as social 
media, e-fitness products and streaming sites.
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The sale by an artist of his or her music catalogue requires an evaluation of personal objectives, the 
financial benefits and the emotional attachment to the work. Some of the key drivers are:

• Liquidity: The sale of a music catalogue can provide artists with a significant cash payment, which 
may be used for a variety of valid purposes, including investing in new ventures, diversifying their 
wealth and estate planning purposes or simply funding their lifestyle. Further, there may be 
important tax benefits to the seller of a music catalogue as the sale proceeds are typically taxed at 
a capital gains rate, whereas royalties are typically taxed as ordinary income. 

• Reducing Administrative Burden: Monetizing a music catalog may relieve musicians from the 
burden of the arduous and expensive process of tracking and managing the collection of their 
royalties. Musicians that sell their music catalogues may also avoid potential disputes or 
infringement allegations involving their catalogs, as the buyer would assume the liability and risk of 
enforcing and protecting the rights in such catalogues. 

Investment in Music Catalogues – Key Considerations for 
Selling Rights Holders
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• Control: Divestiture of an artist’s music catalogue often entails the loss of creative control over how 
such artist’s music is used. For example, the buyer may enter into license deals to allow an artist’s 
music to be used on platforms that are inconsistent with the artist’s values (including political 
campaigns or controversial advertisements). Further, it is possible that the sale of an artist’s 
catalogue will lead to a change in the public’s perception of the artist, and thereby have a 
(potentially negative) impact on the artist’s credibility and reputation with the public. However, 
partnership with the right buyer may unlock new avenues for monetization of a catalogue, as such 
buyer may be able to leverage its relationships with television and movie studios, streaming 
platforms, gaming producers and other market players to increase the public’s exposure to the 
artist’s music. 

• Future Earnings/Timing: Artists that sell their music catalogues forgo the potential long-term 
income generated by their catalogues. This is especially so if their songs become widely renowned 
in the future. However, an artist that chooses to retain ownership rights may miss a potential sale 
window when valuation multiples are high and the artist’s music is at its most popular. 

Investment in Music Catalogues – Key Considerations for 
Selling Rights Holders
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Key Considerations for Private Equity 
Companies and Rights Holders when 
Investing in Sports Franchises
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• 2000s – CVC Capital Partners acquires Formula One; American funds 

Colony Capital, Butler Capital and Morgan Stanley acquire majority 

stake in Paris Saint-Germain; and several institutional owners make 

investments in European soccer teams. 

• 2019-2021 – Major League Baseball (MLB), National Basketball 

Association (NBA), National Hockey League (NHL) and Major League 

Soccer (MLS) permit PE to own minority stakes in teams.

• 2024 – National Football League (NFL) owners vote to allow select 

PE firms to invest up to 10% of a team’s stake.

Today, over 64 major North American sports teams have PE connections.

Entrance of Private Equity (PE) into Sports
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• Uncorrelated Asset: Sports investments are uncorrelated to other asset classes in 

that franchises generally generate cash flows in a recession. In other words, less 

overall volatility. This has not always been the case.  It was not unusual for sports 

franchises to operate at deficits 15 years ago and for owners to routinely receive 

“cash calls” in small markets without meaningful revenue sharing.

• Potential for Growth: Brand value, sponsorship, enhanced fan experiences, media 

rights and growth potential have led to a surge in franchise valuations. 

o Franchises in the MLB, NBA, NHL, MLS and NFL were worth an average of 

nearly $3.2 billion last year and growth valuations have generally outpaced the 

S&P 500 over the past couple of decades.  

Why Sports Investments?



Katten Muchin Rosenman LLP  22

• Because of the rapidly increasing value of sports franchises, owners of sports franchises 
confronted an issue of a declining pool of financially available buyers for their franchise or 
portions thereof.

• Sports leagues over the last decade have progressively allowed private equity to invest in 
sports franchises, with the most recent entrant being not the National Football League (NFL).

• Unlike the music business, each league is put in significant constraints on private equity 
investments in sports franchises.

• Investments are generally limited from 10% to 30% of the franchise.  Private equity is in 
essence relegated to a silent partner and may not have control over the franchise.  However, 
that does not mean that private equity may not have the ability to influence management 
decisions over the franchise in a manner that might be welcomed by ownership.

Limits on Private Equity Investments in 
Sports Franchises
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• Franchises are generally required to hold their investment for a given amount of time (at least six 
years).

• There are limits on the number of franchises that a private equity group may own interest in (the NFL 
limits such ownership to no more than six franchises).

• Leagues must approve a private equity investor before it may make investments in the league.

• Unlike music, sports franchises are generally poor cash flow assets and can incur large losses.  Losses 
from a partnership, as non-control investments may be limited by passive activity rules, at-risk rules, 
and a partner’s basis in the ownership interest.

• A PE Fund acquiring a minority stake may prefer their investment be structured so they can obtain a 
step-up in the assets owned by the team and therefore be able to depreciate and amortize certain of 
those investments for tax benefits.

• Remember, not all sports investments have the same risks.  Premier league soccer clubs can lose 
tremendous value if relegated to a lower league irrespective of the positive macro climate for soccer 
investments.

Limits on Private Equity Investments in 
Sports Franchises
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When private equity firms and business owners need an attorney who can 

command the respect of a room and cut through roadblocks to achieve their 

goals, they call on Mark Solomon. Mark, managing partner of Katten's Dallas 

office, immerses himself in his client's businesses, treats their problems as his 

own and leads transactions to the finish line. His clients are his partners and his 

familiarity with his client's goals and operations keeps him one step ahead of the 

competition. 

Mark and his team don't need a learning curve, which gives his clients an 

advantage in the fast-paced world of M&A. Clients rely on him to negotiate 

effectively to get optimal pricing and terms, and they appreciate his personal 

touch on matters large and small. He also handles securities and corporate 

finance work for businesses of all sizes, including public companies.

As managing partner of Katten's Dallas office and former national managing 

partner and CEO of an AmLaw 100 firm, Mark is a business lawyer who 

understands the needs of his clients. He has been on both sides of the table and 

understands the unique business environment of North Texas, while representing 

clients with operations all over the world. His personal relationships with leaders 

throughout the community give him further insights into relevant business forces 

in the region and beyond.

Contact Information

Mark S. Solomon
Managing Partner, Dallas

+1.214.765.3605

mark.solomon@katten.com

Private Equity

Katten Muchin Rosenman LLP

2121 North Pearl Street

Suite 1100
Dallas, TX 75201-2591

mailto:mark.solomon@katten.com
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Katten Locations

Katten refers to Katten Muchin Rosenman LLP and the affiliated partnership as explained at katten.com/disclaimer.

Attorney advertising. Published as a source of information only. The material contained herein is not to be construed as legal advice or opinion.

Charlotte

550 South Tryon Street

Suite 2900

Charlotte, North Carolina 

28202-4213

Chicago

525 West Monroe Street

Chicago, Illinois 60661-3693

Dallas

2121 North Pearl Street

Suite 1100

Dallas, Texas 75201-2591

Los Angeles – 

Century City

2121 Avenue of The Stars

Los Angeles, California 90067

Los Angeles – 

Downtown

515 South Flower Street

Suite 4150

Los Angeles, California 90071-

2212

New York

50 Rockefeller Plaza

New York, New York 10020-

1605

Orange County

100 Spectrum Center Drive

Suite 1050

Irvine, California 92618-4960

Washington, DC

1919 Pennsylvania Ave., N.W.

Suite 800

Washington, DC 20006-3404

London

Paternoster House

65 St Paul's Churchyard

London, United Kingdom 

EC4M 8AB

Shanghai

Suite 4906 Wheelock Square

1717 Nanjing Road West

Shanghai, P.R. China 200040

US offices

International offices



Tax Considerations in
Raising Capital



Summary Agenda

General Tax Considerations 
when Raising Capital

Investor, owner, and talent 
tax considerations



General Tax Considerations

Debt vs. Equity

Offshore vs. Onshore

Choice of Entity

Incentive Equity 

Special Tax Incentives



Tax Aspects of Debt vs. Equity

Tax Aspects of Debt vs. Equity

Equity and Equity Like Instruments

Preferred vs. Common Stock

SAFE Agreements

Profits Interests/Phantom Stock

Debt

Straight Debt

Convertible Loan Notes



Offshore vs. Onshore
Onshore Raising

Tax implications are relatively simplified, only considering US 
taxes (at least initially)

Offshore Raising
Offshore vehicle needed to mitigate overall worldwide tax 
exposure for non-US investors
More complexities  on US side with offshore investors; 
mandatory withholding/disclosures, onerous 

penalties for noncompliance, etc.



Choice of Entity

C Corp Structure or Flow through?



Special Tax Incentives 

Section 1202

Research and Development Credits

Opportunity Zones

Taxation of IP Sales Generally



Case Study

Institutional Investor $100MM to invest in portfolio companies to 
develop and sell portfolio brands in spirits – tax considerations for 
the parties involved:

Investor Talent
Portfolio 

Companies



Proposed Structure

Investor

Portfolio Company

Holdco

Talent 
LLC

Talent

Flexibility if flow through in 
allocations, tax benefits, 
types of equity incentives

One investor simplifies structure to 
portfolio company, can also 
recapitalize for incentive equity, 1202

Flexibility in tax 
elections, flow 
through tax 
treatment

Could layer in flow through entity 
here as well to allow for incentive 
equity in a particular deal



Summary

Investor: 

1202 eligibility, R&D credits, C Corp less concerned about 
taxes

Talent:  

Taxes important - structure impacts them!

- Equity type important

Portfolio Company: 

Taxes less important but still a factor



Entertainment &
Sports Capital Raises




















	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5
	Slide 6
	Slide 7
	Slide 8
	Slide 9: Private Equity in the Music Space
	Slide 10: Private Equity in the Music Space
	Slide 11: Private Equity in the Music Space
	Slide 12: Private Equity in the Music Space
	Slide 13: Value Proposition of Private Equity Investment in  Music Catalogues
	Slide 14: Value Proposition of Private Equity Investment in  Music Catalogues
	Slide 15: Investment in Music Catalogues – Key Considerations for Private Equity Companies
	Slide 16: Investment in Music Catalogues – Key Considerations for Private Equity Companies
	Slide 17: Investment in Music Catalogues – Key Considerations for Selling Rights Holders
	Slide 18: Investment in Music Catalogues – Key Considerations for Selling Rights Holders
	Slide 19
	Slide 20: Entrance of Private Equity (PE) into Sports
	Slide 21: Why Sports Investments?
	Slide 22: Limits on Private Equity Investments in Sports Franchises
	Slide 23: Limits on Private Equity Investments in Sports Franchises
	Slide 24: Contact Information
	Slide 25: Katten Locations
	Slide 26
	Slide 27: Summary Agenda
	Slide 28: General Tax Considerations
	Slide 29: Tax Aspects of Debt vs. Equity
	Slide 30: Offshore vs. Onshore
	Slide 31: Choice of Entity
	Slide 32: Special Tax Incentives 
	Slide 33: Case Study
	Slide 34: Proposed Structure
	Slide 35: Summary
	Slide 36

