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Notes: 1AuM number sourced on Bloomberg as at 31 May 2018, the date of Raphael Pitoun’s departure. 2Citywire, May 2018;  
the rating refers to Raphael’s work at Seilern Investment 3Bloomberg, July 2014-May 2018; 4eVestment, peer group ‘All Global 
Equity’ and ‘All US Equity’ respectively, July 2014-May 2018; 5The LuxFlag label applies to the CQS New City Global Equity 
Strategy;  6Source: CQS, Estimated 1 November 2019 

Investment Team 

• Raphael Pitoun – 20 years equities experience 
• Previously co-Head of Research at BNP Exane and then CIO and Portfolio Manager at Seilern Investment 
• Portfolio manager of Stryx World Growth and Stryx America (AuM of c. USD0.9bn1) 
• Expertise in identification and investment in exceptional companies in developed markets 
• Team completed by young and disciplined equity analysts  

 

• CQS is a multi-strategy asset 
manager founded by Sir Michael 
Hintze in 1999 with USD18.6bn 
in AuM6 

• CQS New City Equity, 100% 
owned by CQS, aims at 
developing differentiated and 
highly active equity products 

• CQS and CQS New City Equity 
share a common culture of 
fundamental research to create 
an edge and generate alpha 

 

Over the past century, 50 
listed stocks generated 40% 
of the wealth creation in the 
US stock market. 
Based on Do stocks outperform 
Treasury bills? Univ. of Arizona, 2018 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 

  

Products, How to know more and Contact 

• The strategy can be developed through UCITS-compliant funds and segregated accounts 
• The team currently manages two strategies: the global strategy focusses primarily on the USA, Europe 

and Japan and the North American strategy focusses exclusively on the USA and Canada 
• The Research and Valuation Methodology and ESG Policy documents are available on request 
• A sample of a Strategic Report on one of our holdings – Live Nation – can also be provided  
• For further information, please contact the team at newcityequity@cqsm.com 
 

 
 
 

 

  “We look to invest in a small 

number of corporate stars which 

deliver exceptional products and 

services to their clients. These 

companies have developed a 

constant flow of innovation that 

empowers their customers and 

generates significant pricing 

power. We are not interested in 
brands or trends but in long term 

leaders in specific industries.  

These companies are the 

innovation compounders.” 

                    Raphael Pitoun 

It is now broadly documented that a few listed equities deliver the bulk of the stock market’s 
performance. The objective of the CQS New City Global Equity strategy is to identify these 
exceptional companies and construct a highly concentrated portfolio for the long term.  

The team implements a forensic research process with a particular focus on strategy, 
innovation and ESG matters that feed directly into the long term valuation framework. The 
ambition is to achieve double-digit return over the cycle and embrace the new language for 
equity investment. 

 
 
Investment Philosophy 

• We invest in companies that have delivered exceptional products and services that empower their 
customers and generate significant pricing power and economic moat. 

• Such companies have consistently produced a flow of recurring innovation – and sustainable profits 
derived from the intrinsic value the company brings to the customer – not from an opaque value chain or 
a regulatory window. One dollar of profit is not equal to another.  

• These innovation compounders, with sufficient growth potential, can only be found in specific industries 
supported by highly diversified secular tailwinds. Typically, they hold a market leading position. 

• To consistently commercialise their innovation, companies must have a clear business mission, 
appropriate corporate governance and incentives that specifically encourage innovation from the ground. 

• The targeted return, aligned with these companies’ long term earnings growth, is 12-15% across the cycle. 

 Investment Process 

• Step 1 – Quantitative screening based on track record, growth, cash flow metrics and leverage 
• Step 2 – Qualitative assessment and production of a comprehensive Strategic Report for each new 

company 
• Step 3 – Valuation centred around the projection of long term cash flows with a focus on economic 

rather than accounting profit  
• The forensic analysis of ESG criteria is embedded in the deep dive research process on each company 

 

Track Record 

• Raphael Pitoun – AAA-rated Citywire2 
• Under his management, both Stryx funds outperformed their benchmarks by an average 6-7% per annum3  
• Multiple awards incl. Sauren Global Awards 2019; Citywire US Equity fund 2018; Lipper US fund 2018 
• Stryx World fund ranked #3 out of 1,304 global equity funds and Stryx America fund #2 out of 3,361 US 

equity funds during Raphael’s management4 
• Limited exposure to FANGs and large diversification in terms of source and concentration of returns 
 
•  
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1. Fund Presentation  

2. Research and Valuation Methodology 

3. ESG Considerations 

4. Example of a Strategic Report 

6. Disclaimer 

5. Press Review and Viewpoints 
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CQS New City Equity – Research and Valuation Methodology 

This document sets out general guidelines for conducting research for a company considered for investment. It was last 

updated in October 2019. 

Investment Philosophy 

Our Ideal Company 

What we learnt at school is that for a specific, potentially random reason, a company may be able to temporarily increase 

its return on capital employed (ROCE) above its cost of capital (WACC). Over time, the law of declining returns teaches 

that economic rents will attract new competition that results in price competition and ultimately a decline in the industry’s 

profit pool, including the incumbent’s profits.  

This simplistic view however fails to explain the long-term structural changes that affect the competitive landscape. Research 

studies have shown that value creation on the stock market is concentrated in a small pool of exceptional companies.  

Some of these are young companies, which benefited from a first mover advantage in completely new markets. Investing in 

these businesses in their early days of existence is often a risky bet, not only because it is close to impossible to pick the 

future winner among numerous candidates, but also because such first mover advantage is often short-lived and based on 

access to capital. This is especially true in a context of cheap money. 

In contrast, many of these exceptional companies are actually not very young. They can take their roots as early as decades 

ago. They have managed to make their way through economic cycles, game-changing innovations and constant pressure by 

competitive forces. Among these, again, many will fail in the future: the past is not a warrant for future performance. 

But some very rare companies will continue to strive over the long term, and it is these companies that we are after. Their 

competitive advantage is not solely based on first mover advantage or access to capital or marketing. It is based on a more 

solid and sustainable ground, which is deeply rooted in the corporate culture and allows them to adapt to the waves of 

innovation. They manage to build barriers to entry, such as a favourable industry configuration, high switching costs, astute 

marketing strategies or a network effect that is difficult to replicate. These companies manage to develop a sustainable profit 

growth trajectory. In a world, which is increasingly driven by the value of intangibles, they also often generate extremely 

high returns on capital.  

The Key Pillars of our Strategic Analysis 

The investment strategy focusses on companies, which demonstrate the best combination of quality, growth and 

predictability. All research should be conducted from the angle of these three key pillars. 

• Quality: beyond the purely financial aspects of quality, such as a healthy balance sheet and good track record of improving 

profitability, it is of utmost importance to understand and evaluate how a company is organised and positioned. In our 

view, future success will depend in particular on management quality, alignment of interest between all stakeholders to 

maximise human capital and the efficient use of information and communication technology. 

• Growth: we are looking for companies, which offer growth prospects for the long term, thanks to both growing market 

size and growing market share. Organic growth is preferred. Research should not solely concentrate on the revenue 
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potential over the coming years arising from the current line of products and services offered. In contrast, attention 

should be paid first and foremost to a company’s ability to adapt to changing market conditions in order to create future 

revenue opportunities. Inert companies are vowed to fail. Successful companies prepare the future by smart investments 

in R&D and product development even though they weigh on short term cash flow generation. 

• Predictability: a company’s growth scenario is predictable if it does not show excessive sensitivity to macro-events, 

regulation, politics or commodity prices. Gross margins should be sufficiently healthy to avoid severe bumps in profits, 

while the top-line should be shielded against competitive pressure by pricing power, barriers to entry and a large portion 

of recurring revenues. The risk of cost escalation and disruption of the supply chain should be weak. We aim to build a 

portfolio, which will outperform over the long term irrespective of the overall economy while featuring sub-average risk.  

Long-term earnings growth shall be the main driver of share price performance. 

Types of business models 

The business model of our ideal companies generally features one or more of the following structural characteristics: 

• They fulfil a dual mandate. Dual mandate companies deliver a range of products and/or services, which benefit clients 

in complementary ways. The first leg of the mandate is to enable cost cutting, improve efficiency and ultimately free 

financial resources. The second leg of the mandate is to help the very client boost innovation, launch new products and 

invest in technologies. It requires the company’s internal organisation to be set up with this duality in mind, by fostering 

a coordinated approach to sales and customer service.  

• Their offering is highly differentiated, providing a shield from direct competition. They bring a significant advantage 

to the client in terms of productivity, cost of maintenance, reliability, after sale service or overall results and quality versus 

competing firms. Most companies in that category heavily invest in R&D in order to maintain market leadership and drive 

pricing power. They are focused on specific applications where they capitalise on their size, access to customers and 

market feedback to remain on top of client needs as well as to identify white space products. This category excludes 

companies whose growth is fuelled primarily by branding or fashion trends, whose sustainability is questionable.  

• It is a platform business, whose growth is stimulated by a virtuous network effect. Potential challengers would need 

to develop a differentiated offering, spend significant amounts to incentivize switching to the new platform and, most 

often, compete on pricing. This category excludes companies whose past success is based purely on brand, marketing 

spending or installed base, which can be replicated with capital over time. The objective is to find companies, which 

combine additional and hard-to-replicate competitive advantages, such as specific technical expertise or a privileged place 

in the industry value chain.  

• They complete non-core but mission critical tasks, which clients prefer to outsource due to the high level of 

expertise or scale required to execute them efficiently. Most companies in this category represent a small share of their 

clients’ overall cost base and are active in relatively small markets. They intervene at critical moments within the clients’ 

value-chain insofar as they carry a high cost of failure. These companies can attract an important pricing power if they 

deliver an added-value and efficient service to their clients and be exposed to a weak level of competition given the small 

size of the profit pool. They often deliver moderate but highly predictable growth.  
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Where we differ from the market 

Identifying the best companies in the world requires a thorough deep-dive analysis into the stock and the market. We expect 

this process to take between 3-12 months, on average. We aim to acquire a level of knowledge of the company that goes 

beyond that of the average investor. 

We believe our analysis is particularly thorough in three essential areas: 

• Market and product dynamics: which factors drive the distribution of market shares within a given industry? What 

are the key competitive advantages and barriers to entry? What are the customer needs? 

• Organisation: how is a company organised in order to maintain a competitive advantage over the long term? How good 

is management, and is a succession plan in place? How are incentives channelled through the operational hierarchy? What 

level of importance does the company attribute to environmental, social and governance (ESG) considerations? Is the 

technological setup prepared for the future? 

• Risk: are there any weaknesses within the organisation that could cause a company to derail from its growth trajectory? 

How does a company react to external shocks such as the collapse of Lehman Brothers, the European debt crisis or the 

Brexit referendum?  Can the company be disrupted? 

Contrary to the vast majority of market participants, our approach underpins a genuinely long-term view. Most investors 

have a forecasting horizon of 3 months to 2 years, in line with sell-side analysts. After that, some progressive “return to the 

norm” is expected, be it in terms of ROCE, exit-multiple, terminal sales or inflation forecasts. Given how the standard 

financial models are built, the market perception of value is driven mainly by a short-term view on financial outlook. No 

differentiating view is taken on the long-term evolution of the company.  

While we acknowledge that forecasting uncertainty increases disproportionately with the time horizon under consideration, 

we disagree with the assumption that all companies return to a market average in the medium term.  

In our approach, the best companies in the world do not only justify a valuation premium today, but also in 10 years from 

now. We do not expect multiples to return mechanically to a presumed average, and we can accept valuation levels that 

one might consider high. This is where the alpha opportunity lies.  

We also developed a proprietary valuation method, which is described in the last part of the document.  

We target returns in line with the long-term earnings growth of our invested companies of around 12-15% per year, on a 

non-benchmarked basis.  

Research Process 

Stock Selection Process 

Our pool of investable companies counts around 50 companies (“Top50 List”). In order for a company to be added to this 

list, we will proceed in the following order: 

• Screening: verify that the company fulfils the criteria with respect to growth, balance sheet, profitability, sector and 

geography. 

• Red Flags: verify that the company presents an acceptable risk profile, a sound business model and a good quality 

management. 
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• Go-ahead: discuss the opportunity internally and decide on whether further research is useful. 

• Deep-dive: analyse the company in detail, including from a financial and ESG perspective; research may be terminated 

at any time upon internal discussion if it becomes clear that the company does not qualify for our Top50 List. 

• Valuation: as one of the last steps, the company is valued based on our internal growth scenario; a company may be 

added to the Top50 List without entering the portfolio if the current share price is not sufficiently attractive. 

For each company entering the Top50 List, a strategic report lays out the investment case and suitability for our investment 

strategy. 

Il lustrative structure of a strategic report 

A strategic report should be around 50 pages long. Notwithstanding that each company is unique and requires a unique 

approach, it should contain the following elements:  

• Executive summary: one page summarizing the investment case. 

• History: review of the corporate history insofar as it provides insight on the current DNA of a company; a dedicated 

section in the appendix is recommended. 

• Customer needs: analysis of customer feedback in order to derive the customer’s decision-making process. 

• Competitive dynamics: study of the market’s value chain, the competitive landscape and growth drivers. 

• Company positioning: analysis of the company’s business model notably in relation to product design and quality, 

pricing power, marketing strategy and distribution network in order to deduce the company’s competitive advantages. 

• Barriers to entry: assessment of the factors shielding a company and/or industry from new competition. 

• Internal organisation: analysis of management organisation, human capital, HR processes including compensation, 

quality control, technology (in particular information and communication technology) and R&D. 

• ESG: appreciation of how a company takes into account non-financial criteria into its strategy and actions and how 

harmoniously it integrates within its ecosystem; particular focus on governance, including board composition and 

independence, quality of accounts and alignment of interests with shareholders. Environmental and Social issues are also 

considered to varying degrees depending on the company. 

• Risks: detailed examination of the main sources of risk, the degree to which they are managed by the company and the 

potential scenarios once they materialise. 

• Financial analysis: analysis of long-term track record with a particular focus on growth, cost management, balance 

sheet and resilience to external shocks and moments of crisis. 

• Forecasts: building of a growth scenario highlighting ongoing corporate initiatives, scalability and predictability of 

forecasts and relative stance vs. market consensus. 

• Valuation: focus on fundamental, DCF-based valuation verified against long-term comparable valuation methods. 
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Stock Monitoring Process 

Once a company is in the Top50 List, it is monitored by the lead analyst as follows: 

• Daily monitoring: stock-driving news are shared with the team during the morning meeting; valuable research notes 

should be read; share price performance is monitored daily. 

• Results and events: financial models are updated as soon as possible after the publication of results; where appropriate, 

a postview is shared internally; investor days should be attended whenever possible. 

• Company contacts: every analyst is responsible for maintaining an open communication channel with the company. 

• Ongoing fundamental research: the validity of the investment scenario is verified on a continuous basis; short update 

reports may be written at any time; it is recommended to establish contacts with industry experts and attend relevant 

industry conferences. 

Sources of information 

The following provides an indicative list of the sources of information used to conduct investment research: 

• Company reports: regulatory reports, presentations, event transcripts, press releases, sustainability reports. 

• Press: articles published in the main newspapers and magazines. 

• Sell-side research reports: initiation reports by recognised sell-side houses and updates following major up- or 

downgrades. 

• ESG data provider: key ESG metrics and redacted reports. 

• Industry experts (grey sources): interviews with industry experts and information at industry conferences. 

• Competitors: information provided by other players in the market, albeit with less scrutiny than for the stock covered. 

• 360° feedback: information provided by all stakeholders, including notably employees, clients, suppliers, trade 

associations and regulatory authorities 

• Market analysis: polls, surveys, reports by consultants or academic studies with the aim to investigate the industry value 

chain from start-up to public companies.  

Team Organisation 

The common thread running through the investment team is the strong conviction for the fund’s investment philosophy. 

Team members share a common intellectual curiosity and an investigative approach. Decision processes are clearly defined 

in a collegial atmosphere with a demonstrated sell-side discipline.  

Great importance is attached to the complementarity of skills within the team in terms of industry knowledge, technical and 

financial knowhow, language skills and business development. Each team member has a specific area of responsibility and 

expertise. 

As a rule, analysts spend c.70% of their time on the monitoring of the stocks in the Top50 List and c.30% on the generation 

of new ideas. This includes in particular significant time allocated to company contacts, site visits, conferences and other 

relevant networking or field trips.  
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Team members are encouraged to invest personally in the fund. The promoter of the strategy, Raphael Pitoun, has its entire 

savings invested in the strategy. 

Financial Analysis & Valuation 

This section provides general guidelines of financial analysis. It illustrates how the investment philosophy described earlier is 

transposed onto the company level.  

The guidelines should not be understood to be complete, compulsory or meaningful in all individual cases. For example, the 

return on capital employed (ROCE) is of little use for many companies whose value derives primarily from intangibles not 

properly accounted for. This can be the case, for example, when investments in intangibles are expensed instead of being 

capitalising over the years during which the corresponding revenues are generated; or when the price-to-book ratio of an 

intangible is very high, as in the case of successful brands whose value exceeds by far the costs of their trademark. In these 

cases, ROCE can be meaninglessly high.  

Usual Adjustments to Reported Financials 

The following adjustments have the objective to create a consistent approach towards financial analysis. This will allow to 

more accurately compare companies within the Top50 List and calculate consistent aggregate portfolio metrics. 

• EBITDA should be adjusted for non-recurring and non-cash items, where relevant and possible. For example, EBITDA 

should not include earnings from associates accounted for under the equity method, book gains on disposals, non-cash 

provisions or exceptional cost items. Where relevant and feasible, historical EBITDA and earnings should also be adjusted 

for investments in intangibles that were expensed through the P&L (e.g. R&D expenses). 

• Cash flows from operating activities are rearranged to reflect the direct method of accounting, i.e. from EBITDA 

down to operating cash flow (instead of calculating it up starting from net income). Structural differences between EBITDA 

and the recalculated cash EBITDA require scrutiny as they may reflect questionable reporting practices. 

• Free cash flow (FCF) is calculated as if the company were unlevered, which means that FCF is higher by post-tax 

interest payments compared to the reported operating cash flow. Moreover, net acquisitions are deducted from FCF in 

the same way as capital expenditures.  

• Capital employed (CE) is calculated as the sum of working capital requirement (WCR), fixed operating assets and, if 

applicable, capitalised expenses in intangibles. Financial and other assets are not included, but if valuable considered in the 

EV-Equity Bridge. Capital employed should be calculated both pre- and post-goodwill. 

• Return on Capital Employed (ROCE) is calculated as net operating profit after tax (NOPAT) divided by CE, where 

CE is taken by default at the beginning of the period. ROCE pre-goodwill calculates the hypothetical return generated by 

the company if it had built up all assets organically. ROCE post-goodwill reflects the return generated by the funds actually 

deployed by the company. 

• Net debt (ND) shall include all interest-bearing debt (straight debt, capital leases, convertibles…) and all excess cash. 

Non-financial liabilities, such as provisions, shall be accounted for in a separate line in the bridge between Enterprise Value 

(EV) and Equity. 
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Financial Analysis: Areas of Focus 

Unless an exception is justified, financial analysis should cover in detail the following points: 

• Revenue recognition: what are the accounting principles underpinning revenue recognition? What are the client 

payment terms? Are there deferred revenues or non-cash items affecting revenues?  

• Nature of revenues: what is the breakdown of organic and acquisition-led growth? What is the proportion of recurring 

revenues, and how are recurring revenues defined for this company? 

• Operating leverage: what is the estimated breakdown of fixed and variable costs? How far is the company from its 

break-even? How will margins evolve in different growth scenarios? 

• Capex breakdown: what is the breakdown of growth and maintenance capex? Are some expenses disguised 

investments and would better be capitalised? 

• Cash conversion: does the P&L reflect the company’s cash flow generation? In case of discrepancies, how are they 

explained?  

• Incentive plans: are there significant share-based or option-based compensation plans that are not reflected at their 

true cost in the accounts and need readjusting? 

• Balance sheet: are there any hidden valuable assets, liabilities or contingencies that are not truthfully reflected in the 

accounts? 

• Changes in reporting: does the company change its reported key performance indicators (KPIs) and/or accounting 

principles more frequently than necessary? Does it raise the suspicion of cherry picking disclosure requirements? 

Forecasting Methodology 

Our explicit forecasting period shall be 10 years to reflect the long-term horizon of our investment approach. As our 

strategy is based on a company-specific view on growth and value creation, we use a common set of consensus or market 

data for macro-economic assumptions like inflation, GDP growth or foreign exchange rates. 

Revenue growth trends shall be broken down based on meaningful (KPIs) such as number of clients, average basket size, 

proportion of premium customers, organic sales, etc. Revenue growth trends should be benchmarked against historical and 

expected market growth. Where possible, the implicit market share evolution should be considered.  

Cost forecasts should be modelled with the objective of granularity and efficiency. A breakdown based on fixed and variable 

costs should be considered. 
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Cost of capital 

We apply a proprietary methodology to derive the cost of capital in line with the following formula: 

𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝑜𝑜𝑜𝑜 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 = 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑓𝑓𝑓𝑓𝑓𝑓𝑓𝑓 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 + 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃 + 𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃 

• The risk free rate is the yield-to-maturity of the 10-year government bond of the country of reporting currency less 

the country default spread. If the thus determined risk-free rate is below the US$ denominated risk-free rate in real 

terms, we will, conservatively, use the latter, with a minimum of zero. 

• The country risk premium represents an additional risk premium if the company is exposed to foreign, higher-risk 

countries or regions. Depending on data availability, it can be measured by the difference in the respective same-currency 

government bond yields, credit default swaps, or sovereign ratings. It is applied pro-rata to the weight of that country or 

region in the company’s operations, as measured by the geographical breakdown of revenues, operating profit or assets. 

Conservatively, it is only added if positive. 

• The market risk premium is based on a qualitative assessment of the company’s risk profile relative to the market. 

Indeed, we refrain from using historical betas, as these appear excessively volatile depending on the methodology used in 

terms of reference period, frequency and benchmark index.  

Our qualitative assessment rates each company on several criteria, which reflect the quality and predictability of its business 

model. As a result, our valuation methodology is directly linked to our strategic analysis described earlier. The criteria are 

listed below: 

• Cash flow stability reflects the sensitivity of the company’s cash flows to changes in volumes and price. It is measured, 

among others, by the proportion of recurring revenues, margin levels, capital intensity and leverage. Companies with 

long-term contracts, strong pricing power and high EBITDA margins as well as no debt will warrant a better rating. 

• Competitive risk reflects the risk of increasing competitive tension or even disruption of the market by new challengers. 

High barriers to entry combined with superior product and service quality justify a better rating.  

• Solidity of the value chain: the company’s operations should feature low dependency on any single third party. In 

particular, the clients and suppliers should be diversified and the risk of regulatory intervention low.  

• ESG: the exposure to material environmental, social and governance risks can impede the long-term sustainability in 

earnings and result in significant financial damage. As a result, a company which is strongly positioned in terms of ESG 

should warrant a lower cost of capital.  

Each rating varies from 1 (low risk) to 4 (risk in line with the market) or above (higher risk than the market on average). A 

company with the lowest market risk premium has in our view a risk profile not far from that of the corresponding 

government bond. 

The average rating is then used to calculate the market risk premium added to the company’s cost of capital, in line with the 

following formula: 

𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃 =
∑ 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟4
1

4
× 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚 𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 
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The average mature market risk premium is calculated in line with the methodology developed by A. Damodaran at NYU 

Stern. It is equal to the return implied by the current level of the S&P 500 given the constituents’ trailing last-12-month 

dividends and share buybacks and expected consensus growth rates.  

Our methodology assumes that the capital structure of a company does not impact the cost of capital in accordance with 

the Modigliani–Miller theorem. This choice has a limited impact on the Top50 List, as the leverage ratio of our target 

companies is low.  

Valuation 

Given the specificities of our investment strategy, many commonly used valuation methods may not prove meaningful or 

difficult to implement in practice. For example, dividend discount models are not suitable for growth companies, which 

invest a large part of their earnings rather than distributing it to shareholders. We view the lack of dividends as positive as 

long as the additional investments create value for shareholders, which we believe to be the case for our target companies 

– or such company would not be in the Top50 List.  

Similarly, multiples valuations such as price-to-book (P/B) or price-to-earnings (P/E) may be flawed by accounting 

conventions. Brands, patents, a large audience, even if non-paying, can become key to the fair value of many companies, but 

they are not considered in the accounts, except when they are acquired. As a result, P/B ratios may be very high and not 

comparable between similar companies with a different approach to acquisitions. At the same time, the correlation between 

earnings per share and share price has collapsed in the era of technology. Earnings are often weighed down by expenses, 

which are actually investments in intangibles, resulting in short term decline in profitability which mechanically ends when 

the investments are realised.  

We rely on at least two valuation methodologies for each company. The primary focus is on discounted cash flow analysis 

(DCF) of the company’s enterprise value (EV). If possible, a Sum-of-the-Parts valuation is preferred. The second valuation 

methodology consists of long-term valuation multiples relative to market benchmarks. The purpose is to verify to what 

extent a potential valuation premium will fade over the next say five years.  

DCF Methodology 

The DCF shall use the explicit forecasting period of 10 years, followed by 20-year normalisation period. 

For those companies for which the ROCE is a meaningful KPI, we will apply a linearly fading ROCE valuation where FCF is 

derived from the following formula:  

 

𝐹𝐹𝐹𝐹𝐹𝐹 =  𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁 − 𝑐𝑐ℎ𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑖𝑖𝑖𝑖 𝐶𝐶𝐶𝐶 = 𝐶𝐶𝐶𝐶 × (𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 − 𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔ℎ𝐶𝐶𝐶𝐶) 

At the end of the fading ROCE period: 

• Growth in CE shall be equal to the expected long-term GDP growth;  

• ROCE shall be equal to WACC; 

• The terminal value (TV) shall be equal to CE, which is also equal to a growing perpetuity of the last year’s cash flow 

discounted at the WACC.   
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For those companies for which CE is structurally understated due to the failure of accounts to properly account for 

intangibles, we will define normative assumptions for all components of FCF, including sales growth, EBITDA margin and 

maintenance capex. We will implement a linear decline of all growth numbers to the long-term growth rate, on which a 

normative operating and tax margin is applied to derive net operating profit after taxes. The TV will be based on a growing 

perpetuity applied to the normative FCF.  

EV-Equity Bridge 

The EV-Equity Bridge shall comprise all valuable assets and liabilities, which are not already considered at the EV level: 

• On the asset side, this may refer to financial assets which are not operating by nature, i.e. which are not included in 

CE. If a market value for these assets cannot be established with reasonable certainty, a flat 40% discount to the book 

value is recommended. 

• On the liability side, this may refer to all future cash-outflows, which come on top of the cash-outflows already included 

in the FCF forecasts. If a market value for these liabilities cannot be established with reasonable certainty, no discount to 

the book value is recommended. 

Relative valuation multiples 

It is likely that our DCF valuation offers substantial upside to the company’s traded share price. This is attributable to our 

growth scenario, which we assume to prolong beyond the short-term horizon the market is willing to discount today. While 

we accept that current trading multiples may imply a substantial premium to the market, we verify our valuation against 

relative benchmarks: 

• Are implied long-term valuation multiples unreasonably high versus market benchmarks or our average Top50 List? 

• Are implied long-term valuation multiples significantly above the historical range for that specific company?  

These verifications serve as reality checks but need to be considered on a case-by-case basis. As explained earlier, we do 

not expect the best companies to revert to a market or historical average within a short period of time.  

It should also be noted that companies can be added to the Top50 List without immediately entering the portfolio, if the 

current valuation levels suggest a better entry point at a future point in time. 
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 CQS New City Equity – ESG Policy 

I. Introduction

The mission of the CQS New City Equity Strategy (the “Strategy”) is to manage investments with integrity, prudence, and 

skill and seek to meet or exceed the financial objectives of its clients over the long term. This ESG Policy will be reviewed 

at least once a year with the aim of continuous improvement and integration of lessons learnt. This document was last 

updated in January 2019. 

The investment management team (the “Managers”) and the strategy attach great importance to both financial and non-

financial criteria. It is the Managers’ strong conviction that a company’s performance is driven in the long term by its ability 

to adapt to changing market conditions and act in concord with all stakeholders. While this ability is very complex, it can be 

measured in part by the company’s predisposition to environmental, social and governance (“ESG”) considerations: 

 Environmental considerations have grown in importance over the past decades in a context of depletion of fossil

fuels, ongoing climate change, stricter environmental regulation and increased public awareness. Successful companies

often manage operational and reputational risks and capitalize on opportunities created by the shift towards a more

sustainable economy. Environmental investment criteria include air and water emissions, recycling and waste reduction,

use of clean and renewable energy, climate change initiatives, policies and practices to minimise the environmental

footprint, and transparent disclosure and reporting.

 Social considerations are founded on the realisation that a company’s long-term success often depends on how it

organises and manages relationships with internal and external stakeholders, most notably employees, suppliers and

clients. Workplace criteria include diversity, occupational health and safety, employee relations and human rights; product

integrity criteria include product health, safety and quality, consumer rights and protections and marketing practices;

community criteria include supplier standards, supply chain management, fair trade and activities in sensitive countries.

 Governance considerations focus on a company’s ability to align the interests of managers with those of shareholders

over the long term. Governance criteria cover areas such as concentration of power, transparency and accountability,

board structure, executive compensation, shareholder rights, corruption, bribery and fraud, and policies regarding

takeover defences and political spending. The strategy attaches particular importance to corporate governance, insofar

as it is the cornerstone of a successful organisation, and an enabler of a meaningful environmental and social policy.

II. Sector Considerations

The relative importance of environmental, social and governance criteria varies greatly across industries and business models. 

The Managers adapt the scrutiny they apply to the different criteria depending on the specific situation of each company. 

As part of the investment philosophy, the following sectors are excluded from investment: 

 Energy;

 Banking & Insurance;

 Real Estate;

 Mining & Mineral Products;
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 Telecommunications;

 Utilities.

This tends to limit the importance of environmental considerations compared to the market on average. 

In addition, the Strategy will not invest in companies, which derive a significant proportion of revenues (>15%) from: 

 The production or sale or promotion of weapons and armour;

 The production or sale or promotion of tobacco products;

 The production or sale or promotion of alcohol;

 The provision or promotion of gambling.

All exclusions are primarily justified by considerations around market dynamics, earnings predictability and risk-adjusted 

returns over the long term. 

III. ESG Incorporation into Investment Process

Material ESG issues represent a potential source of risks and hence can affect returns of an investment, especially when the 

investment horizon is long. Within the CQS New City Equity Strategy, ESG factors are incorporated into the entire 

investment process, including screening, research and monitoring. 

ESG data is provided by a recognised external independent organisation specialising in environmental, social and governance 

research, and complemented by internal data collection and analysis. At the time of writing, the external provider is MSCI 

ESG. 

In some cases, where it is deemed useful and resource-efficient, external ESG ratings may be used as reference to 

complement our own research when assessing a company’s suitability as an investment. These ratings may relate to the 

overall company, a specific area (E, S or G) or a precise indicator within a specific area. However, given the variety of 

approaches and criteria of ESG rating agencies, and their as yet unproven prediction power, the Strategy does not impose 

automatic exclusions based on external sources.  

More generally, the Managers recognise that, to date, academic research is inconclusive on whether ESG indicators lead to 

greater shareholder returns. However, this does not preclude the existence of a long term causality that may fail to be 

measured due to methodological and data disclosure issues. 

Given the highly concentrated portfolio and in-depth, bottom-up research strategy, the Managers are able to go beyond a 

mechanical incorporation of third-party ESG ratings. Their highly qualitative approach towards ESG aims at taking into 

account the specificities of each company, and will generally include the following outputs: 

 A dedicated, redacted section in each initiation report covering the key ESG issues of a company. This section

analyses in detail governance issues including quality of accounts and reporting, structure and diversity of the board and

its committees as well as executive remuneration. Environmental and social issues are also covered to a degree of

importance depending on the company.
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 A review of the controversies affecting the stock. While these are often backward looking, they reflect upon the

company’s ability to react to ESG-related issues and provide valuable insight into the company’s governance practices.

 Monitoring of the stocks in our Top50 List1. If a material ESG-related incident affects a stock in this list, the matter

will be discussed internally, and, depending on its severity, an internal memo may be produced.

It should be noted that an ESG incident or third party rating downgrade does not necessarily trigger divestment of a stock. 

Once invested, the Strategy will always first evaluate the possibility of engaging with the company in order to solve any issue 

(cf. section VI). 

IV. ESG Mindset

The Managers commit to adopt an integrated ESG mindset. They will encourage involvement, initiative and education of all 

investment team members. This includes: 

 Formal training on ESG, which can be provided both internally and externally;

 Reading of academic research and production of internal memos to disseminate the findings within the team;

 Attending conferences and round-tables focussing on ESG-related matters;

 Providing input to academic research;

 Speaking publicly at events and conferences to promote responsible investment.

V. Engaging with Companies

As a shareholder, the Managers consider themselves responsible for actively contributing to the long term performance of 

the investee companies.  

This implies not only exercising shareholder rights (proxy voting), but also engaging with investee companies whenever areas 

of improvement are identified, with respect to ESG or else. 

The Managers will seek a constructive dialogue with the investee company but are ready to engage in the following ways 

when dialogue fails: 

 Expressing concerns to corporate representatives or non-executive directors, either directly or in a shareholders’

meeting;

 Expressing concerns collectively with other investors;

 Speaking at general meetings; and

 Exit or threat to exit from the investment as a last resort.

1 The Top50 List is a pool of c. 50 companies from which the portfolio is constructed. 
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Shareholder responsibility does not depend on the absolute or relative ownership in the investee company. However, in 

concord with the fiduciary duty towards clients, any engagement with investee companies will take into consideration 

resources and expected benefits. Importantly, the investment strategy is not that of an activist shareholder but, in contrast, 

focusses on companies where effective governance and a high-quality management are already in place. 

VI. Proxy Voting

The Managers seek to vote shares held and make informed and independent voting decisions, applying due care, diligence 

and judgement across the entire portfolio in the interests of their clients. 

All shareholder resolutions will be reviewed and voted on a case-by-case basis. The Managers will systematically vote on all 

resolutions in investee companies which represent more than 2% of the strategy’s market value, including: 

 Employee/director remuneration;

 Appointment of directors;

 Auditor appointment and independence;

 Changes to capital structures that may affect shareholder value;

 Voting rights among shareholders;

 Significant issues that concern social or environmental matters;

 Resolutions proposed by shareholders rather than by the Board.

If a resolution carries a potentially controversial element, specific research may be required and discussed internally. Such 

research may include specialised third-party research to provide an independent view on certain proxy items. 

In exercising its voting discretion, the Managers will consider the following factors: 

 The nature of the issue;

 The advantage which may result from exercising voting rights including whether it will advance investment objectives;

 Possible actions which may be taken instead or on top of exercising voting rights, such as engaging with the investee

company (cf. section V);

 Other legal and ethical considerations, such as whether there may be any actual or potential conflict of interest in

exercising voting rights.

In exercising its voting discretion, the Managers will generally apply the following principles: 

 Support resolutions that improve protection of minority shareholders;

 Support resolutions that improve board diversity and independence to a reasonable level;

 Support resolutions that improve reporting accuracy and transparency;

 Support resolutions that foster the company’s commitment towards ESG, provided they make economic and financial

sense;
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 Support resolutions that align management and shareholder interests over the long term, in particular with respect to

executive remuneration;

 Vote against resolutions that serve as deterrents against a hostile takeover;

 Vote against resolutions if such resolutions are regarded as inconsistent with good corporate governance practices.
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Xylem – ESG Analysis 

15 May 2019 

The company is a leading global water technology company. It has products at various stages of the water cycle, including 

notably delivery of drinking water, test and treatment solutions and wastewater management.  

1.  Internal Rating 

Based on our analysis, we give Xylem an internal rating of 1, which is the highest rating on our scale1. While we do not claim 

that Xylem is entirely flawless or riskfree in terms of long term ESG risks, there is one overwhelming feature that makes 

Xylem attractive from an ESG perspective: they are in the water business, contributing to solve water issues across the 

cycle, from drinking water delivery to waste water treatment, while contributing to limit water loss in between. This is also 

recognised independently, by MSCI which gives it a triple-A rating and by Forbes, which included the company in the 2018 

‘Just 100’ list: a ranking of 100 companies that have made a significant economic and social impact through their core business 

strategy. Xylem do this by making water safer, affordable and more accessible for people around the world. Notable 

initiatives include the use of local products and resources, leadership acts and communicates with integrity as well as use of 

natural resources efficiently and reduction of waste. We note that beyond the nature of their activity, which also makes this 

stock attractive for thematic ESG funds for instance, the company’s organisation shows in our view good governance, strong 

policies and overall a good alignment of interest with its clients, public authorities, suppliers, regulators, and other 

stakeholders. 

2.  Environmental considerations 

Water is a topic at the edge between social and environmental: environmental because we pollute it, and social because 

access to drinking water is an existential question for human life. Less than 1% of the total water available on earth is fresh 

water, and these supplies are under threat due to factors such as the draining of aquifers, increased pollution and the effects 

of climate change.  

Xylem’s core business contributes to a better management across the water cycle. This is by far the most important ESG 

aspect of Xylem.  

Water is a key issue not only in developing countries where water is often scarce, but also in developed markets like the 

US. We can take the example of Miami, where rising climate change and human failure could jeopardise the delicate balance 

on which rests the city’s drinking water supply. This balance is the Biscayne Acquifer, without which the city “could become 

uninhabitable”2. In 2014 a storage tank in West Virginia leaked methylcyclohexane methanol, a chemical used to process 

coal, into the Elk River just upstream from Charleston’s water intake centre. The spill rendered the city’s water undrinkable, 

leaving 300,000 people with no water for days. But rising sea levels, mining activity and the use of widespread use of sceptic 

                                                      
1 A rating of 4 corresponds to market average;  
2 Christopher Flavelle, Miami Will Be Underwater Soon. Its Drinking Water Could Go First, Bloomberg, 29 August 2018 
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tanks in Miami make the problem structural. It is estimated that $13.5bn in capex for infrastructure projects is needed for 

Miami alone. As at 15 May 2019, CQS has a position in the company which may increase or decrease over time as part of 

its wider investment strategy. 

On top, there is a political will across the board for saving water or, at least, limiting spoiling. The water infrastructure in 

many countries is old and water loss frequent. In the US, for instance, Xylem estimates that 1/6 of volumes are lost (theft, 

leak, inaccurate readings) between the treatment plant and the end costumer. In developing countries, this “non-revenue 

water” can reach 60% of volumes. This represents an enormous opportunity for growth.  

We believe regulation is likely to become stricter. While for a long time innovation was limited (a pump was a pump for 

most of the past century), today, Xylem’s products are getting smart: equipped with sensors, they allow for monitoring, 

problem detection and timely repair. It is a dynamic marketplace which embraces the ESG-trend. 

Xylem invests c.4% of sales in R&D. This is in our view an appropriatelevel given the industry. The number does not account 

for capitalised software representing another 2%. R&D is an important pillar of Xylem’s strategy, as continuous innovation 

is essential to remain ahead of competition. Xylem has technology centres close to manufacturing sites and several global 

technical centres and local development teams. Sometimes, R&D is implemented in partnership with the client, and 

sometimes also with academic institutions, start-up accelerators and capitalist organisations. We believe this constitutes a 

network that is not easily replicable and contributes to the company’s moat.  

In the past, Xylem published a vitality index, but this metric has no hard definition (when does a product become a new 

product?) and was easily manipulated. In 2018, Xylem did not seem publish the vitality index anymore, but this could 

potentially be published together with the 2018 sustainability report. In 2017, the vitality index stood at 24%. In the same 

year, the average efficiency of Xylem’s product lines was 61.4%, up 2.8% since the 2012 base year. This is important as even 

small gains in efficiency can have a big impact when considered over the product’s lifetime.  

Key Environmental Indicators 

 Unit  2011  2012  2013  2014  2015  2016  2017  2018 

Total GHG Emissions 000 t  97  72  81  82  78  75  91   

 - per $m of revenues t/$m  25.6  18.9  21.1  20.9  21.3  19.9  19.2   

Total energy consumption GWh  207  264  284  298  295  281  326   

 - per $m of revenues MWh/$m  54.4  69.6  73.9  76.0  80.7  74.5  69.2   

Total water use ml  439  399  438  410  427  385  430   

 - per $m of revenues 000l/$m  115.4  105.2  114.1  104.7  116.8  102.1  91.4   

Total waste 000 t  10  7  54  61  34  32  27   

 - per $m of revenues t/$m  2.5  1.7  14.0  15.7  9.3  8.5  5.8   

Number of spills #    2  1  3  3  16   

Number of fines #     1  1  -  -   

R&D / sales % 2.63% 2.80% 2.71% 2.66% 2.60% 2.92% 3.82% 3.63% 

It should be noted that methodological changes were made up to 2014 which blur the comparison base. Xylem’s targets are expressed with a view on 
the reference year 2014. R&D spending is considered an environmental indicator as a key focus of R&D is to make Xylem’s products more efficient from 

an energy efficiency perspective while adding value added features that help the client save resources. 

  



 

 
3 

As at 15 May 2019, CQS has a position in the company which may increase or decrease over time as part of its wider investment strategy. 

 

Xylem – ESG Analysis 

In terms of waste management, Xylem has implemented its EMS Eco-Efficiency Easy Tool across all operations with ISO 

14001 certification at more than 40% of facilities. From 2014-2017, the company reduced its VOC (11.7% CAGR of sales) 

and non-hazardous waste intensities (10.8% CAGR of sales). By 2019, the company has targeted a 20% reduction in waste 

sent to landfill compared with a 2014 baseline. This contributes to limit Xylem’s exposure to environmental liabilities. 

3.  Social Considerations 

Water is an existential question for life in general, and one that will likely not get solved with easy fixes or a disruptive 

technology in the coming decades. One of the five key pillars of Xylem’s long term strategy is to “create social value in 

everything [they] do.” This is the right approach, in our view, in order to make sure that Xylem is harmoniously embedded 

into the broader eco-system in which it operates.  

There are few arguments against investing in water (with the notable exception of affordability). As a result, it is easy for 

water companies to build a good social image simply by advertising the nature of their activity. However, in the long term, 

we believe this is not enough: Xylem’s competitive edge is that the company’s mission is credibly oriented towards the 

greater benefit it provides to the communities which it works for.  

Clients / end-users 

Demand for fresh water is rising rapidly due to population growth, industrial expansion, and increased agricultural 

development, with consumption estimated to double every 20 years. By 2025, more than 30% of the world’s population is 

expected to live in areas without adequate water supply. In addition, water is also required for industrial and agricultural 

purposes.  

Xylem’s clients are almost exclusively large B2B clients, but are not always the end user (utilities represent 50% of revenues). 

The rest are industrial clients (c.35%), commercial clients (c.10%) and residential (c.5%). Due to the increasingly high tech 

nature of the product, the relationship between Xylem and its clients becomes increasingly intertwined, as on top of the 

product itself, clients require the expertise of Xylem (consulting, training, etc.).  

We assess the relationship between the company and its clients to be sustainable and mutually beneficial. Indeed, Xylem 

helps its clients to reduce operational costs. When it comes to regulated utilities, there is often also a regulatory incentive 

to drive efficiency (which is generally shared with the end-user at some point in time). The business model falls into the 

category of dual mandate, which means that they help their clients improve their offering and revenues and at the same time 

cut operational and regulatory costs. Xylem’s positioning is that of a premium player with innovative products and pricing 

power.  

We view the high exposure to utilities cautiously. While the secular growth trends are there, and a broad consensus exists 

to recognise the need for significant investment, water is also a political topic, and water affordability is another social issue 

that needs consideration. We cannot exclude that investments are delayed due to political pressure, or lack of budget. This 

can weigh on short term earnings. But there is also upside risk insofar as infrastructure programs to stimulate demand can 

occur. Finally, we judge the client base to be overall sufficiently diversified, both with respect to individual counterparties 

(no customer represents more than 10% of revenues) and geographic exposure. 
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MSCI ESG highlights a relatively high risk of corruption, which we attribute to the nature of the business. This said, we 

believe the risks that this becomes a widespread issue for Xylem is low, not least because of the company’s high to the US 

and Europe. The company has an anti-corruption program with strong supplier monitoring and a dedicated ethics oversight 

function. There is an ethics hotline and calls do come in, yielding 60 substantiated cases in 2017, which were all claimed to 

be resolved by the company (no details provided though). 

Regulators 

There is a fundamental trend towards more complexity linked to the fact that water contains more and more contaminants. 

There is also a trend towards increased safety and efficiency. Both support the trend towards stricter regulation. This means 

more demand for Xylem’s offering.  

Xylem is also directly subjected to regulation, notably related to the discharge of pollutants and the management and disposal 

of hazardous waste. We do not have any reason to believe that Xylem would treat these issues irresponsibly, or that control 

processes in place would be insufficient. If an environmental incident were nevertheless to occur, there is in our view a high 

likelihood for this to be an isolated incident and not a systematic failure of the internal governance. Looking at environmental 

liabilities related to clean-ups from past operations, they are negligible based on company estimates ($4m). 

Suppliers  

Xylem’s supplies include raw materials and other parts and components used in the products: motors, fabricated parts, 

castings, bearings, seals, batteries, PCBs and electronic components, as well as steel, brass, nickel, copper, aluminium and 

plastics. Xylem has 12,000 suppliers with a total order volume of c.$2.5bn. 

We believe there is a moderate level of supply risk in a context of limited available information on the topic. Xylem buys 

blanket and through scheduled purchases, and also keeps some level of inventory. It also claims that there have been no raw 

material shortages in the past several years and that it has existing alternate sources of supply, or sources that are readily 

available.  

Xylem claims to conduct supplier audits: an in depth initial audit for new suppliers and follow up audits, including random 

audits, in order to verify that suppliers comply with the high standards in terms of sustainability of Xylem itself. We 

understand Xylem is at an early stage of rolling out these audits, and have little information to judge how substantial they 

are, or if it is just a questionnaire to be filled out by the supplier. This is a topic for further clarification.  

Employees 

Xylem has c.17,000 employees, of which c.1/3 is located in the US, of which c.1/7 is unionised. We are not aware of any 

controversies around employees. 

Looking at Glassdoor, reviews suggest an average rating for Xylem as employer. On the one hand it seems that there are 

good benefits, a good work life balance, a good working atmosphere and challenging work. On the other, there seems to 

be a management problem, as most complain about a lack of leadership and management and criticise a certain disconnect 

between management and local teams. There are hints of a white collar / blue collar conflict which are not uncommon for 
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industrial companies, and which we do not put on equal footing with the ideal of a fun and joy environment hyped in some 

tech companies. But it is definitely something the company should work on. 

Also, Xylem conducts both large-scale surveys and small pulse surveys in its various business units and geographic markets 

to receive employee feedback. In 2017, a global survey was conducted that reportedly yielded participation rate of 85%. 

Unfortunately, there are no quantitative results published, and what is disclosed seems more like an HR sales pitch than a 

balanced reflection. We do not attribute much importance to this survey, but note that the mere fact that surveys are 

conducted is good practice and might contribute to improve things over the longer term.  

Key Social Indicators 

 Unit  2011  2012  2013  2014  2015  2016  2017  

Lost time 

incident rate 

(medical + lost work day cases x 200,000/number 

of hours worked)  
1.55  1.48  1.69  1.51  1.20  0.93  0.94  

Injury severity 
(lost work days x 200,000/number of hours 

worked)  
17.8  12.8  22.8  18.7  18.7  18.2  13.6  

Average # of 

employees 
#  12,100  12,600  12,600  12,500  12,600  14,350  16,100  

 

4.  Governance Considerations 

Management 

Xylem’s CEO Patrick Decker has been in office since 2014, and after a year of readjustment, has led the company to a path 

of accelerated growth and expanding margins. It was also during his tenure that Xylem has reviewed their ESG reporting 

and targets. Moreover, we saw a net increase in R&D spending since 2016: before that, the R&D / sales ratio oscillated 

between 2.5-3.0%, while over the past two years it stood at 3.5-4.0%. We view this as a signal for an increased focus on the 

long term horizon of Xylem’s strategy. 

The CFO has changed two times since 2011. Mark Rajkowski assumed the position in 2016.  

We view the management track record as good, albeit a bit short. 

In $m 2011  2012  2013  2014  2015  2016  2017  2018  

Total executive compensation 13.7  12.2  14.8  17.7  15.1  15.5  17.4  16.4  

 - o/w salaries and bonuses 1.3  2.7  3.3  3.3  3.3  3.2  3.6  3.1  

 - o/w other 12.4  9.5  11.5  14.4  11.8  12.3  13.8  13.3  

 - # of execs 3  5  7  7  7  6  6  5  

Total CEO compensation 8.8  6.2  6.5  8.9  7.0  7.4  7.7  8.3  

 - o/w salaries and bonuses 0.7  0.9  1.3  1.2  1.0  1.0  1.0  1.0  

 - o/w other 8.1  5.3  5.2  7.6  6.0  6.4  6.7  7.3  

AGM Say on Pay Support Level 96.9%  92.3%  98.2%  96.2%  96.7%  94.5%  94.2%  94.2% 
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The executive compensation is high, but does not seem excessive for US standards, or even in Xylem’s peer group. When 

considering the total shareholder return the company generated (as one indicator of merit), Xylem’s CEO is actually paid 

relatively little, as shown in the chart below. 

CEO Total realized pay versus pay peer group 

 

Transparency 

We consider Xylem’s financial reporting to be transparent  and of high quality. The company provides a lot of detail on the 

different business segments, including additional revenue breakdowns for each segment, both by application and geography, 

and also provides organic growth numbers on top of reported ones. These are useful for understanding the business trends. 

We feel the management is overall transparent and engages openly with the investor community.  

Xylem also publishes a sustainability report which shows some ESG-related initiatives in various fields: partnerships with 

non-profit organisations, donations for natural disaster support (but only $1.5m), employees are encouraged to do voluntary 

work, employee inclusion programmes, sponsoring of events, talent development, etc. None of these are game changing, in 

our view. Moreover, Xylem has quantitative targets in terms of GHG emissions (-20% in 2014-19), reduction in water 

intensity (-25%) and reduction in landfill waste (-20%). These targets are better than nothing, but do not appear to be 

excessively ambitious either.  

M&A track record 

Xylem’s has in our view a strong track record in acquisitions , which is also a reflection of its high quality management. They 

have spent a cumulative of $3.7bn in acquisitions over the past 10 years (only acquisitions that we consider as non-

transformative). We particularly like the acquisition of Sensus for $1.7bn in 2016. It is a strategic acquisition that broadened 

the company’s skill set in a key growth area: solutions to enhance communications and efficiency, safety and resource 

preservation, most notably smart meters. Despite the track record, we are aware that the number of small acquisitions can 
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create some stress in terms of integration. Isolated employee reviews suggest that this process sometimes lacks focus and 

could be improved – something to watch closely going forward. 

Board of Directors 

 

The board of directors strikes us as close to best in practice. It is almost entirely independent from the CEO, with the 

notable exception of Steven Loranger, by virtue of him being a former executive. In this instance, we do not consider this 

to be a red flag. In contrast, we believe his industry knowledge is valuable to the board. Moreover, we consider that the 

pool of competencies on the board is diverse and strong. We believe there will be some rejuvenation of the board in the 

coming years, which we would see as positive.  

The audit, nomination and compensation committees are composed to 100% by declared independent directors, and have 

been so over many years. Steven Loranger, who is requalified as dependent by MSCI ESG, sits on the compensation 

committee. 

The auditor report is disclosed and did not show any emphasis of matter over the past years. 

Shareholders 

The review of past shareholder votes does not reveal any tension. All management proposals, including director nomination 

and executive compensation, received approval rates >90% over the past years. 
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Xylem Ownership Structure 

 

Key Governance Indicators 

 Unit  2011  2012  2013  2014  2015  2016  2017  2018  

Size of the Board #  9  10  10  11  10  10  10  10  

# Employee Representatives on Board #  -  -  -  -  -  -  -  -  

% Non Exec Dir on Board %  8  9  9  10  9  9  9  9  

# Independent Directors #  7  8  9  10  9  9  9  9  

# Women on Board #  2  2  1  1  1  1  2  2  

# Executives / Company Mgrs #  10  10  8  8  9  10  9  10  

# Female Executives #  3  2  2  2  1  1  1  1  

% Independent Dir on Audit Cmte %  100  100  100  100  100  100  100  100  

% Independent Dir on Comp Cmte %  100  100  100  100  100  100  100  100  

% of Ind Directors on Nomination Committee %  100  100  na na 100  100  100  100  

5.  Our view vs. MSCI  

In February 2019, Xylem was upgraded by one notch to AAA. MSCI grants the AAA rating only to 6% of the industry peers. 

MSCI justifies the upgrade by decreased risk of environmental liabilities through reduced intensities of waste and Volatile 

Organic Compounds, along with an increased focus on R&D and new product sales.  We do not see anything new in there.  

The 5 key criteria underpinning the MSCI rating are:  

• Opportunities in clean tech: top quartile 

• Toxic emissions and waste: second best quartile 

• Labor Management: second best quartile 

• Corporate Governance: top quartile 

• Corruption & instability: top quartile 

Our analysis shows alignment across the board, although for us the two single most important criteria are 1/ the positive 

impact on the environment to which Xylem contributes indirectly through their products and 2/ the corporate governance, 

which strikes us as best in class.   
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6.  Controversies and legal proceedings 

We are not aware of any controversies or major legal proceedings that could have a material impact. In 2017, Xylem had 

zero environmental notices of non-compliance or fines, but experienced a small number of minor spills. 
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Appendix 1 – Employee Reviews  

 

 

 

 



1 

 

  

This document is for Il lustrative Purposes Only. It is 

proprietary, private and confidential to CQS. 

CQS New City Global Equity  

Live Nation – Strategic Report 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

February 2019 





 

2 

Live Nation – Strategic Report 

This document is for Illustrative Purposes Only. Proprietary, private and confidential to CQS. 

Live Nation  February 2019 

Sector  Consumer Services  Revenue Growth 2008-17 

Listing NYSE  
 

Market cap (USDbn) 11.2   

EV/EBITDA 19e 20x  EBITDA Margin 2008-17 

P/E 19e 69x   

Net debt/EBITDA 19e 1.5x     

EBITDA margin 19e 6.5%  Sales CAGR 2012-17 12.2% 

10-year TSR 26%  Adj. EPS CAGR 2012-17 n.a. 

 

Business Description 

Live Nation Entertainment is the worldwide leader in live entertainment. It is vertically 

integrated enjoying strong positions along the entire value chain : 

 30,000 live events with close to 100m attendees 

 500+ artists managed 

 222 venues owned, operated or invested in (2nd largest worldwide) 

 500m+ tickets sold via Ticketmaster (world leader), acquired in 2010 

The company was listed in 2005 following the spin-off by Clear Channel. It has since been 

led with great success by CEO Michael Rapino. Through its 35% stake, Liberty Media is 

Live Nation’s largest shareholder. 

EBITDA 2019e 

 

 

 

Research Matrix 

Growth 

 Secular demand growth related to the growing appetite for 

the real-life experience 

 International expansion (64% of fans still in North America) 

 Acquisition of smaller, local players to drive consolidation 

 Opportunity to optimise pricing in industry where prices 

are intentionally underpriced 

 Opportunity to improve sponsorship revenues and onsite 

spending thanks to digitalisation and data analytics  

Competitive advantage 

 Ability to offer a global package and best economics to 

artists is a unique selling point in a fragmented industry 

 Flexibility to offer artists the most attractive financial deal 

 Access to a dense network of operated venues and strong 

negotiation position vis-à-vis third party venue operators 

 Large database and data analytics technology underpins 

great credibility with sponsors and advertisers  

Quality 

 Stable supply of artists who make much more money from 

touring than from records and streaming 

 Management with excellent track record in people-driven 

industry 

 Demand elasticity is reduced by the fact that primary 

tickets are intentionally underpriced 

 Vertical integration with strong positions along the value 

chain that put together represent a strong barrier to entry 

ESG 

 E: not material for Live Nation 

 S: challenge to manage large workforce (30,000 at peak 

times), but no material risks in sight ; excellent positioning 

in the live entertainment eco-system 

 G: suboptimal governance with key person risk associated 

to CEO Michael Rapino who was awarded a USD70m 

compensation in 2017; entrenched board; acceptable 

quality of account; no material controversies 

 

Key Risks 

There are many risks associated to the investment case of Live Nation which put this company at the top end of what we can accept. We 

can mention here balance sheet, key person risk with respect to its CEO and the artists that the company represents, economic cyclicality, 

relationships with the controlling shareholder Liberty Media as well as some regulatory risks, in particular with respect to the ticketing 

business. We consider these risks as minor ones in light of the secular growth potential and excellent competitive positioning. 

  

(0.4%) 0.3% 

21.1% 

6.3% 8.1% 11.3% 
6.0% 5.5% 

15.3% 
23.7% 

3.3% 3.7% 
5.7% 6.3% 6.2% 6.2% 6.4% 6.3% 6.1% 5.5% 
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Executive Summary 

The growth of ‘being there’: in the experience economy, live events have taken centre stage as fans overwhelmingly choose 

to spend more money on concerts and festivals over material goods. According to our research, Live Nation is a great 

opportunity to take advantage of this structural and growing trend.  

A Live Nation concert every 16 minutes  

Source: Live Nation 

The company has six businesses: 

 Promoters of live music concerts with 86 million fans across 29,500 events and over 4,000 artists in 2017; 

 Owner, operator and booking rights for 222 venues across the world including 169 in the USA; 

 Artist management with 125 managers providing services to 500 artists; 

 Largest music advertising network for corporate brands; 

 Production of music-related videos and, more recently, of movies with music content; 

 Ticketmaster which provides ticket sales, ticket resale services, marketing and distribution for 12,000 clients worldwide 

across arenas, festivals, concert promoters, sports franchises and leagues, colleges, sports teams, performing art venues, 

museums and theatres. 

The strategy of Live Nation has been articulated around four major axis. The first objective is to expand the concert platform: 

delivering more shows, growing the fan base and increasing ticket sales by penetrating new markets and increasing sales in 

existing markets. The second objective is to grow revenue per show by improving the experience, optimising the ticket 

pricing and growing the onsite fan monetisation through better products and services. Third, the goal is to scale up the 

ticketing business by increasing the volumes of tickets sold through new sales channels and also developing the secondary 

tickets business sold through a trusted environment for fan ticket exchanges. Finally, the objective is to grow sponsorship 

and advertising partnerships by increasing the share of global music sponsorship. 
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In order to achieve the company’s objectives, Live Nation capitalises on several strengths. The company is by far the 

worldwide leader in the industry with 25% market share and the largest database of fans with 580 million documented 

profiles. It also has relationships with hundreds of emerging as well as super star artists; 4000 artists globally and 500 directly 

managed by the company. Ticketmaster is the largest ticketing business in the world and develop powerful websites. Finally, 

Live Nation has the best distribution network with 36 offices worldwide and 222 venues across 12 countries making. It also 

has a large market share of the growing festival market. In terms of sponsorship, Live Nation has a team of 400 people 

dealing with 900 sponsors both through national and local agreements.  

Behind these figures, we think that the success of Live Nation rely on two primary competitive advantages. The first one is 

the creation of an efficient ecosystem. Live Nation is the only provider in the world which can offer artists a comprehensive 

package of services going from career management to promotion and ticket services. The fact that Live Nation is good (and 

still improving) at monetising events, notably through sponsorship and onsite revenue, directly irrigates their second 

competitive advantage. Live Nation is famous in the show business to be the most generous by far with artists. They keep 

only 10% of concert revenues and for super stars, it might even be less than that. They are also keener than their competitors 

to take risks and work under guaranteed contracts with artists. They can do that only because they have a diverse 

distribution platform and sometimes operate and own venues which drastically cut production costs.  

Concert, Live Nation’s main business in terms of revenues, is not particularly profitable. The rest of the business, onsite 

revenue, sponsorship and ticketing, are the main drivers in terms of EBIT and cash. In terms of growth, Live Nation have 

plenty of ways to develop the business. The secular drivers, the high dependency of artists’ revenues on concerts and the 

globalisation of the music business, are strong and sustainable in our view. The company will also grow thanks to Live 

Nation’s specific actions: growth in onsite revenues, ticket pricing which has been historically, ticketing services where Live 

Nation could appear as a transparent and artist-friendly platform. Also Live Nation continues to grow its concert platform 

through acquisitions of local businesses as well as the construction of venues to close gaps in certain cities. 

The business is not without risks. First, the company benefited from a good economic backdrop over the last few years. 

Ticket pricing went up by around 5% every year but we have no evidence that pricing will not reverse in less favourable 

economic times. The second risk is around regulation. Local promoters and competitors of Live Nation keep complaining 

about the so-called predatory behaviour of Live Nation. The best example, as 

highlighted in a recent article in the New York Times and which made a lot 

of noise, is the accusation that Live Nation pressure venues to impose 

Ticketmaster if those venues want to be part of the large tours organised by 

Live Nation. Third, in our view, we think Live Nation might be a bit slow to 

develop their businesses in emerging markets. For years, they said that it was 

a strategic priority to make acquisitions in Latin America and Africa but the 

results have been mediocre. Last but not least, the corporate governance is 

not ideal. The legendary CEO of Live Nation, Michael Rapino, has a high 

remuneration by any standard and the relationship with the key shareholder 

of Live Nation, Liberty Media, is not always aligned with minority holders. 

None of these risks are large enough for us and we think that Live Nation 

deserves to be part of our investible Universe of exceptional companies.  

CEO Michael Rapino  

Live Nation’s Legendary CEO Michael 
Rapino with Rihanna 

Source: imdb.com 
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Market Overview 

It is notorious that the sources of artists’ revenues have massively changed over the last twenty years. With the collapse of 

music physical sales and the emergence of streaming platforms (with unfavourable business models for artists), artists’ 

revenues are now largely depending on tours.  

U2,  the 2017 art ist making the most money, made vir tua l ly a l l  of  it  through touring  

Source: Billboard's 2018 Money Makers: 50 Highest-Paid Musicians 

 

The necessity for artists to tour in order to generate revenues combined with the great appetite coming from consumers 

for live events has generated an explosion in the growth of the concert business. Looking at the US market, the total personal 

consumption expenditures generated a compounded growth of 4% from 2012 to 2017. On their side, the US concert ticket 

sales grew by 11% in the same period. This is a tremendous growth that very few other consumer categories can match 

especially as it comes both from pricing and volumes. We estimate that pricing and volume represent each half of the growth 

for the last few years. In the world, the growth in concert ticket revenue has been around 8% per year over the last two 

decades. 
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From the point of view of the user, or the ‘fan’, live concerts are in growing demand. As CEO Michael Rapino put i: 

“It makes the big moments in life, you remember bringing your first date. […] The average customer goes to 

two shows a year – they are magic moments for them. […] They can’t watch that on a DVD at home or 

stream it on Youtube.” 

Interview with Charlie Rose, 2017 

We identify three secular drivers supporting demand for live entertainment: 

 Growing appetite for real-life experience: in an increasingly digitalised world, live entertainment constitutes a way 

back to the roots. It is a unique way for people to connect with their stars. This does not mean that live concerts are 

going against digitalisation – in contrast, the whole experience gets enhanced by digital features such as mobile tickets or 

online onsite ordering. But in a certain way, live entertainment can be seen as a play on a trend that is more forward 

looking than digitalisation itself. 

 Social differentiation: in every human society, people strive to differentiate themselves from the others. In the old 

days, owning a collection of certain CDs could have been such a differentiating factor. But today, with unlimited streaming 

for everyone, this does not work anymore. As with everything, value is driven by rareness. Attending a concert, buying 

the ticket, physically going there is reserved to a few and offers more room for chat with friends or colleagues than having 

listened to a particular song on Youtube.   

 Globalisation: in today’s world, where fame can spread from a small local town in a remote country to the entire world 

within no time thanks to Spotify and co., the potential reach of any artist has become global. There is a tremendous and 

yet underutilised reservoir of opportunities for touring, as the industry has historically focussed on North America and 

Europe. As Michael Rapino put it, “demand is global. For some stars, the demand is far exceeding their capacity to ever 

play”1. As a reflection of this trend, Live Nation’s international fanbase has outgrown the North American one. In 2016, 

international fans represented 31% of the total, but in the following year contributed 60% of the growth. In one single 

                                                      
1 Interview with Charlie Rose, 2017 
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Sponsorship and advertising 

year, Live Nation added 9m international fans, so many that they alone would make of Live Nation a leading player in the 

worldwide live entertainment industry. 

Fan demand is  growing  

Source: Live Nation research 

Industry Value Chain 

 

 

 

 To initiate live music events or tours, booking agents contract with artists to represent them for defined periods. 

Booking agents then contact promoters. Artist managers are also booking agents, but with an enlarged scope. Live 

Nation currently manages over 500 artists. This is a diversified base, but still a riskier business. The artist manager 

negotiates on behalf of the artist and is paid a fee, generally as a percentage of the artist’s earnings. 

 Promoters contract with booking agents or directly with artists to arrange tours and events. Promoters earn revenue 

primarily from the sale of tickets. Artists are paid by the promoter under one of several different formulas, which includes 

fixed guarantees and/or a percentage of ticket sales or event profits. Live Nation offers a competitive financial package, 

paying the artist c.90% of ticket sales and has the unique advantage of being able to provide a global deal in which risks 

for the artists are substantially reduced. Guaranteed payments also mean that promoters assume the risk of unprofitable 

events. Live Nation organised 30k events in 2017. Promoters, in conjunction with artists, managers and booking agents, 

set ticket prices and advertise events. Promoters market events, sell tickets, rent or otherwise provide venues and 

arrange for local production services, such as stages and equipment.  

 The actual ticketing services are delegated to ticketing companies like Live Nation’s TicketMaster. These charge a fee 

on top of the face value of the ticket in exchange for selling tickets primarily through online and mobile channels but also 

through phone, outlet and box office channels. Ticketing companies will contract with venues and/or promoters to sell 

Booking Event Promotion Ticketing Venue
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tickets to events over a period of time, generally three to five years.  The ticketing company receives the cash for the 

ticket sales and related service charges at the time the ticket is sold and periodically remits these receipts to the venue 

and/or promoter after deducting its fee. Importantly, a large proportion of tickets (20-60%) is non-fee-bearing, as tickets 

are also sold in the venue’s local box office or reserved for the artist or other intermediaries.  

 Venue operators typically contract with promoters to have their venues rented for specific events on specific dates 

and receive fixed fees or percentages of ticket sales as rental income. In addition, venue operators provide services such 

as concessions, parking, security, ushering and ticket-taking, and receive some or all of the revenue from concessions, 

merchandise, venue sponsorships, parking and premium seating. The security aspect is very important, as accidents and 

even terror attacks can occur. 

 Events, tours and venues are often sponsored. This typically includes venue naming rights, onsite venue signage, online 

advertisements and exclusive partner rights in various categories such as credit card, beverage, hotel and 

telecommunications, and may include event pre-sales and onsite product activation. 

For music tours, two to nine months typically elapse between initially booking artists and the first performances. 

The following chart shows the economic flows of a concert. Promoters and venues are at the core of the system. Live 

Nation have a preferred position in both. 

Economic f lows of  a  typ ical  concert  

Source: CQS research team 

Importantly, there are different types of contracts between artists and promoters. Under guaranteed contracts, the 

promoter takes the risk of unprofitable shows but may renegotiate lower guarantees or cancel events to reduce losses. The 

promoters can also reduce the risk of losses by offsetting low profitability events with more profitable events by entering 

into global or national touring agreements. Some other contracts are not guaranteed and the promoter can adjust the 

volume of shows depending on the demand and its own profitability requirements. Thanks to their size, Live Nation have 
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the potential to guarantee favourable contracts to artists. We will discuss that later on but the financial 

commitments are reasonable as their maturity is short term on average.  

In parallel, the promoters pay fees to the venue operator. These fees could be fixed or a percentage of ticket sales. The 

promoters negotiate sponsorship and advertising opportunities, naming rights as well as exclusive partnership with brands. 

For super stars, the tour might be sponsored by one or two international brands hence the promoter pays back part of the 

sponsorship amount to each specific venue. Finally, the onsite revenues are pocketed by the promoters and then partially 

refunded to the venues depending on specific arrangements. We better understand here why it makes sense for Live Nation 

to develop, own, lease or operate their own venues: They can capture a larger share of the pie and maximise the 

revenue pool through their expertise in onsite monetisation and ticketing services. 

Looking at it from the point of view of the final client, a typical ticket price breaks down as follows2 : 

 

Ticket prices vary greatly depending on the artist, type of event and location. As a reference point, dividing the gross 

transaction value in the Live Nation’s ticketing segment by the total number of fee-bearing and non-fee bearing tickets yields 

an average price of USD60.2 for 2017.  

                                                      
2 Please note that all numbers are for illustrative purpose of the main economic dynamics rather than precise calculations. 

Service fees are charged by the ticketing company and come on top of face value. If 
the venue is operated by a third party, the revenue is booked upon sale and 100% go 
to the ticketing segment. If the venue is operated by Live Nation, the revenue is 
deferred until the event takes place and shared between the concerts and Ticketing 
segments. 

USD125 

25 

100 

Service Fees 

Face Value 

The face value is what appears on the ticket itself. On average 90% go to the artist, 
with the most famous ones likely exceeding this percentage. The aggregate face value 
of tickets is what represents the largest chunk of the revenues in the concert segment. 
Additional revenues not flowing through the tickets are: artist management, onsite 
spending and sponsorship. Live Nation’s abilty to generate revenues independent of 
the ticket face value explains why Live Nation manages to offer artists the best financial 
deal.  

I l lustrative ticket pr ice breakdown  

Source: CQS research team 
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Business Profile and Positioning 

Business Lines 

The business split of Live Nation is the following (many company’s observers regret that the main business of Live Nation, 

Concerts, is not highly profitable; given the strength of the company’s overall business model, we think this is irrelevant). 

Numbers are for 2017. 

 The Concerts division includes promotion of music events, the operation and management of music venues, festivals 

and creation of associated content and provision of management and other services to artists. This division makes 76.3% 

of total revenue. Margins of promotions is very dependent on artists’ fee and production services expenses. Venue 

margins are generally higher and has a more direct relationship with revenues. For festivals, the payment to artists is 

generally a fixed guaranteed creating a lot of leverage at the margin level.  

 Sponsorship and Advertising maintains a salesforce that creates relationships with sponsors at the local, national or 

global level. The sponsorship can be offline and online. This business represents 4.3% of sales and is highly profitable. 

 Ticketing is an agency business that sells tickets for events and retains a fee or service charge. Online, apps, ticket 

outlets and call centres represent 60%, 33%, 5% and 2% of primary tickets. This division represents 20% of total revenue. 

206 million tickets were sold with a fee in 2017 and an additional 292 million tickets were sold using Ticketmaster systems 

including through season seat packages, venue clients’ box offices and other channels where no fee is paid. The total gross 

transaction value is USD30bn. Assuming a proportional split between fee-bearing and non-fee bearing tickets, the average 

margin per ticket sold is 17%3. Agreements with venue clients in North America and Australia typically grant the right to 

sell the tickets for all events presented. In other countries, contracts grant the rights to sell tickets for all events presented 

by a given promoter at any venue unless the venue is covered by an existing exclusive agreement with the ticketing 

business or another ticketing service provider. A substantial portion of the tickets are kept by the venue or the promoter 

for agents’ venues etc… and the amount of tickets with fees vary greatly for any given client and from year to year. Also, 

Live Nation has a ticket resale services where they earn a fee. This is a new and interesting business.  

Breakdown by Segment ,  2017 

                                                      
3 This is calculated by dividing the ticket segment revenues over the gross transaction value of fee bearing tickets, which we estimate based 
on the number of fee-bearing tickets. 

Source: Live Nation, CQS research team; AOI refers to reported Adjusted Operating Income; Adj. EBITDA refers to a CQS 
adjusted metric; both metrics will be discussed in a later section 

Sales  Reported AOI  

75%

21%

4%

Concerts

Ticketing

Sponsorship

$10.3bn 

24%

39%

37%

Concerts

Ticketing

Sponsorship

$625m 

Adj.  EBITDA  

18%

44%

38%

Concerts

Ticketing

Sponsorship

$573m 
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Please find below a summary of the sources of revenue and main cost items for the different business segments of Live 

Nation.   

Concerts Sponsorhip and Advertising Ticketing 

 Business description  

Global promotion of events, operation 

and management of music venues, 

production of music festivals, creation of 

associated content and provision of 

services to artists 

Marketing programs with local, national 

and international advertisers 

Agency business which sells tickets for 

events and retains a fee. Some tickets are 

fee bearing and others are non-fee bearing 

but use the technology of TicketMaster 

 Main Figures  

29,500 events with 4,000 artists in 2017, 

86m fans, of which 64% in North America, 

500 artists under management, 97 festivals 

organised, 222 venues owned, operated or 

invested in 

900 advertisers in 2017 

206m fee bearing tickets and 292m no fee 

tickets in 2017, total gross transaction 

value of USD30bn, 3m fans using Verified 

Fan Scheme 

   

 Revenue  

Promoter: sale of tickets Onsite and venue branding Primary ticketing 

Venue operator: sale of concessions, 

parking, premium seating, rental income, 

venue sponsorships 

Online marketing programs 
Secondary ticketing (10% of division's 

revenue) 

Festival promoter: sale of tickets, 

concessions, camping fees, sponsorships 
Bespoke events  

 Costs  

Promoter: artist remuneration (90% of 

revenue), production services and venue 

rent when venue not owned by LN 

Salesforce of 500 people Technology (high Capex) 

Venue operator: security, insurance and 

production services 
 Salesforce 

Festival promoter: artists fees, venue 

rental when not owned and other costs 
  

Source: CQS research team 

In terms of costs, the business is also most interesting. Most of the costs take place in the Concert division (roughly 75%) 

and these costs are highly flexible. In this division, 80% of the costs are flexible and depend on the organisation of events. 

The company has a workforce of around 30,000 during the high season (spring/summer) but the number of full time 

employees is only around 9,000 people. The rest of the costs are split between sponsorship and ticketing. In sponsorship, a 

highly profitable division (4% of revenues and 30% of profit), the main cost line is the salesforce of around 500 people in 

charge of dealing with advertisers. Part of the remuneration is also variable and contract-dependent. Last, the ticketing 

division also has a large portion of variable fees including credit card fees, telecoms and data communication as well as data 
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centre management and commissions paid to intermediaries. This division also has some high capex (USD105m in 2017, 

mainly technology related) in order to constantly upgrade the Ticketmaster platform. These investments are amortised.  

Pure production costs amount to around USD6bn a year. A couple of years ago, M. Rapino explained that lights and sounds 

only cost USD1.5bn a year and that it was largely outsourced at this stage. A business review was under way to rationalise 

the spending. More fundamentally, this huge spending for production a year combined with the guaranteed contracts paid 

to artists explains the difficulty to compete Live Nation away. Also, even if we do not claim here that the business model of 

Live Nation would be protected in a recession, our estimates of the fixed costs show that the P&L might be more resilient 

than investors predict when the cycle turns. 

Cost breakdown per d iv is ion  (USDbn)  

  Concert Sponsorship Ticketing 

Revenue 7.9 0.4 2.1 

Direct 

Operating 

Expenses 

6.6 

USD6bn in content production 

(including artists fees, rent expense 

for events in third party venues, 

salaries and wages related to 

seasonal employment) + USD0.4bn 

in advertising expenses 

0.1 1.2 

Credit card fees, telecoms and data 

communication costs, call centres, 

commissions paid on tickets 

distributed through independent 

sales outlets, ticket stock and 

shipping, revenue sharing with 

venues if owned or operated by 

Live Nation4 

S, G & A 1.1 

Full time employees, fixed rent, 

travel, legal expenses and consulting 

0.1 

Mostly 500 salespeople, fixed rent, 

travel, legal expenses and consulting 

0.7 

Full time employees, fixed rent, 

travel, legal expenses and consulting 

Comment Very high level of variable costs High percentage of full time 

employees but remuneration partly 

bonus based 

Very high technology costs, capex 

of USD0.1m per year 

Source: CQS research team 

Competitive Positioning 

The competitors of Live Nation are AEG, Dainty group, Another Planet Entertainment, Jam Productions, IMP and Livestyle. 

In terms of venues, the large competitors are Anschutz Entertainment Group (AEG), the Madison Square Garden company 

(MSG) and the Nederlander Organisation. In terms of ticketing, the competitors are tickets.com, AXS, Paciolan, CTS 

Eventim, Eventbrite, eTix, Ticketfly and SeatGeek. The resellers competitors are Stubhub, Vividseats, Ticketnetwork and 

Seatgeek.  

                                                      
4 If the live event for which a ticket is to be hosted at a third party venue, service fees on ticket sales are not shared. 
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AEG's facilities management division is merging with SMG 

In February 2019, it was announced that AEG’s and MSG’s facilities management divisions would merge under the brand 

ASM Global, with both AEG and the owner of MSG, Canadian private equity firm Onex, retaining a 50% stake. The 

new entity will offer services including the physical management of venues and more specialized programs in operations, 

guest services, ticketing, booking, sales and marketing. ASM will operate more than 310 venues across five continents, 

of which 240 come from MSG. 

While the merger included only the facilities management arm, not the ownership of the venue, it is still an 

announcement with potentially structural implications for the competitive landscape. We view this rather as 

a defensive move and a recognition that both need to join forces to keep up with Live Nation. We also note that in 

2012, the Anschutz Corporation announced its intent to sell AEG and its holdings. The company has retained financial 

advisors Blackstone Advisory Partners to assist in the process, but there were some concerns related to the 

developoment of a football stadium in Downtown Los Angeles. Six months later, Anschutz announced AEG is no longer 

for sale and that he is changing CEO. 

Source: Wikipedia, LA Times 

 

We will not spend time describing all competitors individually as they are not in direct competition with the ecosystem of 

business model but only with some of the divisions but at this stage it might be good to explain to what extent Live Nation 

is different from its competitors. 

Let’s take the example of the announced tour of a US artist called Jon Bellion. He is the kind of emerging artists which is 

successful with millennials and certainly has the choice to organise a tour with different promoters. His manager is a very 

small independent company. The tour of Bellion will include 38 venues in the US and Canada. The capacity of these venues 

is between 2,500 and 8,000 seats. Looking at the details of the tour, Live Nation will organise the shows in 18 venues which 

are operated by the company. The ticketing for the whole tour is also fully organised by Live Nation. Undoubtedly if the 

demand is high for the artist, it would be a very profitable tour for both the artist and Live Nation. With an average capacity 

of 5000 seats, an occupancy of 90% and an average price ticket of USD90, the artist might make around USD14m and Live 

Nation USD1.4m for the promotion side. On the ticketing side, Live Nation usually charges around 25% which makes a 

marginal profit of around USD2m. In the venues operated by Live Nation, it is possible to expect a marginal profit of around 

USD15 per fan generating a profit of USD1.4m. The sponsorship and advertising revenues are impossible to estimate. The 

measurable profit contribution of this tour might be estimated to around USD5m according to our rough calculation. 

Marginal  prof i t  associated to the tour of  Jon Bel l ion  

USDm Marginal profit 

Concert promotion 1.4 

Ticketing 2 

Onsite spending 1.4 

Total 4.8 

Sponsorship and Advertising ? 

Source: CQS research team 
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Tour of  Jon Bel l ion  

City Venue Operated by Ticketing 

Philadelphia The Met Live Nation Live Nation 

Washington DC MGM National harbor MGM Live Nation 

Raleigh The Red Hat Amphitheater Live Nation Live Nation 

Charlotte Charlotte Metro Credit Union Amphitheater Live Nation Live Nation 

Atlanta State Bank Amphitheather Chastain Park City Live Nation 

Orlando CFE Arena Comcast Live Nation 

Miami Bayfront Park Amphitheater Trust Live Nation 

St Augustine St Augustine Amphitheater City Live Nation 

Nashville Ascend Amphitheater Live Nation Live Nation 

Iriving The Pavilion at Toyota Music Factory Live Nation Live Nation 

Houston Revention Music Center Live Nation Live Nation 

Austin HEB Center City Live Nation 

Albuquerque Villa Hispana Pavilion Expo NM City Live Nation 

Phoenix Comerica Theatre Live Nation Live Nation 

Las Vegas House of Blues Live Nation Live Nation 

San Diego Cal Coast Credit Union Open Air Theatre University Live Nation 

Los Angeles The Greek Theatre SMG Live Nation 

San Fransisco The Masonic Live Nation Live Nation 

Seattle WaMu Theatre City Live Nation 

Vancouver Queen Elizabeth Theatre City Live Nation 

Portland Theater of the Clous at Moda Centre AEG Live Nation 

Salt Lake City USANA Amphitheatre Live Nation Live Nation 

Denver Fillmore Auditorium Live Nation Live Nation 

Lincoln Pinewood Bowl Theatre SMG Live Nation 

Kansas City Uptown Theatre City Live Nation 

Chicago Huntington Bank Pavilion Northerly Island Live Nation Live Nation 

Minneapolis The Armory Live Nation Live Nation 

Detroit Meadow Brook Amphitheatre University Live Nation 

Cincinnati PNC Pavilion Riverbend Music Centre City Live Nation 
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Indianapolis Farm Bureau Insurance Lawn White River State Park Live Nation Live Nation 

Cleveland  Jacobs Pavilion Nautica Live Nation Live Nation 

Boston Blue Hills Bank Pavilion Live Nation Live Nation 

Uncasville  Mohegan Sun Arena Casino Live Nation 

Wantagh Northwell Health Jones Beach Theatre Live Nation Live Nation 

Baltimore MECU Pavilion Live Nation Live Nation 

Source: CQS research team 

Strategy 

The live business remains a buoyant market. The pie is growing and has room to grow for a long time as European 

markets, Eastern Europe, Asia, South America get professionalised and more and more bands go there. At the same time, 

demand from fans for more shows has been steadily growing. Between the demand of artists for more tours and the 

internationalisation of artists, the third driver is the development of technology. 

The obsession of Live Nation for the last five years has been to internationalise tours. For twenty years, tours were only 

taking place in North America and Europe. But over the last five years, organising concerts in South Africa or Colombia for 

Rihanna is also a very profitable money and is as profitable as a concert in Boston, as explained by the management of Live 

Nation. The company’s unique selling point is its ability to offer a global package, while previously, stars would have had to 

take the risk of working with various local promoters if they wished to tour internationally.  

Part of the strategy of Live Nation is to execute on horizontal integration on top of vertical integration. For 

example, instead of contracting with a local promoter in Philippines, Live Nation aim to organise shows themselves in this 

kind of emerging markets. They would hence get the rebates, benefit from the sponsorships and use the internal ticketing 

services. That’s the reason why Live Nation has 100 offices in 40 countries. The business model is thus similar to a classic 

retail expansion model.  

There are actually very few businesses in the world which can expand this way with no difficult regulatory framework, no 

particular ownership issue and no important capex to deploy. The fact that there are very few competitors in the space 

make the business really unique. There is more competition in the ticketing market as we will see later on but for most of 

the others services, the competition is actually mild. Most other players make money out of the 10% promotion fees without 

capitalising on other revenues. They are thus limited in their ability to attract artists. Today, Live Nation has a 25% market 

share of the global tour market but less than 5% in Latin America and Asia (for example Live Nation organised just three 

shows in India in 2018).  

The other reality of the live concert market is that there is a large stock of unsold inventory. Live Nation have a concert 

vacancy of around 20%, which means 23 million tickets worth zero at midnight. 85% of concerts are not sold out. It improved 

from 30% five years ago but still represents a large opportunity. The issue remains the absence of awareness of concerts. 

40% of fans do not know that their favourite artists have a concert tonight in their own towns, according to a survey. 

Promoters have a lots of unsold seats. Selling 250 more tickets to every concert Live Nation promotes would represent an 

additional AOI of around USD60m for the company. Combined with that, and at the other end of the spectrum, a small 
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number of concerts generate a very intense secondary market. Live Nation estimates that for their own share USD1bn 

(USD3.5bn for the industry as a whole according to the company) could have been captured if the primary ticket market 

was priced in fairly. The company itself recognises that there is no perfect pricing model. We will come back on that later 

on. 

One of the other key traits of Live Nation is the strategy to concentrate on the company’s core business. This is 

helpful to quote here Michael Rapino saying ‘I think one of the smartest things we’ve done for 10 years is have a very small 

to-do list and a big don’t-do list’. We note the fact that Rapino accepted a board membership with Sirius whose controlling 

shareholder is also Liberty Global. The company kept reassuring on that front and maintains the core business strategy. As 

discussed later on in the corporate governance, it is unclear whether a deal with other entities of Liberty Global would be 

beneficial to the minority shareholders of Live Nation.  
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Why are concerts so exciting? 

The business answer to that question was brought in a recent study published in 2018. Even if we take it with a pinch 

of salt (the study was financed by Live Nation), the conclusions are interesting to consider and have important 

implications for the industry, especially for sponsorship opportunities.  

The growth in live experience comes from what the study calls the sensation deprivation. Inundated with information 

and constantly distracted, consumers are increasingly looking for device-less and human centred experiences. Live 

concert is part of a drive back towards real rather digital life. An increasing number of people recognise the importance 

of the physical world to their quality of life and are recalibrating their lives with more intention. Among different kind 

of experiences, live concerts seem to be the ones that bring the most emotional intensity compared to live sporting 

events, videogames or streaming music.  

The study mandated scientific researchers to look at the physical response to attending a concert. Live music has the 

power to increase the sweat secretion from glands and accelerate the creation of ‘bonding hormone’ oxytocin. 

Importantly, the live concert experience is part of a long journey. 59% of fans plan a pre or post event get together, 

65% make a purchase specifically for the event and 68% share the concert experience on social media. This is particularly 

true for festivals where the organisation sometimes gathers dozens of different fans.  

Business-wise, the audience is qualitatively excellent for sponsors. While demographics frontiers (gender, age 

or social) are increasingly blurred and confused, music brings together an attractive population. They are 29% more 

affluent, 333% more likely to be highly connected as micro influencers (more than 1000 followers on Instagram or 

Twitter) than the average population. They are also important consumers and 53% more likely to make large-ticket 

purchases.  

Combined with the quality of the audience, concert goers are also more receptive to brands. It looks like the 

audience is more open to associate a brand sponsoring a concert with positive attributes such as ‘understanding modern 

culture’ or ‘a brand for people like me’. When global audiences are experiencing high emotional intensity, 63% are 

more likely to connect with brands. By tapping into the live music audience, a brand’s message can extend reach beyond 

the fan at the experience and tap into the social halo of fan’s network 

 

Marketing pitch for brands 

 

 

 

 

 

 

 

Source: Live Nation, CQS research team 
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Quality and Growth Drivers 

Concert Segment 

Festivals 

One growth area among the Concert division is Festivals. Europe has been leading the market and the development really 

started in the USA at the turn of the last decade. Today Live Nation owns around 105 festivals.  

The interest in the business lies on the intellectual property associated to it. Live Nation owns the brand, sells the tickets 

and develops sponsorship opportunities around it. It is a great business and higher margins than a typical concert because 

of all the food, beverage, parking, accommodation and ancillary revenues associated to it. Some festivals now develop a 

combination of live music and specialised food to attract a more diversified client base.  

In North America, until 2015, Live Nation was a bit of a laggard but started to catch up thanks to the acquisition of Insomniac 

(400 000 tickets in Vegas) and they also seeded some small festivals throughout America notably Made In America with Jay-

Z and a large sponsorship with Budweiser but it looks like they are very cautious on that and targets festivals with 30,000+. 

These are the most profitable ones.  

Largest  fest ivals  in  the world  

 Country Visitors (M)  Owned by Live Nation 

Donauinselfest Austria 3.1 Free  

Mawazine Morocco 2.7 Local initiative  

Summerfest USA 0.8 Low cost  

Woodstock Poland 0.8 Free  

Rock in Rio Brazil 0.7 Every second year Yes 

Coachella USA 0.6 USD100m revenue in 2016  

Sziget Hungary 0.5 International music  

Essence USA 0.5 Afro American music  

New Orleans Jazz USA 0.4 Oldest festival in the world  

Electric Daisy  USA 0.4 Largest EDC festival Yes 

Source: Various websites 

Even if market participants are admittedly very focused on that, festivals should represent only a small portion of the live 

music business. As mentioned above, there are big and highly profitable festivals but overall the barriers to entry are high. 

Many people try to launch their own projects but most of them fail.  
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The clientele is young which is attractive to the sponsors and it is an essential part of a portfolio to develop advertising 

opportunities. It also targets some specific demographics for example country music which is much bigger than rock and 

roll and pop music in the US. Electronic is very important in that space and Live Nation is the US leader but again it should 

be put into proportion as it represents around 3 million tickets out of a total of around 9 million for festivals and 100 million 

sold for concerts. 

Onsite spending 

Finally, the growth and the profitability of the Concert business has been 

dependent on the on-site spending per head. Historically the spending 

for concerts has been limited for structural reasons. Often there is no 

break during a concert and the size of the venues limit the ability of fans 

to spend on food and beverage. The management of Live Nation put a 

very strong focus on that side of the business and achieved some results, 

as shown in the chart on the right. 

The on-site spending per cap was limited to USD 15-20 which is far 

below what is achieved for other events notably the National Football 

League and also at Disneyworld. The objective at the time was to reach 

the 30-35USD range in different steps. The first objective was to 

increase the spending by USD5 on a fan basis of 30 million people 

attending Live Nation’s proprietary events, e.g. owned venues and 

festivals.  

The adopted strategy was centred around the following: 

 The installation of Wi-Fi access in most venues run by Live Nation. This was accelerated after the signing of a group level 

agreement with Cisco in 2014. This was a very profitable investment as Live Nation developed sponsorship opportunities 

directly on the group’s app and significantly increased fans’ engagement. 

 The company also insisted on the upgrade of the offering switching from a product range focused on beer to more 

sophisticated cocktails and types of wines. In terms of internal distribution, the app enables the organisation of lane and 

to pre order on line. Food and beverage is a USD300m business in the venues of Live Nation; historically they have been 

largely outsourced but depending on the situation Live Nation wishes to exploit more of them.  

 The above specially applies to amphitheatres which represents a large part of the tickets sold in Live Nation owned 

venues (15m) but the management also developed a strategy for theatres and clubs where moving is obviously more 

complicated. For this type of venues, the objective is to develop different kind of services, such as VIP and bottle services 

in order to develop on-site. On the other side, the company is very focused on festivals which are most adequate to 

develop on site revenues through the addition of restaurants and gastronomic events inside the festivals. The range of 

onsite spending is admittedly large ranging from USD10 to USD50 (for example BottleRock festival) but the potential is 

high as fans usually sleep on site and cross selling is easier to materialise than in amphitheatres.  
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 A reshuffling of the management team in charge of the on-site with the hiring of staff coming from Disney as well as the 

NFL. The general managers of each venue now reports to a specific person in terms of onsite hospitality in order to 

optimise the offer across the buildings. 

Pricing 

In terms of pricing, the company has no target but managed to work on different levers to improve the pricing environment: 

 The on-boarding of the ticketing business through the acquisition of Ticketmaster enables to refine the offer and propose 

new alternatives in terms of seating. 

 The other lever is to work with artists to fine-tune the offer. In the secondary market, many tickets are sold at a very 

high premium to facial prices. Recently, the company estimated that there is still USD1bn of revenues that are going to 

‘scalpers’ (brokers and resale websites) every year. 

Pricing is actually a key determinant for the business. First, this represents more services revenues for Ticketmaster, second 

it helps to leverage the concert opportunity and third it motivates artists to tour more. 

The basic ingredient to explain the success of Live Nation in Concert is linked to the combination of two elements. First 

the typical revenues of an artist are now highly dependent on touring and concerts as explained above. Second, Live Nation 

has a strategy to pay artists more than the average promoter. Usually, Live Nation keeps a cut of only 10% versus 20% to 

30% for the company’s competitors. Here we see the moat of Live Nation. Thanks to on site revenues, the ownership of 

venues and the ticket business, Live Nation manages to create an ecosystem which is unique in the live business.  

Only Live Nation can afford to take this kind of risk on this highly leveraged business of concert promotion. Combined with 

the financial deal guaranteed to artists, Live Nation is one of the only competitors, along AEG, to provide such a depth in 

terms of venues and geographies. Beyond the global network of Live Nation one of the company’s key other attribute is the 

density of its venue network in North America which still generates a high level of profit for the firm. Concert is a local 

business and Live Nation keeps analysing local opportunities. For example, in 2014, they opened a 15,000-seat amphitheatre 

in Nashville which generated a huge success with half a million tickets sold in the first year, hence creating a quasi-monopoly 

in this area.  

Emerging market growth 

For the long term, the largest reservoir of growth is mainly in emerging markets. Given the development of the music 

industry, the internationalisation of artists create opportunities to enlarge the number of countries toured by singers. Today 

Live Nation is in 40 countries but at different levels. For example there are markets where there is just a partnership 

agreement with a couple of venues; in some others only the ticketing business is really active. Among the countries where 

there is a large potential, Live Nation insists on Mexico, South America and Asia. The company looked in details at potential 

acquisition opportunities in those regions but rather unsuccessfully at this stage. The slowness to develop in emerging 

markets is not a huge issue at the moment as management focused on North America and Western Europe where there 

was a lot of potential to uncover. It might become a problem if the company does not accelerate from now on. Most artists 

for example consider Latin America as a go to for their world tour sometimes representing 15 out of their 100 or so dates 

and, especially in Brazil with Time For Fun, there are definitely serious competitors in the space. 
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Economic cyclicality  

The other concern for the concert business is to analyse to what extent it will resist downward pressure on consumption 

or a fully fletched recession. As a discretionary, leisure spending representing a non-negligible budget item for the average 

fan, some might wonder whether demand would fall sharply in an economic downturn. 

We believe this fear may be overdone. First, we note that in 2007-2009, Live Nation’s sales were flattish. Second, as ticket 

pricing is often made at a discount to the market value (cf. section on pricing), there is a significant buffer before demand 

elasticity kicks in. Third, concerts are an emotional moment for the fan – it is not the same as postponing the purchase of a 

new refrigerator or laptop. 

This said, we note one potential area of weakness in case of a downturn, which is premium packages.  Pricing has increased 

5-10% a year over the last few years and 75% of amphitheatres now offer some platinum offers; this kind of premiumisation 

can greatly suffer if fans want to save money. 

Artist diversification 

While this would bite into margins, we believe the impact would be less severe than what the market may discount. To 

finish this part on a positive note as we believe that concert and promotion in the context of Live Nation are a great business 

to be in, one of the key dynamics has been the diversification in terms of artists able to generate high-grossing tours. In the 

past, the fortunes of Live Nation were very much tied to whether Madonna, U2 or Coldplay wanted to tour and when they 

did it was a USD200m to USD400m windfall but now there is a bunch of artists who can fulfil stadiums and they are very 

diversified in terms of content for example in country or electro music. Some artists unheard of five years ago can now sell 

out 30 shows in 10000+ arenas. This is definitely a very important point as it diversifies the sources of revenues and balances 

the bargaining power between large artists and promoters. On average, 5 to 7 of the biggest artists for Live Nation are 

relatively new artists. 
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Top 25 tours in 2017  

Rank Artist Gross proceeds (USDm) Average ticket price 

1 U2 316 116 

2 Guns N' Roses 382 109 

3 Coldplay 238 97 

4 Bruno Mars 200 97 

5 Metallica 153 97 

6 Depeche Mode 141 78 

7 Paul McCartney 132 146 

8 Ed Sheeran 124 81 

9 The Rolling Stones 120 159 

10 Garth Brooks 101 70 

11 Celine Dion 101 148 

12 Justin Bieber 94 89 

13 Roger Waters 92 122 

14 Lady Gaga 86 116 

15 Billy Joel 82 115 

16 The Weeknd 80 81 

17 Tim McGraw 79 85 

18 Red Hot Chili Peppers 73 83 

19 Ariana Grande 66 76 

20 Tom Petty & The Heartbreakers 65 93 

21 Sting 64 84 

22 Green Day 64 57 

23 Elton John 64 93 

24 Neil Diamond 63 101 

25 Robbie Williams 62 109 

Source: Pollstar 
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Venues 

Live Nation has also continued to develop its own venues as part of the vertical integration strategy. The opportunity here 

is to grow the ecosystem (the flywheel as Live Nation calls it in its corporate language).  

In the below table, the number of venues owned, operated or leased by Live Nation are detailed. 

Venue Capacity Event type Owned Leased 
Ope-

rated 

Exclusive 

booking 

rights 

Equity 

interest 
Total 

   Stadium >30,000 Primarily sports - - - 1 - 1 

   Amphitheater 5,000 - 30,000 Outdoor music 10 32 7 13 - 62 

   Arena 5,000 - 20,000 
Sport and high end 

music, indoor 
1 5 2 2 1 11 

   Theater 1,000 - 6,500 
Primarily music, low 

cost 
7 38 9 17 2 73 

   Club <1,000 
Branded, incl. 

restaurant 
3 17 1 12 1 34 

   House of Blues 1,000 - 2,000 Very high ARPU 2 9 - - - 11 

   Festival Site * Varies  5 2 - 23 - 30 

Total venues in operation 28 103 19 68 4 222 

   Venues currently under construction - 4 - - - 4 

   Venues not currently in operation 1 2 - - - 3 

Total venues in operation by location:       

   North America   19 81 15 51 3 169 

   International   9 22 4 17 1 53 

Source: Live Nation 

Most of the venues are leased or operated and, talking to the company, we understand that management pays attention not 

to change much the capital intensity of the business. That being said, the coverage in the USA is a real trump for Live Nation 

and they can develop domestic tours for artists with limited need to partner with other venues, making the business highly 

profitable. Today, concerts taking place in the venues of Live Nation represent roughly 20% of the tickets sold, according to 

our understanding. 

One of the growth drivers is driven by House of Blues and clubs which fit well in small towns and/or for emerging artists. 

The development of these venues is greatly helped at the moment by the demise of city centre malls that landlords are eager 

to revitalise with concert halls and include as core tenant. These House of Blues are both very profitable and provide a 

useful platform to launch young artists. According to company’s estimates, the theatre/House of blues business represent a 

yearly EBITDA of around USD40m. 
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At the other end of the spectrum, a lot of cities do not have amphitheatres, for example cities like Boston or Toronto. 

Research shows that fans prefer to see international stars outdoor in order to dance and have fun. 

Evolut ion in  the number of  venues –  per type 

  2014 2017 Growth 

Stadium 1 1 0 

Amphitheatre 52 62 10 

Arena 10 11 1 

Theatre 53 71 18 

Club 27 34 7 

House of Blues 12 11 -1 

Festival Site 3 30 27 

Total Venues 158 222 64 

   North America 136 169 33 

   International 22 53 31 

Source: Live Nation, CQS research team 

The table above shows the growth in the number of venues of Live Nation. Importantly, this growth does not reflect a rising 

capital intensity, as out of 64 increase in venues in 2014-17, those with exclusive booking rights account for 27, while the 

leased ones represent 25. There were only 4 new owned venues during that period. 

Bottom line, Live Nation has developed a fantastic business model:  

 Top artists: even if they mostly perform in stadiums where Live Nation is absent, these artists generate a huge amount 

of ticketing revenues and the concerts are mostly sold out. Also Live Nation can find an advertising partner for the tour. 

We looked at the recent tour of Shakira. Among the 35 dates of her 2017/2018 in Europe and the US, none of the venues 

owned or operated by Live Nation was used but the tour generated USD75m in box office and was sponsored by the 

Japanese internet company Ratuken on three continents. If only two thirds of the tickets were fee bearing and Rakuten 

paid around USD10m for the sponsorship, it would mean a revenue windfall of around USD25m for Live Nation net of 

artist fees. 

 Newly established stars: these artists perform in arenas and amphitheatres where Live Nation can use its own venues 

and optimise revenues and tickets. The typical Jon Bellon example we discussed earlier in a previous chapter. 

 Emerging stars: mainly touring in clubs, theaters and House of Blues venues operated by Live Nation. These concerts 

generate very high onsite revenues as they are often combined with dinners. 
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Artist management 

Artist management is a conglomerate of around 20 management companies which takes over the career development of 

artists.  

This is primarily a people business whereby artists outsource the management of their careers to a team or one single 

individual inside Artist Nation. The most senior people in the division enjoy high salaries (>USD1m) as they bring to the 

table relationships with lucrative artists.  

The objective is to generate synergies in terms of tours, tickets and sponsorship opportunities and the division reports 

directly to the CEO in order to maximise the efficiency and also handle a management-heavy business. Definitely, the 

relationships Michael Rapino enjoys with many senior managers is important to the business and might explain part of his 

remuneration (see more about that in the ESG section).  

The portfolio of artists has a high level of rotation but expanded from 250 to 500 artists overall. Also the business has now 

a lot of organic growth embedded in it. It is rather a venture capital business where one artist can compensate for the 

investment losses of others. In itself the business is not scalable but useful as it is highly complementary with the other 

divisions of Live Nation. The number of shows organised with artists under contract has experienced a continued and strong 

growth. Also, this is great selling angle when convincing artists to tour with Live Nation that some tier 1 artists are actually 

managed as well. Live Nation manages Rihanna, U2, Madonna or Miley Cyrus among others.  

In 2014, some businesses were taken out from the division as they were considered non-core. These businesses include VIP 

business, merchandise business, graphic. The objective is to enable them to grow and they were attached to the Concert 

business. Last year, Artist Nation was included into the Concert business. 

From our standpoint, the management business is not a highly qualitative business as the contract practises are not 

standardised nor transparent and the division has a certain level of key man risks. That said, the ambition of Live Nation has 

always been limited and it makes great sense in combination with the rest of the business.  

Advertising and Sponsorship 

Advertising and sponsorship are an integral piece of the ecosystem of Live Nation and the company’s most profitable division. 

It also has large room to grow further in the future. 

The top down view is the following. According to industry’s estimates, the sponsorship market for live concert events is 

around USD4bn (compared to USD17bn for sport events) and grows at around 5% a year. Live Nation generates around 

USD300m in revenue in that division which does not represent the company’s market share in the live business. Live Nation 

has a portfolio of 900 sponsors including top 50 sponsors which spend more than USD5m per year. 

One of the key competitive advantages of Live Nation is the excellent knowledge of the audience. They know at least the 

gender, the age, the address and the musical taste of every fan. This helps immensely to attract advertisers especially as 

concerts are an opportunity to reach an audience which is opened to connect with brands as discussed in a section above. 

Live Nation can attract Jeep as a sponsor for country music where the average fan lives in suburbs. Live Nation has scientists 

dedicated to analyse those data and make them relevant for business development. Today, Live Nation has a data base of 

200m people and 400m when expanding the focal to Ticketmaster; another element of the virtuous business circle of Live 
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Nation is the development of the data base growth. What is true for the size of the database is also important for the 

geographical development of the company as global advertisers, which are the most profitable, increasingly ask about the 

global platform development of Live Nation. 

We will discuss the production business of Live Nation in another section but at this stage it is worth mentioning that the 

company has started to develop an online sponsorship business through a partnership with Vice Media. The ambition is to 

develop a one-to-one communication between the concert goer and the advertiser in different ways. For example, some 

interesting partnerships have been created between Live Nation and Starwood or Hertz for example where buying a ticket 

enables to get a room or a car upgrade. Live Nation seems to be in year one of these potential developments. Today, 

traditional sponsorship represents two third of the business while online represents the rest. 

As for the promotion or ticketing business, the past success, and we think the future success, of Live Nation is based on the 

professionalization of the advertising business. Live Nation hired 400 professionals and is positioned as a real media company 

able to deal with top brand managers and top 50 advertisers. Again here Live Nation has no real competitor in that space. 

Live Nation believes that advertising and sponsorship will be the largest contributor to AOI growth in the coming years and 

double the amount of generated profit. The objective is to reach a 70% operating margin. 

Ticketing 

Companies that provide ticketing services on the primary ticket typically charge fees to the buyer that are added to the 

ticket’s listed price and can vary considerably. A single ticket can have multiple fees, commonly including a service fee, a per-

order processing fee and a facility fee charged by the venue. Venues usually have an exclusive contract with a single ticketing 

company and typically negotiate fees for all events at the venue though in some cases they do so by category or event. 

Ticketing companies and venues usually share fee revenue and in some cases the venue receives the majority of the fee 

revenue. Ticketing is thus a more complex business than it looks like as ticketing companies do not have a set fee schedule 

and amounts and types of fees vary among venues. 

First of all, one needs to differentiate between fee-bearing GTV (gross ticketing value) and non-fee bearing GTV. The non-

fee bearing ticketing is the static part of the business, for example season ticket or other kind of tickets sold in the entourage 

of the artist or the promoter, which do not bear fees. This might represent a huge proportion of the tickets managed by 

Ticketmaster. Typically, when Ticketmaster gets a contract with a venue or for a tour, a large portion of the tickets are not 

bearing fees; they might represent between 10% and 65% of the available seats for popular concerts. This helps to explain 

why the fees charged on fee-bearing tickets are so high (around 27%) and we will come back on that later on when we 

discuss antitrust issue.  

The second distinction to make is between the Ticketmaster brought in by the Concert business of Live Nation and third-

party clients. Over the last few years, the bulk of the growth of Ticketmaster came from the growth in the Concert business 

but not only. Ticketmaster managed to sign important contracts with sport leagues and for other kind of non-music events. 

All in all, Ticketmaster manages the ticketing for around 100 000 events a year including around 25 000 for Live Nation. 

The third distinction is between the primary and the secondary ticket business. Historically Ticketmaster was a primary 

business but developed over the last few years a secondary business which now represents around 10% of Ticketmaster’s 
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GTV. This secondary business attracts higher fees than the primary business (around 31% versus 27%) but also much more 

controversy. Ticketmaster has a 30% market share in music primary ticketing (total market size of USD20bn). The global 

resale market (music and non-music) is around USD12bn and Ticketmaster has a 20% market share. 

Ticketmaster capitalises on specific assets: 

 It is the only global ticketing platform. The company is the leading player in the world in primary tickets. In secondary, 

Ticketmaster has a number 2 position in the US and number 1 position in many European markets. From an artist point 

of view, this is the most established platform and it is a one-stop-shop for tours taking place on several continents. 

 The company has a database of around 500 million fans. Ticketmaster has a history of purchases for each fan and knows 

specific demographics including where people live and can suggest the best events for each fan. Our impression is that 

data mining is still at its infancy for Ticketmaster but that the recent hires of scientists will help to really capitalise on this 

incredible asset. Ticketmaster now can advertise directly to the 90 million Rihanna fans through the database and activate 

them. This is very high margin business especially for events organised by Live Nation. 

In terms of profitability, Ticketmaster is potentially a highly scalable business even if now the company experiences a period 

of high investments. The intention has been and remain to develop new tools to make the platform more attractive. For 

example, a tool was implemented three years ago and enables fans to precisely see the view from the seats among other 

innovations. Also the company launched Ticketmaster + which enables ticket buyers to see where each available seat is in a 

stadium both unsold one and those up for resale. This was a smart move as it enabled the real launch of the secondary 

market for Ticketmaster as well as the increase in conversion rate for primary. Typically, ticket buyers were given the 

opportunity to buy a primary ticket at USD99 and a secondary ticket at USD199 thus increasing the ‘feel good’ factor to 

buy the primary ticket even if it is slightly overpriced. According to the company it generated around USD1bn in revenue 

(we understand GTV not fees). The margin profile of primary and secondary are similar. The back office has also been 

entirely revamped and an adaptable platform is now available for opening new countries. This single platform enables to 

quickly open a business in a new market and adapt to the local VAT, currency and regulatory environments. 

In terms of acquisitions, Ticketmaster typically buys local platforms which are core to its business. Historically he bought 

market leaders in Spain, France or Scandinavia. The purchase of MLK in Germany enabled Ticketmaster to get a critical size 

to launch a local ticketing business as well. On top of that, Ticketmaster diversified its business through the purchase of 

alternative ticketing platforms. The best exemple is EventJoy which is a competitor of EventBrite in the do it yourself business 

or Front Gate which is especially dedicated to festivals, the point being that Ticketmaster is sometimes too sophisticated 

for some events. 

The other growth area is the switch to mobile. Some of Ticketmaster’s clients have now entirely switched to mobile, such 

as the NFL. 100% of NFL stadiums use mobile ticketing and the take up is massive with 97% of fans entering using mobile 

tickets at NFL game. This is most helpful to develop engagement with fans as mobile enables easy identification and 

interaction. There is still a huge leeway as around 40% of ticket sales are on mobile overall today and the switch to mobile, 

contrary to other business models, occur at no extra costs for Ticketmaster. 

Finally, Ticketmaster regularly opens new markets. The business models in most countries are very similar but the start-up 

costs weigh and the company needs to build scale in each of them. Also most of these new markets are in emerging countries 

where the value of each ticket is relatively lower than in developed markets hence generating lower fees for Ticketmaster. 
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This is the kind of development to accept to continue the globalisation of the business. We note however that contrary to 

its competitors Ticketmaster benefits from the formidable competitive advantage of its ecosystem to limit these start-up 

costs. This is also true to get or renew contracts with important league sports. For example, Live Nation has the NFL 

contract on the league side but there is strong pressure from individual teams to continue to deal with Live Nation as the 

latter promotes and organises a lot of shows and concerts in the NFL stadiums during the off season. 

The competition has largely been centred around local players in primary and Stubhub, a subsidiary of eBay, in secondary. 

Stubhub is by far the market leader in the US but has been surprisingly slow to develop abroad and, as mentioned above, 

Ticketmaster manages to get the all-important top spot in many European countries and in Australia. Over the last three 

years, Ticketmaster has started to grow faster than Stubhub with low double digit growth versus mid-single digit growth for 

Stubhub.  

The first controversy around ticketing is on secondary and covers a real issue. The secondary business is worth USD8bn a 

year in music and an unquantified part of it is an organised business where brokers buy primary in bulk to sell it at the 

premium to fans. This withdraws roughly USD2bn from artists’ hands per year. Some commercial and regulatory actions 

have been taken in order to limit the ‘scalps’. Regarding the commercial actions, Live Nation launched the ‘Verified by Fans’ 

tool which identifies the real fans of an artist looking at its browsing history, interactions with the artist and past concert 

history. The real fans are then offered tickets in priority. The Verified by Fan tool only represents around 4m tickets (out 

of the 100m sold by Live Nation and 500m sold by Ticketmaster) but combines many interesting characteristics. First, it 

prevents brokers to buy tickets and limits the secondary market to smaller quantities. For artists that use Verified by Fans, 

such as Taylor Swift, the percentage of secondary tickets has dropped from 30% to 3 to 4%. Second, the artist is positively 

perceived by fans as real fans can get access to the primary price in priority and be rewarded for their loyalty. One of the 

negatives is that the ‘sold out’ and the positive perception associated to it, which is really important for artist (‘s ego), is 

now more difficult to achieve. Tickets are progressively sold to fans in different layers and pricing is adjusted according to 

demand until the last day of the concert. Price realisation is getting much better but volume risks are taken. 

The second controversy is around the accusations of competitors and venues regarding the dominance of Live Nation. A 

recent article in the New York Times (in appendix) More recently, the FTC opened a workshop to discuss various practises 

regarding speculative sales of tickets (tickets that do not exist), fraudulent advertising (‘almost sold out’) and use of bots. In 

our understand Live Nation does not participate in these practises and we feel pretty comfortable about the outcome of 

the workshop. 
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Amazon and Ticketmaster 

Early in 2017 it was reported that Amazon looked to challenge Ticketmaster and was in talks with US venue owners.  

Amazon had already launched a ticketing service called Amazon Tickets in the U.K in 2015 . Prior to attempting to 

build its own version of Ticketmaster, Amazon considered partnering with Ticketmaster, but discussions have stalled 

over who would control customer data. Amazon reportedly was also exploring a potential secondary ticket market 

service that would compete with StubHub and SeatGeek. It would take a lot for Amazon to loosen Ticketmaster’s grip 

on the ticketing industry, but there is certainly opportunity if the company can address customer pain points like 

Ticketmaster’s fees and convince arena operators or league owners that it can provide a better service.  

It is important to note that Live Nation is not a company Amazon can simply out-price or beat through 

efficiency; in 2018, its Ticketmaster unit generated USD30bn in sales globally, delivering 500m tickets in 28 countries 

through an intricate web of exclusive deals with venues and artists it manages and promotes. The companies also have 

fundamentally different needs. Amazon wants to shop tickets to the best shows to its customers, while Live Nation 

wants to help hawking tickets to shows that do not sell out immediately, incrementally moving the needle on the 

estimated 40-50% of industry inventory that would otherwise go unsold. Amazon seemed to be reluctant to share 

purchasing data and contact information about its estimated 110m Prime subscribers, who outnumber the 86 million 

fans that attended Live Nation events worldwide in 2018. 

Surprisingly (or not), in early 2018, Amazon announced that they are shutting down Amazon tickets.  Amazon has been 

rumoured to re-enter the ticketing business via Alexa, Amazon’s AI assistant, to make searching for and finding tickets 

a much easier process. This outcome of events seems to strengthen Live Nation’s vertical integration moat around 

ticketing.  

For Amazon an ideal product fit is one that regularly touches consumers on a large scale thus reinforcing Prime’s value 

proposition, and consumption of complementary products and services, which result in a possible improvement in 

customer retention. Within this framework the payoff in pursuing primary ticketing seems questionable. Do ticket 

purchases materially improve Amazon Music’s recommendation engine? Would “loss leading” on tickets drive 

meaningful inflection in sign-ups and engagement with Prime or Amazon Music? Would these benefits justify what is 

sure to be a costly and protracted battle with a determined Live Nation? Its seems not after Amazon shut down its 

ticketing business last year. 

Source: CQS research team 

 

 

Acquisitions 

One of the ways for Live Nation to grow is acquisitions, mainly in the Concert segment. The business is local and there are 

hundreds of promoters with a high market share in a small perimeter. Over the last five years, according to what the 

company disclosed, Live Nation bought on average 5 promoters every year. Once integrated, they reinforce the global offer 

of Live Nation and the appeal of the product. Also there are immediate synergies in terms of ticketing and sponsorship. It is 

rare that Live Nation buy large companies as there is a scarcity of targets. One of the counter-examples is MLK (Marek 

Lieberberg Konzertagentur) which is the market leader in Germany. It was purchased by Live Nation in 2015. It was a big 

deal for Live Nation as Germany is the second largest market after the UK and Live Nation didn’t have until then a grip on 

the ticket business which is largely dominated by Viagogo. In emerging markets, Live Nation has planned for a long time to 

make acquisitions in Latin America notably Mexico and Brazil a la MLK but it has proven to be a failure at this stage. Only 

small acquisitions were achieved. 
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In the following table, please find a recap of all the acquisitions realised by Live Nation over the last ten years. Most of them 

were in the concert business with the purchase of small promoters. Unfortunately, Live Nation does not disclose all its 

acquisitions. The trade press regularly mentions acquisitions which are not advertised by Live Nation. The consequence of 

that is that it is particularly difficult to quantify the growth coming from acquisitions rather than from organic growth. We 

will discuss that in the ESG section later on. 

Main acquis it ions of  L ive Nation over  the last ten years  

Segment Geography Date Target Business description Key metrics 

Concert Latam Dec-18 
Majority stake in DF 

Entertainment 

Independent concert 

promoters in Argentina 
0.5m tickets in 2018 

Concert US Jun-18 
Majority stake in Red 

Mountain Entertainment 

Concert and festival 

promoter in US 

Southeastern 

Exclusive venues in two 

cities 

Concert US May-18 
Majority stake in ScoreMore 

Shows 

Independent concert and 

festival promoters in the 

country mainly in Texas 

200 shows per year and 3 

midsize festivals 

Concert Latam May-18 Stake in Rock in Rio 
2nd highest grossing festival 

in the world with 0.7m fans 

Festivals in Rio and Lisbon 

alternatively, 1bn viewers on 

broadcast 

Ticketing US Jan-18 Certain assets of Songkick 

Ticketing commerce 

platform, anti-scalping 

algorithm and patent 

portfolio 

 

Concert US Jan-18 
Majority interest in Frank 

Productions 

Independent concert 

promoter in the US 

70 employees and half a 

dozen of midsize venues 

Concert US Dec-17 
Interest in the Bank of New 

Hampshire pavilion 
 9000 seat venue in New 

Hampshire 

Concert US Oct-17 United Concerts 
Leading local promoter in 

Salt Lake City 

170 live events a year and a 

range venues throught Utah 

Concert Europe Nov-16 
Majority stake in Sweden 

Rock festival 

Six festivals in Sweden mainly 

rock 
0.1m visitors in 2018 

Concert Africa Feb-16 
Controlling interest in Big 

Concerts  

Leading concert promoter in 

South Africa 

100 shows a year 

approximately in three or 

four cities 

Concert Europe Aug-15 
Joint Venture with Marek 

Lieberberg 

n5 promoter in the world 

and leader in DACH 

2 million fans and 700 shows 

a year 

Concert US Apr-15 
Controlling interest in 

Bonnarroo 

One of the largest festivals in 

the world, based in the US 

Mix of emerging and 

established artists during 

four days 

Concert US Dec-14 
Controlling stake in C3 

Presents 

Concert and festival 

promoter in the US 

1700 concerts annually and 

owner of the Lollapalooza 

festival, 1.5m fans a year 
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Ticketing  Sep-14 Eventjoy 
mobile based, DIY ticketing 

platform 
 

Concert Asia Sep-14 Partnership with MMI 
Leading concert promoter in 

the  Philippines 
 

Concert Asia Apr-14 
Minority interest in Live 

Nation Japan 
  

Concert Asia Jan-14 
Joint venture with B'In Music 

to form Live Nation Taiwan 

B'In is  one of the leading 

concert promoters locally 
 

Concert Asia Nov-13 
Joint Venture with Parallel 

Contemporary 

JV in charge of developing 

sponsorship business in Asia 
 

Concert US Oct-13 Voodoo Music and Arts 
Music festival in New 

Orleans 
 

Concert Europe Jun-13 
Majority stake in BDG Music 

Group 

Baltic region's largest 

promotion company 
0.5m tickets approx. 

Concert Asia May-13 
Joint Venture with 

Lushington 

Partnership to develop 

concerts in HK and 

Singapore 

0.5m tickets approx. 

Concert US Jun-12 Hard Events 
Leading concert and festival 

operator in electronic music 
Many festivals in the US 

Concert US May-12 Cream Holdings 

Leader in electronic music 

entertainment and 

Creamfields music festvals 

0.5m tickets approx. 

Concert Asia Apr-12 Michael Coppel 
Leading promoter in 

Australia and New Zealand 
around 1m tickets approx. 

Concert Asia Feb-12 

Joint Venture with 

Creativeman to form Live 

Nation Japan 

Mix of local concerts and 

Festivals in Japan 
 

Data  Dec-11 
BigChampagne Media 

Measurement 

Tech company for collecting 

and analysing media metrics 
 

Concert US Feb-11 
Remaning shares in Front 

Line Management Group 

One of the world biggest 

artist management 

companies 

 

Ticketing Europe Feb-11 Servi Caixa 
Largest ticket company in 

Spain  

Previously owned by  La 

Caixa 

Ticketing Europe Nov-10 Ticketnet 
Second largest ticket retailer 

in France 
 

Ticketing World Feb-09 Ticketmaster 
Worldwide leader in ticket 

retailing for USD2.5bn 
 

Concert Europe Jul-08 Main Square Festival 
Festival producer in France 

and Belgium 
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Source: Live Nation, CQS research team 

New business opportunities  

In 2014, Live Nation announced with fanfare a partnership with Yahoo to broadcast concerts. Yahoo is in charge of 

underwriting the cost to deliver the content and shoot it and Live Nation, through the promotion of concerts, has already 

done his part. The objective was to co-sell the advertising units and share the revenues once Yahoo has recovered its cost 

basis. The content is owned by both for the first broadcast and then is reverted to the artist after a certain time period. The 

artist does not get anything except the right to utilise the content down the road. The revenues are integrated in the 

advertising and promotion division but has never been singled out and our perception is that the venture has never been 

highly successful or meaningful. We understand, when talking to management, that the content was then rather used as a 

marketing tool to promote concerts. Michael Rapino kept saying that around 30% of tickets are unsold and that watching a 

concert video helps the booking. We do not think that the business model is dead anyway. Live Nation has a huge catalogue 

of events, festivals and the cost of videoing them decreased immensely over the last few years. In the past, as artists were 

making money by selling DVDs, they were very demanding in terms of the technicalities of the video and shooting one show 

could cost north of USD1m. Combined with that, many concerts are bootlegged and the artist earns nothing on that. It 

would not be surprising that other types of partnerships emerge perhaps with Netflix which offer a more advantageous 

business model and a unique viewer platform (some documentaries have been already broadcast on this platform). More 

recently, Live Nation launched a partnership with Hulu to develop Virtual Reality. Again, at this stage, the objective is to 

increase the awareness of concerts rather than generate revenues. 

In parallel, Live Nation has launched new initiatives in terms of original production. A documentary on Puff Daddy has been 

partly financed by Live Nation and is exclusive to Apple Music. Another one has been produced on Eagles of Death for HBO. 

The objective is to develop online conversation regarding artists and tours and to improve the awareness of the concerts. 

The second objective is around sponsorship and the co-production of content is particularly valuable for high margin 

sponsors such as Samsung in order to develop the conversation with the audience offsite. 

More recently, Live Nation pushed further into film and movies. The company financed one quarter of the USD40m budget 

of the movie ‘A Star is Born’ co-starring Lady Gaga and Bradley Cooper. The movie has been a huge success grossing around 

USD150m. Live Nation explained that the media division has made money on every film it’s done and delivers higher returns 

than the concert division. The Media division is part of the Artist Division which was recently absorbed in the Advertising 

and Promotion division. The company also organised the tour for the latest book of Michelle Obama which was a huge 

success. 

The movie business is a notoriously dangerous one and we appreciate the caution of the management on that regard despite 

recent successes. Michael Rapino said recently ‘We don’t believe we’re Spielberg overnight but we have credible 

relationships with artists and cheap capital to finance smart bets with them’. 

Apart from production, Live Nation has also started to develop a merchandising offer with some targeted artists and 

designers. We do not expect this business to become significant. It generated a goodwill impairment last year of around 

USD20m. 
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Recap of the Growth Opportunities 

In a rather bullish way, the management of Live Nation detailed the profit growth opportunities for the coming years. On 

one hand, this is good to have quantitative and detailed explanations from the company regarding growth prospects. It is 

often the sign that there is a plan behind these advertised targets. On the other hand, we find some of these targets a bit 

aggressive or at least dependent on the economic cycle. 

AOI growth opportunit ies detai led by management  

Objective Rationale 
AOI impact 

(USDm) 
Likelihood 

+35m fans (concerts) 

Expanding from the current base of 

90m and 25% market share through 

more concerts internationally 

+100 

It would require an acceleration in 

terms of acquisitions notably in 

emerging markets 

+35m fans (ticketing) 
Adding fans will increase Ticketmaster 

revenues 
+125 

Depend on the acquisition stream and 

the ability to penetrate new markets 

+35m fans (sponsors) Increasing sponsorship opportunities +125 Will also depend on the cycle 

Optimise pricing 

LN estimates that artists loose 

USD1bn a year due to suboptimal 

practises. Verified by fan tools help to 

optimise the pricing 

+100 

It might be a very progressive path as 

big anomalies have been corrected and 

the ramp up of Verified looks slow 

Onsite spending: 

+USD8 per fan 

The current USD27 is still miles away 

from the US open or the NFL (USD35) 

or Disneyland (USD45) 

+75 

LN has built a good track record even 

if we can imagine that the low hanging 

fruits have been rewarded first. The 

development of festivals will help 

Capture 30% market 

share in international 

ticketing 

There are a number of countries 

where Ticketmaster is not present 

(Japan, Korea, Brazil..) and some other 

countries are still in start-up mode 

+50 

Each country is different and it might 

take a long time to penetrate some of 

them 

+25% in number of 

strategic sponsors  

Strategic sponsors spend more and 

through longer term contracts 
+50 Will also depend on the cycle 

Total AOI opportunity  +625  

AOI 2017  +735  

Source: Live Nation, CQS research team 
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ESG 

This section is based on internal research and as well as on research provided by MSCI ESG. For the past three years, MSCI 

has rated Live Nation at a stable BB. Currently, 23% of peers have a lower and 52% a higher rating. The main reasons for 

the rating (and our view) are summarised below: 

Area of concern for MSCI ESG Our view 

Lack of  an independent Chairman 

We believe the board is of high quality and sufficiently independent, even though 

with a long average high tenure. It is normal that Liberty Media is represented, 

and recent nomination of two female independent directors underpins a trend 

in the right direction. 

Related party transactions 
They constitute a source of risk but overall revenues from related parties 

exceed by far expenses incurred with related parties, which is reassuring 

Weak human capital management practices 

We base our analysis mainly on employee reviews, which confirm that the 

company is average with respect to HR policies, remuneration and employee 

satisfaction. 

Source: MSCI ESG, CQS research team 

Environmental considerations  

We do not consider any environmental risks as material for Live Nation.5 

Social considerations  

Live Nation regularly receives negative media coverage, in particular with respect to its ticketing business. It would be 

“despised” by two out of the three most important stakeholders in the company’s eco-system: clients and artists. The third 

one is venues, the actual decision-makers, for which the company’s services seem to work rather well (or otherwise, more 

would switch). We will also analyse risks related to employees and competitors and regulatory risks. 

Clients 

The main allegation is for “ripping off” the final user, something to which artists, too, are very 

sensitive. Topping up a ticket’s face value by 20-30% for service fees with a perceived nil 

marginal cost can fuel anger, especially as the context for fans is very emotional. Take a highly 

priced tickets and a small problem or misunderstanding that puts service delivery below 

expectations, and you have the perfect cocktail for rage against the ticket seller. This can 

result in very aggressive negative reviews that tend to outshine the less spectacular but more numerous ones. On the US 

Appstore, the average rating is 4.7/5 based on 729k reviews, while the US Google Play Store shows 4.0/5 for 47k ratings6. 

Independent review sites, notably Yelp and ConsumerAffairs, feature 1-2 star ratings only, but based on a few hundred 

                                                      
5 MSCI ESG views carbon emissions as a key indicator; however, this is in our view for lack of a better alternative, as MSCI’s methodology 
requires at least one environmental key metric. 
6 Note that reviews are based on the last mobile version released only, hence the numbers are generally far below the total number of mobile 
users. 
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reviewers only7. This is not statistically representative. The UK site ticketmaster.co.uk achieves a good 4-star rating on 

Trustpilot based on 6.2k reviews. 

Online reviews can be actively managed by companies, so they should be considered carefully. Notwithstanding, our 

assessment does not corroborate the image of a company “hated” by the client as often depicted in the media. For illustrative 

purposes, we have assembled a few reviews in the appendix. The summary findings are the following: 

 A good share of reviews mentions high levels of fees, which are perceived to be levied out of a monopoly position without 

any value add. A lot of it is psychological, but it does not help Live Nation’s image anyway.   

 The company seems to struggle with customer service request volumes, or decides to reply only selectively; waiting 

queues on the hotline can be very long. This is frustrating, but at the same time, given how emotional users can be, there 

is an obvious trade-off to avoid spending long time with dissatisfied customers on the phone. 

 With various seating areas, check-in, service and cancellation options, the ticket landscape can be complex. And poses a 

communication challenge to TicketMaster. The key takeaway is that the company needs to strike a balance between too 

generous a customer service with dissatisfied clients while also incentivising them not to play the system.  

 A few cases of fraud reported on the credit card following use of Ticketmaster UK – hopefully an exception. 

 The automated communication seems to work pretty well – users appreciate to receive event reminders and updates in 

schedule or production changes. 

 Technical problems happen, such as getting thrown out of the page, jumping back to a wrong date, not receiving 

confirmation emails. For an IT platform with very challenging peak times (when millions of users try to buy tickets at the 

same time of release), this is unavoidable. The limited negative feedback regarding technical problems is actually very 

positive, underpinning the robustness of the system compared to smaller, more fragile competitors. If despite it all, 

technical problems occur while the customer service is slow in reacting, a negative review is likely as users want to 

channel their emotions. 

 People complain about not being able to purchase the tickets they want or being offered horrendous prices. It is likely 

that people buy inflated resale tickets thinking that they buy primary tickets from TicketMaster, which affects 

TicketMaster’s reputation negatively.  

 Some reviewers claim that the mobile version is easier to use than the website. This can explain part of the rating 

differential between appstores and generic online reviews. Given that the app can also serve as paperless ticket, mobile-

first is the right strategic priority. 

Overall, once establishing the prerequisite that a ticket seller cannot have a clean sheet in terms of reviews, the actual 

reviews for TicketMaster are supportive to the investment case.  

Regarding the often criticised fee levels, it is important to establish whether there is a counterpart to the fees in terms of 

value added. This is not to convince the customers that their criticism is unjustified, but it is important to assess the 

sustainability of the business, as companies selling thin air are likely to be taken out by competitors selling thin air for slightly 

                                                      
7 There are generally several TicketMaster but several local ones which are rated individually at the discretion of reviewers. This makes it 
difficult to get a holistic view for TicketMaster. Also, reviews are averaged from last year only. 
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less. For TicketMaster, this value added comprises most importantly a seamless booking process and user experience during 

the event, as well as some level of customer service. While these cannot be accurately measured, our review suggests that 

relative to competitors, the TicketMaster platform is highly user friendly and reliable even at peak times of traffic. To achieve 

this, significant investments and running costs are required. Live Nation acquired TicketMaster in 2010 for $0.8bn and has 

since then invested another $0.7bn in capex. This stands against cumulated NOPAT of $2.1bn. While this is higher than 

what was spent (and it is healthy for a business to want to make more), we do not share the conclusion expressed by some 

client reviews that the fees pay for nothing.  

We do come to the conclusion though that the communication strategy in the ticketing business can be improved. As 

regulation imposes transparency on fees raised, we believe it would be useful to focus on what is offered in return rather 

than communicating defensively / not at all. Moreover, the practice of having a loss-making concert business next to a highly 

cash-generative ticketing business is questionable from this point of view.  

Finally, we also note that the high resale prices of some tickets, which can trade at a multiple of their face value, shows that 

the primary prices are often below their market value. Until a fair distribution of tickets to the actual fans can be guaranteed, 

selling primary tickets at too low a price simply results in a transfer of economic value from the music and entertainment 

industry to ticket traders and scalpers. 

Other client related risks relate to: 

 Client litigation related to security failure: there are, from time to time, claims of personal injury and wrongful 

death relating to accidents at its venues. For example, in October 2017, a mass shooting occurred at a festival in Las 

Vegas, resulting in 450 victims filing multiple lawsuits for negligence against the promoters. In May 2017, Live Nation 

organised the Arian Grande concert in May 2017 in Manchester, where a terrorist bombing killed 22 people. In 2016, a 

college student died at an allegedly overcrowded and dangerous music festival, and in 2017, a technician died after the 

stage collapsed before the concert. It should be noted that security falls into the responsibility of the venue owner, not 

the promoter, which limits Live Nation’s exposure to its role less prominent role as venue operator. We are not aware 

of any past litigation with a material impact on the company. 

 Client litigation related to ticketing: there is a residual risk that resale platforms are held liable for resold tickets at 

inflated prices. For example, a class action was filed Canada in September 2018 on behalf of Canadian ticket buyers seeking 

CAD250m in damages. Live Nation could also be held liable for drip pricing practices, a deceptive practice through which 

pricing is increased during the purchase process. In response, TicketMaster has already agreed to shut two resale sites 

(GetMeIn and Seatwave).  

 Privacy and data security risk: as a B2C IT platform, Live Nation is naturally exposed to risks of security breaches 

and the loss of personal data. Some client reviews, for instance, mention that their payment card was fraudulently used 

following a purchase at TicketMaster, while there is also at least one reported case of security breach and loss of customer 

data at one of the company’s a third party vendors in the UK. Overall, we believe the platform is built on best practices 

in terms of IT-security, and do not expect material consequences. 

 Counterparty risk: inexistent as the customer base is highly diversified and tickets are paid for in advance. 
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Competitors 

Live Nation is the world market leader in live events, attracting the envy and legal suits from 

competitors or consumer associations. Beyond competitive risks, the main ESG risk lies in 

allegations of anti-competitive behaviour and abuse of dominant market position, which can 

have a material impact on the company. For example, although not a court conviction, Live 

Nation reached a settlement with Songkick in 2017 resulting in a lump-sum payment of $110m.   

In November 2018, the New York Times reported that the U.S. Department of Justice was investigating allegations of anti-

competitive business practices indulged by Live Nation following. According to complaints by competitors, the company 

would use its alleged control over concert tours to influence concert venues into forging contracts with Ticketmaster, its 

subsidiary. Live Nation also reportedly told concert venues in various US states that they would stand to lose concert shows 

managed by it if they did not use Ticketmaster for ticketing of concerts.  

In the UK, the Association of Independent Festivals has urged the competition watchdog to investigate Live Nation’s 

dominance of the UK music industry, warning that the summer festival scene is suffering. 

Employees 

We understand from our discussion with the company that questions regarding employees 

and HR are rare on behalf of investors. Overall, while we recognise that most of the jobs do 

not require specific training or skills, the business of live events is labour intensive with 

significant client exposure for most job types. As a result, we consider HR considerations as 

highly important.  

The structure of the company’s work force is threefold: 

 Part-time and seasonal employees: at peak times, the company can employ up to 30,000 people to run the live music 

venues and festivals. Salaries are often close to minimum wage. 

 Full-time employees: at the end of 2017, the company had c. 8,800 full-time employees, of which c. 5,700 in North 

America. These presumably benefit better pay and benefits. For example, Live Nation provides support for degree 

programs and certifications only to permanent employees, excluding part-time and contractors. Also, the group’s benefits 

plan including medical, vision, dental, accidental death, etc. is “generally available to all full-time employees in the United 

States”8 

 Key people: at the top level, the entertainment business is a people’s business, where relationships are the most valuable 

assets. This may explain – at least in part – Michael Rapino’s $70m compensation package. 

The company maintains a 401(k) Savings Plan for all U.S.-based employees. Positively, part-time, seasonal and temporary 

employees that are at least 21 years of age are eligible to participate in the plan upon completing one year of service and a 

minimum of 1,000 hours of service. The company matches 50% of the employee’s first 5% of pay contributed to the plan. 

                                                      
8 Live Nation Proxy Statement p.38 
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We have looked at online employee reviews for Live Nation and competitors9. Contrary to expectations, reviews from 

part-time and seasonal workers were available. The feedback is surprisingly balanced and consensual, with the following key 

takeaways: 

 Several reviews regret that there are limited growth opportunities, including even for full time employees; we believe the 

HR department is fairly passive and unorganised. 

 The pay can be very low (below market, according to many reviews) and the work stressful; however, we do not see 

anything that would strike us as unusual for a company mainly employing a young, unskilled work force; on the positive 

side, many reviewers underline a laid-back atmosphere with friendly co-workers and the possibility to enjoy live music 

events while working. 

 While the overall approval rate for the CEO is 84%, many reviews complain about their more direct management and 

lack of leadership and organisation; in our view, this reflects poorly on the HR department’s ability to organise the human 

capital vertical. 

Comparing reviews with competitors is difficult in the case of Live Nation due to the large variety of different jobs and the 

lack of truly comparable competitors, but we believe it is fair to qualify Live Nation as average: 

 The average rating is 3.5 (out of 5) for Live Nation Entertainment and 3.7 for TicketMaster, with respectively 63% and 

73% willing to recommend the company as an employer to their friends; 

 Best-in-class are clearly Eventbrite (average rating of 4.5 with 89% willing to recommend the company to a friend) and 

SeatGeek (average rating of 4.8 with 95% willing to recommend to a friend). Songkick and IMP also have strong ratings 

(4.2 for both), albeit based on less than 50 reviews; 

 Worst-in-class are Life Style (average rating of 2.3 with only 15% willing to recommend to a friend) and StubHub (average 

rating of 2.8, with 37% willing to recommend to a friend and a low 37% CEO approval rate); 

 It is also noteworthy that larger competitors (as measured by the number of reviews, with the notable exception of 

Eventbrite) tend to rate similar to Live Nation. In particular, AEG and Madison Square Garden rate both 3.4, while Vivid 

Seats achieves 3.3 out of 5. 

  

                                                      
9 It should be noted that online reviews can be subject to biases and manipulation, so they should always be interpreted carefully. 
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Regarding remuneration, the data may be of limited statistical relevance, but seems to confirm the impression that we got 

from the qualitative reviews, i.e. that the pay is below market. We gathered a few yard stick comparisons:  

Job Title 
Live 

Nation 

Ticket- 

Master 
StubHub AEG Eventbrite MSG 

Usher ($/h) 9   14  14 

Box Office Manager ($k/y) 46      

Marketing Manager ($k/y) 60 66  56 81 57 

Director ($k/y) 134 123 193 89  123 

Software Engineer ($k/y) 104 97 110  103  

Senior Software Engineer ($k/y) 104 125 140  135  

 

Live Nation does not seem to excel through superior remuneration, which also means that they do not have to pay a 

premium to attract people to work for them. This is contrary to StubHub, which has overall a weak rating despite one of 

the highest remuneration levels. However, Eventbrite, which is highly rated by employees, also offers superior pay. For Live 

Nation, the key takeaway is that they are mainly average.  

While MSCI ESG rates the company sub-average in terms of human capital development, a conclusion that we do not entirely 

refute, we note that there are some positive elements as well. For example, CEO Michael Rapino commented in an interview 

on an original and effective HR program:  

"So on this phone call with our employees, I said, ‘We spend a lot of money, we do a lot of things with benefits, 

the one thing we have to do is make sure we take care of our own and if there’s any employee in this company 

that’s got a real dire problem, we’re going to take care of them. ‘Email me. Call me.’ We’re going to set up this 

program. So we set this up four years ago. It’s called Taking Care of Our Own. I didn’t know how powerful it 

was going to be.” Rapino said he received 400 emails after that initial town hall call and invitation for feedback. 

“I responded to all of them.” 

Sanmaritanmag, May 2017 

In addition, there is a crowdfunding platform where Live Nation employees can help each other, and which has raised c$300k 

to date. 

In terms of controversies, beyond an isolated press report on class action for unpaid wages, overtime, non-provision of 

meals and rest breaks in California in January 2018, and a lawsuit for alleged negligence resulting in the death of a drum 

technician following the collapse of the stage, which we view as isolated, non-material cases, we are not aware of systematic 

risks of employee litigation. 
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Venues 

Live entertainment is a local business, and as such, venues play an important role in the 

broader eco-system. In particular, they decide which shows to host and which ticketing 

company to engage. 

While Live Nation owns and operates a significant number of venues themselves, the majority 

of shows is organised in third party venues. In this commercial relationship, Live Nation has 

an important advantage, which is their size. Live Nation can supply a venue with enough artists to be filled for the whole 

year. Many local venue operators gain by partnering with Live Nation to increase the utilisation rate of their facility, even 

though part of this value creation is transferred back to Live Nation, including through the use of TicketMaster. 

As in any business relationship, the question is how the economic value is split between the different parties. As explained 

in the section on competitors, there are some allegations that Live Nation were indulging in anti-competitive behaviour, 

forcing venues to use TicketMaster or forego valuable shows.  

We believe there is sufficient alignment of interest and mutual benefit that we would not see a systematic risk with respect 

to venue operators. 

Regulators 

Live Nation’s is affected by a large number of regulations, none of which are specifically 

targeted at its operations or are likely to have a material impact. These include notably:  

 Privacy laws and protection of personal or sensitive information; 

 Primary ticketing and ticket resale service regulations; 

 Licensing, permitting and zoning, including noise ordinances; 

 Safety requirements; 

 Regulations for food and alcoholic beverages; 

 Working conditions, labour, minimum wage and hour, citizenship and employment laws; 

 Marketing regulations; 

Live Nation’s most controversial activity is without a doubt the ticketing business, especially the resale ticketing business, 

which is heavily mediatised for allowing ticket brokers and scalpers to “rip off” the end consumer.  

The very existence of the ticketing resale market is due to its unique constellation: artists intentionally underprice primary 

tickets in an effort to build their brand with the client. They often do not want to be associated with high ticket prices. As 

a result, primary tickets are bought by brokers in high volumes shortly after release, in order to be immediately resold at a 

much higher price. In many cases, brokers use bots to buy many tickets in a very short time. The use of bots is illegal in 

many countries, but difficult to control. Ticket resale platforms benefit from this through the fees they levy on the 

transaction. 
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All this creates negative press, which in turn, we expect to result in more stringent regulation in the short to medium term. 

We believe Live Nation is in a good position to benefit from this: 

 First of all, for Live Nation as a vertical integrated business, the fees generated on the secondary market are only a piece 

of the puzzle. All the gains made by brokers and scalpers are, in effect, money lost by the industry and the fan. Shifting 

revenues from the secondary market to the primary is, for Live Nation, less material than for a pure play ticket resale 

platform.  

 Second, Live Nation could become the white knight in the ticket resale market by adopting good practices, limiting price 

inflation and safeguarding the interest of the genuine fan, even if they cannot make it to a concert. Live Nation has worked 

towards being able to play this role, including through the closure of two resale sites (Seatwave and GetMeIn) and the 

launch, in 2017, of the Verified Fan program, which ensures that more tickets get into the hands of bona fide fans. 

Interestingly, when discussing with-UK based anti-ticket touting association, we felt that Live Nation was not at all in the 

spotlight, compared to Viagogo and, to a lesser extent, Stubhub. Becoming the white knight in the industry would have a 

negative impact on fees per transaction, but could largely compensated by an increase in volumes from other competitors 

that fall out of grace.   

Artists 

Artists are the most important component of the Live Entertainment eco-system. In the old 

days, record labels had huge power as they were very large in size and could decide over 

which artist to give a chance and put under contract. Basically, artists were successful only if 

they had the backing of a record label. 

This has all changed with the internet piracy followed by streaming. Today, record labels are 

“just” a distribution channel and lost their status as main revenue driver.  

Examples of  US-based 2017 revenues  

Artist Total revenues ($m) o/w from touring ($m) 

U2 54.4 52.0 

Garth Brooks 52.2 46.7 

Metallica 43.2 30.7 

Bruno Mars 40.7 33.9 

Ed Sheeran 31.3 19.9 

Source: Billboard’s 50 Highest-Paid Musicians 

Within the broader eco-system, artists come out as the big winners of that evolution, followed by Live Nation. As CEO 

Michael Rapino put it:  

“We went public 12 years ago. Nobody cared about us 12 years ago. For thirty years, the business was about 

the record, and Napster and streaming and CDs and consumption around the record business and the news 

media. And the promoter was, you know, you toured to sell records and then Napster came along and the 

digital download came along and all of the sudden you toured to make money” 
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Interview with Charlie Rose, 2017 

Live Nation positions itself as working first and foremost for the artist. What they offer the artists is attractive, and to a 

large extent unique: 

 Access to a global network of venues and expertise to organise tours at a global scale; 

 Expertise in ticket pricing – which will improve further when the full data analytics potential of digital tickets is exploited; 

 Risk reduction: we believe artists are risk averse when it comes to touring; the only alternative to Live Nation is the 

riskier strategy of using various local promoters to organise a tour.  

 A better financial deal: Live Nation shares 90% with the artist, versus 80% for most competitors, helped by the fact that 

the ticketing business generates a profit at the same time. Also, Live Nation has a greater strength in securing sponsorship. 

We believe the relationship between artists and Live Nation are symbiotic, which is positive in our view, as the artists are 

the strongest stakeholder in the live entertainment business. The main risks that we identify relate to accidents or scandals 

surrounding the artists themselves, the former at least can be insured against. Contrary to ten years ago, the artist base is 

well diversified, so we do not see individual artists as a major source of risk. 

Governance 

The objective of this section is to establish whether the balance of power within the company is such that there is a good 

reason to believe that the company will be run in the best interests of all shareholders. A balanced governance system comes 

along with transparency, high quality accounts and an accessible management. 

Governance highlights as communicated by the company 

Source: Live Nation Proxy Statement 2018 
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Management 

Name  Position Awarded pay 
Tenure 

(years)10 
Comment 

Michael Rapino CEO $70.6m 13 Pay is meant to cover future 5 years 

Kathy Willard CFO $5.5m 12  

Brian Capo Chief Accounting Officer $0.5m 11  

Joe Berchtold President $28.8m 5  

Michael Rowles General Counsel $3.4m 5  

 

We believe the management of Live Nation is of high quality, with an excellent track record and a strong expertise in the 

particular world of live entertainment. We believe that M. Rapino is an excellent sales person and networker, and this to an 

extent that makes us believe there is a high degree of key person risk associated to him. Positively, nothing points to the 

imminent need for succession planning.  

As shown in the table above, Live Nation’s executives are very well compensated. The compensation committee justifies 

this by the importance of individual reputation and relationships in the live entertainment industry.  

While we buy this argument to some extent, the CEO’s is still very high, both on an absolute and relative basis. In 2017, M. 

Rapino was awarded a compensation package of $71m. According to our understanding, this is not recurring and should be 

materially lower over the next five years. We suspect the main reason to grant all these shares “upfront” may be fiscal and 

related to the entry in force of a $1m cap on executive compensation for the purpose of corporate tax-deductibility11. 

CEO compensat ion 2017  

In USDm Awarded Realised 

Salary 2.4 2.4 

Other fixed 0.1 0.1 

Cash performance bonus 6.8 6.8 

Additional bonus 1.0 1.0 

Stock Options 1.7 19.4 

Stock Awards 58.6 1.2 

Total 70.6 30.8 

                                                      
10 Tenure since employed by Live Nation, all positions 
11 The limit is not new, but an exemption existed for performance based shares until 1st January 2018. Performance based shares 
represented the bulk of the 2017 award.  
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Source: MSCI ESG 

Positively, the vesting of performance based stocks is tied to “the attainment of aggressive performance stock price 

targets”12, Despite this, we are tempted to question the rationale for such a high package, especially as the executives of 

Liberty Media who sit on Live Nation’s board (G. Maffei and M. Carleton) receive only a fraction of this amount in their 

capacity as Liberty Media executives ($20m and $5m respectively). We recognise that Live Nation’s success has been built 

by M. Rapino over the past close to 15 years, and that live entertainment is a people’s business when it comes to secure 

artists for touring. But we do not believe it is necessary to pay that much to retain him (or acquire someone with a similarly 

attractive profile) and hence are sceptical that his compensation is in the best interest of shareholders. 

It is also surprising that when a new employment agreement was negotiated between M. Rapino and Live Nation in 2017, 

on top of simply receiving the pro-rata bonus for 10 months until November 2017, M. Rapino received an extra $1m 

guaranteed cash bonus. What for?  

In 2017, the stock awards of 58.6m include c.20k restricted shares granted in March 2017 (fully vested by March 2019), 289k 

restricted shares granted in December 2017 and 700,000 performance shares, also granted in December. Importantly, the 

performance share are a target number with the actual number ranging between 0 and 250%, based on aggressive targets 

on which we have no detail.  

The criticism against the high remuneration for M. Rapino also holds true for J. Berchtold with a package of $29m.  

In case of termination of contract for the following reasons: termination without cause by the company, termination without 

good reason by the executive, death, disability or change in control (with a double trigger clause), executives receive 

generous severance payments and equity awards, amounting to $94-117m for M. Rapino and $45-49m for J. Berchtold. This, 

too, seems to us excessive, especially as it cannot even be justified by key person risk.  

Our critical view on Live Nation’s compensation philosophy is not shared by a majority of shareholders. At the 2017 AGM, 

over 89% of votes cast approved of the compensation policy. 

                                                      
12 Live Nation Proxy Statement 2018 p.29 
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Beyond the level of remuneration, the company highlights the following features of its executive compensation practices: 

Source: Live Nation Proxy Statement 2018 
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Board of Directors 

Name Age Tenure 
Votes 

against 

Indepen-

dence13 

Awarded 

Pay 
Comment  

Ariel Emanuel 57 11 15.5% No $253k 
Expertise in entertainment and artist 

representation 

Dana Walden 53 < 1 0.3% Yes - Expertise in Media (TV) 

Gregory Maffei 57 7 34.7% No $393k 
COB, overboarded14, Liberty Media director, 

industry and finance expert  

James Iovine 65 4 14.4% Yes $244k 
Co-founder of Beats, expertise in music 

industry 

James Kahan 70 11 15.1% No $265k 
Former AT&T executive overseeing $300bn 

in M&A 

Jeffrey Hinson 63 13 15.3%  No $283k 
Expertise in radio, entertainment tech and 

audience insights 

Mark Carleton 57 8 16.7% Yes $244k 

Liberty Media director, industry and finance 

expertise; has received 64% votes against for 

directorship at Barnes & Noble 

Mark Shapiro 48 10 17.6%  No $259k 
Overboarded, expertise in sports, fashion and 

media 

Michael Rapino 52 13 14.4%  No $71m 
 CEO and director since 2005; also sits on 

the board of Sirius 

Ping Fu 59 < 1 0.3% Yes - 
Software and media expertise; a “futurist in 

technology trends”  

Randall Mays 52 13 20.0% No $262k 
Director with same tenure as Michael Rapino; 

President of private investment company 

Robert Enloe 79 12 19.0% No $274k Technology and finance expertise 

Total 

17% > 70 

years+ 

age 

58% > 10 

years+ 

tenure 

 

67% 

inde-

pendent 

  

Source: MSCI ESG 

There are several important comments to make with respect to the board: 

 The skillset strikes us as diverse and complimentary but built rationally to cover various aspects of the live entertainment 

business. 

 Board Committees: 

– Audit Committee (J. Kahan, J. Hinson, P. Fu): the committee is reportedly fully independent, although we 

reclassified two of the three members as dependent due to the length of their tenure exceeding 10 years; given that 

freshly elected and independent director P. Fu has also become a member this year, we see account-related risks as 

                                                      
13 Based on our assessment, which requalifies members with a long tenure (>10 years) as dependent 
14 Currently serving on 4 boards or more 
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limited; importantly, we are not aware of any accounting issues or conflicts raised by the company’s auditors, which 

have been Ernst and Young for a number of years. 

– Nomination Committee (A. Emanuel, Randall Mays): we reclassified both directors as dependent due to long 

tenure; we would welcome a fresh face on this committee. 

– Pay Committee (J. Iovine, M. Shapiro, R. Enloe): while all members are reportedly independent, we reclassified 

two as dependent due to their tenure exceeding 10 years; the only truly independent member (J. Iovine) is very wealthy 

and already 65 years old; we consider the composition of the pay committee to be suboptimal, in particular in the light 

of the very high remuneration awarded to the M. Rapino and J. Berchtold. We also note that that the compensation 

setting process for named executive officers other than M. Rapino relies among others on the “input from our Chief 

Executive Officer”, which is likely to favour compensation inflation; an independent outside compensation consultant 

was engaged to advise on the form and structure of the terms for the new employment contract with M. Rapino signed 

in late 2017, although without conducting a formal benchmarking or peer analysis. 

– Executive Committee (G. Maffei, R. Mays, M. Rapino): the purpose of the committee is to be a conduit between 

management and the board; it did not take any formal action in 2017. 

 There are two flagged directors, i.e. who were previously sitting on boards of companies that filed for bankruptcy; 

however, given the relatively high bankruptcy rate in the media industry, this is not a red flag in our view: 

– Mr. Emanuel served on the board of Source Interlink Companies, which filed for Chapter 11 bankruptcy protection in 

May 2009. 

– Mr. Shapiro served on the board of Six Flags, which filed for Chapter 11 bankruptcy protection in June 2009. 

 The level of remuneration for directors is high, but not outright excessive; 

 The average tenure of nine years is high; combined with a long-standing CEO, who has been there longer than almost all 

the directors, one might wonder whether the board could be an effective counterpart in case of a crisis; this adds to key 

person risk associated with M. Rapino; 

 Most directors, including M. Rapino, face a significant portion of shareholders voting against them: 

– The record is held by Liberty Media executive G. Maffei with 35% of votes against, which translates into c. half of all 

votes excl. Liberty Media’s vote; 

– Part of the dissent can relate to categorical votes, i.e. based on age, tenure, under-representation of female directors, 

…; the fact that the two freshly elected (female) directors received shareholder support of >99% supports this idea 

and shows a trend in the right direction 

 While we find it normal for a major shareholder (Liberty Media) to be represented on the board, we do not believe 

putting that a Chairman who is executive in another company and sitting on the board of ten other companies is the best 

choice; 

 There are some cross-holdings with Sirius, the radio arm of Liberty Media: G. Maffei, M. Carleton and M. Rapino are all 

sitting on the board of directors. One might speculate over whether deals involving Sirius and Live Nation may be 

structured at the detriment of the other Live Nation shareholders. 
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Ownership 

 

Ownersh ip breakdown 15 

Source: FactSet 

Live Nation – Liberty Media Stockholder Agreement 

Based on the Stockholder Agreement between Liberty Media and Live Nation agreed in 2009 in the context of the merger 

with TicketMaster, Liberty shall have the right to nominate up to two Liberty Directors; provided that one of such is qualified 

as an independent director. We view this as acceptable and appropriate given Liberty Media’s 33% stake in Live Nation.  

We are not aware of any provisions in the agreement that would represent a major source of governance risk. 

The agreement also contains a restriction for Liberty Media to control more than 35% of voting rights. While this should 

limit the extent of a speculative premium, it does not exclude the possibility altogether. In particular, given Live Nation’s 

strong performance and position on the market, there is a strategic rationale for Liberty Media to increase their exposure. 

  

                                                      
15 This does not include exercisable stock options, which, if exercised, would result in 5.19% of shares being held by executives and directors 

Liberty Media

33%

Executives and 

other insiders

1%

Top 10 Institutional Investors

33%

Other free-float

33%
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Liberty Media’s  Group Structure  

 

 

Liberty Media’s  Most Important Investments  

Source: Investor presentation of Liberty Media, November 2018 
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Related party transactions 

There is a heightened risk that Live Nation engages in transactions at the detriment of some of its shareholders. The company 

discloses the following related party transactions: 

 Liberty Media: leasing a venue from and provides ticketing services to a sports franchise owned by Liberty Media; 

purchasing advertising from Sirius 

 Legends: M. Rapino became director of Legends Hospitality Holding, which provides concession services to Live Nation’s 

amphitheatres. [Insert answer from company IR] 

 Senior Management: based on a vague wording in its 10k document,  Live Nation conducts transactions, primarily 

related to ticketing, with companies in which senior management has an interest; 

 Equity Method Investees: in a similar vague wording, Live Nation discloses conducting business with equity accounted 

companies relating to venue rentals and ticketing services, but importantly, discloses associated numbers (revenues of 

$2.8m and expenses of $1.8m) 

While it is impossible for us to judge whether related party transactions are carried out in the best interest of all shareholders 

(and we highlight the risk that there are not always), we also note that there are overall significantly higher revenues than 

costs associated with related parties ($136m of revenues vs. $14m of expenses). This does not necessarily mean that these 

revenues are generated at market value, but at least, we can exclude a cash drain to the benefit of related parties.  

Poison pill 

Against good industry practice, Live Nation has an active poison pill, which is the case for only 2% of companies in the United 

States.  

The percentage threshold required to trigger the pill is 15%. Its final expiration date is December 21, 2020. The poison pill 

was not approved by shareholders. 

Majority requirements 

Against good industry practice, Live Nation has some restrictive majority requirements for changing provisions. In particular, 

80% approval is required to amend key provisions of the Articles of Association, e.g.  Annual Meetings, Committees, 

vacancies, conflicts of interests, stockholder action and others. This gives a de facto veto to Liberty Media even if they reduce 

their stake significantly.  

In line with industry practice, a 51%-approval is required for a merger. 

Employee ownership plans 

The company does not have specific widespread programs to incentivise employee ownership of the company. The Board 

expects that all directors acquire shares with a market value of at least $225k and that the CEO in particular holds shares 

worth 5x his annual base salary of $2.4m. While this is good industry practice, the amounts at stake are in our view too low 

to represent a strong incentive for M. Rapino.  
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Financial Analysis and Quality of Reporting 

The overall quality of accounts is satisfactory as there has been no restatement or history of doubts regarding the company’s 

accounts or the accounts of its main acquisition Ticketmaster. This said, the accounts feature company specific complexities 

that require increased due diligence.  

Below we go into detail on the main areas of Live Nation’s financial and operational investor communication that we consider 

worthwhile to comment. 

Segment Reporting  

The segmentation of the company’s results is satisfactory. The company provides a detailed P&L until the EBIT level for 

Concerts, Sponsorship, Ticketing and Corporate. We even believe that this segmentation is more granular than it should 

be, as we view the company’s integrated business model as more than the sum of its parts. For example, the ticketing 

business derives part of its value from the stable flow of business coming through the concert division, while the ability to 

attract artists for touring also relies on the company’s network of venues. This intertwining is also reflected in the financial 

reporting, as the USD200m operating income includes a negative USD150m of eliminations and other items. 

Source: Live Nation 

In USDm 2010  2011  2012  2013  2014  2015  2016  2017  

Concerts 3,888  4,044  4,270  4,870  5,116  5,383  6,284  7,892  

Ticketing 1,040  1,191  1,374  1,408  1,557  1,640  1,828  2,144  

Sponsorship & Advertising 162  180  248  285  300  334  378  445  

Other / corporate / eliminations (26) (30) (73) (84) (107) (111) (134) (144) 

Total sales 5,064  5,384  5,819  6,479  6,867  7,246  8,355  10,337  

         

Concerts 62  77  69  92  99  95  149  185  

Ticketing 234  279  295  298  326  346  365  298  

Sponsorship & Advertising 142  165  176  195  213  230  248  281  

Other / corporate / eliminations (75) (84) (81) (80) (83) (93) (122) (138) 

Adjusted Operating Income (AOI) 363  438  459  505  555  578  640  625  

         

Concerts (141) (130) (201) (51) (213) (133) (63) (94) 

Ticketing 69  113  123  102  117  158  174  91  

Sponsorship & Advertising 141  164  174  192  208  218  228  251  

Other / corporate / eliminations (132) (129) (118) (102) (105) (112) (144) (157) 

Total Operating Income (64) 18  (22) 140  7  131  195  91  
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The pertinence of how the operating income is broken down by segment is questionable. It shows a very high profit ratio 

for Ticketing and Sponsorship but a low profitability for Concerts while this division is at the core of the company’s business 

model. We would encourage the company to look at that segmentation in order to improve communication. Many investors 

stop their investigation on Live Nation when they realise the low company’s profitability in Concerts which is considered 

the company’s core business and the largest contributor to revenues. In terms of change in the company’s segmentation, 

the company included Artist Nation (the artist management business) in the Concert division; this development makes sense 

as Artist Nation is fuelling tours and the business of Concerts. The complexity is that the Concert business now includes 

very diverse sub businesses such as beer concessions, concert promotion and artist fees. 

Organic Growth vs. Acquisitions 

The company is not particularly transparent in terms of breaking down by organic growth and acquisitions. The habit is to 

publish press releases for some transactions but not all. The ones which are not formally advertised are often found in trade 

press. The company does not publish organic growth data and the revenue development is a mix of pricing, volume and 

acquisitions that investors cannot precisely identify. The company does not communicate acquisition prices or the precise 

equity interest (most acquisitions strongly incentivise the previous owners to continue and develop the business). It is 

possible to find a total paid for acquisitions in the annual report but this amount includes earn out paid for previous 

acquisitions which make the analysis difficult. Positively, since 2016, the company reports at least the constant currency 

growth allowing to carve out forex impacts. 

Adjusted Operating Income 

This is the NON-GAAP metric used by Live Nation to monitor its business development. This is calculated as operating 

income before acquisition expenses (including transaction costs, changes in the fair value of accrued acquisition-related 

contingent consideration obligations, and acquisition-related severance and compensation), depreciation and amortization 

(including goodwill impairment), loss (gain) on disposal of operating assets and certain stock-based compensation expense.  

In USDm 2010  2011  2012  2013  2014  2015  2016  2017  

Reported operating income (64) 18  (22) 140  7  131  195  91  

 - Stock based compensation 62  61  37  28  39  33  33  43  

 - Loss (gain) on disposal of operating assets 0  1  (1) (38) (4) 1  0  (1) 

 - D&A (excl. impairments) 254  281  288  285  272  311  319  352  

 - Amortisation of non-recoupable ticketing contract advances 24  38  48  74  79  87  85  83  

 - Impairments 44  24  94  11  152  -  -  20  

 - Acquisition expense 43  15  15  6  10  15  9  36  

AOI 363  438  459  505  555  578  640  625  

Source: Live Nation 
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The usage of this AOI metric is not particularly shocking to us for three reasons: 

 First there is a clear reconciliation of AOI to Operating Income for each division.  

 Second, even if the difference between AOI and Operating Income is significant, it corresponds to where the company’s 

development stands today in terms of management incentives, depreciation and amortisation (still elevated capex in 

ticketing and venue development) as well as acquisition expenses.  

 Third, Live Nation develops a relatively significant property business which generates some one-off gains and losses on 

sale of properties.  

Reassuringly, it is worth noting that the settlement of a litigation for USD110m in 2017 was not restated from the AOI 

which shows a positive attitude towards transparency with investors16. 

However, we make the following adjustments as we do believe that a few things are slightly intriguing when it comes to 

AOI calculation: 

– In 2018, a new revenue recognition guidance became effective which resulted in some costs being accounted for as 

reduction of revenues rather than as costs. The net effect on operating income was strictly zero, but part of the costs 

was previously included in D&A, which contributed to increase AOI. This refers to the amortisation of non-recoupable 

ticketing contract advances, which “are fixed additional incentives occasionally paid by the Company to certain clients to 

secure the contract and are normally amortized over the life of the contract”. The associated cash outflow went through 

working capital / prepaid expenses together with numerous other items and was therefore somewhat hidden from the 

investor eye. This was in our view bad accounting practice as it hindered the analysis of an event’s profitability. Basically, 

a proper analysis of the segment’s profitability requires to view AOI after the specific cash-outflows related to these 

upfront capex-like payments, which was impossible as not separately disclosed. Now, all this was should have ended 

with the adoption of the new accounting standard on revenue recognition. Surprisingly, Live Nation chose to continue 

to adjust AOI for amortisation of non-recoupable ticketing contract advances, although these are directly deducted 

from revenue and hence do not even visibly flow through the company’s P&L. Our adjusted EBITDA considers this 

amortisation as if it were a cash item. 

Adjusting AOI for  the amortisation  of  non -recoupable t icket ing contract advances  

 

In USDm 2010  2011  2012  2013  2014  2015  2016  2017  

Amortisation of non-recoupable 

ticketing contract advances 
24  38  48  74  79  87  85  83  

Adjusted AOI margin (%) 20.2%  20.2%  17.9%  15.9%  15.8%  15.8%  15.3%  15.1%  

Source: Live Nation 

  

                                                      
16 However, somehat boldly, the metric on which executive compensation is calculated was indeed adjusted by the $110m settlement. 
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– While a minor issue, acquisition related expenses which are added back to AOI are slightly obscure. In 2017, they 

represented $36m or 30% of the net acquisitions that were recognised in the cashflow statement of that year. They 

include transaction costs, changes in the fair value of accrued acquisition-related contingent consideration obligations, 

and acquisition-related severance and compensation, without more detailed disclosure. Moreover, there are 

acquisition related expenses every single year, and acquisitions are an integral growth driver for the company. As a 

result, we consider them as recurring. 

– We adjust for some one-off items, e.g. the $110m settlement with Songkick, which explains why the difference between 

adj. EBITDA and AOI has narrowed in 2017. 

Adj.  EBITDA vs .  AOI  

Source: Live Nation, CQS research team 

Financial Debt 

Live Nation has always had recourse to financial debt as a source of funding, including for acquisitions. 

Net debt /  EBITDA  

Source: CQS research team. Cash excludes c.USD0.8bn of received that includes the face value of 

tickets sold on behalf of our ticketing clients and their share of service charges. 

Importantly, we expect a strong reduction of net indebtedness over the coming years, with net debt / EBITDA below our 

threshold of 2x as soon as this year.  
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As at the end of September 2018, Live Nation had the following debt instruments: 

 Q3 2017 Q3 2018 

Term loan A 176  162  

Term loan B 963  956  

4.875% Senior Notes due 2024 575  575  

5.625% Senior Notes due 2026 -  300  

5.375% Senior Notes due 2022 250  250  

2.5% Convertible Senior Notes due 2023 -  550  

2.5% Convertible Senior Notes due 2019 275  29  

Other long-term debt 99  93  

Total principal amount 2,338  2,914  

Less unamortized discounts and debt issuance costs (38) (100) 

Total debt, net of unamortized discounts and debt issuance costs 2,300  2,814  

Less: current portion 348  82  

Total long-term debt, net of unamortized discounts and debt issuance costs 1,952  2,732  

Source: Live Nation 

In 2018, the company issued new debt consisting of USD300m of 5.625% senior notes due 2026 and USD550m of 2.5% 

convertible senior notes. The gross proceeds of USD850m were used for the repurchase of the existing convertible notes 

which approached maturity, and being in the money, were repurchased at a premium of USD90m to face value. The 

remaining USD493m of gross proceeds were declared to be for general corporate purposes, which is intriguing, as we do 

not see the immediate need for it. It might be a sign for a larger acquisition to accelerate international expansion and/or 

investments in the capital intensive venue network. In both cases, this could be supportive for growth. If as a result net debt 

/ EBITDA were to structurally exceed our threshold of 2.0x, we would reconsider any equity investment in the stock.  

Other Debt-like Items and Contingent Commitments 

We recognise the effort here in terms of transparency as the company discloses future liabilities in a rather investor-friendly 

way. A table details the rental liabilities as well as the various commitments to artists in a clear fashion. Also, the company 

makes clear that part of the cash held by the company is actually a float which is owed to venues in the context of the 

ticketing activity17. Given the recurring and significant nature of this float, it could have made sense to work on a specific net 

debt metric for Live Nation which excludes the cash held for third parties. We would also encourage the company to explain 

how this cash is invested. 

                                                      
17 Our net debt calculation reallocates this cash to working capital. 
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The table below lists contingent and debt-like commitments that are not already included in financial debt. Not all of them 

affect our valuation. In particular we consider the minimum payments under leases and other contracts to be paid in exchange 

for the services for which the initial payment was destined, e.g. we expect Live Nation to use the venues for which they 

contracted leases to good effect.  

Other debt - l ike or  potential ly debt - l ike i tems  

In USDm 2017  

Liability accrued in relation to deferred purchase 

consideration for acquisitions 
116  

Contingent obligations related to acquisitions, which 

are recorded at fair value in the accounts. 
70  

Minimum rental commitments under non-cancelable 

operating lease agreements  
2,624  

Minimum payments under non-cancelable contracts 2,220  

Minimum capex commitments  60  

Source: Live Nation 

Minorities  

Live Nation has two types of minorities: 

 ‘Straight’ non-controlling interests represented USD237m on Live Nation’s 2017 balance sheet; 

 Redeemable non-controlling interests represented USD245m on Live Nation’s 2017 balance sheet. 

Redeemable minority interests refer to put arrangements where the holders of the non-controlling interests can require 

the Company to repurchase their shares at some point in the future. The redemption amounts for these puts are either at 

a fixed amount, at fair value at the time of exercise or a variable amount based on a formula linked to earnings. The balances 

are reflected in the Company’s balance sheets outside of permanent equity. The decrease during the current year is primarily 

due to the acquisition of the remaining interest in a festival and concert promoter business located in the United States 

upon the exercise of the related put in December 2017. 

The accounting related to redeemable non-controlling interests is unusual and complex, but transparently disclosed. In 

particular, the company shows below its statement of operations a reconciliation of net income to account for the accretion 

of redeemable non-controlling interests to derive a net income ‘available’ to common stockholders of Live Nation. 
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Reconci l iat ion to ava i lable  net income  

In USDm 2015  2016  2017  

Reported net income (33) 3  (6) 

Accretion of redeemable non-controlling interests (33) (50) (92) 

Net loss available to common stockholders of Live Nation (66) (47) (98) 

Source: Live Nation 

In addition to the above, minorities also impact reported net income through the more traditional line of net income 

attributable to non-controlling interests. The breakdown of this line shows that redeemable minorities are loss-making, 

while straight minorities are highly profitable.  

Minor ities ’  contr ibut ion in the P&L  

In USDm 2010  2011  2012  2013  2014  2015  2016  2017  

Net income attributable to 'straight' minorities 21  18  3  17  5  25  23  21  

Net income attributable to redeemable minorities (1) (5) (2) (9) (18) (8) (6) (7) 

Total consolidated net income attributable to minorities 20  13  1  7  (14) 17  17  14  

Source: Live Nation 

Despite being loss-making, the redeemable minorities have a positive value which Live Nation discloses transparently as ‘the 

company’s estimate of redemption amounts for puts that are redeemable at fixed or determinable prices’ in the notes to its 

consolidated financial statements, giving it a total value of USD277m, to which we add the USD77m accretion on which the 

company has guided for 2018. This shows that there is hidden value sitting with minorities that does not properly show up 

at first glance. 

Capex 

One of the good points is the fact that Live Nation publishes the details of its capital expenditures per division but also 

splitting them between maintenance and development capex. This is really helpful to understand the underlying returns of 

each division but also to stress test the cash flow of Live Nation and assess what the balance sheet would be if the 

management decides to cut investment. 
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Seasonality 

The company’s earnings generation is heavily geared towards the summer months, when most events take place. While this 

is not a problem, it creates significant fluctuations within the year on the P&L and cashflow statement, which render the 

quarterly financial analysis more difficult. 

Quarterly Financia ls  

In USDm Q1 17  Q2 17  Q3 17  Q4 17  

Revenues 1,413  2,819  3,559  2,546  

Operating income (21) 113  201  (202) 

Source: Live Nation 

Guidance 

The company does not communicate regularly on established metrics to communicate guidance. From time to time, the 

management discloses elements from its business plan, including financial or operating metrics, such as sales or the number 

of fans, or particular items of the P&L such as the AOI for a particular division. Finally, the company communicates on 

different quantitative AOI improvement targets linked to specific projects such as onsite revenue, paperless tickets; it is 

nevertheless impossible to follow the progress on these objectives from an external perspective. Conceptually, the fact that 

the company does not communicate clear long term guidance is not an issue in itself. The music business has been moving 

rapidly and it is understandable that management do not want to be the hostage of a guidance. 

Chart showing company forecasts unti l  2020  

Source: company business plan as outlined at Liberty Media Investor Day in November 18. We read 

sales 2020e as USD11.3bn and AOI 2020e at USD995m. 
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Dilutive Elements 

There is ongoing dilution of shareholders which is poorly reflected in the financial statements. This is not however 

attributable to Live Nation, but to the accounting rules more generally. 

The biggest contributor to dilution is stock based compensation. Since the acquisition of Ticketmaster in 2010, Live Nation 

issued in total 22.1m shares as stock based compensation, representing more than 10% of outstanding shares. These have a 

market value of USD1.2bn. However, during that same time only USD0.3bn were recognised as stock based compensation 

and USD0.2bn were actually cashed in by the company upon the exercise of stock options. There is nothing wrong with this 

discrepancy, as accounting rules provide that stock based compensation be recognised at fair value at the grant date and 

progressively released to the P&L upon vesting. As a result, when share prices rise, the dilution will be stronger than what 

is ever recognised in the financial accounts. As we still see significant upside to the share price, we expect this mechanism 

to continue and adjust our enterprise value accordingly. 

Importantly, the company excludes these potentially dilutive securities from its calculation of fully diluted EPS on the ground 

that they are anti-dilutive, i.e. the positive impact of lower costs more than offsets the negative impact of a higher number 

of shares in the calculation of EPS18. We have no reason to question this calculation, but note, as per the reasoning in the 

previous paragraph, that dilution has still occurred.  The table below shows all potentially dilutive securities. 

Secur ities  excluded from the ca lculat ion of  d i luted EPS  

 2010  2011  2012  2013  2014  2015  2016  2017  

Stock options 20  21  25  17  17  16  16  14  

Unvested restricted or deferred stocks 4  4  3  2  1  1  1  4  

Warrants 1  1  1  -  -  -  -  -  

Conversion of convertibles 8  8  8  8  8  8  8  8  

Total 33  34  37  27  26  25  25  26  

Weighted number of shares outstanding 164  182  187  194  199  201  202  205  

 - as % 20%  19%  20%  14%  13%  12%  13%  13%  

Source: Live Nation, FactSet 

The convertibles mentioned above refer to a 2.5% convertible senior note due in 2019, which was repurchased before 

conversion with a repurchase premium of USD90m through the issuance of a new 2.5% convertible senior note with a face 

value of USD550m. The conversion rate implies a strike price of USD per share, so the convertibles are currently out of 

money. Should the price increase beyond USD68, as we expect, we would expect the company to repurchase the 

convertibles again rather than having existing shareholders diluted. 

  

                                                      
18 In its latest quarterly report, the company produced a diluted number of shares which included stock options, restricted stock and 
convertible senior notes. This might reflect a change of accounting treatment which we wait to be confirmed at FY 18 results 
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Reporting Consistency on Executive Compensation 

While the reported AOI 2017 figure did not adjust for the $110m legal settlement, the same metric used for executive 

compensation did, resulting in a 104% match of executive performance targets and at least full payment of cash bonuses. 

This is inconsistent. If shareholders lose money, the executives should not remain unaffected. More generally speaking, there 

should be consistency in metrics used for financial reporting and executive compensation. 

Cash conversion 

In USDm 2010  2011  2012  2013  2014  2015  2016  2017  

Consolidated net income (204) (70) (162) (36) (110) (49) 20  8  

FCF 609  36  204  313  (50) 77  167  279  

Source: CQS research team 

Free cashflow is calculated as funds from operations less changes in working capital, capex, acquisitions and plus proceeds 

sales. The main factor explaining why FCF is above net income include is the fact that capex has been below D&A, as the 

latter includes the amortisation of non-recoupable ticketing contract advances and impairments.  

Valuation 

We believe that Live Nation has a very strong position in the live entertainment market, which itself is supported by secular 

growth drivers. We believe this can translate into a fantastic growth story for the years to come, and a multiplication of the 

company’s share price from current levels.  

We recognise that the company is at the limit of what is acceptable for us in certain identified areas, but we believe this is 

more than offset by the attractiveness of the business model. 

From a conceptual point of view, what makes Live Nation so valuable are the following intangible assets: 

 Relationships with a diversified pool of high quality artists that are the backbone of fan enthusiasm; thanks to 

this, Live Nation is able to supply concerts for any single venue to be full year-long, if they wanted to; this puts Live Nation 

in a great position vis-à-vis venue operators.  

 Executives with excellent relationships in the industry, as witnessed by the company’s excellent track record; live 

entertainment is to a large extent a people’s business. 

 A strong position along the entire industry value chain; we believe the company is worth more than the sum of 

its parts. 

 A large database of fans who are receptive to branding and sponsorship as they are caught in a favourable emotional 

setting: a live concert of an artist they like; this database is further enhanced in value through the company’s development 

of data analytics technology, which aims to better understand the fan and maximise monetisation, including through on-

site spending, premium packaging, etc. 
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 A strong pricing power as the company is by nature in a monopoly position for a given artist and concert, and hence 

also the only supplier of sponsorship opportunities and in full control of onsite food and drinks. 

 A high-quality ticketing platform, which we understand requires significant technological know-how when required 

to master peak traffic of millions of users at the same time; there are numerous examples of smaller competitors crashing 

when the platform cannot cope with traffic for high profile events.  

 The best international footprint, which gives it a strong advantage over competitors when it comes to selling a global 

package to risk-averse artists 

These assets are very hard to replicate, especially if combined, and importantly, cannot be so purely with capital. It is the 

ensemble of size, reputation, footprint, track record and vertical integration that underpins the strong moat of the company 

in the live entertainment industry. 

Regarding the risks that could affect valuation in the short to medium term, we note the following: 

 Live Entertainment is a people’s business and as such exposed to unpredictable personal events of key executives and 

artists. 

 The ticketing industry is likely to change due to ‘bad guys’ – scalpers, secondary ticketing platforms – ‘ripping off the fan’. 

While Live Nation is a in a pole position to emerge as a white knight from the turmoil, new regulation and/or new 

entrants may blur the company’s financial outlook. 

 Even though the prospect of a buyout of Live Nation by Liberty Media at a fair premium is possible, we cannot exclude 

possible deals in which minority shareholders are disadvantaged. 

In line with our research methodology, we assess the risk profile on a qualitative basis to derive cost of capital. 

Detail  of  qua l i ty rating used for  beta ca lculat ion  

Criterion Comment Rating 

Cashflow stability 

On the one hand, the earnings profile features high seasonality (with 

negative operating income in Q1 and Q4) and it is by nature a discretionary 

spending on which users can save easily. This said, we believe that the 

market will be surprised by earnings resilience in the case of an economic 

downturn. Indeed, the absolute need for stars to tour creates downside 

protection, while the fact that ticket prices are often priced below market 

value represents a buffer of inelasticity to price movements. 

4 

Competitive risk 

As the world leader with significant scale effects and a long advance over its 

competitors, Live Nation is in a fantastic competitive position. This said, we 

recognise that clients in entertainment industry can be irrational, moody and 

fashion-driven. 

3 

Solidity of value 

chain 

Live Nation has managed to create a harmonious ensemble of business lines 

along the most attractive parts of the industry value chain.  
1 

ESG 

The company is not exposed to major environmental or social risks, but its 

governance, in particular executive compensation and board composition, 

could be improved.  

4 

Average rating  2.3 
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Appendix 2 – Press Controversy on Ticketing  

 

Live Nation Rules Music Ticketing, Some Say With Threats 

Source: New York Times – 1st April 2018 

Live Nation promotes 30,000 concerts around the world each year, including recent tours by artists like Jay-Z and Janet Jackson, in 

which it played a role.  

In 2010, when the Justice Department allowed the two most dominant companies in the live music business — Live Nation and 

Ticketmaster — to merge, many greeted the news with dread. 

Live Nation was already the world’s biggest concert promoter. Ticketmaster had for years been the leading ticket provider. Critics 

warned that the merger would create an industry monolith, one capable of crippling competitors in the ticketing business. 

Federal officials tried to reassure the skeptics. They pointed to a consent decree, or legal settlement, they had negotiated as part of 

the merger approval. Its terms were strict, they said: It would boost competition and block monopolistic behavior by the new, larger 

Live Nation. 

“There will be enough air and sunlight in this space for strong competitors to take root, grow and thrive,” said the country’s top 

antitrust regulator, Assistant Attorney General Christine A. Varney. And she went further, suggesting that reduced ticket service 

fees, even lower ticket prices, might be on the horizon. 

Eight years after the merger, the ticketing business is still dominated by Live Nation and its operations extend into nearly every aspect 

of the concert world. 

Ticket prices are at record highs. Service fees are far from reduced. And Ticketmaster, part of the Live Nation empire, still tickets 

80 of the top 100 arenas in the country. No other company has more than a handful. No competitor has risen to challenge its pre-

eminence. 

Now Department of Justice officials are looking into serious accusations about Live Nation’s behavior in the marketplace. 

They have been reviewing complaints that Live Nation, which manages 500 artists, including U2 and Miley Cyrus, has used its control 

over concert tours to pressure venues into contracting with its subsidiary, Ticketmaster. The company’s chief competitor, AEG, has 

told the officials that venues it manages that serve Atlanta; Las Vegas; Minneapolis; Salt Lake City; Louisville, Ky.; and Oakland, Calif., 

were told they would lose valuable shows if Ticketmaster was not used as a vendor, a possible violation of antitrust law. 

In the Atlanta case, the complaint stems from a 2013 tour by the band Matchbox Twenty. Live Nation bypassed the Gwinnett Center, 

a popular arena outside the city, for another venue in town. 

Gwinnett’s booking director, Dan Markham, worried his venue was being punished, according to emails he wrote at the time. The 

center had just replaced Ticketmaster with a service controlled by AEG. 

“Don’t abandon Gwinnett,” he wrote to a Live Nation talent coordinator. “If there’s an issue or issues let’s address.” 

“Issue?” the Live Nation coordinator wrote back. “Three letters. Can you guess what they are?” 

Live Nation says that, no matter what its employee wrote, the decision to bypass the center was not punitive. The other venue was 

managed by Live Nation and simply fit more people. But the following year, Live Nation cut the number of tours it brought to 

Gwinnett in half, from four to two. 

Live Nation described the drop as a routine fluctuation. But Mr. Markham later said in an email that he had expected the drop-off 

because Live Nation “warned us that they would put us in a literal boycott.” 

AEG provided The New York Times with copies of those emails, and others, to support its account of threats. 

https://www.nytimes.com/2015/10/30/business/media/live-nation-reports-record-revenue-as-ticket-sales-climb.html?module=inline
https://www.nytimes.com/2015/10/30/business/media/live-nation-reports-record-revenue-as-ticket-sales-climb.html?module=inline
https://www.nytimes.com/2017/01/30/business/media/in-new-york-music-scene-two-behemoths-vie-for-the-top.html?module=inline
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“What happened in Atlanta is just one example of what has been occurring much more broadly,” said Ted Fikre, the chief legal officer 

for AEG. 

Live Nation officials say they never threaten or retaliate. They dismissed the complaints as tactical, deliberate mischaracterizations 

by AEG. 

“You have a disgruntled competitor that is trying to explain their loss around the boogeyman that there were threats made that 

nobody can document,” said Daniel M. Wall, Live Nation’s antitrust lawyer. 

The bloodletting between Live Nation and AEG has grown fierce in recent years and rippled through the industry. Last month, 

another of Mr. Wall’s clients, the heavy-metal icon Ozzy Osbourne, sued AEG on antitrust grounds, saying that it tried to bar him 

from playing its O2 arena in London, unless he played its Staples Center in Los Angeles. 

AEG said its policy was a response to Live Nation’s steering concerts to its Los Angeles rival, the Forum. 

The Justice Department’s inquiries into possible antitrust violations have gone beyond the bitter rivalry, with regulators in the past 

year looking into reports of Live Nation threats at venues that AEG does not manage: at the H-E-B Center outside Austin, Tex.; and 

at Boston’s TD Garden, according to executives familiar with the federal review. 

Justice officials declined to comment on the status of their inquiries. Several of the venue owners have denied the accounts of threats 

reported by others. 

The inquiries come as Justice officials review two more proposed mergers of huge companies — AT&T with Time Warner, and the 

Walt Disney Company with 21st Century Fox. In discussing those proposals, the department’s new antitrust chief has pointed to the 

Live Nation deal and several other mergers as problematic because, he said, they relied too much on the federal government’s ability 

to police corporate behavior. 

“Even if we wanted to do that, we often don’t have the skills or the tools to do so effectively,” Assistant Attorney General Makan 

Delrahim said in a speech last November. 

Beau Buffier, the chief of the New York Attorney General’s Antitrust Bureau, was blunter in assessing whether the government had 

done enough to ensure a vital ticketing marketplace. 

“The Consent Decree was supposed to prevent Live Nation from using its strength in live entertainment to foreclose competition 

in ticketing,” said Mr. Buffier. “But it is now widely seen as the poster child for the problems that arise when enforcers adopt these 

temporary fixes to limit the anticompetitive effects of deeply problematic vertical mergers.” 

Multiple Incomes 

The live music business has long operated as an ecosystem where multiple parties work together to put on a show. 

Promoters front the money for a concert or tour and take on the greatest risk. 

Talent agents and managers negotiate artists’ fees. 

Venues rent space and hire ticketing companies to handle their events. 

These were long separate fiefs. But Live Nation now operates in all of them, so it’s the rare music fan who does not run into the 

company somewhere in any concert-going experience. 

It operates more than 200 venues worldwide. It promoted some 30,000 shows around the world last year and sold 500 million 

tickets. Its portfolio of acquisitions since the merger includes the Lollapalooza and Bonnaroo festivals, promoters from Idaho to 

Sweden, and a string of European and American ticketing companies. 

It also draws more fire from music fans than any other company, in large part because it is blamed — unfairly in many respects — 

for skyrocketing ticket prices and the size of those much-maligned ticket service fees, both costs it only partly influences. 

Though the price of tickets has soared, that trajectory predates the merger and is driven by many factors, including artists’ reliance 

on touring income as record sales have plummeted. 

https://www.nytimes.com/2016/04/11/business/media/live-nation-adds-governors-ball-to-its-music-festival-lineup.html?module=inline
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Alan B. Krueger, a professor of economics and public policy at Princeton University, said that fan demand was the primary force 

behind higher prices and the money was drawing a broader array of acts to the stage. 

Live Nation typically locks up much of the best talent by offering generous advances to artists and giving them a huge percentage of 

the ticket revenue from the door. 

Why? Because it can afford to. It has so many other related revenue streams on which to draw: sponsorships for the tour, concessions 

at venues, and, most of all, ticket fees. The fees supply about half of Live Nation’s earnings, according to company reports. 

Ticketmaster said it no longer sets the final fee. It just negotiates a set per-ticket charge. The rest of the fee is added on by the venues 

and sometimes promoters too. Yet at many concerts Live Nation is not just the ticket seller, but also the promoter, the venue 

operator or even the artist’s manager, with an opportunity to collect at every juncture. 

Take, for example, an April 2016 concert in Nashville where Ticketmaster added a $14.75 fee on top of a $36 ticket for a show in 

an amphitheater Live Nation owned. Even Michael Rapino, Live Nation’s chief executive, called that fee “not defendable,” according 

to an internal email. 

Holding onto venues is critical to a company that relies so much on ticket fees. Mr. Rapino has repeatedly boasted to Wall Street 

that the number of venues it tickets around the world — a statistic it does not release — is constantly growing. 

For the live music market, a larger question going forward is whether Live Nation is now so big, so empowered by the merger, that 

competition in ticketing at the major venues is effectively blocked. Jared Smith, the president of Ticketmaster in North America, said 

no, that evidence of vibrant competition can be seen in the innovative technology and better deals that his company must now offer 

venues to keep them from switching to a rival. 

“The space is more competitive than it’s ever been,” he said. “We’re working harder each and every year.” 

AEG acknowledges that some part of its difficulty in securing contracts is rooted in its own missteps in developing a competitive 

ticketing system. And certainly, at the lower reaches of the market, Ticketmaster’s share is not nearly so commanding. 

But it’s clear that Ticketmaster, by whatever means, has kept its rivals from gaining a meaningful foothold in the market for major 

music venues. 

Preserving competition in the ticketing market was a chief concern for regulators when the Live Nation-Ticketmaster merger was 

proposed in 2009. Live Nation, which had long stayed in its lane as a promoter and venue operator, had just begun to sell tickets and 

was taking on that role at some 110 venues. 

If the two companies merged, that competition — a healthy marketplace development, as regulators saw it — would disappear. 

So, as part of the consent decree, Justice officials ordered steps that they hoped would enable two new robust challengers. One 

measure required Ticketmaster to license its ticketing software — the proprietary system that allowed it to service swarms of 

customers when a popular concert went on sale — to its competitor AEG. 

It was also required to divest a ticketing subsidiary, Paciolan, to another competitor. 

But, as it turned out, AEG never licensed the Ticketmaster software because, it said, it did not view the technology as cutting edge. 

The company that Ticketmaster sold off, Paciolan, remained a niche player in the music end of the business. 

“It has now been eight years since the merger and the world does not look a lot different,” said John E. Kwoka Jr., a professor of 

economics at Northeastern University and a longtime critic of the merger. 

Ms. Varney declined to comment on the effectiveness of the agreement she had shepherded. But the antitrust division’s former chief 

counsel, Gene Kimmelman, said the Justice Department had been hampered in what it could do to create competition in an industry 

already so dominated by one company. 

“The people who came in to oversee this transaction were very interested in doing everything imaginable to create more competition 

in ticketing in the marketplace,” he said, “and were frustrated that the options were unbelievably limited.” 

Talent Needs 

https://www.nytimes.com/2015/12/23/business/media/songkick-sues-live-nation-saying-it-abuses-its-market-power.html?module=inline
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Few buildings in Louisville are as important to the local economy as the KFC Yum! Center, a 22,000-seat arena on the banks of the 

Ohio River that features a mix of events, from Louisville Cardinals basketball games to concerts by Garth Brooks. 

In 2012, Live Nation submitted a joint bid with another company for a contract to manage the arena. Three people who listened to 

Live Nation’s pitch said in interviews that the company said some of its tours might skip the arena if it lost the deal. 

“One of their main selling points was the relationship with the talent that they had and their ability to determine where that talent 

chose to play,” said Larry Hayes, who was then chairman of the Louisville Arena Authority, which oversees the venue. 

The arena picked AEG anyway. 

Mr. Fikre and other AEG officials say that two years later, when their company considered replacing Ticketmaster with their own 

ticketing service, AXS, Live Nation gave a warning. 

Over dinner on the night of a Miley Cyrus concert in August 2014, they said, a Live Nation executive told AEG’s local venue manager 

that some Live Nation tours would likely bypass Louisville if AEG made good on its plan to replace Ticketmaster. 

This is one of the incidents that AEG complained about to the Justice Department, pointing out that the consent decree specifically 

forbids Live Nation from threatening to withhold shows from venues that do not hire Ticketmaster. 

The AEG account is supported by an internal email in which its employee reports being warned that the Yum! Center might lose 

“toss of the coin shows” — the kind that could go to a nearby arena — if Ticketmaster was dumped. 

Mr. Hayes said in an interview that he had not been aware of a second warning. He had, in fact, endorsed retaining Ticketmaster, he 

said: It had served the arena well. But the letter of endorsement he wrote to AEG made plain that he understood there was a nexus 

between employing Ticketmaster and retaining access to Live Nation talent. 

“Due to the relationship between Ticketmaster and Live Nation,” Mr. Hayes wrote, “and knowing how important content is to our 

financial stability, the Louisville Arena Authority is requesting that AEG receive a formal bid from Ticketmaster to retain its business 

at the KFC Yum! Center.” 

AEG officials say they ultimately ditched the plan to replace Ticketmaster because they worried the venue might lose show revenue. 

Live Nation disputed the account of warnings and supplied data showing that since 2012 the number of tours it has sent to the KFC 

Yum! Center has only increased. (Even at the Gwinnett Center outside Atlanta, now known as the Infinite Energy Center, the number 

of Live Nation shows rebounded after dropping off in 2014.) 

There is little evidence, actually, of Live Nation retaliation. Competitors say that is because venues so rarely stray. 

Critics say enforcement of the consent decree has been complicated by what they call its ambiguous language. Though it forbids Live 

Nation from forcing a client to buy both its talent and ticketing, the agreement lets the company “bundle” its services “in any 

combination.” So Live Nation is barred from punishing an arena by, say, steering a star like Drake to appear at a rival stop down the 

road. But it’s also allowed, under the agreement, to redirect a concert if it can defend the decision as sound business. 

Mr. Buffier, of the New York Attorney General’s office, said the ambiguity creates “high burdens to prove violations in court.” 

Competitors assert that the bundling lets Live Nation pressure venues without ever uttering a threat. 

“They don’t need to,” said Marc Leibowitz, co-owner of One Percent Productions, an independent concert promoter in Omaha. “It’s 

just implied.” 

David Willis, a former ticketing executive who left Ticketmaster in 2014, said the company was always careful to instruct the sales 

staff to respect the rules as to how talent could be mentioned when pitching an arena for business. 

“We were not saying, certainly, ‘If you don’t go with us you are losing that,’” he said. But he acknowledged, “I would imagine that 

that is what they assumed to be the case.” 

A Regulator’s Quandary 

Live Nation and AEG both have their headquarters in Los Angeles, and last summer the companies faced off in a contract dispute 

over a new Major League Soccer team there, the Los Angeles Football Club. 
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Trouble began brewing when the team began looking for someone to ticket its new stadium downtown, due to open this month. 

Ticketmaster put in a bid. But the team insisted that Live Nation bring in some concerts as well. Live Nation balked — soccer 

stadiums, executives said, were a poor fit for concerts — but it struck a preliminary deal that included ticketing and a commitment 

to provide a few shows each year. 

Then the plan hit a snag. AEG owned another professional soccer team in Los Angeles — the Galaxy — and had an agreement with 

Major League Soccer: If another franchise from Los Angeles joined the league, AEG had the right to match any competitor’s ticketing 

offer. 

Wielding that clause as leverage, AEG blocked the selection of Ticketmaster, and the contract instead went to SeatGeek, an upstart 

company that had deals with a number of M.L.S. teams. 

The Ticketmaster executives were furious and threatened to sue. They told the team owners that, if there was no Ticketmaster 

contract, they would not be getting the Live Nation shows. The team then complained to Major League Soccer that Live Nation had 

threatened to withhold talent, according to a statement by the league. 

Live Nation denied it had made any kind of threat and pointed out that the soccer league has a small equity stake in SeatGeek. It said 

the arena had simply pulled out of a package deal that covered both ticketing and concerts — just the sort of bundling, it said, the 

Justice Department settlement had allowed. Without ticketing, according to Live Nation officials, it simply made no economic sense 

to put concerts in a space built for soccer. 

But the consent decree, which expires in 2020, also says Live Nation cannot “condition or threaten to condition the provision of live 

entertainment events” if a venue decides to use another company for ticketing. 

So is this a case of bullying, or just a business decision? 

“Live Nation and Ticketmaster,” the company said in a statement “do not ‘condition’ the placement of concerts at venues on becoming 

the venue’s ticketing provider. Venues, on the other hand, often condition the ticketing contract on guaranteed content.” 

Antitrust experts said this was the kind of thicket that Justice officials must navigate as they reviewed the antitrust complaints. 

Since the dust up, Live Nation has returned to the table and is discussing bringing acts to the stadium. The team declined to comment 

on the dispute. SeatGeek ended up holding onto the contract. 

But the perception that Live Nation might withhold talent is prevalent enough that SeatGeek now structures some bids to address 

the concerns of venues who fear losing big stars, and revenues. 

For example, last year, when SeatGeek tried to unseat Ticketmaster from its contract at the TD Garden in Boston, it included in its 

bid a promise to pay the arena $250,000 for every show that Live Nation pulled, according to a bid document reviewed by the Times 

and three people with knowledge of the negotiations. 

Ticketmaster still won. TD Garden officials said the contract was awarded on the merits, and they had not received threats. 

A SeatGeek spokesperson declined to discuss the negotiations. But Russ D’Souza, a founder of the company, said he has seen evidence 

that competition in the market is less than open. 

“When we sell to teams,” he said, “we have heard fears about losing concerts if they choose us.” 
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Appendix 3 – Customer Reviews 

Trustpilot, UK Customer Reviews  
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ConsumerAffairs, US Customer Reviews  
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Yelp, US Customer Reviews  

 

  



 

73 This document is for Illustrative Purposes Only. Proprietary, private and confidential to CQS. 

Live Nation – Strategic Report 

Google Play Store, US Customer Reviews 

 

 

 

 

 

 

 

 

 

 

 

AppStore, Customer Reviews (US, Canada, Australia and UK) 
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Appendix 4 – Employee Reviews 

Glassdoor, Live Nation 
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Selected Reviews   
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Details about Remuneration 
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Glassdoor, Ticketmaster  

 

Selected Reviews  
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Details about remuneration 
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Glassdoor, Competitors of Live Nation   
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Appendix 5 – Board and Management Biographies 

The following information is sourced from a report by MSCI ESG dated 7 December 2018. 

Directors 
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«Aktien sehen durchaus 
erschwinglich aus» 
 

MITTWOCHSINTERVIEW Raphael Pitoun, Portfoliomanager bei CQS New City Equity, 
fokussiert auf Unternehmen mit solider Bilanz. Zu seinen Anlagetipps zählen 
Straumann und Abbott Labs.  

 
Herr Pitoun, wie stufen Sie gegenwärtig das Marktumfeld ein?  

Es ist definitiv eine Diskrepanz zwischen dem Anleihen- und dem Aktienmarkt zu sehen. Wenn die Bondrenditen 
sinken, ist das normalerweise ein Signal für eine bevorstehende Rezession – gerade in Kombination mit einer 
invertierten Zinskurve. Zur selben Zeit notieren viele Aktienindizes nahe ihrem Allzeithoch. Allerdings sollte man 
beachten, dass weder der Anleihen- noch der Aktienmarkt zuverlässige Aussagen zum künftigen Wachstum 
zulassen. Das aktuelle Marktumfeld ist vielmehr ein Abbild dessen, was die Zentralbanken unternehmen – etwa 
hinsichtlich monetärer Stimulusmassnahmen. 
 
Wie relevant ist der globale Handelsstreit?  

In den Unternehmen, die wir analysieren, haben wir bislang nur eine sehr limitierte Wirkung festgestellt. Die 
Handelsbeziehung zwischen den USA und China macht nur 2% des Welthandels aus. Trotz den Strafzöllen sind 
die Folgen auf den Konsum begrenzt. Etwa sind in den USA kaum Inflationstendenzen zu sehen. Auch bei den 
Konzerngewinnen ist der negative Einfluss nur in einzelnen Branchen wie Rohstoffe oder Automobil erkennbar. 
Der Disput trübt aber definitiv die Investitionsaktivität der Unternehmen. 
 
Wie dürfte es im Konflikt weitergehen? 

China hat zwar diverse Möglichkeiten,zurückzuschlagen. Wir sollten allerdings nicht die Bereitschaft der Chinesen 
unterschätzen, eine Lösung anzustreben. China braucht Wachstum viel dringender als die USA. Und die 
Spannungen in Hongkong dürften Peking daran erinnert haben, wie wichtig die Wahrung der sozialen Stabilität ist. 
US-Präsident Donald Trump befindet sich also in einer starken 
Position. 
 
Erwarten Sie eine weitere Abkühlung der globalen Konjunktur? 

Gerade jetzt, im September und Oktober, legen viele Unternehmen 
ihr Budget für das kommende Jahr fest. Die allgemeine Unsicherheit 
führt dazu, dass operative Ausgaben und Investitionspläne gekürzt 
werden. Auch die Lagerbestände dürften reduziert werden, was sich 
dämpfend auf das kurzfristigeWirtschaftswachstum auswirkt. Die 
Situation bleibt also ziemlich fragil. Die Frage ist: Kommt es zu einer 
kurzen oder einer langen Rezession? Meiner Meinung nach dürfte 
der Abschwung relativ kurz ausfallen und auf einzelne Branchen wie 
Industrie, Investitionsgüter oder Automobil begrenzt sein. 
 
Wo sehen Sie aktuell noch Lichtblicke? 

Der US-Konsum zeigt sich gegenwärtig sehr solide. Wenn die 
Rohstoffpreise und die Hypothekarzinsen weiter sinken, dürfte das 
zusätzlich Auftrieb verleihen. Auch der amerikanische Arbeitsmarkt 
läuft momentan auf Hochtouren. Zudem dürfte sich die Steuerreform 
noch immer positiv auf viele Haushalte auswirken. 
 
Welche Entwicklung prognostizieren Sie den globalen 
Aktienmärkten?  

Man muss drei Faktoren beachten: die Wachstumsraten, die 
Bewertung und die Marktliquidität. Das Wachstum verlangsamt sich, 
was dem Markt kaum helfen wird – besonders in Europa. Wenn die 
Anleihenrenditen weiterhin so niedrig bleiben, schauen Aktien in 
Sachen Bewertung dagegen durchaus erschwinglich 
aus. Hinsichtlich Liquidität kommt es darauf an, wie weit die Notenbanken mit neuen Kapitalspritzen gehen und 
wie gut sie die Realwirtschaft tatsächlich ankurbeln – gerade angesichts der schlechten geopolitischen Visibilität. 



 
In den amerikanischen und den europäischen Aktienmärkten wird für 2020 weiterhin von einem hohen 
Gewinnwachstum ausgegangen. Teilen Sie diese Zuversicht?  

Wir befinden uns in der Zeit des Jahres, in der die Analystenerwartungen typischerweise nach unten revidiert 
werden. Langfristig erzielten die Unternehmen im S&P 500 durchschnittlich ein jährliches Gewinnwachstum 
zwischen 7 und 8%. Wenn man davon ausgeht, dass der Konsens zurzeit bei rund 10% liegt, wäre die 
Revision folglich nicht allzu gross.  

Gerade US-Unternehmen haben das Niedrigzinsumfeld dazu genutzt, sich stärker zu verschulden. Sehen 
Sie hier Risiken? 

Ich schaue immer genau auf den Verschuldungsgrad. Wir fokussieren meist auf Gesellschaften mit einer sehr 
soliden Bilanz. Das sind in der Regel auch Konzerne, die die Marktführerschaft wahren können, was auch immer 
in der Branche oder der Gesamtwirtschaft geschieht. Wir betrachten das Thema also nicht von einem finanziellen, 
sondern eher von einem strategischen Standpunkt aus. 
 

«Der Abschwung dürfte auf Branchen wie Industrie, 
Investitionsgüter oder Automobil begrenzt sein.» 

 
Können Sie das genauer erläutern? 

Ein Beispiel liefert der Kosmetiksektor: Auf der einen Seite gibt es stark verschuldete Unternehmen wie Revlon, 
die angesichts der Schuldenlast kaum auf neue Konsumtrends reagieren können. Auf der anderen Seite haben 
wir Namen wie Estée Lauder, die über eine sehr solide Bilanz verfügen und deshalb genügend Spielraum 
besitzen, auf neue Marktentwicklungen zu reagieren – zum Beispiel mit neuen Filialen oder neuen Produkten. 
 
Auf welche Faktoren schauen Sie in der Auswahl der Unternehmen sonst noch? 

Ich achte unter anderem auf Aktienrückkäufe. Ein Grossteil der gestiegenen Verschuldung ist darauf 
zurückzuführen, dass Unternehmen mit dem aufgenommenen Fremdkapital eigene Titel zurückgekauft 
haben. Ich kann mich gut an die Finanzkrise erinnern – und an Unternehmen, die noch 2007 grosse Buybacks 
umgesetzt haben und bereits ein Jahr später gezwungen waren, eine Kapitalerhöhung durchzuführen. Wachstum, 
das primär durch Financial Engineering angetrieben wird, muss kritisch betrachtet werden.Wir 
bevorzugen organisches Wachstum, etwa über steigende Margen. 
 
In welchen Bereichen sehen Sie Trends, die trotz schleppender Konjunktur solches Wachstum 
versprechen? 

Zurzeit werden in Emerging Markets wie China und Indien zahlreiche Wasserprojekte umgesetzt, die mit grossem 
Budget ausgestattet werden. Hier sind auch diverse Unternehmen aus den Industrieländern involviert, 
beispielsweise Xylem. 
 
Welche Unternehmen gefallen Ihnen sonst? 

Wir versuchen primär in Gesellschaften mit gesundem Geschäftsmodell zu investieren, die nicht so starkem 
Margendruck ausgesetzt sind. Einem Geschäftsmodell also, bei dem die Konsumenten nicht mit 
Marketing überzeugt werden, sondern mit der Qualität der Produkte. 
 
Können Sie konkrete Namen nennen? 

Um die Preismacht in einem Markt wahren zu können, muss stetig innoviert werden. Wir mögen Unternehmen, die 
anderen Gesellschaften dabei helfen, Innovationen voranzutreiben. Dazu gehören etwa Softwarehäuser wie 
Ansys, Dassault Systèmes oder Nemetschek. 
 
Haben Sie weitere Anlagetipps? 

Ein Unternehmen, in das wir investiert sind, ist der US-Konzertveranstalter Live Nation. Die kalifornische 
Gesellschaft organisiert beispielsweise Touren für bekannte Künstler. Auch gehört ihr das Verkaufsportal 
Ticketmaster. 

Was halten Sie von den FAANG-Aktien wie Facebook, Alphabet oder Netflix, die lange Zeit den 
Gesamtmarkt angetrieben haben?  

Da sind wir nicht beteiligt. Ein Faktor, den wir beispielsweise beim Streamingdienst Netflix nicht mögen, ist die 
schwache Bilanz. Zudem sind die Wechselkosten für Nutzer nicht allzu hoch. Mit einem Klick 
kann man das Abonnement kündigen und zur Konkurrenz gehen, beispielsweise zu HBO oder Disney. 
 



Halten Sie auch Beteiligungen im Schweizer Aktienmarkt? 

Wir sind zurzeit beim Dentalunternehmen Straumann investiert. Ein 
Geschäftsmodell, das wir grundsätzlich mögen, ist B2B2C – 
Gesellschaften wie Straumann also, die Spezialisten beliefern, die 
wiederum an den Endkonsumenten verkaufen. Vor einigen Jahren 
entschied sich Straumann, in günstigere Preissegmente vorzustossen. 
Viele Investoren waren anfangs recht skeptisch, doch hat sich der Schritt 
ausgezahlt. Zudem ist das Unternehmen sehr innovativ und verfügt über 
eine gute Corporate Governance. 
 
 
Abbott Laboratories ist zurzeit in Ihrem Fonds die grösste Position. 
Was gefällt Ihnen am US-Gesundheitsunternehmen? 

Abbott Laboratories ist ein grosses Unternehmen, das es dennoch 
geschafft hat, seine Innovationskraft über alle Konzernstufen zu wahren. 
Trotz der Grösse wächst es immer noch sehr stark. Produktseitig hat es 
etwa ein fortschrittliches Blutzuckermessgerät lanciert. Der Markt hat gemäss jüngsten Aussagen des 
Managements 
ein Potenzial von 10 Mrd. $. 

Wo weichen Sie vom Marktkonsens ab? 

Vorsichtig bin ich zum Beispiel bei Unternehmen aus dem Basiskonsumsektor wie Nestlé oder Danone, deren 
Aktien über die letzten Monate extrem gut gelaufen sind. Die Stärke wurde vor allem von der Marktliquidität 
getrieben und dem Fakt, dass die Titel als Anleihenersatz gesucht waren – ohne dass gleichzeitig der ökonomische 
Wert der Unternehmen gestiegen wäre. Ich würde deshalb der Mehrheit der Branchenvertreter fernbleiben. 
 

 
INTERVIEW: FRANK HEINIGER 



 

Why New City’s Pitoun believes the impact 

of a trade war will be limited 
30 August 2019 

Veteran investor Raphael Pitoun explains why quality companies should be less 

affected by any potential escalation of the US-China trade war. 

 

By Rob Langston, 

News editor, FE Trustnet 

 

The potential for a US-China trade war to disrupt markets may 

be more limited than some investors believe, according to CQS 

New City manager Raphael Pitoun, although this could change 

should there be an economic downturn. 

President Donald Trump upset markets earlier this month by 

taking aim once more at China, ordering US companies to start 

looking immediately at alternatives to China and announcing that 

tariffs on Chinese goods would be raised from 1 October. 

As the below chart shows, both markets have reacted badly to the resumption of a 

more hostile environment, with the S&P 500 down by 4.42 per cent in sterling terms 

and the MSCI China making a loss of 7.38 per cent. 

Performance of indices over 1mth in US dollar 

 

Source: FE Analytics 

https://www.trustnet.com/news/author/rob-langston
https://www.trustnet.com/news/author/rob-langston


Yet, Pitoun – who heads up the CQS New City Global Equity fund and was previously 

chief investment officer at Seilern Investment Management and manager of five FE 

Crown-rated Seilern Stryx World Growth fund – said market reaction might have been 

overdone. 

“I think the effects of the trade war on the real economy at this stage are very small,” 

he said. “And I’m talking about the real economy here. 

“Just to give you a statistic the trade relationship between China and the US represents 

2 per cent of the total trade in the world between countries. 

“And on top of that, what we see looking at the companies we invest in, the impact on 

their P&L [profit & loss statement] is actually very limited.” 

While the direct impact of the trade war between the US and China is limited, there 

are other wider impacts due to the uncertainty caused by the increasingly hostile 

environment. 

“Because no one knows where this tension is going to end, in certain industries you 

see some side effects,” he explained. 

While it is likely to affect some sectors more than others, said the manager – 

electronics and agriculture, for example – overall the effect will be relatively limited, 

however. 

Although Pitoun does not disregard the impact that a US-China trade war could have 

on global markets, however, it is unlikely to affect the companies he invests in 

significantly. 

As the below chart shows, the MSCI ACWI Quality style index has outperformed the 

broad MSCI AC World index, in US dollar terms, year-to-date as trade war rhetoric 

has remained elevated. 

Performance of indices YTD 

 

Source: FE Analytic0073 



The universe of quality names that Pitoun builds his CQS New City Global Equity fund 

from are likely to have in place “some Plan B ‘if and when’ the situation deteriorates”. 

“And for the other ones, typically what they do is they use their pricing freedom in order 

to pass on some price increases to the client,” he explained. 

“For some sectors, and some industries, it’s impossible to source anywhere other than 

China,” the global equities manager said. “In the elevator business [for example], 80 

per cent of the electronic components necessary to build an elevator come from the 

area of Shanghai. 

“It’s very concentrated in terms of sourcing. Big elevator companies need to go there 

in order to find the products. But then, elevators is actually an industry with good 

pricing power so the impact will be passed on to consumers.” 

Nevertheless, should a trade war coincide with an economic slowdown, which has 

become a greater concern following the inversion of the yield curve recently, may 

make it more difficult to pass on costs to consumers. 

In China, many of the companies on Pitoun’s radar are there for the long-term and as 

such more plugged-in to the domestic economy. 

“A few consumer companies like Nike, for example, or McDonalds and many industrial 

companies are in China forever; they hire a lot of local people,” he said. 

“One of the companies that I’m looking at, it’s a [US] water company called Xylem, 

they don’t have any single ex pat working in the Chinese business.” 

The other significant market event of the summer was a long-anticipate move by the 

Federal Reserve to cut rates by 25 basis points, signalling its intention to stand behind 

the slowing US economy. 

However, while the rate cut could stir some growth, it remains to be seen whether it 

will help the economy in the long term, according to Pitoun. 

“There is a theory that we are at the point where the returns of this loosening of 

monetary policy are declining. And I think it’s possible that’s the case. 

“I don’t really see that monetary policy has a real impact on the on the economy,” he 

said. “I think the economy is still OK. But we also don’t expect a lot of upside coming 

from Fed action.” 

As such, the global equities manager remains focused on finding pockets of growth 

and these remain overwhelmingly in the US than in any other region. 

“In the US, that’s where I find the best companies both in terms of innovation, corporate 

governance, and ability to grow,” he explained. “It might change one day, but I suspect 

it’s going to take a very long time for this to change. 

“One of the things that is more complicated in Europe, for example, is the financing of 

the economy. which is based on bank debt,” said Pitoun. “This is a real problem and 

the real challenge for the development of the European economy 



“We still have some European companies, we have Asian companies as well in Japan. 

But, yes, the focus is and should stay in the US.” 

Indeed, the fund manager said that the ambition of the CQS New City Global Equity 

fund – which launched earlier this year – is to deliver the right returns to investors and, 

as such, needs to be invested wherever the best prospects are. 

“We’ve got a lot of investors in the world that are challenged by the low-rate 

environment,” he said. “Everyone with a long-term investment horizon these days 

experiences some challenge.” 

However, he conceded there are some risks posed by the amount of disruption 

currently taking hold of markets. 

“Access to money and access to capital is absolutely not a problem,” he said. “So you 

see some new business models emerge that could compete with existing companies 

quite quickly. 

“Our focus is really to make sure that the companies we invest in we are invested in 

have the right barriers to entry, have sustainable competitive advantages and continue 

to innovate. 

He added: “The worst thing that could happen in a company is just to rely on one or 

two products forever without really looking to challenge the way they serve their 

clients.” 

Source : https://www.trustnet.com/news/7458441/why-new-citys-pitoun-believes-the-impact-

of-a-trade-war-will-be-limited- 
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The rise of superstar firms is 
changing the way managers invest 
 

By Jessica Beard 03 May, 2019 

 

The new reign of the ‘monopsony’ – the outsized power of a few 
consolidated employers – was a headlining theme at this year’s central 

bank gathering in Jackson Hole is of enormous importance to investors. 

That is according to Raphael Pitoun, global equity portfolio manager at CQS 
New City Equity. 

The concentration of total profits in a few large companies was explained 

at the conference in part by the relaxation of anti-trust rules and the effects 
of globalisation and outsourcing. 

‘Fast forward six months and investors are witnessing the $25 billion 
valuation of Lyft, founded less than seven years ago, and 10-year-old 

Uber’s prospective market capitalisation of $100 billion.  

'Such successful unicorns might give the impression that investment in 
quality companies is increasingly risky at a time when disruption and 

innovation are able to significantly impact the profit distribution inside an 
industry,’ Pitoun told Citywire Selector.  

Overall, it is rare to find entrepreneurs determined enough to create long-
term independent companies, he said. 

https://citywireselector.com/author/jbeard


‘When it does happen there is often significant friction within their ecosystem 
and with shareholders – look no further than Tesla and Uber. 

'Many others - and the list is very long – appear to be for a quick, and 

sometimes well deserved, buck. Just think Dollar Shave Club, MobilEye and 
Shazam.’ 

A new law of large numbers 

While there has been a debate surrounding the desire for some companies to 
remain private, Pitoun said the reasons driving this desire are in fact different 

to what many believe. 

‘Many start-ups look for a strategic investor ready to pay the right price and 

to enable an acceleration of growth. From their perspective, a buyer can 
scale up newly acquired products and services or at least, if they do not 

manage to create direct value due to the high price often paid, manage to 
choke competition. 

'The more it goes, the more super companies generate profits and the less 
likely it is that large acquisitions are sufficiently important to destroy an 

acquirer’s value – hence a revised law of large numbers.’ 

The main lessons equity investors can take from this include the fact that 
common descriptions around the start-up eating the cake of the incumbent is 
wrong, according to Pitoun, who said it may happen but it’s rare. 

‘Most successful start-ups, new technologies and processes end up being 

subsumed by increasingly powerful companies. Market concentration might 
just be at its infancy.’ 

The second lesson to detract is that the primary characteristics of super 
companies remain intact. ‘They build their competitive advantages through 

investments in innovation - product, business process and distribution -and 
human capital management - leadership, incentives and organisation. 

'But on top of these two features, a relevant consideration is the strength of 
their balance sheets, a defining success factor for companies that have to be 

ready to adapt quickly and/or sometimes buy other companies. Third, profit 
concentration goes in the opposite direction of index investing and ETFs.’ 

Shorter time horizons 

Concentration of profits is happening at a time when barriers to entry are 
said to be declining in many industries due to digitalisation, while there’s a 

seemingly unstoppable flow of venture capital financing of new business 
models. 



‘How can one reconcile the opposing effects of an economy increasingly 
driven by new systems of production of goods and services and easier access 

to clients, with the emergence of superstar firms?’ 

This is largely down to the type of financing for these companies, Pitoun said. 
He questioned whether it may be the case that entrepreneurs and VC 

investors who support them have increasingly shortened their long-term 
horizons. 

‘What is fascinating is that the propensity to disrupt businesses has increased 
with the massive rise in the availability of capital and the democratisation of 

digital access, and the reaction of incumbent companies has been 
to cartelise emerging models by purchasing them or taking a significant 

share to control and monitor their development.’ 

With regards to this development, Pitoun used the example of the payment 

business, where many successful emerging models have fallen into the laps 
of Mastercard and Visa, with the exception of Paytm in India. 

Source: https://citywireselector.com/news/the-rise-of-superstar-firms-is-

changing-the-way-managers-invest/a1225568 

 

https://citywireselector.com/news/the-rise-of-superstar-firms-is-changing-the-way-managers-invest/a1225568
https://citywireselector.com/news/the-rise-of-superstar-firms-is-changing-the-way-managers-invest/a1225568


20/09/2019 https://www.wealthbriefing.com/html/printarticle.php?id=183122

https://www.wealthbriefing.com/html/printarticle.php?id=183122 1/1

Print this article

"Big Bang" In US Healthcare Is Under Way - CQS New City Equity

Editorial Staff

28 March 2019

The following comments about investment prospects in the healthcare and related sectors come from Raphael Pitoun,
who is portfolio manager at CQS New City Equity. This publication is pleased to share these views with readers; it doesn’t
necessarily endorse all views of guest writers and invites readers to respond. Email tom.burroughes@wealthbriefing.com

Market participants may be overly confident regarding the growth prospects of the healthcare sector and this optimism is
based on misperceptions around the most important issues facing the industry. I believe that a disproportionate amount of
attention is given to the aborted attempts by US congress to control prices, and that some investors are missing the silent
revolution taking place in the background.

Many investors have traditionally looked to changes in regulation to ascertain the pricing dynamics of the drugs sector.
What is more interesting, and certainly more defining for the industry’s outlook, are the considerable changes already
underway in the value chain, as well as the modernisation of healthcare sector practices. 

One of the important developments has been the ongoing consolidation between pharmacy benefit managers along with
their integration inside health insurers. This vertical integration has resulted in enormous companies that are able to
harness their size and scale, and achieve better prices from drug makers. The rebate mechanism, which led to inflated
prices for the benefit of both PBMs and drug makers, but to the detriment of insurers and patients, could be coming to an
end.

In parallel, the power of these new giant companies, such as UnitedHealth and Aetna, has been increasing thanks to the
outsourcing of a growing proportion of Medicare patients to the private sector. This dynamic has just started and will likely
result in more pricing power and scale benefits. As the private sector becomes an increasing proportion of the system,
market-based mechanisms have begun to take hold, and have contributed to a rationalisation of excessive profits, notably
in specialty drugs.

Furthermore, the development of value-based reimbursement methods, and the increasing importance of formulary
management, whereby a list of drugs are recommended, have started to have a notable impact on drug prices. It is now
difficult for a drug maker to get a product broadly reimbursed if its price is not consistent with the costs it is able to save. A
new drug for the treatment of cholesterol would be priced according to the cost insurers would be able to avoid were the
drug not prescribed, for example, by assessing the decreased likelihood of a stroke.

These developments have already resulted in negative pricing pressure for prescription drugs the US. In its 2018 annual
report on drug trends the PBM, Express Scripts, reported that drug inflation was up by a benign 0.4 per cent for employer-
sponsored plans, and down an by unprecedented -0.3 per cent for Medicare plans. Recent outlooks provided by
pharmaceutical companies point to an acceleration of this trend. 

These significant developments will likely shrink and redistribute the industry’s profit pool. This may also change the drug
sector’s earnings predictability in a similar way to what has been witnessed in the consumer staples sector. The risk is
also high for health insurers. If they do not self-control their high margins, even they could be disrupted at some point by
the emergence of new models such as the alliance between Amazon, JP Morgan and Berkshire Hathaway. 

Beyond the impact on the sector itself, a sustained containment of prices in the industry might have broad implications for
the economy and the outlook for inflation. Healthcare is a large component of price indices and, until recently, has been
one of the last consumer-facing segments resisting deflationary pressures.
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Brands are Dead, Long Live the Brands! 

MARCH 2019 

It’s time for a reset. Many consumer brand marketers have long 

considered brand building as the most effective way to generate 

revenues. And, for a long period of time, it worked extremely well with 

advertising spend the main determinant of market share for many 

consumer goods companies and a driver of earnings growth.  

The underlying business model was simple. Retailers and large brands 

worked hand-in-hand to sell a maximum of often undifferentiated 

products at hefty margins. This cosy relationship began in the US and 

Europe in the 1960s and was exported to emerging countries some 

twenty years ago. Scale (a combination of first mover advantage and 

access to capital) was the main competitive edge. 

As (then) Mr Donald Trump noted many years ago: “If your business is 

not a brand, it’s a commodity”. At that time it reflected reality. But I 

believe the parameters have now changed however. Retailers shifted 

their focus from national brands, even becoming the main competitors 

to the latter, while discount retail has become a global phenomenon. 

Margins in retail are getting increasingly thin, to some extent 

exacerbated by online retail, and promoting national brands is now no 

longer the most astute way to drive profitability for a retailer. Private 

label brands are now at the fore.  

In parallel, more affluent consumers have a desire to increasingly 

express their own identities, sophisticated tastes and health concerns. 

As a result, many large undifferentiated brands are increasingly ignored 

or even disliked, in some cases resulting in desperate attempts to 

rejuvenate a brand’s image. Gillette’s recent controversial advertising 

campaign is a notable example.  

 

 

 Brand building long seen 
as the most effective way 
to generate revenues in 
the consumer sector 

 Parameters have changed: 
national brands are no 
longer the most astute 
way to drive retailers’ 
profitability 

 Emergence of local 
competition in developing 
markets and new 
business models of 
significant importance 

 Finding the right 
consumer companies is 
now about product 
innovation, business 
model flexibility and 
corporate governance 
 

Raphael Pitoun: Portfolio Manager, CQS New City Equity 
Philip Gottschalk: Equities Analyst, CQS New City Equity 
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Brands are dead, Long live the brands! 

Things could actually get worse. The emergence of credible local competition in developing markets and new 

business models around the world are of significant importance. In the meantime, many incumbents are often too big 

to innovate. Examples include two world leading consumer goods companies over the last ten years; Danone 

shockingly missed the trend towards Greek yogurt in the US and it took years for Colgate to develop credible 

flavoured toothpastes adapted to emerging markets. Young and agile companies often manage to better capture 

market opportunities and larger, more established companies are often obliged to pay a high acquisition price, or 

lose market share.  

From an investment perspective, these implications cannot be ignored. Building a portfolio of “famous” brands has 

never been more dangerous. Many “quality compounders” may find that a portfolio of investments in consumer 

staples as an anachronism. Their earnings growth is now increasingly driven by cost cutting, pricey acquisitions and 

financial engineering, rather than organic revenue growth. Moreover, given the industry’s new configuration, there 

might well be an even more ferocious price war when the next recession bites. This could come as a shock to those 

investors who have historically been accustomed to the consumer staples sector being defensive and could 

ultimately be disastrous for valuations. A comparison of note is the telecom sector in the 2000s when the 

emergence of local competition and low cost providers led to dreadful stock market performance which has 

remained unabated for 20 years.  

ELAN is the new FANG. Finding the right companies to invest in the consumer space is no longer a question of 

advertising and promotion, but one of product innovation, business model flexibility and the right corporate 

governance. Very few companies have the ability to maintain decent pricing power. It could be that ELAN (Estée 

Lauder, L’Oréal, Adidas and Nike) becomes the new consumer FANG. These companies act as brand incubators, 

monetising their scale and large balance sheets to address the consumer differently, mostly directly. Consumer faith 

might diverge like a barbell, between a handful of these superstar companies and a lot of falling and fallen angels. In a 

world where brands become a consequence and not a cause, finding the right ones requires homework.  

To paraphrase the now US President Donald Trump, ‘if you have too many consumer brands, your portfolio 

becomes a dangerous commodity.’ 
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IMPORTANT INFORMATION: 

This document has been issued by CQS (UK) LLP (FRN 400496) which is authorised and regulated by the UK Financial Conduct Authority 

and/or (as the case may be) CQS (US), LLC which is a registered investment adviser with the SEC.  The information is intended solely for 

sophisticated investors who are (a) professional investors as defined in Article 4 of the European Directive 2011/61/EU (b) accredited 

investors (within the meaning given to such term in Regulation D under the U.S. Securities Act of 1933, as amended) and (c) qualified 

purchasers (within the meaning given to such term in Section 2(a)(51) of the U.S Investment Company Act 1940, as amended).   

CQS is a founder of the Standards Board for Alternative Investments (“SBAI”) (formerly, the Hedge Fund Standards Board) which was 

formed to act as custodian of the alternative investment managers’ industry best practice standards (the “Standards”) published by the 

Hedge Fund Working Group (“HFWG”) in 2008 and to promote conformity to the Standards. SBAI is also responsible for ensuring that 

they are updated and refined as appropriate. The Standards were drawn up by HFWG which comprised the leading hedge funds (based 

mainly in London) in 2007 in response to concerns about the industry, including financial stability and systematic risk. The HFWG 

completed its work in January 2008 and published its report outlining the Standards. By applying the Standards, managers commit to adopt 

the “comply or explain” approach described in the Standards.  

The term “CQS” as used herein may include one or more of any CQS branded entities including CQS (UK) LLP, CQS Cayman Limited 

Partnership which is registered with the Cayman Islands Monetary Authority, CQS (Hong Kong) Limited which is regulated by the Hong Kong 

Securities and Futures Commission, CQS (US), LLC which is registered with the US Securities and Exchange Commission, and CQS 

Investment Management (Australia) Pty Limited which is registered with the Australian Securities & Investments Commission, Australian 

Financial Services Licence No. 386047. 

This document has been prepared for general information purposes only and has not been delivered for registration in any jurisdiction 

nor has its content been reviewed by any regulatory authority in any jurisdiction. The information contained herein does not constitute: 

(i) a binding legal agreement; (ii) legal, regulatory, tax, accounting or other advice; (iii) an offer, recommendation or solicitation to buy or 

sell shares or interests in any fund or any security, commodity, financial instrument or derivative linked to, or otherwise included in, a 

portfolio managed or advised by CQS; or (iv) an offer to enter into any other transaction whatsoever (each a “Transaction”).  

Any decision to enter into a Transaction should be based on your own independent investigation of the Transaction and appraisal of the 

risks, benefits and suitability of such Transaction in light of your individual circumstances. Any decision to enter into any Transaction 

should be based on the terms described in the relevant prospectus, supplement, offering memorandum, private placement memorandum, 

subscription documents, trading strategy, constitutional document and/or any other relevant document as appropriate (each an “Offering 

Document”). Any Transaction will be subject to the terms set out in its Offering Document and all applicable laws and regulations. The 

Offering Document supersedes this document and any information contained herein. 

Nothing contained herein shall constitute or give rise to the relationship of partnership nor shall it constitute a joint venture or give rise 

to any fiduciary or equitable duties. Any information contained herein relating to any third party not affiliated with CQS is the sole 

responsibility of such third party and has not been independently verified by CQS or any other independent third party. The information 

contained herein is not warranted as to completeness or accuracy and no representations are made in such respect, nor should it be 

deemed exhaustive information or advice on the subjects covered; as such, the information contained herein is not intended to be used 

or relied upon by any counterparty, investor or any other party. The information contained herein, as well as the views expressed herein 

by CQS professionals made as of the date of this document, is subject to change at any time without notice. 

CQS uses information sourced from third-party vendors, such as statistical and other data, that are believed to be reliable. However, the 

accuracy of this data, which may also be used to calculate results or otherwise compile data that finds its way over time into CQS research 

data stored on its systems, is not guaranteed. If such information is not accurate, some of the conclusions reached or statements made 

may be adversely affected. CQS bears no responsibility for your investment research and/or investment decisions and you should consult 

your own lawyer, accountant, tax adviser or other professional adviser before entering into any Transaction. CQS is not liable for any 

decisions made or action taken by you or others based on the contents of this document and neither CQS nor any of its directors, 

officers, employees or representatives (including affiliates) accept any liability whatsoever for any errors and/or omissions or for any 

direct, indirect, special, incidental or consequential loss, damages or expenses of any kind howsoever arising from the use of, or reliance 

on, any information contained herein. 

Information contained in this document should not be viewed as indicative of future results as past performance of any 

Transaction is not indicative of future results.  Any investment in any fund or other vehicle managed by CQS (a “CQS 

Fund”) or any of its affiliates involves a high degree of risk, including the risk of loss of the entire amount invested.  The 

value of investments can go down as well as up. An investment in any CQS Fund will involve a number of material risks which 

include, without limitation, risks associated with adverse market developments, volatility of markets invested in, currency and exchange 

rate risks, risk of counterparty or issuer default and risk of illiquidity. Any assumptions, assessments, intended targets, statements or other 

such views expressed herein (collectively “Statements”) regarding future events and circumstances or that are forward looking in nature 

constitute only subjective views, outlooks or estimates and are based on CQS’s expectations, intentions or beliefs. The Statements should 

not in any way be relied upon, and involve inherent risk and uncertainties beyond CQS’s control. The Statements should not be assumed 

to be accurate or complete, now or in the future (including with respect to the composition and investment characteristics of any CQS 

Fund), and may be subject to change. CQS undertakes no responsibility or obligation to revise or update such Statements. Target returns 

and volatility targets discussed in this document are high-level, may change with market conditions and are generally used only as guidelines. 



 

 

Target returns reflect subjective determinations by CQS. Performance may fluctuate, particularly over short periods of time. Targeted 

returns should be evaluated over the time periods indicated and not over shorter periods. Target returns are not intended to be actual 

performance and should not be relied upon as any indication of actual or future performance.  Some of the information contained in this 

document may be aggregated data of transactions executed by CQS that has been compiled so as not to identify the underlying transactions 

of any particular CQS Fund. 

Any indices included in this document are included to simply show the general market trends relative to the types of investments CQS 

tends to select for certain CQS Funds for the periods indicated within this document. The indices are not representative of CQS Funds 

in terms of either composition or risk (including volatility and other risk related factors). CQS Funds are not managed to a specific index.  

This document is not intended for distribution to, or use by, the public or any person or entity in any jurisdiction where such use is 

prohibited by law or regulation. In accepting receipt of this information, you represent and warrant that you have not been solicited, 

directly or indirectly, by CQS and are receiving this information at your own request. It is your responsibility to inform yourself of and to 

observe all applicable laws and regulations of any relevant jurisdiction.  

CQS (US), LLC is a member of the National Futures Association (the “NFA”) and is subject to the NFA's regulatory oversight and 

examinations. However, you should be aware that the NFA does not have regulatory oversight authority over underlying or spot virtual 

currency products or transactions or virtual currency exchanges, custodians or markets. 

The information contained herein is confidential and may be legally privileged and is intended for the exclusive use of the intended 

recipient(s) to which the document has been provided. In accepting receipt of the information transmitted you agree that you and/or your 

affiliates, partners, directors, officers and employees, as applicable, will keep all information strictly confidential. Any review, 

retransmission, dissemination or other use of, or taking of any action in reliance upon, this information is prohibited. Any distribution or 

reproduction of this document is not authorized and prohibited without the express written consent of CQS, or any of its affiliates. 

AIFMD and Distribution in the European Economic Area: 

CQS (UK) LLP is an Alternative Investment Fund Manager (an ‘AIFM’) to certain CQS Funds (each an ‘AIF’) (as defined in the Alternative 

Investment Fund Managers Directive (Directive (2011/61/EU) (‘AIFMD’)). The AIFM is required to make available to investors certain 

prescribed information prior to investing in an AIF. The majority of the prescribed information is contained in the latest Offering Document 

of the AIF. The remainder of the prescribed information is contained in the relevant AIF’s pre-investment disclosure document, the 

monthly investor report, and the fund limits document. All of this information is made available in accordance with the AIFMD. 

In relation to each member state of the EEA (each a “Member State”), this document may only be distributed and shares or interests in a  

CQS Fund (“Shares”) may only be offered or placed in a Member State to the extent that: (1) the CQS Fund is permitted to be marketed 

to professional investors in the relevant Member State in accordance with the AIFMD (as implemented into the local law/regulation of 

the relevant Member State); or (2) this document may otherwise be lawfully distributed and the Shares may otherwise be lawfully offered 

or placed in that Member State (including at the initiative of the investor). 

Information required, to the extent applicable, for Distribution of Foreign Collective Investment Schemes to Qualified 

Investors in Switzerland:  

The representative in Switzerland is ARM Swiss Representatives SA, Route de Cité-Ouest 2, 1196 Gland, Switzerland. The distribution of 

Shares of the relevant CQS Fund in Switzerland will be exclusively made to, and directed at, qualified investors (the “Qualified Investors”), 

as defined in the Swiss Collective Investment Schemes Act of 23 June 2006, as amended (“CISA”) and its implementing ordinance (the 

“Swiss Distribution Rules”). Accordingly, the relevant CQS Fund has not been and will not be registered with the Swiss Financial Market 

Supervisory Authority ("FINMA"). The paying agent in Switzerland is Banque Cantonale de Genève, 17, quai de l’Ilep, 1204 Geneva, 

Switzerland. The relevant Offering Document and all other documents used for marketing purposes, including the annual and semi-annual 

report, if any, can be obtained free of charge from the representative in Switzerland. The place of performance and jurisdiction is the 

registered office of the representative in Switzerland with regards to the Shares distributed in and from Switzerland. CQS (UK) LLP (as 

the distributor in Switzerland) and its agents do not pay any retrocessions to third parties in relation to the distribution of the Shares of 

the relevant CQS Fund in or from Switzerland. CQS (UK) LLP (as the distributor in Switzerland) and its agents do not pay any rebates 

aiming at reducing fees and expenses paid by the relevant CQS Fund and incurred by the investors.  

CQS (UK) LLP 

4th Floor, One Strand 
London WC2N 5HR 

United Kingdom 

Tel: +44 (0) 20 7201 6900 

Fax: +44 (0) 20 7201 1200 

 

CQS (US), LLC 

152 West 57th Street 

40th Floor 

New York 

NY 10019 

United States 

Tel: +1 212 259 2900 

Fax: +1 212 259 2699 

 

CQS (Hong Kong) Limited 

Unit 1207, 12th Floor 

No.9 Queen’s Road Central 

Hong Kong 

China 

Tel: +852 3920 8600 

Fax: +852 2521 3189 

 

CQS Investment 

Management 

(Australia) Pty Limited 

Suite 9.02 

50 Pitt Street 

Sydney 

NSW, 2000 

Australia 

Tel: +61 2 8294 4180 

 

clientservice@cqsm.com 

www.cqs.com 
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