An offensive tackle blocking the exit:
Risks and Considerations in
Private Equity’s Play for Sports

Public pension fiduciaries should be cautious in considering private equity investments in
professional sports franchises. In recent years, firms like Arctos Sports Partners and RedBird
Capital have raised dedicated sports funds to capitalize on new league rules allowing
institutional investment to acquire minority stakes in dozens of teams. This trend introduces
unique risks that differ from traditional private equity investments, including inflated valuations,
illiquid stakes, constrained exits, and limited governance control.’

Trustees and advisors are urged to pause new commitments to sports-focused funds, scrutinize
their governance and labor practices and demand greater risk disclosure. By exercising due
diligence and oversight, public pension funds can protect beneficiaries from the uncertainties of

this exotic “vanity” asset class.?

Are Sky-High Valuations Sustainable?

Over the last ten years, U.S. professional sport’s team valuations have skyrocketed, far outpacing
public markets.® Record-high team values have raised concerns among industry insiders that
current valuations are unsustainable.* Even RedBird Capital founder Gerry Cardinale has
cautioned sports investors to moderate expectations,

“The biggest risk investing in sports today is to get lulled into believing that values will
always go up.”
Cardinale notes that some factors driving team prices upward in recent years (such as broadcast
TV contracts) may not repeat, and some recent franchise sales closed below expectations.®
Cardinale’s effort to bring a new NBA team to Las Vegas has stalled due to rapid growth of team
valuations:

“We started this project three years ago. The price talk on an NBA team three years ago
was $3 billion. The price talk today on an NBA expansion team is $5.5 to $6 billion. I'm
not sure | can make that work.””

Trustees should recognize that sports assets are not immune from market correction and carry
valuation risk. Moreover, sports teams are unique, illiquid assets that may be difficult to sell.®

Illiquidity and Exit Constraints

Uncertainties around exiting investments in sports teams present one of the most significant
risks of this asset class. Leagues restrict when and how private equity firms can sell their team
positions through imposing minimum holding periods, limiting the number of teams a fund can
own, and in some cases, league-approval may be needed to approve a buyer.” As one private
markets analyst noted, league rules add uncertainty to private equity exit plans,

“There is scarce data available right now about what the exit from that investment may
look like.”°

In assessing the potential risks of investing in an Arctos sports fund, the Deputy CIO for the
Kentucky Public Pension Authority noted that sports franchises were a “difficult asset to exit” due
to the fact that there is a “limited investment universe” and the “fund term may be extended at
GP discretion.""



lan Charles, co-founder of Arctos, has publicly raised the challenges facing institutional investors
in the NFL, which has strict rules governing private equity:

“You have to partner with the controlling owner, and then can only get a deal approved
four times a year.... Institutional capital cannot solve individual LP liquidity in the NFL
today.”’?

Secondary sales are less challenging in the other leagues, but still problematic. Charles has
admitted that the sports secondary market “need[s] a tremendous amount of market maturity”
and in the meantime Arctos “never assumed we would be selling to another sponsor” for its
exits."3

Limited Control, Governance Challenges, and Labor Risks

NFL league rules limit private equity team ownership to between 10-30% in order to ensure
that they remain minority owners without control.’™ As explained by NFL Commissioner Roger
Goodell, these rules are designed to ensure that “a private equity firm is not going to be
sitting in the draft room” or influencing operations. In Goodell's words, the PE stake is “a silent
position...They will not be in any kind of decision-making influence in any way.”"> Without
majority control, GPs have limited ability to guide the strategic or operational direction of the
team. If a team is mismanaged, or if a scandal arises, minority owners lack the ability to drive
resolutions which could expose LPs to poor human capital management and ESG practices.

For example, negotiations between concessions workers and their employer, Aramark, at
Fenway Park recently broke down. Fenway Sports Group is partially owned by Arctos Sports
Partners and RedBird Capital.’® Tired of low pay and safety concerns regarding alcohol sales at
new “grab and go” self-checkout machines, patrons were greeted on opening day this year with
bags of peanuts that said “Fenway Pays Workers Peanuts.” The concessions workers are actively
supporting legislation that would eliminate these machines from large venues in Massachusetts
like Fenway Park.

Recommended Actions for Trustees and Advisors

Given the above risks, we recommend trustees take the following actions to safeguard their
beneficiaries’ interests:

e Consider pausing new commitments to sports-focused private equity funds until a thorough
risk review is conducted.

e Demand enhanced disclosures and greater transparency on exit strategies and approaches
to governance at sports-focused private equity funds.

e  When evaluating sports private equity managers, ask how they oversee their sports portfolio
companies on environmental, social, and governance (ESG) matters, with emphasis on labor
relations and community impact.

e Reassess fund allocation policy regarding “exotic” or niche assets like sports franchises.

Conclusion

Complex exits, uncertain growth trajectories, and governance challenges pose risks that
should give trustees, staff, and consultants pause in making any future commitments in exotic,
sentiment-driven sports franchise investments.
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