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Introduction 

Shares of the Madison Square Garden 
Company (“MSG” or “the Company”) have performed 
well (+58% vs. the S&P 500 +33%) since we re-visited 
them (profiled in March 2010 and May 2011) within our 
topic addressing the attractiveness of sports media 
rights in our April 2012 AAF issue. Despite the share 
price advance, we do not believe MSG’s current 
valuation adequately reflects its free cash flow 
generating abilities, further earnings improvement 
potential at its highly profitable Regional Sports 
Networks (MSG & MSG+), long-term earnings visibility 
thanks to multi-year agreements (affiliate fees, 
sponsorships and corporate suites) and unique assets 
that would be nearly impossible to replicate.  

On October 25, 2013, “The World’s Most 
Famous Arena” also became known as “The World’s 
Most State of the Art Arena” following a $1 billion+ 
renovation. With the arena transformation complete, 
MSG is on the cusp of experiencing a significant 
acceleration in free cash flow. MSG’s capital 
expenditures, which have averaged $316 million over 
the past two years, should decline to more normalized 
levels (<$50 million) beginning in FY 2015 (begins 
July 1, 2014). While management seems inclined to 
pursue growth opportunities to drive long-term 
shareholder value, we believe that capital returns to 
shareholders will also be utilized to unlock shareholder 
value given MSG’s FCF acceleration and the 
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Company’s fortress like balance sheet ($155 million of cash and no debt). We are clearly not enamored with 
MSG’s two recent investments including a 50% stake in Irving Azoff’s latest artist management venture ($150 
million) and a $25 million investment to establish a venue in Las Vegas with the creators of Brooklyn Bowl. 
While MSG’s/CVC’s last investment with Mr. Azoff turned out to be a profitable endeavor, we believe the 
Company’s future capital deployment is worth monitoring. 

Results at the MSG Media segment have been impressive with revenues and AOCF (AOCF is MSG’s 
preferred method of EBITDA, which excludes stock based comp) increasing at a 11% and 23% CAGR, 
respectively over the past 3.5 years with margins expanding by over 1,600 basis points. Despite this growth, we 
see further improvement as affiliate fee agreements for the Company’s RSNs (MSG and MSG+) with distributors 
accounting for ~40% of its subscribers should come up for renewal over the next 2-3 years. Notably, based on 
our projections, the current market rate for affiliate fees is 10%-15% higher than what these distributors are 
currently paying. In addition to affiliate fee growth, there are multiple items that should bolster segment results 
including increased advertising revenues (underpenetrated at the RSNs), monetization of Knicks and Rangers 
streaming rights, and the potential divestiture of fledgling and currently loss making Fuse (in November 2013 the 
Company announced it was exploring strategic alternatives for the network), which is masking overall segment 
profitability.  

MSG’s Sports and Entertainment segments had been particularly impacted by the Garden’s renovation. 
However, we see improved prospects for both segments now that the transformation of the iconic arena is 
complete. Both segments are poised to reap the full benefits (higher sponsorship, corporate suites and ancillary 
revenues) of the transformation beginning in FY 2015 (begins July 1, 2014) and we note that calendar year 
2014 will be the first time in four years that the Garden will be open/available for the entire year. The Sports 
segment should also be a beneficiary of the robust market for sports media rights. The NHL recently garnered a 
12-year agreement for its Canadian media rights (begins with the 2014/2015 season) that was nearly 6x the 
amount of the previous contract and will significantly increase the amount of revenue sharing the Rangers 
receive from the league. Meanwhile, the NBA’s national media contract currently runs through the 2015/2016 
season and we would expect the league to command a significant increase when the contract is renegotiated. 
Our view reflects the increasingly valuable nature of live sports (DVR proof, which is attractive for advertisers) 
and the fact that the current contract was signed amidst record low league TV ratings, which have rebounded 
substantially. While the Entertainment segment has been under pressure in recent years, the strategic 
acquisition of the LA Forum, an iconic arena in an attractive, and underserved entertainment market, should 
bolster future results. The Forum, which opened in January 2014 following a facelift of its own, has already 
secured multi-year sponsorships with a number of companies including JPMorgan Chase, Toyota, Corona, 
Caesers Entertainment and The NY Times. 

In determining our valuation for MSG, we have employed a sum of the part valuation methodology. 
While some investors may question the use of the approach given the integration of the Sports and Media 
segments, we are highly confident that the Company could sell the Knicks and Rangers franchises for a 
significant sum, even if they were offered for sale without the media rights. Our estimate of the Company’s 
intrinsic value is $80, representing 41% upside from current levels. There are a number of items that could drive 
further upside including the deployment of its overcapitalized balance sheet and growing stream of FCF towards 
shareholder friendly initiatives, monetization of its valuable air rights, or a going private offer by the Dolan Family 
Group. As we have previously detailed, we believe the Dolans’ long term interests reside with the sports and 
entertainment businesses. With distributor consolidation heating up in the cable industry, the sale of Cablevision 
would provide the Dolans with ample capacity to pursue a transaction, in our view. 

Business Overview 

MSG is a vertically integrated sports, entertainment and media Company. The Company’s business is 
built on its iconic assets including the storied Madison Square Garden Arena, Radio City Music Hall and the 
trophy sports franchises of the NY Knicks and NY Rangers. MSG reports the results of its operations within 
three business segments including MSG Media, MSG Entertainment and MSG Sports. The following provides a 
breakdown of the Company’s total revenue in FY 2013 by segment. 
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FY 2013 MSG Total Revenues ($MM) 

MSG Media
$677.7

48%

MSG 
Entertainment

$252.2
18%

MSG Sports 
$470.3

34%

 
Note: FY 2013 Revenues do not exclude $59.9 million of Inter-Segment Eliminations 

 MSG Media (48% of FY 2013 Revenues) – MSG Media is comprised of two regional sports 
networks (RSNs) including MSG and MSG+, and Fuse, which is a national television network 
dedicated to music. The Company’s RSNs are home to seven professional sports teams. In addition 
to the broadcast rights that it holds for its owned professional sports teams (Knicks, Rangers and 
Liberty), the Company has multi-year agreements with the Islanders, Devils, Sabres and New York 
Red Bulls. MSG is also the official regional home of the NY Giants and provides exclusive non-
game coverage of the NFL team. The Company’s RSNs also telecast college football and college 
basketball from top conferences (e.g. SEC, ACC, Big East and PAC 12). In addition to broadcasting 
live sporting events, MSG’s RSNs also produce original programming that increases exposure of 
the Company’s brands and builds a valuable content library.  

 MSG Sports (34%) – The MSG Sports segment owns and operates four sports franchises (Knicks, 
Rangers, Liberty (WNBA) and Wolfpack, a minor league hockey team), which provide valuable 
content to the MSG media segment. In addition, MSG also promotes, produces and/or presents a 
wide range of other live sporting events such as professional boxing, college basketball, 
gymnastics, track and field, professional bull riding, tennis and wrestling as well as the NFL draft.  

 MSG Entertainment (18%) – The MSG Entertainment segment presents or hosts live 
entertainment events, including concerts, family shows, performing arts and special events in its 
seven venues including the Garden, the Forum, Radio City Music Hall, The Theater at Madison 
Square, The Beacon Theater, Wang Theater and The Chicago Theater.   

Although the Company primarily licenses its venues to third-party promoters for a fee, MSG also 
promotes or co-promotes shows and assumes an economic risk related to the event. Promoted events include 
the Radio City Christmas Spectacular, featuring the Rockettes, which is the top grossing live holiday show in 
North America. The Radio City Christmas Spectacular franchise accounted for approximately 40% of the MSG 
Entertainment segment revenue during FY 2013.  

Regional Sports Networks – Crown Jewel with Further Opportunity to Expand Profitability 

In our view, the crown jewel of MSG’s business is its two RSNs (MSG and MSG+), which serve 
~8 million subscribers in the New York Metropolitan region. The Company’s RSNs telecast approximately 700 
live sporting events and over 3,100 hours of live original programming each year. During 2013, MSG won 18 
local Emmy awards giving the network a total of 97 Emmys over the past six years including 85 for MSG. The 
momentum has continued into 2014 with the Company nominated for 73 local Emmys (64 for MSG). The 
Company’s RSNs boast superior profitability to their peers due in part to MSG’s ownership of two of the sports 

Total Revenues: $1,400.2 MM
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teams (NY Knicks and NY Rangers) for which it telecasts programming. As illustrated in the chart below, MSG’s 
RSNs command margins that are nearly double that of the RSNs controlled by Comcast, Fox and DIRECTV. 

Comparative RSN EBITDA Margins, FY13E  

 
Source: Company data, Credit Suisse estimates, SNL Kagan, via Credit Suisse 
Equity Research April 2013 

MSG’s RSNs serve a large, loyal and passionate fan base and provide MSG Media with good revenue 
and cash flow visibility thanks to a recurring and growing stream of affiliate fee revenues. As we noted in our 
prior reports on MSG, the Company signed a 10-year affiliation agreement with Cablevision accounting for 
~40% of the RSN sub base that took effect on January 1, 2010, just prior to its spinoff from that entity. Notably, 
the renewal represented a significant increase over Cablevision’s prior agreement. It should be noted that the 
annual escalator embedded in the Cablevision agreement is ~7% and is calculated based on information that 
MSG discloses in its public filings. The Cablevision agreement coupled with a contentious 2012 affiliate fee 
renewal with Time Warner Cable (discussed in our 2012 Sports Media Rights piece) have enhanced MSG 
Media’s revenues, profitability and margins. Between calendar year-end 2009 and FY 2014 (a period 
representing 3.5 years) MSG’s Media segment revenues and AOCF have increased at an 11% and 23% CAGR, 
respectively while AOCF margins have expanded by over 1,600 basis points to 51.6% from 31.3%. 

MSG Media - Selected Financial Results ($ MM) 

2009 2010 FY 2011 FY 2012 FY 2013 
6 Months

12/31/2102
6 Months

12/31/2013
Revenues $474.1 $551.5 $564.7 $614.2 $677.7 $316.3 $347.3 
% Change – 16.3% – 8.8% 10.3% – 9.8% 
Operating Income $141.8 $209.4 $204.7 $228.3 $328.6 $161.2 $157.4 
Operating Income Margin (%) 29.9% 38.0% 36.2% 37.2% 48.5% 51.0% 45.3% 
AOCF $167.4 $231.3 $228.2 $258.6 $349.5 $172.3 $167.2 
AOCF Margin (%) 35.3% 41.9% 40.4% 42.1% 51.6% 54.5% 48.2% 

Note: 2009 and 2010 results are Calendar year; Fiscal year results are provided from FY 2011-FY 2013 

MSG’s results in FY 2014 will face difficult comparisons with FY 2013 due to a few one-time items 
including the benefit it received from the 2012/2013 hockey lockout (lower rights fees and production expenses 
associated with a shortened season) and a short-term licensing agreement that will not reoccur ($10-$15 million 
headwind associated with sublicensing some college sports programming that ended in April 2013). 
Management has also noted that incremental investments at Fuse as part of the network’s strategy to bolster its 
programming lineup will also have an adverse impact on FY 2014 results. Despite these headwinds, as 
illustrated above, MSG media segment margins for the first half of FY 2014 of 48% are still above (~800 bps) 
the full year profitability levels posted during the 2009 to 2012 time frame. Going forward, we believe there are 
multiple items that will favorably impact future MSG profitability including the realization of higher RSN affiliate 
rates as distributor agreements come up for renewal, increased advertising revenues, monetization of digital 
rights, and divestiture of Fuse, which we believe is currently generating a loss and masking segment profitability.  
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Upcoming Affiliate Fee Renewals Should Command Significantly Higher Rates 

While MSG’s agreements with Cablevision and Time Warner Cable account for approximately 60% of 
the subscribers receiving MSG networks, we believe that agreements covering the remaining 40% will come up 
for renewal over the next 3 years. While the Company does not disclose the terms of its affiliated fee 
agreements, we believe that current agreements with MSG’s major distributors including DIRECTV (~700k 
subs) Comcast (~800k), and FiOS (~1.2 million) were all signed before the Company’s 2010 spinoff from 
Cablevision. Based on press reports we know that DIRECTV’s agreement was signed at year end 2009. Given 
the Company’s strategy to “strategically scatter” its affiliate agreements coupled with the 2010 and 2012 
renewals with Cablevision and TWC (which renewed in 2012 after its former 7 year agreement lapsed), we 
believe that the other distributors will likely be renegotiating carriage agreements for MSG in the 2014-2016 time 
frame. Notably, based upon our analysis, we believe affiliate fee amounts currently being paid by Cablevision 
and TWC are 10-15% above the remaining distributors providing a significant opportunity as agreements are 
renegotiated. Based on data from MSG’s filings, and utilizing assumptions for Fuse affiliate fees and subscribers 
we currently estimate that Cabelvison’s monthly per subscriber payment for MSG’s networks is $5.16 vs. $4.69 
for non CVC/TWC subs.  

In determining the current monthly affiliate fee rate for the non CVC/TWC subscribers, we assume that 
TWC’s current rate approximates what we estimate Cablevision is paying. It’s possible that TWC’s affiliate fee 
payment is higher than Cablevision’s since the value of live sporting events has increased since Cablevision 
signed its 2010 agreement. In addition, notwithstanding this year’s poor performance, the on-court performance 
of the NY Knicks has also improved markedly with the Knicks making the playoffs in each of the past three 
years following a 6 year drought. Further, the Knicks’ resurgence has resulted in significantly higher viewership 
for NY Knicks games with ratings for the 2010/2011 and 2011/2012 seasons increasing by 100% and 80%, 
respectively. The strong ratings momentum continued for the 2012/2013 season. With the exception of the strike 
shortened 2011/2012 NBA season, the 2012/2013 season was the highest rated Knicks regular season in the 
25 years that the network has been tracking household ratings. If TWC’s current MSG affiliate fee payment 
exceeds CVC’s, then this would imply that there is additional upside (beyond the 10-15% cited above) to future 
affiliate fee renewals as they are renewed over the next 2-3 years. Although current team performance could 
result in upcoming renewals becoming more challenging, we would note that affiliate fee agreements are 
typically multi-year, which give the Company the opportunity to sell their recent ratings improvement, in our 
view.  

While Comcast’s proposed acquisition of TWC may create some unease given that both companies are 
key MSG distributors (combined subs would be 3.2 million or ~40% of MSG’s total), we do not believe MSG’s 
future affiliate fees will be pressured. Comcast is the second largest owner of RSNs (after Fox) and is intimately 
familiar with the value of live, regional sports programming. As illustrated in the table below, Comcast-owned 
RSNs command some of the highest affiliate fees in the industry including Comcast SportsNet Washington, 
which is the country’s most expensive RSN. Although the combined MSG and MSG+ generate a higher affiliate 
fee amount than Comcast SportsNet (CSN) Washington, we believe MSG’s networks deserve to command 
higher fees as they telecast games of five major professional teams compared with just two for CSN 
Washington (Wizards and Capitals). 
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2012 Affiliate Fees for Select Regional Sports Networks 

2012 Estimated Affiliate Revenue per Average Sub per Month ($) 

Comcast SportsNet Washington 4.02  
FOX Sports North 3.68  
New England Sports Network 3.56  
Root Sports Pittsburgh 3.26  
Comcast SportsNet Philadelphia 3.18  
Comcast SportsNet Bay Area 3.05  
YES Network 2.99  
FOX Sports Southwest 2.88  
FOX Sports Detroit 2.86  
Attitude Sports & Entertainment 2.85  
Root Sports Northwest 2.85  
FOX Sports Arizona 2.75  
Comcast SportsNet Chicago 2.75 
FOX Sports Ohio 2.71  
Sun Sports 2.69  
FOX Sports West 2.63  
Madison Square Garden Network 2.63
FOX Sports Midwest 2.61  

 

FOX Sports Wisconsin 2.57  
Prime Ticket 2.56  
SportsNet New York 2.55  
FOX Sports Carolinas 2.45  
FOX Sports Tennessee 2.45  
FOX SportsSouth 2.45  
Root Sports Rocky Mountain 2.33  
MSG Plus 2.28
FOX Sports Florida 2.27  
SportsTime Ohio 2.21  
Comcast SportsNet Northwest 2.19 
Mid-Atlantic Sports Network 2.14  
Comcast SportsNet New England 2.13 
Channel 4 San Diego 1.59  
Comcast SportsNet California 1.35 
Cox Sports Television 0.74  
SportSouth 0.62  
Comcast/Charter Sports Southeast 0.57 
RSN Industry Average 2.49

 

Source: SNL Kagan, April 2012 

While we don’t see the proposed Comcast/Time Warner Cable merger having an impact on affiliate fee 
pricing, we note that there could be an adverse short-term headwind for MSG to the extent that Comcast’s 
affiliate agreement is meaningfully below Time Warner’s cable rate (which we believe is the case). According to 
MSG’s most recent 10-K filing:  

“In some cases, if a Distributor is acquired, the affiliation agreement of the acquiring 
Distributor will govern following the acquisition. In those circumstances, the acquisition of a 
Distributor that is a party to one or more affiliation agreements with us on terms that are more 
favorable to us could have a material negative impact on our business and results of 
operations.” 

With the proposed deal not expected to close until year end coupled with the fact that Comcast’s affiliate 
agreement will likely be negotiated (upward based on recent trends) within the next year or two, we don’t believe 
there will be a longer term negative impact. On a potential positive impact, should the Comcast/TWC merger be 
approved, we would not be surprised if it spurs a tie up between DTV and Dish. With Dish dropping MSG in 
2010 as part of a strategy to exit regional sports programming in the NYC market, there could be an opportunity 
to add MSG to ~250k Dish Subscribers in the NYC area.  

Advertising Remains Underpenetrated 

In contrast to large national cable networks that typically derive a fairly even split between affiliate fees 
and advertising revenues, RSNs typically generate the vast majority of revenues from affiliate fees. MSG is no 
exception and based on industry researcher Kagan’s projection of MSG’s 2013 advertising revenue (~$65 
million), we estimate that advertising revenues at the Company’s RSNs currently account for 10-15% of the 
RSNs total revenues (MSG has historically stated that affiliate fees represent the vast majority of its RSNs 
revenues). As we have noted in prior AAF reports, the value of large, live audiences will likely become 
increasingly attractive to advertisers in today’s fragmented media landscape. As illustrated in the graphic below, 
sports viewership has held fairly consistent over time as broadcast networks have experienced significant 
declines.  
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Viewership of Major Sports on Pay TV Has Been Consistent 

 
Source: SNL Kagan, Nomura Securities, Nielsen data as calculated 
by a third party major media concern via The Wall Street Journal 

 
Not only are the audiences of the Big 4 declining as illustrated above, but a large amount of the 

programming is consumed via DVRs that enable consumers to fast forward through advertisements. According 
to a Nielsen study, viewers watched 97% of sports programming live during 2012, down slightly from 98% in 
2008. However, approximately 75% of nonsports programming was viewed live, down sharply from 93% in 
2008. We would expect live viewership of nonsports programming to continue to decline as penetration of DVRs 
increase. At present, 47% of households have DVRs according to Leichtman Research leaving plenty of room 
for further penetration. While some observers project DVR penetration to slow going forward as consumers 
embrace video streaming, we would note that streaming viewing also presents reduced potential for advertising 
and contributes to fragmented media audiences. In addition to the improved ratings for the Knicks (discussed 
above), the Rangers and the other NHL teams that MSG has telecast rights for have also registered strong 
gains presenting additional opportunities to capture high margin advertising dollars. During the 2012/2013 
season the Rangers experienced a 65% increase in average household ratings with the Islanders (+100%) and 
Devils (+40%) also registering strong gains. It’s also worth noting that the current 2013/2014 season is the first 
time in three years that MSG will be broadcasting full seasons of the Knicks and Rangers due to past work 
stoppages, so the Company’s true advertising potential will likely begin to emerge. 

Monetization of Digital Rights 

To date, the Company has yet to monetize its digital/streaming rights associated with NY Knicks and 
NY Rangers telecasts. Given consumer trends that have resulted in an increased amount of content 
consumption over multiple distribution platforms, streaming viewing is likely to become an opportunity for the 
Company going forward. While MSG might not develop its own direct to consumer streaming product, it may 
choose to work with its distributors who can offer streaming products to their consumers on an authenticated 
basis. In our view, by providing the distributors the ability to offer its customers streaming capabilities (e.g. MSG 
to Go), we believe MSG should be able to command higher affiliate fees from its distributors. 

MSG Exploring Strategic Alternatives for Fuse - Divestiture Would Benefit Segment Profitability 

In November 2013, MSG announced that it had engaged JPMorgan Chase to explore strategic 
initiatives for Fuse. In our view, and as we noted in the 2014 Forgotten Forty MSG report, we do not believe that 
Fuse will ever command an appropriate level of affiliate fees (and profitability) under MSG’s umbrella with little 
leverage over distributors as a single national network company. Fuse currently commands a monthly affiliate 
fee payment of ~$0.08 per sub, which is well below the $0.41 and $0.19 fee garnered by MTV and VH-1, 
respectively, based on projections from Kagan. Although we fully recognize that Fuse is not MTV, Fuse appears 
to be capitalizing on an attractive market opportunity created by MTV, which has shifted its focus to reality 
programming.  
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Despite adding ~14 million Fuse subscribers from in October 2012 as part of that distributors settlement 
with Cablevision, we do not believe that Fuse is currently profitable due to ongoing programming investments 
(original, news, acquired and live events) to attract a larger audience and drive increased advertising revenues. 
Recent attempts to improve the Company’s audience through its programming investment have been 
encouraging. Two of the Company’s recent shows including Insane Clown Posse and Big Freedia: Queen of 
Bounce have garnered significant national media attention. According to a recent Multichannel news article, 
Season one of Big Freedia was Fuse’s top original series on total viewer delivery reaching more than 4 million 
viewers and set a Fuse record for P18-34 and P18-49 delivery. Fuse has recently announced that the show has 
been renewed for a second season. As part of Fuse’s strategy to increase the audience at its linear network 
(where MSG management acknowledges the economics are), Fuse utilizes its digital properties such as its 
website (fuse.tv) and YouTube channel as a proving ground and as a means of building a broad audience. 
During MSG’s 3Q FY 2013 earnings call, management noted that its Fuse YouTube channel is consistently 
averaging over 2 million viewers each week. In announcing that the Company is exploring its options for the 
network, management noted, “Fuse's value has not gone unnoticed with various parties expressing strategic 
interest in the network.” 

We view favorably the Company’s decision to explore strategic alternatives for the network though we 
wouldn’t be surprised if MSG were to retain a stake in Fuse if it ultimately decides to sell the property. With its 
control of 7 premier entertainment venues, MSG would arguably have a valuable stream of content that it could 
provide to the network. By retaining a stake in the network, the Company could also capitalize on the potential 
future value of Fuse that could be unlocked as part of a larger entertainment company. In addition to closing the 
affiliate fee gap, there is also an opportunity to meaningfully expand Fuse’s distribution. According to Nielsen, 
Fuse currently has ~74 million subs, which is well below the 90+ million subs of fully distributed cable networks. 
Nevertheless, Fuse boasts what management terms “beach front” real estate as it currently has distribution with 
every major distributor. With Fuse currently residing on digital tiers, we suspect that a larger media company 
could also use its leverage to boost subscribers by negotiating broader distribution on expanded basic tiers.  

MSG Sports Boasts Good L-T Revenue Visibility  

Following a three-year, $1.1 billion makeover, “The World’s Most Famous Arena” also became “The 
World’s Most State of the Art Arena” when it reopened on October 25, 2013. With the transformation completed 
in stages during the offseasons over the past three years, the Company has realized some of the benefits 
associated with the project (corporate sponsorships and suite revenues, etc.). However, it will not be until FY 
2015 (which begins July 1, 2014) that MSG will fully capture all of the improved economics associated with the 
renovated arena. In addition, recent NBA and NHL work stoppages during the prior two seasons have also had 
a negative impact on MSG Sports segment results with both leagues conducting shortened schedules (the NBA 
in 2011/2012 and the NHL for the 2012/2013 season).  

MSG Sports - Selected Financial Results ($ MM) 

2009 2010 FY 2011 FY 2012 FY 2013 
6 Months 

12/31/2102 
6 Months 

12/31/2013 
Revenues $368.6 $372.2 $398.8 $464.7 $470.3 $121.5 $221.6 
% Change - 1.0% - 16.5% 1.2% - 82.4% 
Operating Income ($31.9) ($1.8) ($7.2) $13.1 $13.5 ($3.3) ($20.4) 
Operating Income Margin (%) -8.7% -0.5% -1.8% 2.8% 2.9% -2.7% -9.2% 
AOCF ($18.0) $11.7 $7.0 $28.7 $27.0 ($13.0) $4.0 
AOCF Margin (%) -4.9% 3.1% 1.8% 6.2% 5.7% -10.7% 1.8% 

Note: 2009 and 2010 results are Calendar year; Fiscal year results are provided from FY 2011-FY 2013 

 

In our view, the transformed arena significantly enhances the prospects of the MSG Sports segment 
with both sponsorship and suite agreements secured pursuant to multi-year agreements with annual escalators. 
As illustrated in the following graphic, the MSG Sports segment offers significant revenue visibility with the vast 
majority of its revenue sources secured under long-term contracts or are from sources (e.g. season ticket sales) 
which have proven to be historically stable. 
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MSG Sports Revenue Breakdown, FY13E  

 
Source: Company data, Credit Suisse estimates via Credit Suisse Equity Research April 2013 

 
In addition to the enhanced ancillary revenue opportunities from the Garden, we believe there are 

several other items that bode well for the Sports segment’s future prospects. The NBA and NHL have adversely 
impacted MSG’s results in recent years, but each of these leagues now have long-term labor agreements in 
place. Notwithstanding the Knicks’ performance to date, the performance of the teams has been strong in recent 
years allowing the Company to secure strong season ticket renewals. The robust market for sports media rights 
has a favorable impact on sports segment revenues as the Company’s team ownership allows it to share in the 
revenue that the league generates from national/international broadcast rights. As we detail below, this revenue 
stream should be meaningfully enhanced in the coming years.  

Suite and Sponsorship Revenues Secured Under Long-Term Agreements with Annual Escalators 

We previously estimated in our May 2011 report on MSG that the full-year incremental impact on the 
Garden’s new suites would be ~$40 million. However, we would not be surprised if this proved conservative as 
press reports have indicated that the amounts the Company received for its new suites were much greater than 
our estimates. MSG has also done a good job of securing premium sponsorship agreements. We’ve previously 
discussed the Company’s deal with JPMorgan Chase (reportedly signed a 10-year $30 million deal) whereby it 
became the Company’s Marquee partner as well as signature partner agreements with Coca-Cola, Anheuser-
Busch, and Delta Airlines. The Company has made further inroads adding to its base of signature partners, 
which now also include Kia Motors, Lexus and SAP. All of these agreements are believed to be multi-year, 
multi-million dollar agreements. While MSG does not disclose financial terms, the Company has previously 
stated that each sponsorship agreement it has signed is much larger than the sponsorship category that MSG 
previously sold.  

Sports Ticket Demand Remains Robust and Provides Revenue Stability 

The improved fan experience from the renovated arena (better sightlines and wider concourses, etc.) 
coupled with the improved team performance of the Knicks and Rangers has also led to robust demand for 
season ticket sales. According to MSG, the renewal rate for Knicks and Rangers season tickets, which covers 
the vast majority of tickets sold, for the 2013/2014 season were 97% and 92%, respectively. This marked the 
fourth consecutive year that Knicks season tickets were sold out and the seventh consecutive year for the 
Rangers. The New York Knicks’ 2012/2013 season was the team’s most successful in 16 years as the team 
won the NBA’s Atlantic Division title for the first time since 1994 and advanced to the second round of the NBA 
playoffs. Meanwhile the Rangers have advanced to the playoffs in 7 of the past 8 years. In addition to team 
performance, strong season ticket renewals are a testament to the Company’s passionate and affluent fan base. 
For the 2013/2014 season, the average season ticket renewal price increase for the Knicks and Rangers was 



The Madison Square Garden Company 
 

- 22 - 

6.4% and 4%, respectively. While season tickets have recently been increasing at a low single digit rate, we 
would note that season tickets for the Rangers and Knicks increased markedly at the outset of the 
transformation with Knicks average season ticket prices increasing by 49% and Rangers average season ticket 
increasing at 23% rate for the 2011/2012 season.  

NBA/NHL Have Secured Long-Term Labor Agreements 

While the NBA and NHL have had recent work stoppages, we note that both of these leagues now has 
extensive long-term labor agreement in place, which should minimize disruptions for many years. The current 
NBA collective bargaining agreement expires after the 2020/2021 season (the NBA and its players association 
each have the right to terminate after the 2016/2017 season) while the NHL’s recently signed agreement expires 
on September 15, 2022 with the league and its players association having the right to end the CBA following the 
2019/2020 season. Although the long-term agreements are encouraging, the NBA’s move to a progressive 
luxury tax could prove costly for segment profitability if player expenses are not managed prudently. As detailed 
in MSG’s FY 2013 10-K filing: “we expect our NBA luxury tax obligations for the 2013-14 season to grow 
substantially. Subsequent years beyond the 2013-14 season will be subject to contractual player payroll 
obligations and corresponding NBA luxury tax thresholds.” During FY 2013, playoff appearances (both the 
Knicks and Rangers) generated $47 million in revenue and ~$16 million in direct contribution to the sports 
segment. With an appearance in the playoffs having a meaningful impact on MSG’s overall profitability, 
management needs to successfully balance the player expense/benefit trade off. MSG CEO Hank Ratner 
acknowledged as such during the Company’s 1Q 2014 earnings call: 

“As it relates to the NBA, there is a progressive tax that is a, you know, an absolute part 
of the calculation when you’re going and putting your roster together and signing players. That’s 
something you need to be – remain cognizant of when you’re building your team and you need 
to factor it in to your financial model when you’re making your decisions, and it’s something that 
we do, and we look at the effects of our team and our roster has on the overall business, and 
we make what we consider the best and smart business decisions taking everything into 
account, so, that’s what we’ve done to date. That’s what we’ll continue to do going forward.” 

NBA and NHL League Media Contracts Could Provide Good Growth Opportunity 

MSG’s ownership of the Knicks and Rangers allows the Sports segment to benefit from the robust 
environment for sports media rights due to league revenue sharing of national broadcast contracts. In 2011, 
NBC signed a $2 billion, 10-year agreement with the NHL to broadcast games in the U.S. The new deal with the 
NHL was approximately double the prior amount the NHL was receiving for its rights. In late 2013, the NHL 
reached a 12 year $4.9 billion deal with Rogers Communications for the Canadian broadcast rights to the NHL. 
As part of the agreement, Rogers will make an upfront payment of $142 million and make annual payments 
beginning with the 2014/2015 season of $285 million that will increase to $474 million at the end of the term. 
Notably, the recent Rogers deal is nearly six times the value of the current agreement that the NHL has with its 
three broadcast partners and it is estimated that each NHL team will receive $5 million from the upfront payment 
and $10-$15 million per year over the life of the deal.  

The current NBA league media contract was signed in 2007 and runs through the 2015/2016 season. 
The 8-year, $7.4 billion extension (+20% vs. the prior deal) was signed in the midst of challenging ratings for the 
league. Given the surge in sports media rights values since the last NBA deal, we suspect the next agreement 
will command a meaningful premium. In addition, the NBA’s ratings have increased or held steady over the past 
6 years after a record low registered during the 2006/2007 season. If the NBA is able to sustain its recent 
popularity surge for another year or so, we suspect the league will be able to generate a substantial increase 
over the prior contract. To the extent that player salaries do not increase in lock step with the higher revenue 
sharing agreements (league salary caps are tied to league revenues), future segment profitability should be 
favorably impacted.  

Transformation, Forum Acquisition and Growth Opportunities Should Boost Entertainment Prospects  

“With respect to MSG Entertainment, We remain confident that we have the right 
strategy and mix of assets in place to return this segment to AOCF profitability. We’re looking 
forward to the remainder of this fiscal year which we expect to include improved results for the 
Radio City Christmas Spectacular franchise, the reopening of the Forum in January, and the 
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spring debut of Heart and Lights, our new large scale theatrical production at radio city music 
hall.” 

 – Hank Ratner MSG President and CEO during MSG’s 1Q 2014 Earnings Call 

MSG’s Entertainment segment has been disproportionately impacted by the renovation of the Garden 
with the arena and attached theater (Theater at MSG) closed for approximately 5-6 months each year during the 
3 year renovation. As illustrated in the table below, MSG’s Entertainment Segment has posted losses during 
much of the 2010 to 2013 transformation.  

MSG Entertainment - Selected Financial Results ($ MM) 

2009 2010 FY 2011 FY 2012 FY 2013 
6 Months 

12/31/2102 
6 Months

12/31/2013
Revenues $286.5 $304.0 $294.5 $264.0 $252.2 $181.9 $191.7 
% Change - 6.1% - -10.4% -4.5% - 5.4% 
Operating Income ($37.6) ($38.6) ($24.0) ($9.3) ($24.7) $19.8 $10.2 
Operating Income Margin (%) -13.1% -12.7% -8.1% -3.5% -9.8% 10.9% 5.3% 
AOCF ($21.8) ($25.5) ($11.5) $5.3 ($10.2) $27.3 $17.5 
AOCF Margin (%) -7.6% -8.4% -3.9% 2.0% -4.0% 15.0% 9.1% 

Note: 2009 and 2010 results are Calendar year; Fiscal year results are provided from FY 2011-FY 2013 

 
With the transformation complete, we believe MSG’s Entertainment segment is poised to generate 

meaningfully higher levels of profitability. Similar to the Sports segment, Entertainment results will be favorably 
impacted by higher suite, sponsorship and ancillary revenues. In addition to the transformation benefits, the 
acquisition of the LA Forum should have a favorable impact on overall segment profitability.  

Strategic Forum Acquisition Could be a Game Changer for MSG Entertainment Segment 

In June 2012, the Company acquired the LA Forum in Inglewood, California for $23.5 million from the 
Faithful Bible Church. The Forum was formerly the home of the Lakers and Kings until they moved to the 
downtown Staples Center following the 1998/1999 season. As part of the acquisition, the Company received an 
$18 million construction loan from the City of Inglewood conditioned upon MSG spending at least $50 million to 
renovate the arena and according to management restore it “back to its original glory.” In addition, the City of 
Inglewood has agreed to forgive the loan as long as certain conditions are met (e.g. providing the Forum parking 
lot rent free to the local community to hold farmers markets on Saturday mornings, etc.). MSG noted on its 2Q 
FY 2012 earnings call that its total cost for the Forum acquisition and related renovation would be $120 million, 
which is net of the loan forgiveness and certain tax credits.  

While the project came in slightly over its initial budget, we believe the acquisition makes strategic 
sense for a number of reasons. First, the Forum diversifies the Company’s revenue outside of the NY 
Metropolitan region providing a presence in the number two entertainment market in the country. Second, the 
Los Angeles market is underserved from a concert/entertainment perspective. While management stated that 
the arena will host some sporting events (boxing, tennis, etc.), it will primarily be a venue that hosts concerts, 
family shows, award shows and special events. In a July 2013 LA Times article Chairman Dolan stated, “There 
are plenty of venues in the L.A. market, but none of this size that can accommodate artists like the Eagles, with 
multiple-day runs where the venue is completely tuned into the concerts that are going to be put on.” 1 

The nearby Staples Center is home to four professional franchises (Lakers, Clippers, Kings, and 
Sparks), which utilize the facility for approximately half the year while the Honda Center, which is located in 
Anaheim, is home to both an NHL and Arena football team. Another similarly sized arena, the LA Sports Arena 
has been rumored to be razed to make room for a soccer stadium. With re-development scheduled for 
Hollywood Park (a race track adjacent to the Forum that has recently closed), the Forum should benefit from 
future revitalization of the area surrounding the arena. Finally, the arena provides Chairman Dolan with access 

                                                      
1 LA Times, July 2013 
http://www.latimes.com/entertainment/music/posts/la-et-ms-forum-renovation-20130730-dto,0,7822933.htmlstory#ixzz2ujYhbk7h 
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to another marquee outlet for his blues-based rock band (not surprisingly, JD & the Straight Shot served as the 
opening act for the Eagles, which reopened the Forum with six shows in January 2014).  

MSG has already secured meaningful multi-year sponsorships for the Forum, which should bolster MSG 
Entertainment segment profitability. In August 2013, MSG announced that JPM Chase had signed on as 
presenting partner, which includes being part of the venue’s official name “The Forum presented by Chase.” 
In addition, the Company has also secured agreements with Caesars Entertainment, Toyota and The NY Times. 
While it may take some time for the renovated arena to gain traction among acts, comments by Glen Fry (lead 
singer) of the Eagles, who helped reopen the arena with six performances in January 2014, called the Forum 
the best sounding arena he’s ever heard, should go a long way towards making the Arena a must play venue.  

Heart & Lights and Billy Joel Series Highlight Entertainment Growth Opportunities 

During the spring of 2014, MSG will debut a spring production at Radio City Music Hall featuring the 
Rockettes entitled Heart & Lights. MSG is aiming to capitalize on the success/popularity of the Rockettes, which 
is the number one holiday show in the country and a key franchise for the Company. Heart & Lights, which is 
being produced by MSG (and therefore the Company takes on the economic risk), features a story by Doug 
Wright (Pulitzer Prize and Tony Award winner) that follows two teenage girls through New York as they unearth 
clues about their grandmother’s past. While it is difficult for us to handicap the success of this venture, 
management believes that Heart & Lights has the ability to serve as an anchor tenant at Radio City Music Hall 
for a long time. 

In December 2013, MSG announced that Billy Joel would become the Company’s first ever music 
franchise of the World’s Most Famous Arena. As part of the agreement, Billy Joel is expected to play a show a 
month at the Garden for as long as there is demand. During MSG’s 2Q FY 2014 earnings call held in early 
2014, MSG noted that all shows through September were sold out (incuding two that occurred in January and 
February). While the Billy Joel initiative is unlikely to be significant enough to move the needle at the 
Entertainment segment, the move appears to be a good and profitable way to increase venue utilization. In 
addition, if the concept proves successful, we would not be surprised if additional opportunities presented 
themselves.  

Barclays Center Competition Appears Overblown  

In our prior MSG reports, we had dismissed competitive threats from the Barclays Center, an arena that 
opened up in Brooklyn in 2012. Our skepticism was based, in part, on the Arena’s inferior location. While the 
Barclays Center has only been open for less than two years, early results suggest that the arena’s results are 
falling short of expectations. The following excerpt appeared in an October 2013 Wall Street Journal article 
entitled “Brooklyn Arena is Glitzy, but Profits so Far Aren’t Golden.” 

“Developer Forest City Ratner Cos., which owns the Barclays Center with Russian 
billionaire Mikhail Prokhorov, had projected the arena would have more than $76 million of 
operating income in its first year of operation, according to bond documents. But Barclays said 
the number was $19 million in operating income in the nine months ended in July, According to 
Forest City Security filings. That puts Barclays Center on pace to produce $25 million for the 
year. Not only would that be two-thirds less than projections, it also would be less than the 
arena’s $29 million in annual debt service on the $511 million the development borrowed by 
selling tax-exempt bonds.” 

Perhaps the arena’s fortunes will improve when they gain another full time tenant (the NY Islanders in 
2015). However, it should be noted that with the Islanders occupying the arena for a full season (41 home 
games), potential competition with the Garden will be lessened since the Barclays center will have less 
availability to accommodate top acts. We continue to believe that the Garden is a place that artists aspire to play 
with an appearance at the iconic arena often a major milestone in a performer’s career. Management has often 
noted that it is not seeing a significant impact from the new arena in Brooklyn. In fact, Melissa Ormond, 
President of MSG Entertainment recently stated, “Our biggest challenge when booking events at the Garden 
continues to be not having enough date availability to accommodate every artist and event that wants to play the 
arena.” Our view of the Garden’s panache is further reinforced by the fact that Barclays, which is the named 
major sponsor of the Brooklyn arena, has a long term agreement for one of the Garden’s prestigious Madison 
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Level suites, which sports an annual price tag of nearly $1 million. It is also worth highlighting that during 2013, 
Madison Square Garden was named arena of the year by Pollstar (despite being closed for several months to 
accommodate renovations) for the 11th consecutive year, an award the Garden has won 18 of the past 20 years.  

We would be remiss if we did not mention that Forest City Ratner (Owner of the Barclay’s Center) 
recently prevailed in securing the right from Nassau County (Long Island, NY) to renovate the Nassau Colliseum 
and redevelop the property (discussed in additional detail in a later section). While this facility could present 
some heightened competition for the Garden when the project is finalized, we don’t believe that it will present 
any significant challenges for the Company. It should be noted that the Nassau Coliseum is a current competitor 
since it hosts concerts/family events when the Islanders are not using the arena.  

Free Cash Flow Poised to Accelerate 

“…, but I think if you go back historically and look at some of our pre-transformation 
financials, you’ll get a sense of what that could be, and it’s probably tens of millions versus 
hundreds of millions. That’s sort of the scale of what we’re talking about.” 

 – Robert Pollichino MSG’s CFO regarding MSG’s Post Transformation Capex  
on 4Q FY2013 earnings call 

MSG is on the cusp of experiencing a significant acceleration in free cash flow. The vast majority of 
expenses associated with the Garden transformation and Forum renovation have already been paid for with less 
than $150 million remaining to be paid for both projects as of December 31, 2014. MSG’s capital expenditures 
should return to more normalized levels beginning with 4Q 2014 and FY 2015 (begins July 1, 2014) will be the 
first full Fiscal Year that capital intensity will revert to more normalized levels.  The following illustrates MSG’s 
capital intensity over the past 8 years: 

MSG's Historical Capex Summary ($MM) 
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Note: Effective June 30, 2011, MSG changed its fiscal year-end from December 31st to June 30th to better align the financial planning 
and reporting cycles with the seasonality of its business, particularly the MSG Sports and MSG Entertainment segments. As a result, 
the results for the 6 month period ending December 2011 are included in 2011 results (2nd half) and the first six months of FY 2012. 

 

Given that the Garden was an aging arena prior to commencing the recent renovation, we would not be 
surprised if the historical level of capex overstates the Company’s future run-rate. While MSG has another major 
arena in its portfolio that will need maintenance, as we noted above the Forum has been modernized, which 
should minimize future maintenance capex going forward. Over the next three years, we believe the Company’s 
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free cash flow could approach $300 million (which would represent a ~7% FCF yield), up from 
~$200-$225 million in FY 2013. The vast majority of the Company’s free cash flow is currently being generated 
by the Media segment, but future growth is likely reflecting significant opportunities at the RSNs and profitability 
improvement at the Sports and Entertainment segments.  

Significant Capacity to Pursue Growth Opportunities and Return Value to Shareholders 

MSG’s strong free cash flow generation coupled with its overcapitalized balance sheet should provide 
the Company with plenty of excess capacity to both pursue acquisitions and return value to shareholders. At the 
end of 2Q FY 2014 (December 2014), MSG had $155 million of cash, no debt and $368 million of available 
capacity under its revolver (reflects $7 million in letters of credit outstanding).  

With the Company in a strong financial position and good visibility on the completion of the Garden, 
management pursued the acquisition of the Forum in 2012. As we noted above, we believe that this acquisition 
was a good use of the Company’s excess capital. More recently, with the capital projects coming to an end and 
boasting a strong cash position (at FY 2013 the Company had $278 million of cash) MSG made two 
investments that we believe to questionable. In August 2013, the Company announced that it would be investing 
$25 million in a new partnership with the owners of Brooklyn Bowl to establish a new venue in Las Vegas. The 
venue will be modeled after Brooklyn Bowl, which combines music, bowling and a restaurant with food by the 
Blue Ribbon Restaurant Group. In September 2013, MSG announced that it was investing $150 million to 
acquire a 50% stake in Irving Azoff’s new artist management and entertainment/digital businesses entitled Azoff 
MSG Management (AME). In addition, as part of the investment MSG has agreed to provide up to $50 million of 
revolving credit loans to AME. While we view skeptically these two recent investments, we’re willing to give the 
Company a pass given the strategic deployment of capital toward the Garden renovation and Forum Acquisition. 
Although the strategic merit for the Azoff investment appears particularly questionable, we’ve have had a 
favorable view of Live Nation in recent years. Our belief in the attractiveness of that business was largely based 
on the opportunities at Ticketmaster, an attractive and overlooked business amid the artist management and 
promotion operations. It is worth noting that Cablevsision’s/MSG’s last investment with Azoff proved to be a 
profitable endeavor.  

MSG has frustrated investors recently by not committing to some sort of shareholder friendly endeavor 
(share buybacks or dividends) even as they boast a pristine balance sheet with meaningful free cash flow 
generation potential on the horizon. While shareholders may be uneasy with the Company’s potential future 
capital allocation, we note the Dolans, contrary to popular belief, have a successful history of implementing 
shareholder friendly initiatives. Supporting this view are the MSG and AMC spinoffs and the family’s, robust 
buyback (though ill-timed) and dividend policy at Cablevision (among the highest yielding cable stocks). In 
addition, we believe that the Company will be a disciplined acquirer in the pursuit of potential future acquisitions. 
Supporting this view is the Company’s recent proposal for the Nassau Colliseum project. While MSG had 
agreed to invest more in the project than the winning bidder, the amount of total revenue the Company was 
willing to share with the County was significantly lower. While management’s current inclination according to 
CEO Hank Ratner, is in “pursuing additional investment opportunities to drive continued value creation over the 
long term,” we would not rule out a the potential for a return of capital to shareholders in the not too distant 
future. Management has previously stated that growing the Company and returning capital to shareholders are 
not mutually exclusive events. 

Management Changes and Permit Issues are a Non-Event 

President and CEO Hank Ratner Steps Down and Remains with MSG as Vice Chairman 

On February 28 2014, Hank Ratner stepped down as President and CEO of MSG, though Mr. Ratner 
will remain with the Company taking on a new role as Vice Chairman and joining the board of directors. Mr. 
Ratner’s replacement is Tad Smith, who according to MSG is “a well-regarded executive with a proven track 
record of effectively operating and growing diverse organizations.” Prior to the appointment, Mr. Smith had been 
President of local media at Cablevision for the past 5 years. While the leadership change may cause some 
unease, the fact that Mr. Ratner is remaining with the Company and joining the board should ease investor 
concerns. While we are not privy to the details of the management change, we believe that Mr. Ratner’s 
decision to step away from his day to day responsibilities could reflect a choice to unwind a bit after successfully 
managing a complex multi-year renovation project. As we noted in our initial MSG report (March 2010), one 
industry observer compared the renovation of MSG to replacing an air-craft engine in mid-flight. While Mr. Smith 
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is an unproven and relatively unknown executive, MSG noted in its press release announcing the leadership 
change that Mr. Ratner is expected to work closely with Mr. Smith on the Company’s future growth.   

MSG Receives 10-Year Permit Extension 

Following the expiration of its city venue permit, MSG received a 10 year permit extension in July 2013. 
While MSG was seeking to extend its permit in perpetuity, The New York City Council only agreed to a 10 year 
extension, ostensibly to make way for a significant enhancement to the current and outdated Penn Station, 
which currently resides below the Garden. Prior to the permit extension, Joel Fisher, who serves as VP of 
Sports and Arena Transformation, stated the following in an opinion column published in the NY Post in May 
2013: 

 “Not only can we not be forced to move, but we’d still have the right, even if there was no arena, to 
build an office tower, with no obligation to free up space for Penn Station…Even if there was a feasible plan to 
improve Penn Station, it would need massive funding – in excess of $1 billion, not including the billions more 
that would be needed to compensate MSG for its property and building of a new arena.” 

Accordingly, we find it difficult to believe that MSG will be forced to relocate, without receiving 
appropriate compensation.  

Valuation and Conclusion 

While MSG’s shares have performed will since its 2010 spinoff from Cablevision, we believe the 
Company’s trophy properties including its namesake arena, regional sports networks and sports franchises 
(Knicks and Rangers) trade at a substantial discount to our estimate of their intrinsic value. In determining our 
valuation for MSG, we have employed a sum of the parts approach. While some investors may question using 
such a methodology given the benefit MSG Media derives from ownership of the Knicks and Rangers, we 
believe that the Company would be able to sell its sports teams/franchises without the media rights for a 
significant premium to recent Forbes values.  

  
Value 
($MM) 

MSG Real Estate Valuation $1,478 
MSG Media Valuation 
    (Average of Per Subscriber, Precedent transactions (EBITDA), and DCF) $3,326 
MSG Entertainment @ 1x TTM Revenues 
    (Includes Radio City, Beacon Theater, the Chicago Theater and others) $262 
NY Knicks & NY Rangers @ 75% of Forbes 2013 Value 
    (Excludes Amount Forbes Attributes to Stadium Value) $1,189 
Other Investments (Azoff and Las Vegas @ 50% of Initial Investment) $88 
2013 Corporate Expenses @ 8x ($86) 
Remaining Renovation Expense to be Paid in Cash ($150) 
Net Cash/(Debt) $155 
Equity Value $6,261 

Diluted Shares Outstanding 78.1 

Per Share $80.15 

% Upside to Estimate of Intrinsic Value 41% 
 

There are a number of items that could drive further upside for MSG shares including the deployment of 
its overcapitalized balance sheet and growing stream of FCF towards shareholder friendly initiatives, 
monetization of its valuable air rights, or a going private offer by the Dolan Family Group. As we have previously 
detailed, we believe the Dolans’ long term interests reside with the sports and entertainment businesses. With 
distributor consolidation heating up in the cable industry, the sale of Cablevision would provide the Dolans with 
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ample capacity to pursue a transaction, in our view. In addition, we would also note that funding could also 
come from the sale of AMC, another Dolan asset that is an attractive acquisition candidate.  

Overview of Key Valuation Assumptions 

 MSG Media – Our MSG Media valuation is derived by utilizing a blended approach taking into 
consideration precedent transactions (on a per subscriber and EBITDA basis) and a DCF analysis. 
Our per subscriber valuation is derived by applying $125 per subscriber for the MSG network and 
$75 per subscriber for the MSG+ network (fewer Knicks and Rangers games), which implies a 
valuation of $100 a subscriber for both networks. In our view this represents a conservative amount 
given that this value is at the low end of the range of historical precedent transactions (see 
Appendix p. 32) for RSN precedent transactions that have been included in prior reports). It is worth 
noting that sports rights have increased in value since the transactions highlighted occurred. We’ve 
only ascribed a $10 per sub value for Fuse, which is at the low end of historical cable network 
transactions. In our previous AAF reports featuring companies with cable network properties, we 
have illustrated precedent transactions based on EBITDA multiples (for a summary of recent 
transactions (see Appendix p. 32). Historically, cable networks have commanded low to mid/high 
teens multiple on an EBITDA basis. In deriving a valuation based on our projected AOCF for MSG, 
we’ve applied a 12x multiple, representing a significant discount to historical transactions. While we 
generally prefer not to hang our hat on a DCF approach given its limitations, we believe it is useful 
in valuing MSG’s Media segment given the long term visibility of affiliate fees. The assumptions for 
the DCF component are summarized in the Appendix p. 32. 

MSG Media Blended Valuation  

MSG Media Per Subscriber Valuation Analysis ($MM) 

8MM MSG Subscribers @ $125 Per Sub $1,000.0 
8MM MSG+ Subscribers @ $75 Per Sub $600.0 
    
73MM Fuse Subscribers @ $10 Per Sub $730.0 

Total: $2,330.0 
    
    
    
MSG Media Valuation Based On Precedent Transaction ($MM) 

MSG Media @ 12x 2013E EBITDA $4,432.2 
    
    
    

 MSG Media DCF Valuation ($MM) 

MSG Media DCF Valuation $3,216.88  
    
    

Average: $3,326.35  

 

 MSG Sports – Our valuation for the MSG Sports segment utilizes recent values derived by Forbes 
for Sports Franchises. Given the erratic profitability of professional sports franchises, we believe this 
to be a better approach than assigning a multiple applied to future earnings.  

In determining our valuation for MSG’s Sports segment, we have valued the Knicks and Rangers at 
75% of the Forbes 2013 value (excluding the value Forbes attributes to the stadium, which 
translates to a $1.2 billion valuation). We believe this to be a conservative approach that may 
understate the true value of these first rate franchises. It is not uncommon for sports franchises to 
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command irrational private market valuations and we believe there would be multiple bidders if the 
Rangers and Knicks franchises were put up for auction.  

 
Forbes 2013 Valuation ($MM) 

 
NY Knicks 

 
NY Rangers 

Sport $146 $95 
Market $652 $382 
Stadium $425 $263 
Brand Management $191 $119 
Total: $1,414 $859 

Total Excluding Stadium $989 $596 

Notes: 
Sport: Portion of franchise's value attributable to revenue shared among all teams. 
Market: Portion of franchise's value attributable to its city and market size. 
Stadium: Portion of franchise's value attributable to its stadium. 
Brand Management: Portion of franchise's value attributable to the management of its brand. 

Source: Forbes 

 
Forbes estimated that the value of the Knicks and Rangers increased by 29% and 13% respectively 
during 2013. Over the past 12 years the value of the Knicks and Rangers has increased at an 11% 
and 10% CAGR, respectively.  

 
Knicks Historical Valuation Rangers Historical Valuation 
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 Real Estate - As we noted previously, MSG is believed to hold ~1 million square feet of 
air/development rights directly above Madison Square Garden (based on current Floor Area Ratios 
(FAR) for zoning purposes). In addition, we believe the Company also holds up to an additional 
2.0 million-2.5 million square feet of air rights/development rights that could be unlocked if the area 
surrounding Penn Station is redeveloped. In deriving a real estate value we have valued the 
Company’s two major arenas (Garden and Forum) at 75% of the projected renovation cost 
($1.2 billion). In valuing the air rights, we have assumed the Company controls 3 million buildable 
square feet of air/development rights and have valued these rights at a ~$175 per buildable square 
foot. We believe this is conservative considering the city was looking to sell the air rights around 
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Grand Central Station at a price tag of around $250 per square foot, an amount some industry 
observers believed understated their true value. 

 Miscellaneous – In deriving our valuation we have reduced the equity value by approximately 
$150 million, which reflects the remaining renovation expenses to be paid in cash for the Forum and 
Garden. In addition, we have not given any credit to the Company’s future cash generation in the 
overall valuation (note: a large portion of MSG’s cash generation is accounted for in our DCF 
component for the Media segment valuation) for the amount of future free cash flow and have 
assumed the current shares outstanding remain unchanged from current levels. We believe that this 
represents a conservative approach and would not be surprised if the Company returns a significant 
amount of cash to shareholders in the coming years, which would provide further upside to our 
intrinsic value estimate.  

 

Risks 

Risks that MSG may not achieve our estimate of the Company’s intrinsic value include, but are not 
limited to, general economic weakness, especially within the New York Metropolitan region where the Company 
generates the vast majority of its revenues, adverse capital allocation moves (e.g. large acquisitions) with the 
Company’s overcapitalized balance sheet, conflicts of interests arising from the Dolan Family Group’s 
ownership of other media/entertainment properties, ineffective management of personnel costs at the 
Company’s sports franchises and uncertainty associated with the Company’s zoning permit to conduct 
operations at Madison Square Garden.  

Analyst Certification 

Asset Analysis Focus certifies that the views expressed in this report accurately reflect the personal 
views of our analysts about the subject securities and issuers mentioned. We also certify that no part of our 
analysts’ compensation was, is, or will be, directly or indirectly, related to the specific views expressed in this 
report. 
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THE MADISON SQUARE GARDEN COMPANY 
CONSOLIDATED BALANCE SHEETS 

(in thousands) 
 

ASSETS 
December 31, 2013 

(Unaudited) 
June 30, 2013 

 

Current Assets:     
Cash and cash equivalents $   154,529 $   277,913 
Restricted cash 12,402 8,413 
Accounts receivable, net 149,953 145,728 
Net related party receivables 26,413 18,565 
Prepaid expenses 53,525 41,215 
Other current assets   25,215   20,339 

Total current assets 422,037 512,173 

Investments in and loans to nonconsolidated affiliates 150,405 — 
Property and equipment, net 1,293,156 1,135,180 
Amortizable intangible assets, net 85,506 90,705 
Indefinite-lived intangible assets 158,636 158,636 
Goodwill 742,492 742,492 
Other assets 94,958 93,028 

 TOTAL ASSETS $ 2,947,190 $ 2,732,214 

LIABILITIES AND STOCKHOLDERS' EQUITY     

Current Liabilities:     
Accounts payable $     29,092 $     16,006 
Net related party payables 1,122 283 
Accrued liabilities:     

Employee related costs 59,785 70,663 
Other accrued liabilities 246,869 221,405 

Deferred revenue 328,977 237,537 
Total current liabilities 665,845 545,894 

Defined benefit and other postretirement obligations 58,872 59,726 
Other employee related costs 40,974 45,370 
Other liabilities 57,040 58,536 
Deferred tax liability    553,403    543,753 
TOTAL LIABILITIES 1,376,134 1,253,279 

Stockholders' Equity:     
Class A Common stock, par value $0.01 639 639 
Class B Common stock, par value $0.01 136 136 
Preferred stock, par value $0.01 — — 
Additional paid-in capital 1,077,151 1,070,764 
Treasury stock, at cost (13,200) (14,179) 
Retained earnings 522,171 437,794 
Accumulated other comprehensive loss     (15,841)     (16,219) 

TOTAL STOCKHOLDERS' EQUITY 1,571,056 1,478,935 

 TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 2,947,190 $ 2,732,214 
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MSG  APPENDIX 
 

Regional Sports Networks - Precedent Transactions 

Date Acquirer Seller Value** Properties Acquired Subs (MM)* Value Per Sub 
2007 Comcast Cablevision $581 60% of FSN Bay Area 50% of FSN New England 4.4 $134 

2007 Liberty Media News Corp $785 
FSN Pittsburgh, FSN Northwest,  
FSN Rocky Mountain 7.8 $100 

     Average: $117 
* Subs for Comcast's Acquisition of Cablevision's RSNs are Pro Rata 
  At Acquisition: FSN Bay Area Subs = 4MM; FSN New England Subs = 3.9MM 
**Value Per Grant Samuel's Independent Expert's Report In Connection with Liberty Media's Transaction With News Corp (DirecTV for News Corp Swap) 
  At 12/31/06: FSN Pittsburgh Subs = 2.3MM; FSN  Northwest Subs = 3.0MM; FSN Rocky Mountain Subs = 2.5MM 

 
 

Precedent Cable Network Transaction Analysis 

Year Target Acquirer Seller % Purchased Enterprise Value ($MM) EV/EBITDA 
2012 A&E Networks Disney/Hearst Comcast 16% $ 19,200 15x 
2009 Discovery Kids Hasbro Discovery 50% $      600 19x 
2008 Weather Channel NBCU/Private Equity Landmark  100% $   3,500 15x 
2008 Sundance Channel Cablevision Consortium 100% $      496 14x 
2007 Oxygen Network NBCU Consortium 100% $      925 NM 
2007 Travel Channel Cox Discovery 100% $      684 18x 
2006 Court TV Time Warner Liberty Media 50% $   1,470 18x 
2005 CSTV CBS CSTV 100% $      325 17x 
2003 USA Networks GE Vivendi Universal 80% $   8,725 17x 
2002 Bravo GE Cablevision 100% $   1,250 24x 

 
Average:   $   3,712 
Median:   $   1,088 

17x 
17x 

 
 

MSG Media DCF Valuation 

FY 2012 FY 2013 
FY 

2014E 
FY 

2015E 
FY 

2016E 
FY 

2017E 
FY 

2018E 
FY 

2019E 
FY 

2020E 
FY 

2021E 
FY 

2022E 
FY 

2023E 
Revenues $614.2 $677.7 $691.3 $718.9 $747.7 $811.3 $843.7 $877.4 $912.5 $949.0 $987.0 $1,026.5
% change 3.5% 10.3% 2.0% 4.0% 4.0% 8.5% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 
Capex $9.4 $11.7 $13.8 $14.4 $15.0 $16.2 $16.9 $17.5 $18.3 $19.0 $19.7 $20.5 
Cap ex as % of Revenue 1.5% 1.7% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
AOCF $258.6 $349.5 $331.8 $352.3 $373.8 $413.7 $434.5 $456.3 $479.1 $503.0 $528.1 $554.3 
AOCF Margin 42.1% 51.6% 48.0% 49.0% 50.0% 51.0% 51.5% 52.0% 52.5% 53.0% 53.5% 54.0% 
Fuse Improvement $0.0 $2.5 $5.0 $7.5 $10.0 $12.5 $15.0 $17.5 $20.0 $22.5 
AOCF Including  
   Fuse Improvement $258.6 $349.5 $331.8 $354.8 $378.8 $421.2 $444.5 $468.8 $494.1 $520.5 $548.1 $576.8 
AOCF Margin with  
   Fuse Improvement 48.0% 49.3% 50.7% 51.9% 52.7% 53.4% 54.1% 54.8% 55.5% 56.2% 
Depreciation & Amortization $24.6 $16.4 $24.2 $25.2 $26.2 $28.4 $29.5 $30.7 $31.9 $33.2 $34.5 $35.9 
D&A % of Revenue 4.0% 2.4% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 
Share Based Compensation $5.6 $4.6 $4.5 $4.5 $4.5 $5.0 $5.0 $5.0 $5.5 $5.5 $5.5 $6.0 
Operating Income $228.3 $328.6 $303.1 $325.1 $348.2 $387.8 $410.0 $433.1 $456.6 $481.8 $508.0 $534.9 
Tax Rate 40.0% 40.0% 40.0% 40.0% 40.0% 40.0% 40.0% 40.0% 40.0% 40.0% 40.0% 40.0% 
Net Income $137.0 $197.1 $181.9 $195.1 $208.9 $232.7 $246.0 $259.8 $274.0 $289.1 $304.8 $320.9 
FCF: Net Income + D&A + 
   Stock Comp - Capex $157.9 $206.4 $196.7 $210.4 $224.6 $249.9 $263.6 $278.0 $293.2 $308.8 $325.1 $342.3 

 
Tax Rate Assumption 40.0% 
Discount Rate 10.0% 
    

NPV $1,577.12  
NPV of Terminal Value $1,639.76  
  $3,216.88  

Terminal Growth Rate 2.5% 
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Disclaimers 

  
 
Asset Analysis Focus is not an investment advisory bulletin, recommending the purchase or sale of any 
security. Rather it should be used as a guide in aiding the investment community to better understand the 
intrinsic worth of a corporation. The service is not intended to replace fundamental research, but should be 
used in conjunction with it. Additional information is available on request.  
The statistical and other information contained in this document has been obtained from official reports, current 
manuals and other sources which we believe reliable. While we cannot guarantee its entire accuracy or 
completeness, we believe it may be accepted as substantially correct. Boyar's Intrinsic Value Research LLC, 
its officers, directors and employees may at times have a position in any security mentioned herein. Boyar's 
Intrinsic Value Research LLC Copyright 2014. 


