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In recent years the securitisation of various types of

intellectual property has evolved from a small niche

market utilised by individual artists or thinly capitalised

companies to a broader corporate financing tool used to

facilitate mergers and acquisitions, stock buy-backs and

risk transference to investors.

Moody’s has rated the majority of these transactions,

with original ratings ranging from Aaa to Ba3. Continued

growth in the market is expected – with perhaps 10 new

transactions in 2007 – as more companies learn of the

potential benefits of securitisation and investors become

increasingly receptive, due in part to the wider availability

of historical information on asset performance.

This chapter reviews developments in the

securitisation of the recently active IP asset classes (film

receivables, franchise fees, trademark licensing royalties

and patent licensing royalties) and suggests the likely

direction of the market in the future.

Film receivables

Film receivables was one of the first IP asset classes to be

securitised, with transactions as early as 1995. The

majority of these transactions have been ‘slate’ financings

– that is, transactions collateralised by a portfolio of films

to be released by a particular studio. Table 1 lists rated

slate financings completed to date.

In the earlier transactions (the first nine in Table 1),

relatively little film performance risk was transferred

away from the studio to investors. The transactions were

designed to accelerate the recovery of a studio’s costs for

the production of a film, but not the repayment of prints

and advertising (P&A), and structured investors were in

a senior position to P&A payments.

With Paramount’s Melrose Investors transaction in

2004, issuers and intermediaries began using structures

that shifted greater risk to investors. The greater risk

tolerance of investors is demonstrated by the shift to

unwrapped transactions. Wrapped transactions typically

receive Aaa ratings as a result of a guarantee from a third-

party insurance company. In cases where transactions are

wrapped they are generally structured to achieve at least

an investment grade shadow rating – that is, the risk

faced by the insurance company is at least Baa3.

The major change in the more recent transactions is

that reimbursement of P&A has been shifted to the top of

the cash-flow waterfall ahead of structured bondholders.

The new deals also expand the way in which

securitisation is used in film financing. The more recent

transactions not only accelerate a studio’s reimbursement

of a slate’s production costs, but also serve as an

additional source of funding for its ongoing business,

which reduces a studio’s continuing reliance on its

corporate parent. As a result, the studio has the option to

produce a larger number of films and/or more expensive

films without having to seek additional partners, as it

often needed to do in the past. The Kingdom Films and

MVL Film Finance transactions were also structured in

this manner.

From a credit perspective, bondholders in the newer

structures face more of the performance risk of the

underlying slate of films. Moving full reimbursement of

P&A expenses to the top of the waterfall has increased

this risk due to the much larger expense component that

must be covered (approximately two to four times larger

than earlier transactions) before principal and interest

payments to bondholders are paid.

This increased risk shifted the emphasis of Moody’s

rating analysis. In the older structures, the expected cash-

flow coverage of the films’ revenues to the promised cash

flows to investors was considerable, assuming the films

were actually produced. Therefore, the constraining

factor on a securitisation’s rating was the studio’s rating,

which assessed the probability that it would be able to

produce and market a sufficient number of films (usually

12 to 15). In contrast, in the more recent deals the

expected cash-flow coverage, although significant, was
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not nearly as strong, and the transactions received

ratings below those of the studios and required large

subordinate tranches to achieve investment grade

ratings. A sample comparison of key features of these

structures is shown in Table 2.

The Gun Hill Road LLC transaction also used the

new structure, but in a different form. This transaction

was the first film receivables transaction issued by an

entity other than a studio. Gun Hill was created by

Relativity Media to finance partially a slate of 18 films to

be produced and distributed by two studios, Sony and

Universal. In contrast to prior transactions, in which an

entire studio’s current output was securitised, Relativity

purchased selected films from a studio’s overall slate that

met profitability targets set by its proprietary model.

Further future film securitisations involving the

major studios are expected to follow the new structure

used in the more recent deals, since it provides greater

flexibility and investors have been willing to accept the

higher risk inherent in these structures.

Franchise fees

Franchise fee transactions are collateralised primarily by

the royalties generated on sales at franchised locations of

a name retail chain. Franchise fee deals completed to date

are listed in Table 3.

The Arby’s deal was retired successfully in 2005, as

were Quizno’s and Athlete’s Foot in 2006. Despite the

relatively good performance of these deals, the

development of the market for this asset class has been

slow, due to the fact that the transactions were privately

placed and relatively small. As a result, there has been a

lack of information about the deals available to market

players, which has made them difficult to replicate, and

there has been little incentive for investors to invest the

resources to understand the asset.

A positive development for the long-term prospects of

this asset class occurred in the Athlete’s Foot deal following

the bankruptcy of its parent company, Athlete’s Foot Brand

Inc, in December 2004. No creditor challenged the asset-

backed structure during this period and cash flows to the

transaction were not disrupted. This case demonstrated

that the bankruptcy-remoteness of a franchise fee deal

structure could survive without challenge, which could

alleviate some investor concern about the effects of a

potential bankruptcy of other deal sponsors, who are

typically lowly rated or unrated enterprises.

The major development in 2006 in this area was the
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Table 1: Rated slate financings

Millennium Investors LLC

Galaxy Investors LLC

Hollywood Funding No 5 and 6

DreamWorks Film Trust

Village Roadshow Films (BVI) Ltd

DreamWorks Film Trust II

Palisades Partners

Galaxy Investors II LLC

Village Roadshow Films II (BVI) Ltd

Melrose Investors LLC

Kingdom Films LLC

MVL Film Finance LLC

Gun Hill Road LLC

Fox 1,000 11/95 Aaa (wrapped)

Universal 1,100 6/97 Aaa (wrapped)

Destination 300 10/97 Not rated

DreamWorks 425 12/97 Aaa (wrapped)

Village Roadshow 900 6/98 Aaa (wrapped)

DreamWorks 550 1/00 Aaa/Baa3

Sony 300 3/00 A1

Universal 1,000 5/00 Aaa (wrapped)

Village Roadshow 1,000 2/03 Aaa (wrapped)

Paramount 300 8/04 Baa2

Disney 500 8/05 Baa2

Marvel 525 9/05 Aaa (wrapped)

Relativity Media
(arranger)

625 5/06 Baa2

Transaction name Studio Approximate
close

Senior bond 
rating

Approximate size
($million)



DB Master Finance LLC transaction, which securitised

the franchise fees by the Dunkin’ Donuts, Baskin Robbins

and Togo’s brands. Totalling $1.7 billion in proceeds, the

structure included two wrapped Aaa tranches totalling

$1.6 billion and a number of new features made possible

by the strength of the included brands. The transaction

replaced bank financing that had been put in place when

private equity firms purchased the franchisor, Dunkin’

Brands, from Allied Domeq, and was designed to contain

many of the same features as traditional bank financings.

These included:

• no scheduled principal amortisation in the early

years;

• the ability to issue additional debt within the

securitisation under certain conditions; and

• the lack of a named back-up servicer.

Despite the added flexibility for the issuer, the

transaction achieved an investment grade shadow rating

due to several risk-mitigating factors, including:

• the power of the bond insurer, Ambac, as controlling

party to transfer management of the assets to a party

of its choice if performance deteriorates;

• performance triggers that force the deal into early

amortisation if the franchises perform worse than

minimum specifications; and

• limitations on future debt issued by the parent

company, reducing the risk of potential disruption at

the manager of the assets.

Since the Dunkin’ transaction closed there has been

increased interest in the asset class. Two large

franchisors, IHOP and Sonic, have already announced

their intention to pursue similar deals and it is likely that

other franchisors will follow.

Trademark licensing royalties

Trademark licensing securitisations monetise the future

revenues generated by the licensing of a logo or brand

name. The five securitisations backed by trademark

licensing revenues that have been rated are listed in
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Table 2: Comparison of key features

Transaction example

Studio rating

Transaction rating

P&A reimbursement

Subordination

DreamWorks Film Trust

Unrated (unpublished rating below
investment grade)

Low investment grade (shadow rating)

25% of revenues at top of waterfall,
rest after bondholder P&I

4% equity piece

Melrose Investors LLC

A3 (based on rating of corporate
parent Viacom)

Baa2

100% of costs at top of waterfall

19.6% subordinated debt,
12.3% equity

Old structure New structure

Table 3: Franchise fee deals

Arby’s Franchise Trust

Athlete’s Foot IP Holdings

QFA Royalties LLC

DB Master Finance LLC,
Series 2006-1

Arby’s 290 11/00 Aaa (wrapped)

Athlete’s Foot Private 08/03 Baa3

Quizno’s 250 03/05 Baa2

Dunkin’ Brands 1,700 05/06 Aaa (wrapped)

Transaction name Issuer Approximate
close

Senior bond 
rating

Approximate size
($million)



Table 4. Most transactions in this market have originated

in the fashion and apparel industry.

The focus of the credit analysis in these transactions

was the extent to which the trademarks will generate

sufficient future royalties to support debt service. The

analysis was supported by the history of royalties

(which, in these transactions, was considerable)

generated by the brands and the skill of the issuer to

manage them successfully going forward. Managing the

trademarks properly includes creating and maintaining

relationships with qualified licensees and producing

effective marketing campaigns to sustain the brand’s

relevance with its target group(s) of consumers.

Royalties generated by the brands in all these deals

have exceeded expectations, although to date none have

been upgraded due to the continued reliance on the low-

rated or unrated brand managers.

The Candie’s deal, which originally closed at $20

million when it included only the Candie’s and Bongos

brands, has become a flexible structure for its successor

company, the Iconix Brand Group Inc. Iconix specialises

in owning, licensing and marketing a portfolio of

consumer brands, which also includes Badgely Mishka,

Joe Boxer, Rampage and Mudd. As each brand was

acquired by Iconix, it was added to the Candie’s vehicle,

which is now over $150 million.

Further developments in this sector were evident in

the MLA transaction. A portion of the debt issued in the

transaction was rated Aaa due to a guarantee provided

by a highly rated third party, Wells Fargo Bank. Before

this, no security issued through a trademark licensing

deal was rated higher than Baa2. In addition, less than a

year after the close of the transaction, the assets

performed so strongly that they were used as security in

a significantly larger corporate debt issuance that was

used to pay off the securitisation. Although not a

guarantee of future success, both these events

demonstrate that market players gained comfort from

the strength of the BCBG brand.

The most recent transaction, KCD IP, is notable for

being more than 20 times larger than the next largest

trademark licensing deal, indicating that strong brands

with long performance histories can support large levels

of debt at investment grade ratings.

Patent licensing royalties 

To date, securitisation of patent licensing royalties has

been limited to pharmaceuticals. Compared to other

technology patents, pharmaceutical royalties are better

suited to securitisation due to the high barriers to entry

in pharmaceuticals – largely due to the long

development and regulatory approval processes for

drugs. This generally makes the risk of obsolescence

lower than for other types of technology patent, reducing

the potential variability of future royalty payments.

Four drug patent royalty securitisations have been

publicly rated to date, as listed in Table 5.

Biopharma Royalty Trust includes the patent rights

on a single drug, while the others include the rights on

multiple drugs. Including multiple drugs with proven

market acceptance generally provides greater diversity

to the pool, reducing credit risk.

The Biopharma deal hit a performance trigger shortly

after the involved drug marketer, Zerit, front-loaded its

sales into a single quarter through a practice known as

‘channel stuffing’ (ie, where a company inflates its sales

figures by forcing more products through a distribution

channel than there is demand for). As a result, although

royalties were high in that period, the excess cash flows

(after covering debt service) were paid out to the
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Table 4: Trademark licensing securitisations

Universal Credit Trust 1999-B

Candies LP (Iconix)

Guess? Royalty Finance LLC  

MLA Multibrand Holdings LLC

KCD IP, LLC

Bill Blass 25 11/99 Baa3

Candies 20 12/02 Baa3

Guess? 75 04/03 Baa2

BCBG Max Azria 53 12/04 Baa3/Aaa
(guaranteed)

Transaction name Issuer Approximate
close

RatingApproximate size
($million)

Private 1,800 05/06 Baa2



marketer and were unavailable to investors to make up

for shortfalls that occurred when sales declined in

subsequent periods.

Royalty Pharma Finance Trust was structured to be a

warehouse facility that allowed for the inclusion of

additional patent interests if certain conditions were met.

Due to the better-than-expected royalties generated by

the drugs in the trust, and the demonstrated expertise of

Royalty Pharma management in acquiring new revenue

streams, the transaction has been increased several times

and is now authorised to issue at over $600 million,

compared to $225 million at closing.

Other players in the medical field have seen the success

of these structures and are considering securitisation as a

possible method to help fund the development costs of

new drugs. In 2005 the Milken Institute held seminars to

discuss the viability of this approach. Due to the low

success rate of drug research and the hard-to-predict

acceptance level of newly introduced drugs, it will

continue to be difficult to create structures that achieve

investment grade ratings unless the structures are backed

by diversified pools of assets. However, due to the high

concentration in the pharmaceutical industry, there are

relatively few firms with portfolios of sufficient size to

obtain this pool diversification on their own.

Alternative avenues to investment grade ratings

could involve pools backed by drug royalties from

multiple pharmaceutical companies and transactions

guaranteed by highly rated third parties. In addition,

while there have been recent discussions of a return to

single drug transactions, it is likely that these deals

would receive lower ratings and/or advance rates due to

their concentration risk. Overall, growth in this sector is

expected to be modest.
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Table 5: Drug patent royalty securitisations

Biopharma Royalty Trust

Royalty Pharma Finance Trust

Royalty Securitization Trust I

Drug Royalty Trust 2005-1

Royalty Pharma 80 12/00 Not rated

Royalty Pharma 225 7/03 Aaa

Paul Capital 228 12/04 Aaa

Drug Royalty 68 3/05 Not rated

Transaction name Issuer Approximate
close

RatingApproximate size
($million)
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