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Backed by former SEC Commissioner Robert Jackson Jr., an investor in the Pershing Square SPAC argues in a
new complaint that the entity is actually an investment company in disguise, allowing directors and sponsors to
illegally extract exorbitant compensation.

An investor has brought a shareholder derivative action on behalf of Pershing Square Tontine Holdings, Ltd.
(PSTH), a special purpose acquisition company (SPAC) organized by activist investor Bill Ackman’s investment
firm, Pershing Square Capital Management, L.P. Filed by former SEC Commissioner Robert Jackson Jr. and
John Morley, among others, the complaint argues that although structured as a SPAC, the entity is actually being
used as an unregistered investment company, making the form of compensation illegal. The complaint names
director and sponsor defendants and seeks declaratory judgment, damages, and rescission of certain contracts
(Assad v. Pershing Square Tontine Holdings, Ltd., August 17, 2021).

Ersatz SPAC? PSTH is the product of Pershing Square Capital Management, L.P. (PSCM), one of Wall Street’s
most prominent advisers of investment funds and investment companies. According to the complaint, PSTH is
the largest SPAC ever to have offered shares to the public.

The complaint argues that PSTH is an investment company under the Investment Company Act because its
primary business is to invest in securities. From its IPO, PSTH has allegedly invested all its assets in U.S.
government securities and money market mutual funds. The complaint further alleges that PSTH and its advisers
have spent most of their time negotiating a purchase of still more securities in a recently-abandoned agreement
that would have caused the Company to invest the great majority of its assets in the common stock of Universal
Music Group B.V.

The complaint also contends that PSTH is completely dependent upon PSCM for investment expertise and
administrative resources, having no full-time employees of its own. In this way, the relationship between PSCM
and the Company closely resembles the relationship between PSCM and the hedge funds and closed-end funds
that it manages alongside PSTH.

"Wherever the line between an investment company and an operating company is located, there can be no
doubt that PSTH is on the investment-company side of it," the complaint states.

Illegal compensation. According to the complaint, structuring the company as a SPAC rather than an
investment company has allowed the defendants to use their positions of control to extract compensation from
PSTH in forms and amounts that violate federal law.

"The Defendants’ actions pose the precise danger the ICA and IAA sought to address. Although PSCM has
sometimes described itself and its affiliates as having charged the Company less than other SPAC sponsors, in
fact the compensation the Defendants have taken from the Company is astronomical," the complaint states.

For example, the complaint alleges that less than twelve months after PSTH allowed the sponsor and director
defendants to purchase identical warrants on PSTH shares, PSTH agreed to repurchase some of those warrants
at a valuation that implied the warrants were worth, in the aggregate, more than $880 million—thirteen times
what the sponsor and director defendants originally paid for them. The "staggering" compensation was allegedly
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promised at a time when the returns to the PSTH’s public investors have starkly underperformed the rest of the
stock market.

"That is hardly the arms’-length bargain the ICA and IAA demand," the complaint states.

Pushback by Ackman. As reported by Reuters, Bill Ackman said in a statement that he believes the lawsuit is
"totally without merit" and that his SPAC like all others has owned U.S. Treasuries and money market funds.

Remedies sought. The plaintiff seeks a declaratory judgment, damages, and rescission of contracts whose
formation and performance violate the Investment Company Act of 1940 and the Investment Advisers Act of
1940.

This is Docket No. 1:21-cv-06907-AT.

Attorneys: Beatrice Catherine Franklin (Susman Godfrey LLP), Mark Lebovitch (Bernstein Litowitz Berger &
Grossmann LLP), and Robert J. Jackson, Jr. and John Morley (Buzin Law, P.C.) for George Assad.

Companies: Pershing Square TH Sponsor, LLC; Pershing Square, L.P.; Pershing Square International, Ltd.;
Pershing Square Holdings, Ltd.; Pershing Square Tontine Holdings, Ltd.
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