
Pershing Square Holdings, Ltd. 7

Investment Manager’s Report

LETTER TO SHAREHOLDERS(5)

To the Shareholders of Pershing Square Holdings, Ltd.:

In 2024, Pershing Square Holdings generated solid but not spectacular NAV performance of 10.2%, and a 8.3% total 
shareholder return because of the widening of PSH’s discount to NAV during the year, largely due, we believe, to the 
postponement of the Pershing Square USA, Ltd. IPO, which many PSH investors viewed as a potential catalyst for reducing the 
discount. 

Investors who invested in Pershing Square, L.P. at its inception on January 1, 2004, and transferred their capital account to 
PSH at its inception on December 31, 2012 (“Day One Investors”) have grown their equity investment at a 15.9% compounded 
annual NAV return over the last 21 years, compared with a 10.0% return had they invested in the S&P 500 over the same 
period.6,7 With the magic of compounding, our 15.9% compound annual NAV return translates into a cumulative total NAV 
return since inception of 2,172% versus 654% for the S&P 500 over the same period. 

Using PSH’s stock price return rather than per-share NAV performance, Day One Investors have earned a 14.0% compounded 
return, a 16-times multiple of their original investment.8 This lower return reflects the 30.9% discount to NAV at which PSH’s 
stock currently trades.9 Our strong preference is for PSH’s shares to trade at or around intrinsic value for which we believe 
PSH’s NAV per share is a conservative estimate.

How We Think About the Last 21 Years

We believe the history of Pershing Square is best understood as being comprised of three distinct periods:  The first nearly 12 
years of our business during which we earned a 20.9% compound return from inception on January 1, 2004 until July 2015 
(the Open End Fund Era), followed by a two-plus-year period of substantial underperformance (the Challenging Period) that 
we have previously described in great detail (See 2021 Annual Letter p. 7), and the last seven years, which we refer to as the 
Permanent Capital Era.10 

Over the last seven years of the Permanent Capital Era, we have generated a 22.2% compound annual return.11  We believe 
that our strong results are directly related to the decision we made in 2017 to stop raising capital for our two open ended 
funds – Pershing Square, L.P. and Pershing Square International, Ltd. – which has had the effect of substantially stabilizing our 
capital base.  As of January 1, 2025, PSH represents 90% of our assets under management, 27% of which is owned by affiliates 
of the investment manager.12  Our private funds, which comprise 10% of our assets under management, also have highly stable 
capital as affiliates of the investment manager represent 36% of their capital, with the balance held by long-term Pershing 
Square investors, many of whom have been limited partners since our earliest days.   

The benefits of permanent capital are empirically demonstrated by our strong absolute and relative returns during the last 
seven years, a particularly challenging time for most equity investors as Covid, the Federal Reserve’s rapid increase in interest 
rates, and heightened geopolitical and macro risks led to a challenging market environment.  Having the ability to invest 
without regard to capital flows – inflows as well as outflows – is an enormous competitive advantage in a world in which 
nearly all of our competitors operate with capital that can be redeemed on an annual, quarterly, monthly, or even daily basis. 



Pershing Square Holdings, Ltd. 8

Volatility is the enemy of the asset manager with short-term capital, and the friend of the investor with permanent capital.  We 
have been able to be opportunistic when our competitors have been forced to reduce market exposure, an important 
contributor to our returns since inception, and a large driver of returns over the last seven years. With more than $4.1 billion 
of equity capital invested alongside our shareholders and other investors, the Pershing Square team is highly aligned and 
appropriately incentivized to achieve our goal of high long-term returns while minimizing the risk of a permanent loss of 
capital. 

2024 in Review

In 2024, our portfolio companies’ underlying business results exceeded their stock price performance.

Stock prices are often substantially more volatile than underlying business performance.  This is especially true for the 
companies we own, as we principally seek to invest in high-quality growth companies with low volatility business models. We 
endeavor to invest in companies: (1) whose business models are largely insulated from macro and geopolitical factors, (2) 
which do not need to continually raise equity capital to implement their business strategies, and (3) have strong balance 
sheets. Even a great business with a bad balance sheet is a risky proposition.  

Despite their durable business qualities and strong balance sheets, our portfolio companies have experienced significant 
volatility in the public markets as other investors contribute to stock price volatility by buying and selling common stocks as 
well as index and other mutual funds due to short-term market, macro, and geopolitical factors.  The combination of a 
seemingly unending increase in index fund ownership – which removes a large amount of stock from the public float – and the 
growing amount of capital managed by so-called “pod shops” – which use large amounts of leverage and have limited tolerance 
for volatility – accentuates stock price volatility, as the marginal buyer and seller has a disproportionate impact on short-term 
stock prices.

Many investors interpret stock price volatility as an important measure of underlying business performance even though it is 
an unreliable indicator.  Our job is to understand when negative stock market signals are a harbinger of the future or are 
simply the effect of short-term capital flows that are unrelated to the long-term performance of the companies we own.  We 
focus on underlying business progress rather than short-term stock prices because long-term business progress on a per-
share basis is the most important driver of a company’s long-term stock price performance. 

The ability to be largely indifferent to the mark-to-market movements of companies in our portfolio when they are not 
reflective of underlying business issues is an important competitive advantage of Pershing Square.  Our ability to withstand 
volatility comes from our deep due diligence and understanding of the companies we own, the permanent nature of our 
capital, and our dispassionate, economically rational approach to investing.  These elements of our strategy are important 
contributors to our long-term competitive advantages and investment performance.  

Many of the largest hedge funds’ competitive advantages come from massive technology and infrastructure investments, large-
scale organizations, access to information seconds and even milliseconds before others, and extraordinary trading 
capabilities.  None of these factors is present or relevant in our approach to investing.  Importantly, we believe our competitive 
advantages are more durable than investment strategies that rely on these attributes.

While greater stock price volatility can affect the short-term performance we generate, it is generally an important and 
beneficial backdrop for our approach to investing, as market volatility occasionally leads to a high degree of undervaluation 
for even the largest companies.  Our ability and willingness to accept a high degree of market volatility – particularly when 
compared to the increasing amount of capital that is managed by investors who can tolerate only a modest amount of losses – 
is one of our most important competitive advantages in an increasingly competitive investment environment.
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As an active rather than passive investor with a long-term track record in effectuating value-creating changes at the companies 
we own, we can help our portfolio companies achieve the market recognition they deserve.  When needed, we can offer 
assistance in making sure that: (1) the right management team is in place with the proper incentives, (2) capital is allocated 
optimally, and (3) companies present themselves to the market in a manner such that investors can best understand a 
company’s business qualities and long-term prospects.

Strategic Developments at Pershing Square

Over the years, I have often been asked about succession planning.  For someone who expects to be in this game for many 
more decades, this always struck me as a premature question, but as the years went by, it became clear that this was a 
question that we needed to answer.  Our appointments of Ryan Israel as CIO and Ben Hakim as President provided a partial, 
but not complete answer to the question.  The combination of permanent capital, an extremely strong team with many decades 
of runway, and an investment strategy that has been proverbially engraved in stone are important attributes that demonstrate 
the enduring nature of Pershing Square.  

Last year, we sold a 10% primary interest in Pershing Square Holdco, L.P., a newly formed parent entity to Pershing Square 
Capital Management, L.P. (PSCM), to a group of sophisticated investors including institutions, family offices, and alternative 
asset company founders, for $1.05 billion. We also established an independent board comprised of our new investors and 
independent directors. With sophisticated third-party owners and a new board, we have taken important additional steps 
toward our goal of making Pershing Square a perpetual life enterprise.

You might ask:  Why did we raise growth capital rather than take some chips off the table?  The answer is that we believe that 
continued growth is an important component of long-term sustainability for any organization.  While we can earn a very good 
living managing our existing AUM, we believe that the growth and development of new investment vehicles and strategies 
improve the long-term health and sustainability of our business as long as the growth is thoughtfully executed. 

One of our competitive advantages is our ability to manage a large amount of capital with a small investment team.  This is due 
to the scalability of our investment approach, the permanent nature of our capital, and the desirability of working at Pershing 
Square, factors which have enabled us to attract and retain the best and brightest, and grow with industry-best talent 
whenever required. 

Over the last 21 years, we have built one of the most well-known brands in the investment industry, a brand that is massively 
under-monetized.  If a disinterested observer were to compare the Pershing Square brand and our AUM with that of other 
well-known alternative asset managers, one would likely conclude that we have the highest ratio of brand value to AUM of any 
of our competitors, a fact which did not go unnoticed by our strategic stake investors.  

Since the beginning of our Permanent Capital Era seven years ago, our fee-paying asset  growth has been entirely organic –  
investment performance less dividends, buybacks, and net capital flows has driven more than 100% of our growth. Beginning 
with the potential Howard Hughes Holdings (HHH) transaction and future initiatives that we have identified, we also expect to 
grow assets inorganically, by raising new funds and investment vehicles.  We intend to do so by focusing our growth on 
permanent capital vehicles that don’t require substantial additional investment or organizational resources to be 
successful.  These include companies like HHH that come with extremely capable existing management teams, and listed 
permanent capital vehicles in new jurisdictions that will pursue our current core investment strategy. Over time, as our 
business grows, we could consider other investment initiatives, but we won’t do so unless we are confident that such growth 
will not negatively impact, and ideally will improve, the long-term performance of our core funds.
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How Does PSH Benefit by PSCM’s Growth in Fee-Paying Assets?

You might ask: “How does PSH benefit by the growth of PSCM’s AUM?”  As you are likely aware, when we launched Pershing 
Square Holdings, we structured the incentive fee arrangement to give PSH shareholders the benefit of reduced fees by 
enabling it to participate in the incentive fees earned by PSCM – aka, the Fee Offset provision – subject first to our recovery of 
underwriting and other fees paid by PSCM in connection with PSH’s IPO.  Unfortunately, less than one year after its IPO, PSH 
began a two-plus year period of underperformance, and we thereafter largely exited our open-end fund business, limiting the 
potential Fee Offset opportunity for PSH.  As a result, until recently, PSH shareholders had not received any benefit from this 
provision.

Last year, we announced that we were waiving our right to recover the remaining IPO fees, and that we were modifying the 
Fee Offset provision to provide that if we launch a new fund that invests in public securities that does not pay incentive fees, 
we will reduce PSH’s incentive fees further by an amount equal to 20% of the management fees that we earn from that fund.

While we: (1) have not yet raised new funds, (2) have only a modest amount of fee-paying assets other than PSH, and (3) last 
year’s returns were relatively modest, the fee offset provision generated its first, albeit small, reduction in PSH’s incentive fees 
by about 2%. As our non-PSH fee-paying assets grow, PSH’s 16% incentive fee should continue to be reduced, potentially 
substantially over time.  Our long-term goal is to eliminate PSH’s incentive fees as we grow PSCM’s fee-paying AUM from new 
funds and other investment vehicles.

Howard Hughes Holdings and Potential Management Fee Reductions

If we are successful in completing the HHH transaction as we have proposed, PSCM will receive management fees from HHH, 
and we will reduce PSH’s management fees by an amount equal to the fees we earn on the HHH shares held by PSH, dollar for 
dollar.  While this may sound like an illusory benefit because on a ‘look-through’ basis the fee burden to PSH is unchanged, we 
believe that the reduced fee burden will be of substantial economic benefit to PSH shareholders.

HHH common stock has been a long-term underperformer, a fact that we believe is unlikely to change without a significant 
change in the company’s strategy.  While HHH has made some investment and operational mistakes – in particular, the South 
Street Seaport development, which is now owned by a separate company with a new management team –  the principal reason 
for HHH’s underperformance is due to the fact that the market assigns a high cost of capital to the business, a threshold level of 
return that HHH, as a pure-play real estate development and master planned community (“MPC”) business, has been unable to 
meaningfully exceed.  Put simply, HHH has not been able to earn a return significantly in excess of its high cost of capital. We 
believe the best way to solve this problem is either to reduce HHH’s cost of capital – an effective impossibility if HHH remains a 
standalone company – and/or by increasing the company’s returns on assets, returns which are limited by the competitive 
nature and relatively low return on assets of real estate.  

Real estate development, land ownership and development, and condo development, which comprise the substantial majority 
of HHH’s invested equity, are considered the highest-risk real estate businesses.  Real estate is also a notoriously economically 
sensitive business which compounds the company’s cost of capital problem.  While HHH has a strong management team that 
has executed its higher-risk business lines exceptionally well, the equity returns demanded by stock market investors for these 
business lines is well above that of other public companies.  That is why there are few if any other companies comparable to 
HHH that trade in the public markets.  We believe that as a pure-play standalone MPC company, HHH will not be able to 
overcome its high cost of equity capital.
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In order to attempt to earn sufficient returns on equity, HHH has had to use a substantial amount of leverage compared to 
other public companies, albeit a smaller amount of leverage than private real estate developers.  This higher than typical 
leverage for a public company and the higher-risk nature of HHH’s business make it difficult if not impossible for HHH to 
achieve investment grade credit ratings.  As a result, HHH’s cost of debt is substantially higher than that of other better 
capitalized companies. In summary, we do not believe that HHH’s cost of capital problem can be solved if it remains a 
standalone, pure-play real estate development and MPC company.

We believe the solution to HHH’s cost of capital problem is an infusion of equity capital and a change in strategic direction to a 
diversified holding company that grows and diversifies by making investments in high-quality businesses that earn high 
returns on capital and have less economic sensitivity than HHH’s core real estate business.  Pershing Square’s long-term 
strategy has been to acquire stakes in high-quality, durable growth companies that have underperformed their potential, 
which we can improve by catalyzing changes in management, governance, and strategy.  With HHH, we are seeking to 
implement this same strategy with the addition of Pershing Square team members and our other resources rather than our 
typical approach of recruiting third-party management teams.

We believe that a change in HHH’s strategic direction led by the addition of PSCM’s investment team, acumen, execution 
capabilities, equity capital, and other resources will greatly reduce the company’s cost of capital and increase its return on 
investment, which will drive substantially greater long-term performance for the company, net of the incremental cost of any 
fees it may pay to PSCM. In other words, we believe that if HHH becomes a diversified holding company led by Pershing 
Square, it will substantially outperform its current potential while reducing the management fees we charge PSH, a substantial 
net overall performance benefit to PSH.

Because many investors screen funds based on the fees they charge rather than on their long-term performance net of fees, we 
believe that reduced management and incentive fees will increase investor demand for PSH. While we question this approach 
to choosing fund managers – it’s a bit like choosing a brain surgeon based on cost alone – it is a reality of the investment 
management industry as many allocators are themselves judged on the fees of the funds in which they invest.  

While we do not expect the HHH-related management fee reduction to PSH to initially be particularly large (about an 11% 
reduction in management fees assuming the transaction is consummated on the terms we have proposed) it is a model for 
other potential transactions we may do in the future that can lead to further management fee reductions for PSH.13

We expect that over the long term, the growth of PSCM’s business and our fee-paying AUM will greatly inure to the benefit of 
PSH by reducing its incentive and management fees, which should increase demand for PSH stock, contribute to a narrowing 
of the discount to NAV at which PSH trades, and improve its long-term performance.

Pershing Square SPARC Holdings, Ltd. (SPARC)

We have continued to pursue a potential merger candidate for SPARC, but have yet to identify the right transaction partner. To 
remind you, SPARC is a new form of acquisition company that does not suffer from the structural, compensation, and other 
problems with other acquisition vehicles. SPARC has no underwriting fees, shareholder warrants or founder stock, nor is there 
a limited timeframe to identify a transaction (we have almost nine years left to execute a deal). 



Pershing Square Holdings, Ltd. 12

We believe that SPARC is the most efficient and certain way for a private business to go public, with the benefit of Pershing 
Square as an anchor investor and with as much as a multi-billion dollar committed investment from us, a commitment that we 
can make prior to the public announcement of the transaction. As a result, a company seeking to go public can have certainty 
about its public offering including price per share (i.e., valuation) and the minimum amount of capital that will be raised 
regardless of market conditions. We have received a substantial number of inbound potential SPARC transaction ideas, but 
none yet that meet our standards for business quality, durable growth, and sufficient scale. We welcome ideas for potential 
transactions and would be delighted to pay advisors, brokers or other finders for bringing us a deal that meets our 
criteria.  

Some have questioned why the IPO market has had so few offerings of large companies despite the stock market being at near 
all-time highs. We believe this phenomenon is best explained by the fact that many private businesses owned by asset 
managers or controlled by founders are marked at last-round values or otherwise at levels in excess of where the businesses 
would trade as public companies.  CEOs and asset managers are reluctant to take these businesses public until their trading 
value as public companies ‘grow into’ their current private values.  In light of the small number of IPOs, investors in private 
equity, venture capital, and growth funds have received a limited amount of distributions from these funds.  This problem is 
compounded by the fact that it is difficult for fund sponsors to sell a substantial amount of secondary shares in an initial IPO of 
a company because IPO investors view large secondary sales in IPOs negatively. 

We are largely indifferent to whether companies are selling primary and/or secondary shares as SPARC and we will have the 
benefit of private due diligence on the company, and we can form our own assessment of business value and management 
capability.  SPARC can also do transactions of nearly unlimited size as we can set the exercise price of our SPARs (the rights to 
buy stock alongside Pershing Square in a SPARC merger transaction) at a level which would enable us to raise the necessary 
capital for even the largest transactions.  For all of the above reasons, we believe that SPARC is well positioned to take a high 
quality, durable growth company public when we identify the right transaction.

Hedging and Asymmetric Transactions

We did not enter into significant hedging or asymmetric transactions in 2024. We require two principal factors for such a 
transaction to make sense for Pershing Square.  First, we must have a variant view about the near or intermediate term future, 
and second, we must be able to purchase an instrument which offers a sufficiently asymmetric payoff if our assessment of the 
future turns out to be correct.  An overall substantial increase in volatility over the past year has made our approach to 
hedging more challenging as volatility is an important component of the pricing of most asymmetric instruments.  While we 
have had some variant views on macro events during the year, we did not identify any meaningful opportunities to execute on 
these views as prices for these instruments were too high.  Macro funds are generally continually fully invested, often with 
substantial leverage in various trades.  The benefit of our more episodic approach to asymmetric and macro investing is that 
we are under no pressure to deploy capital.  We only do so when we believe the potential profits vastly outweigh the capital 
invested.  Without extraordinary opportunities, we sit tight.

________________________________________

While perhaps this has always been the case, now seems like an extraordinary time to be alive with the confluence of massive 
technological change – robots, rockets, AI, and more – coupled with a high degree of geopolitical uncertainty.  While one can 
find many excuses to be pessimistic about the world around us, I continually find myself optimistic about our future and 
expect that the United States will over time become an even better place to do business.  
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The entire Pershing Square team is honored to have the opportunity and responsibility to steward and protect your 
investment assets alongside our own. I am incredibly fortunate to work with such a talented and interesting group of 
colleagues who are incredibly motivated to deliver on our aspirational long-term goals for our investors.

Thank you for your continued confidence in Pershing Square.

Sincerely,

William A. Ackman 
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Investment Manager’s Report

LETTER TO SHAREHOLDERS(5)

To the Shareholders of Pershing Square Holdings, Ltd.:

In 2023, Pershing Square’s 20th year, Pershing Square Holdings generated strong NAV performance of 26.7% versus 26.3% for 
our principal benchmark, the S&P 500 index.6 Our total shareholder return was 36.0%, as PSH’s discount to NAV narrowed by 
4.5 percentage points from 33.2% to 28.7%.7 

Investors who invested in Pershing Square, L.P. at its inception on January 1, 2004, and transferred their capital account to 
PSH at its inception on December 31, 2012 (“Day One Investors”) have grown their equity investment at a 16.5% compounded 
annual rate over the last 20 years, compared with a 10.0% return had they invested in the S&P 500 during the same period.  

With the magic of compounding, our 16.5% compound annual NAV return translates into a cumulative total NAV return since 
inception of 2,078% versus 592% for the S&P 500 over the same period.  In other words, Day One Investors have multiplied 
their equity investment by 22 times versus the seven times multiple they would have achieved had they invested in a zero-fee 
S&P 500 index fund.8

Using PSH’s stock price return rather than per-share NAV performance, Day One Investors have earned a 15.0% compounded 
return, a 17-times multiple of their original investment.9 This lower return reflects the 26.3% discount to NAV at which PSH’s 
stock currently trades.10 Our strong preference is for PSH’s shares to trade at or around intrinsic value for which we believe 
NAV per share is a conservative estimate.  We recently announced a number of important steps that we believe will help to 
close the discount to NAV, which I discuss later in this letter.

2023 In Review 

2023 was another excellent year for our portfolio companies and their stock price performances.  Despite a challenging 
geopolitical backdrop with two major wars underway and a large and sustained increase in interest rates, our portfolio 
companies continued to generate strong growth in revenues, profits, and shareholder value.  This outcome is not guaranteed 
every year, but it is certainly intentional.  We seek to identify businesses whose business models, competitive advantages, 
barriers to entry, balance sheets, and excellent management teams enable them to succeed despite the negative extrinsic 
factors (i.e., factors that are not inherent to the business itself) that inevitably emerge.

We added one company to the portfolio in 2023, Alphabet (aka Google), and we exited one, Lowe’s.  Our limited portfolio 
activity should not be a surprise.  In that we are a long-term investor which attempts to identify businesses we can own for a 
decade or more, you should generally expect limited changes in our equity portfolio composition.  Frenetic investment activity 
is often the enemy of long-term performance. An investment manager who markets itself as a long-term owner of businesses, 
but who is constantly buying and selling new securities is likely misrepresenting their strategy.

Hedging and Asymmetric Investments

We seek to mitigate extrinsic risks by investing in hedges and other asymmetric instruments that offer large payoffs if negative 
events occur.  While we have successfully hedged the three ‘black swan’ risks of the last 20 years of our history – the Great 
Financial Crisis, Covid 19, and the Federal Reserve’s recent aggressive increases in short-term rates – we can’t promise to 
identify and execute attractive hedges for all future risks.  We do, however, spend significant time attempting to understand 
the potential risks that may emerge in the world, and the various instruments we can use to ‘insure’ against their potential 
negative effects.  In order for our hedging strategy to be effective, we need to both identify the potential risk and invest in an 
instrument that offers a sufficient payoff relative to the cost of the hedge.  Our ability to have done so historically is due to the 
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fact that we have identified important risks in advance of most other investors. Our hedging strategy has been a substantial 
contributor to our long-term performance as we have generated large profits from these investments and we have generally 
reinvested the proceeds in our core holdings at lower valuations during market disruptions.11 

In 2023, our hedges generated 187 basis points (bps) of losses principally due to an energy-related hedge (-108bps) and 
Japanese interest-rate swaptions (-141bps) offset somewhat by mark-to-market gains on USD interest-rate swaptions 
(+92bps) referencing several tenors (30-year payer swaptions, and 5-year and 1-year receiver swaptions).12 Our 30-year USD 
interest-rate payer swaptions (instruments that increase in value as rates rise) were valued at 92% above cost at the 
beginning of the year, but we did not realize these gains because of continuing concerns we had for most of the year about 
rising interest rates. 

In October, we believed that interest rates were unlikely to rise further and we sold our 30-year USD interest-rate swaptions 
and generated a smaller profit (33% premium above cost).  We then initiated investments in 1-year and 5-year instruments 
that increase in value as rates decline, which we continue to hold. 

We also continue to maintain our energy-related hedge to mitigate the impact of a large rise in energy prices.  As energy prices 
decreased in 2023, the hedge’s value declined to about 39% below cost at year end and has increased in value since the 
beginning of the year with the rise in energy prices.

Our hedging program has enabled to us to be comfortable remaining fully invested even during periods of market turmoil. Our 
approach to portfolio management, however, may cause us to maintain a profitable hedge longer than would be optimal if our 
only concern were maximizing the profit on the hedge. We do so because our goal is to generate overall portfolio gains rather 
than maximizing the profits of individual hedges.  If one purchased a large homeowner’s policy, one should be similarly 
reluctant to cancel it in exchange for a substantial payment from the carrier if a large tornado were enroute.  Alternatively, if 
we managed a separate fund just for asymmetric bets, the fund’s mandate would only consider the profit maximization of its 
asymmetric instruments, not protecting a long equity portfolio from the risk of loss.

Our principal goal in initiating and maintaining hedges is to reduce the overall risk of a permanent loss of capital, and to create 
liquidity at times when liquidity is most valuable.  Our investment in credit default swaps on the investment grade bond index 
to hedge Covid risk in late February and early March of 2020 best exemplifies this strategy. In March of 2020, the Pershing 
Square Funds generated $2.6 billion of proceeds from an investment of $27 million of CDS premium and quickly redeployed 
$2.3 billion of these profits in a stock market that had declined by as much as 33.8%.13 2020’s hedging and reinvestment 
program led to our best performance year ever, up 70.2% in 2020.

While our investments in hedging and asymmetric instruments have been enormously profitable, we could have done 
better.  In each of the three black swan events of the last 20 years, we had an early and highly variant view of the likely impact 
and probability of their occurrence and had identified and invested in instruments that offered profits many times their 
cost.  In retrospect, we should have invested more and achieved even greater profits without risking materially more capital.

While our strategy of identifying asymmetric investments has existed since the inception of Pershing Square, it could be best 
described as episodic and opportunistic. After our successful Covid trade in early 2020, we have adopted a more systematic 
and dedicated approach executed by a subset of the investment team – Ryan Israel, Bharath Alamanda, and myself.  Our 
experience with our new dedicated effort has been favorable.  We have broadened the universe of asymmetric opportunities 
we are researching and are finding a greater number of interesting opportunities to pursue. While we intend for these 
investments to continue to represent a modest percentage of our capital, we believe they could be an even more important 
contributor to our returns over time.
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Our 20-Year Performance History

Pershing Square’s performance history can be best understood by considering it in three chapters.  In our first chapter, we 
generated a 20.9% compounded return for the first nearly 12 years of our history – from January 1, 2004 to July 31, 2015.14  In 
chapter two, which lasted about two years, we incurred a large loss on our investment in Valeant which led to declines both in 
the market value of our other long positions and an increase in the liability of our short position in Herbalife as its stock price 
rose as investors expected us to be forced to sell and/or cover positions.  Our recovery began in 2018 as we generated a nearly 
flat year (-0.7%) in a down market. 

At the inception of chapter three, which began in 2018, we announced that: (1) we would no longer seek to raise capital for 
our two open-ended funds – Pershing Square, L.P. and Pershing Square International, Ltd., (2) we would return to our roots as 
an “investment-centric” operation, and (3) we would refocus on our core investment principles, which we symbolically 
engraved on ‘stone’ tablets that sit on everyone’s desk and in conference rooms around the office.  

We also gave up activist short selling (which had been a very small but publicly notable part of our strategy) and I and other 
employees and affiliates made a large additional investment in PSH, which greatly increased the stability of our capital.

In segment three, we have generated our best absolute and relative NAV returns since inception, 25.3% compounded for the 
last six calendar years, 1,320 basis points per annum above the S&P 500’s total return over the same period.  What has caused 
our outperformance?  We believe the answer can be best understood by examining the competitive advantages that we have 
developed over time.

The Sources of Pershing Square’s Competitive Advantage

Michael Porter, the Harvard Business School professor and competitive strategy guru, has been one of the most important 
influences on our investment strategy.  Michael was an early investor in Gotham Partners, my first fund, and in Pershing 
Square where he served on our advisory board for nearly two decades. Michael retired from HBS recently, but his work 
continues to drive enormous value in business, government, and society for which we should all be very grateful. Michael will 
soon be honored in a full day symposium at HBS later this month which makes it timely for us to examine Pershing Square’s 
competitive advantages so that we can better understand their importance in contributing to our historic profits and in 
helping to drive our long-term prospects.

The Competitive Advantages of Our Investment Strategy

Pershing Square’s competitive advantages begin with our investment strategy which has few likeminded practitioners.  Our 
strategy is to acquire large minority stakes in the highest quality, durable growth companies in the world, generally at times 
when a company is enduring a period of underperformance, or alternatively when the market incorrectly believes that a 
period of subpar performance for a business is about to begin. Because of our track record for successfully effecting positive 
corporate change, we are able to obtain a large degree of influence over the companies in which we invest.  Our influence 
enables us to have input into and advise on management, governance, and/or strategic issues, thereby assisting our portfolio 
companies in creating long-term value.  

It has been nearly eight years since we have made a so-called “activist” investment.  In our early years, we had not yet earned 
sufficient credibility in the board room to obtain corporate influence, so we had no choice but to utilize an activist 
approach.  Over the last 20 years, we have built substantial credibility with management teams, boards of directors, and 
shareholders that has enabled us to avoid the need for activism to have influence in the board room.  We greatly prefer our 
quieter and more time-efficient approach to engaged long-term ownership.  
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One can think of our strategy as akin to private equity, but where we do not need to pay a premium for control in an auction 
managed by a first-tier investment bank, and therefore, unlike private equity, we don’t need to use large amounts of leverage 
to generate attractive rates of return.  Our investment universe is also not limited to what is for sale in the private 
markets.  Our opportunity set is comprised of large capitalization, publicly traded companies which include many of the best 
businesses in the world that would not likely be receptive to a going private transaction.

Our strategy of investment concentration is an important competitive advantage as we allocate capital only to our best 
ideas.  Fewer investment professionals are needed to manage a concentrated portfolio.  Our small team approach allows us to 
recruit the best and brightest as top talent greatly prefers to be one of eight or 10 investment professionals rather than one of 
25, one of 100, or even 1,000 or more, team sizes which are common at other large alternative investment managers.

Our investment strategy is one of the few that benefits from economies of scale.  In light of our long-term ownership objectives 
and the large cap nature of our targets, larger ownership stakes are beneficial as they increase our influence, which helps to 
drive our investment performance. While we have yet to legally control a business with a 50% or greater stake, one can 
envision a world where we do as our asset base grows over time.

The Competitive Advantages of Permanent Capital

Pershing Square is one of only a few investment managers that operates with permanent capital.  In a world where our 
competition is beholden to annual, quarterly, monthly and even daily redemption terms, the stability of our capital base is one 
of our most important competitive advantages.  It enables us to take the long view and to be opportunistic during market 
panics, a time when other investors typically need to raise capital by selling assets to meet the redemptions that inevitably 
come with market volatility.  Permanent capital also allows us to make long-term commitments to management teams which 
have enabled us to recruit some of the most outstanding CEOs in the world to our portfolio companies.

Our closed-ended fund structure, strong long-term performance record, and portfolio comprised of well-capitalized large 
companies have enabled PSH to garner strong investment grade credit ratings and to issue a modest amount (generally 
between 15% and 20% of total assets) of investment grade bond financing without mark-to-market or other margin-like 
covenants.  This low-cost, long-term leverage (3.1% weighted average cost of capital, eight-year weighted-average term 
bonds) replaces higher-cost equity capital and enhances our long-term investment returns, without adding meaningful risk to 
the portfolio.

Permanent capital is an important recruiting tool.  We generally hire investment analysts from the top private equity 
firms.  The risk of leaving a large established private equity firm for a position at a typical hedge fund is that one’s tenure is 
highly correlated with the short-term success of the firm the analyst joins regardless of his or her individual performance.  In 
light of our permanent capital base, even in the most challenging period in our history in 2017, we were able to recruit the top 
two investment professionals of the private equity class of that year. Bharath Alamanda and Feroz Qayyum joined when we 
were well below the high-water mark because they understood that our permanent capital base provided long-term staying 
power.

Permanent capital is also a great retention tool.  Whereas in the past, a few members of our investment team left to form their 
own firms, none have departed since we restructured the firm six or so years ago. While an entrepreneurial analyst could still 
leave and launch her own firm, she would be leaving behind the benefits of our permanent capital, large scale, and our 
reputational equity.  
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The Competitive Advantages of the Pershing Square Brand

While there are a number of other well-known hedge fund firms, in most firms the brand is not relevant to their investment 
performance.  We have increasingly found that the Pershing Square brand, or in other words, the reputational equity that we 
have built over time, is an important asset of the firm.  We are well known for our tenacity, for keeping our word, and for doing 
the right thing.  These tenets of our corporate ethos have also enabled us to attract and retain the best talent to our firm and to 
the companies that we own, while also creating opportunities for investment.  Our 2021 negotiated investment in Universal 
Music Group was facilitated by the reputation that we have built over 20 years.  Our reputation is our most carefully guarded 
asset, one that we expect will play an even more important role in our longer-term investment performance.

The Competitive Advantages of Admitting Our Mistakes and Learning from Them

Experience is making mistakes and learning from them. We have made many mistakes over 20 years, and we treasure each 
and every one of them.  We write about our mistakes in our public letters.  We talk about them in podcasts and interviews, and 
they are widely featured in the media.  We are transparent about our errors for two reasons:  our investors are entitled to as 
much transparency about our failures as our successes, and importantly, our public disclosure of mistakes encourages us to 
study and learn from them, markedly decreasing the likelihood that they will be repeated.

The Competitive Advantages of Our Culture and Small Organizational Scale 

Pershing Square has 40 employees. The combination of permanent capital and a concentrated investment approach allows us 
to operate with substantially fewer employees compared with firms with similar amounts of capital under management.  Our 
smaller human scale allows us to attract the highest quality employees and retain them. Our unique family-oriented culture, 
the powerful economics of our business, and its widely dispersed economic ownership make Pershing Square a unique and 
special place to spend one’s career. Our small scale and long-tenured employee base also reduce risks, particularly in a 
regulatorily-sensitive industry.

Much has been said about the DEI movement on campus, corporations, and in government in recent months.  Pershing Square 
manages to be a highly diverse, meritocratic, and inclusive culture for all of our employees.  While we have long believed in the 
benefits of our diverse culture, Pershing Square’s diversity is not just defined by our racial, ethnic, sexual identity, and gender 
differences.  Our team members come from highly diverse geographical, socioeconomic, and cultural backgrounds and 
represent broad viewpoints, politically and otherwise.  Yet, we all manage to get along well without the corporate politics 
typical of many companies.  While we don’t all agree on who should be our next U.S. president, we are closely aligned on our 
long-term mission of driving value for our investors. We are extremely fortunate to work alongside such a remarkable, high-
quality group of human beings.

Other Notable Developments of 2023

Pershing Square SPARC Holdings, Ltd.

After two years and 15 amended filings of its registration statement, Pershing Square SPARC Holdings, Ltd. was finally 
declared effective by the SEC on September 29, 2023.  To remind you, SPARC is a new form of acquisition company that does 
not suffer from the structural, compensation, and other problems with other acquisition vehicles. SPARC has no underwriting 
fees, shareholder warrants or founder stock, nor is there a short timeframe to identify a transaction (we have 10 years to 
execute a deal).  



Pershing Square Holdings, Ltd. Annual Report 2023 12

We believe that SPARC is the most efficient and certain way for a private business to go public, with the benefit of Pershing 
Square as an anchor investor with as much as a $3.5 billion committed investment, a commitment that we can make prior to  
the public announcement of the transaction.15  As a result, a potential counterparty can have certainty about its public offering 
including price (i.e., valuation) and the minimum amount of capital that will be raised regardless of market conditions.

We have received a substantial number of inbound potential SPARC transaction ideas, but none yet that meet our standards 
for business quality, durable growth, and sufficient scale.  We welcome ideas for potential transactions and would be delighted 
to pay advisors for bringing us a deal that meets our criteria.

Modifications to the Investment Management Agreement

On February 7th, PSH announced certain amendments to the Investment Management Agreement that will have the effect of 
reducing PSH’s 16% performance fee.  The amendments to the IMA include:

1. An amendment to the Variable Performance Fee (“VPF”) provision of the IMA which will now provide that the 
Additional Reduction will no longer exclude fees paid to the Investment Manager by Pershing Square funds that are 
publicly traded in the United States.

2. An amendment to the VPF provision of the IMA which provides that the Additional Reduction will also include an 
amount equal to 20% of any management fees that the Investment Manager earns from non-PSH, Pershing Square 
funds that invest in public securities that do not have performance fees.

3. The waiver by the Investment Manager of the right to receive the $36 million outstanding balance of unrecovered 
IPO costs before the Additional Reduction under the VPF provision takes effect.

As a result of the above amendments, PSH’s 16% annual performance fee will now also be reduced by 20% of any 
management fees earned from any non-PSH Pershing Square funds that invest in public securities and do not have 
performance fees.  The benefits of reduced fees include better long-term performance and, we also believe, greater demand for 
shares from investment managers who are required to report the ‘look-through’ fees of funds in which they invest.  We believe 
the Key Information Document (“KID”), which requires disclosure of the proportion of fees and (illogically) the interest 
expense of any fund an asset manager invests in – is one of the principal factors driving reduced demand for PSH, thereby 
contributing to our wider discount to NAV.  By reducing PSH’s performance fees, we will generate higher returns, report lower 
fees on our KID disclosure document, and PSH will become a more attractive investment for all.

On February 7th, we also announced our intention to launch a U.S. closed-ended fund called Pershing Square USA, Ltd., a fund 
which will largely mirror PSH in its investment strategy and hedging and asymmetric investment approach.  

With the benefit of the newly modified VPF arrangement, our long-term goal is to reduce PSH’s performance fees to zero with 
the launch of new funds and strong long-term performance.  We are limited in what we can share about these plans due to 
regulatory reasons, but we will inform you as promptly as possible about these developments.

Our CEOs

Over the last 20 years, we have had the opportunity to work alongside some of the greatest CEOs in history.  Notable mentions 
from our past include icons such as Hunter Harrison of Canadian Pacific and Seifi Ghasemi of Air Products, and our current 
roster is similarly extraordinary.  We would not have achieved our success without their transformative contributions.  While 
we always sing our CEOs’ praises internally and often in our letters, it is important that you know how fortunate we are to 
have the benefit of their acumen, commitment, energy, and alignment with our success.  
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Our Academy Award winners this year include:

Keith Creel of Canadian Pacific (the best operator in the industry who created the first Trans-North American railroad with the 
completion of the acquisition of Kansas City Southern in December 2021), 

Patrick Doyle, Executive Chairman of Restaurant Brands (best known for his remarkable success at Domino’s who along with 
CEO Josh Kobza we expect will deliver an even better outcome at RBI), 

Marvin Ellison of Lowe’s (who has executed a brilliant turnaround on a rapid path to catch Lowe’s direct competitor),

Sir Lucian Grainge of UMG (who has navigated every music format and technological threat to the industry with aplomb and 
can only be described as an icon), 

Brian Niccol of Chipotle (Chipotle stock is up more than 10-fold since Brian became CEO in March 2018.  What more can we 
say?),

Chris Nassetta of Hilton for whom words do not do justice, 

Sundar Pichai of Alphabet (whom we don’t yet know, but has led Alphabet for over the last eight years, during which the 
company’s revenue, earnings and market value have grown substantially), and

David O’Reilly of Howard Hughes Holdings (who has not yet reached iconic status but is on his way based on his progress to 
date).

Last, but not least, it is important to mention the CEOs of Fannie Mae and Freddie Mac, Priscilla Almodovar and Michael 
DeVito, whom we have never met, get no recognition, and are underpaid because both companies remain wards of the 
state.  These two executives run two of the most important companies in the country, critical for our unique housing finance 
system to remain intact, and one of the most important drivers of our economy.  We should all be incredibly appreciative for 
their important work on our nation’s behalf.  

While the CEOs get most of the shoutouts, the rest of the team members ultimately do the work required to deliver the 
results. Thank you to all for an incredible 20 years.

_____________________________________________

2023 was yet another year of geopolitical and economic uncertainty.  2024 will likely be no different with the upcoming U.S. 
presidential election, unresolved wars in Ukraine and the Middle East, and continued political disharmony globally.  Despite 
these concerns, we believe we are well equipped for uncertainty in light of the high-quality nature of the businesses we own, 
and the superb management teams that preside over them.  Volatility is the friend of the long-term investor with permanent 
capital. While we fret about the world around us, we are well positioned for uncertainty.
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There are few firms in our industry who make it past a decade, let alone more than 20 years. We are incredibly grateful for the 
opportunity you have given us to be a long-term steward of your investment capital. Thank you for your confidence and 
support.

Sincerely,

William A. Ackman
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Investment Manager’s Report

LETTER TO SHAREHOLDERS(5)

To the Shareholders of Pershing Square Holdings, Ltd.:

In 2022, Pershing Square Holdings generated strong relative NAV performance of negative 8.8% versus negative 18.1% for 
our principal benchmark, the S&P 500 index.6  Our total shareholder return was negative 14.6%, as PSH’s discount to NAV 
widened by 4.9 percentage points, from 28.3% to 33.2%, during 2022.7

Investors who invested in Pershing Square, L.P. at its inception on January 1, 2004, and transferred their investment 
to PSH at its inception on December 31, 2012 (“Day One Investors”) have grown their equity investment at a 15.7% 
compounded annual rate over the last 19 years, compared with a 9.0% return had they invested in the S&P 500 during 
the same period.  With the magic of compounding, our 15.7% compound annual NAV return translates into a cumulative 
total NAV return since inception of 1,557% versus 427% for the S&P 500 over the same period.8  In other words, Day One 
Investors have multiplied their equity investment by 16.6 times versus the 5.3 times multiple they would have achieved had 
they invested in a zero-fee S&P 500 index fund. 

Using PSH’s stock price return rather than per-share NAV performance, Day One Investors have earned a 13.5% 
compounded return, an 11-times multiple of their original investment.9  This lower return reflects the 34% discount to NAV 
at which PSH’s stock currently trades.10  Our strong preference is for PSH’s shares to trade at or around intrinsic value for 
which we believe our NAV per share is a conservative estimate.  With continued strong performance, we expect that PSH’s 
discount to NAV will narrow over time, and its NAV and market value returns will converge.

The Last Five Years

2022’s performance reflects a continuation of our strong absolute and relative performance over the last five years.  Since 
the beginning of 2018, our NAV per share (including dividends) has more than tripled, up by 207% compared to 57% 
for the S&P 500 over the same period.  We attribute this high degree of outperformance to our decision to refocus our 
investment strategy on the core principles that have driven our profitability since the inception of Pershing Square.  

Beginning in late 2017, we returned to our roots as an investment-centric operation and made the strategic decision to 
stop raising capital for our open-ended hedge fund vehicles.  Doing so allowed us to reduce the size of our organization 
and focus our resources on investing rather than the business of asset management, and the associated resource-intensive 
requirements of continually raising capital.  

Over the last five years, PSH has generated a compound annual rate of return of 25.1%, even better than the results of our 
first nearly 12 years during which time we compounded investor capital at a 21% annual rate until July 2015, the beginning 
of a two-year period of substantial underperformance which we have previously described and analyzed in great detail.11

Over the last five years, we have been an enormous beneficiary of the increased stability of our capital as PSH now 
represents 87% of our assets under management, 26% of which is owned by affiliates of the investment manager.12  Our 
private funds, which comprise 13% of our assets under management, also have highly stable capital as affiliates of the 
investment manager comprise 40% of their capital, with the balance held by long-term Pershing Square investors, many of 
whom have been partners and shareholders since our earliest days.  With more than $3.2 billion of equity capital invested 
alongside our shareholders and other investors, we are well-aligned and highly incentivized to generate high long-term 
rates of return while carefully managing the risk of a permanent loss of capital.13
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Stock Market Volatility is the Friend of the Long-term Investor

While our NAV declined by 8.8% in 2022, the volatility markets experienced in 2022 should set the stage for greater long-
term outperformance for PSH.  Last year, we made few portfolio changes other than with respect to the acquisition and/
or disposition of hedging instruments and the purchase and sale of Netflix which we have previously described in detail 
here.  We prefer less rather than more investment-related activity as it is an indication that we have made good decisions 
about where to invest our capital for the long term.  Constant turnover of the portfolio of a so-called long-term investment 
manager is generally an indication of poor investment decisions that had to be reconsidered. 

We think of PSH as a vehicle by which one can own an indirect, proportionate interest in our underlying portfolio 
companies, cash, and hedges.  While most of our portfolio companies share prices declined in 2022, they continued to 
generate strong business performance, increased earnings, and greater free cash flow per share.  Our companies’ long-
term prospects remain highly attractive, and we accordingly made minimal changes to our core equity holdings in 2022.

About half of our companies (or five of seven if we exclude Fannie and Freddie which are unable to repurchase shares) 
repurchased their own shares during the year thereby increasing our ownership without any additional investment from 
PSH. As a result of PSH’s and our companies’ share repurchase programs in 2022, our shareholders’ ‘look-through’ 
ownership of PSH’s underlying portfolio increased by 8.2%, half from PSH buybacks and the balance from share 
repurchase programs of our portfolio companies.14  If we are correct in our assessment of our companies’ future prospects, 
our increased ‘look-through’ ownership will amplify our returns in future years as our companies continue to increase in 
intrinsic value, which over the long term will be reflected in their share prices.

Share Repurchases and Our Discount to NAV

While a corporation’s persistent discount to its intrinsic value impairs its ability to raise low-cost equity capital and is a 
negative for shareholders who seek to sell in the short term, it can be a significant opportunity for long-term owners of 
PSH.  We have no interest in raising equity capital, but relish the opportunity to buy back shares at 30+% discounts to NAV.  
We took advantage of the discount in 2022 by purchasing 8.3 million shares representing 4.1% of shares outstanding at an 
average price of $31.94 and a discount to NAV of 33%.  

Since we began our share repurchase program on May 1, 2017, we have acquired 59.8 million shares or 25% of our shares 
outstanding at an average price of $18.80 and discount of 28%, which has added 1.2% per annum to our annual NAV 
returns since the inception of the program. 

We intend to continue to opportunistically repurchase shares if it remains a good use of our capital relative to other 
opportunities.  Our requirements for buying back shares include:

(1)	 we have substantial free cash available for purchases, and do not believe that we will be able to identify an attractive 
new investment in the then-current market environment,

(2)	 our existing holdings are trading at large discounts to their intrinsic value,

(3)	 the repurchase will not cause PSH to be overleveraged, 

(4)	 the price paid is a very large discount to NAV, and 

(5)	 we do not believe that further reductions in float will be counterproductive to our goal of causing PSH to trade at or 
around intrinsic value.
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We continue to believe, and our experience to date has demonstrated, that even an aggressive share repurchase program 
will not cause the discount to narrow.  That said, if the above criteria are met, share buybacks can be a useful and value-
creating opportunistic tool for PSH.

We have not given up on addressing the wide discount at which our shares trade.  We are continuing to consider potential 
transformational transactions that would enable PSH to become part of a U.S. listed company (which would not necessarily 
require that we give up our UK and Amsterdam listings and which would greatly increase the universe of investors who 
can own PSH).  We are unable at this stage to estimate the probability or timing of achieving such a transaction, but we are 
considering a number of potential ideas at this time.

2022 In Review

2022 was characterized by a high degree of stock market volatility driven by aggressive global central bank interest rate 
increases, the war in Ukraine, and broad-based declines in nearly every asset class.  In that the value of financial assets 
is based upon the present value of their future cash flows discounted back at an appropriate interest rate, broad based 
increases in interest rates combined with greater global risk and uncertainty caused discount rates to increase substantially 
and asset values to decline.  In other words, higher required investment returns from investors lowered the price that 
investors were prepared to pay for financial assets, causing stock prices to decline.

Our equity holdings responded accordingly.  Despite significant business progress in 2022 at each of our portfolio 
companies, the effect of higher discount rates for all but two of our companies overwhelmed their anticipated business 
progress, leading to stock price declines and mark-to-market losses for Pershing Square.  Restaurant Brands and Canadian 
Pacific generated marginally positive total returns in 2022 as their business progress exceeded market expectations and 
overcame the downward impact on valuations from the rise in rates.15  Overall, our long-term equity portfolio generated a 
negative total return (including dividends) of 16.1% in 2022.16  In addition, PSH’s NAV declined by an additional 5.2% due 
to Netflix and losses in connection with the liquidation of Pershing Square Tontine Holdings, Ltd.17

Our losses on equities were offset somewhat by interest rate hedges, which contributed 14.3 percentage points of positive 
performance in 2022.18  These hedging gains, combined with our COVID-19 CDS hedges in February 2020, have been a 
highly material contributor over the last three years as they have generated approximately $5.3 billion in total hedging 
proceeds to date versus a cost of $446 million, the substantial majority of which have been redeployed in equities in a 
timely manner, which in turn have, in nearly all cases, increased substantially in value, further amplifying the benefits of 
our hedging gains.19

Why Did We Not Sell Equities in Light of Our Views on Interest Rates?

In light of our views on interest rates and their impact on equity values, why, you might ask, did we not sell or reduce 
our equity holdings in 2022?  The answer is that our strategy is to maximize the growth in our long-term NAV per share 
which requires us to endure some amount of short-term, mark-to-market trading losses.  We do not typically sell our core 
portfolio holdings even if we believe it is highly probable that they will decline in price in the short term, as long as our view 
of their long-term potential remains largely unchanged.  We limit our short-term trading for this reason as doing otherwise 
will likely lead to lower long-term rates of return for Pershing Square due to several factors.
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We are often one of the largest shareholders of our companies.  Over time, we have built important, longstanding 
relationships with their management teams and boards, which have enabled us to be an influential shareholder.  We 
believe our influence increases the probability of value-maximizing decisions being made by our portfolio companies while 
reducing the risk of value-destroying errors.  Were we to constantly trade around our positions, we would have a less 
credible voice with management and other shareholders when advocating for strategic initiatives and corporate changes 
which have long-term implications.  

Furthermore, large frictional costs are often incurred when acquiring and disposing of large holdings.  To be successful as 
a short-term trader of large ownership stakes, we would have to successfully estimate how much a stock price will decline 
based on macro events, and then accurately predict what price we would have pay to repurchase the position.  While our 
predictions about macro risks have been largely accurate, we cannot expect to always get it right. And even if we are 
correct in our macro assessments, it is far less knowable how and for how long the stock market and individual stocks 
might react to these events.  A short-term trading program might enable us to avoid a small loss at the much larger cost 
of missing substantial stock price increases thereafter.  As a result, we do not trade around our long-term holdings and 
generally only make adjustments in the size of positions to manage concentration risks in the portfolio.

Some have suggested that we should launch a macro fund so that investors who desire exposure to just our macro strategy 
would be able to directly participate in what has been a very high-performing strategy.  The problem, however, with this 
approach is that we have only found macro investments that fit our requirements – namely a high degree of asymmetry 
and a high confidence level in the predicted outcome – to be episodically available.  While we made large profits hedging 
the financial crisis in 2008, we made no material macro-related investments after the crisis until February 2020.  While we 
have continued to identify interesting asymmetric macro investments over the past three years, there is no certainty that 
similar opportunities will present themselves in the future.

For the above reasons, we believe that our strategy of owning simple, predictable, free-cash-flow-generative, highly-
durable and well-capitalized growth companies combined with occasional, opportunistic, asymmetric hedges will generate 
the highest, long-term rates of return for Pershing Square with the least amount of risk of a material permanent loss of 
capital.  Our approach also has the benefit of being a better fit with our temperament, is less stress inducing, and much 
more time efficient. We therefore remain committed to this strategy that has served us well for nearly 20 years.

Market and Geopolitical Risks in 2023

We are operating in one of the most uncertain and risky environments in decades.  As of the present moment, we are in 
the midst of what may be the early stages of a U.S. banking crisis with the potential for it to spread globally with Credit 
Suisse’s recent demise.  Financial institutions are inextricably linked, and one large banking failure can ignite another and 
so on.  This remains true even though some of the enormous derivative risks that almost took down the financial system 
during the crisis have been mitigated somewhat due to requirements for exchange trading of most derivatives.  Banking is 
confidence sensitive.  A run on deposits at one large bank, most recently Silicon Valley Bank (SVB), the 16th largest U.S. 
bank by assets, has the potential to spread to other financial institutions.  

Until SVB failed, the vast majority of depositors did not concern themselves with the lack of deposit insurance for accounts 
above the FDIC-insured limits of $250,000.  In reality, uninsured depositors are unsecured creditors of a bank which are at 
risk of loss in the event the bank were to fail.  The events of the last few weeks made this manifestly clear as it was only a 
last-minute and apparently reluctant decision for the government to step in and guarantee uninsured deposits at SVB.  
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Now that uninsured depositors understand that there remains a risk that they will lose access to and/or have their deposits 
impaired, many businesses are rethinking their working capital management and investment strategies. This concern 
is compounded by the large increase in short-term interest rates. Since the financial crisis, there was little if any return 
offered on short-term funds, and depositors were therefore not particularly concerned about the yields, if any, they earned 
on deposits. The recent large increase in short-term rates has caused CFOs and corporate treasurers at all companies 
to become more disciplined about maximizing the yield they can earn on short-term cash.  This will increase the cost of 
deposits for most banks, as they will have to be more competitive with money market accounts, putting pressure on bank’s 
net interest margins.

The U.S. economy relies on its large network of community and regional banks to provide access to debt capital, particularly 
for small and medium-sized companies that do not have access to the public capital markets.  These banks also are major 
providers of real estate and construction loans as the large so-called systemically important banks have for the most part 
exited these lending categories other than for large capitalization, usually investment grade, corporate borrowers.

About 70% of commercial real estate bank loans are made by regional and smaller banks.  There is a logic to this approach 
as real estate is inherently a local business, and a geographically proximate bank should be in a better position to assess 
the risks of local borrowers and the likelihood of their projects’ and business’ success.  Increases in the cost of capital for 
regional banks will be passed along to their borrowers, and as a result fewer commercial real estate projects will be viable 
due to the higher cost of this capital.  This will be a drag on the U.S. economy and will make it more difficult for existing 
real estate owners to refinance their debts when they come due, which will negatively impact real estate values further 
impairing bank balance sheets. 

Our Approach to Cash Management

We have always taken a conservative approach to managing our cash as we have always been long-term skeptics of even 
highly-rated financial institutions, and on occasion, have profited from this skepticism.  We therefore minimize the amount 
of cash we keep in banks to only what we need for daily liquidity purposes and sweep the balance into U.S. Treasury money 
market funds or into the direct purchase and ownership of short-term U.S. Treasurys.  We are also highly selective as to 
which banks we do business with, keeping cash only at global systemically-important banks that we trust.

Sharing Our Views

Over the last couple of weeks, I took to Twitter to make the case for the FDIC – which insures deposits at U.S. banks with 
the proceeds of fees it charges to banks – to increase its current $250,000 per account limit.  I recommended an immediate 
but temporary guarantee of all uninsured deposits to give time for the FDIC to update its current deposit guarantee system.  
I went public with my concerns and recommendations because I believe that the failure of Silvergate, SVB, and Signature 
Bank – the latter two within three days of each other – and the substantial declines in stock prices of the regional banks 
are putting our regional and community banking system at risk, which, as explained above, is a very important long-term 
driver of our economy.  

PSH has obvious reasons to want the U.S. economy to be strong, as nearly every business, including the ones we own, 
is impacted by the deterioration of our economy.  When we believe a mistake is being made by our government and/or 
regulators that will negatively impact our portfolio and the country by greatly damaging our economy and capitalist system, 
we believe it can be helpful to share our views.
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While Twitter can be a maelstrom of negativity and criticism, it is a very efficient means to get the message out.  Before 
Twitter, we would generally use the media, including appearances on business television and public presentations at 
conferences, to share our views about policy (Who’s Holding the Bag? was one of our most prescient).

We still, on occasion, use these more traditional forms of communication, but we like the ability to control our message 
without it being excerpted in a manner which could create a misleading impression, something we have occasionally 
experienced when relying on more traditional forms of media.  

We have always been puzzled as to why market participants’ views are criticized by observers who claim that investors’ opinions 
are inherently conflicted, and therefore should be ignored.  When we are seeking to understand the economy and market 
developments, we vastly prefer the opinion of thoughtful long-term investors over those of media commentators, academics, 
and other so-called disinterested observers.  We would rather hear from active market participants who have capital at risk that 
coincide with their views, rather than ‘unconflicted’ pundits who suffer no economic cost when they get it wrong.

When it comes to our sharing our views about policy, our biggest conflict, if one were to call it one, is that we are large 
investors in businesses that benefit when the U.S. and global economies are strong.  It is easier to profit as a long-term, 
long-only investor when a rising tide is lifting all boats. 

The Banking Crisis

Since sharing our views on Twitter during this banking crisis could be perceived as having an impact on the short-term 
trading prices of bank securities, we elected to pass on any investment opportunities in banks, long or short, while sharing 
our views on what we believed the government should do. In our view, the failure to protect SVB depositors would have 
been a catastrophic policy error that would likely have led to massive runs on nearly every non-SIB bank by uninsured 
and even some insured depositors, and caused enormous damage to our economy.  It would also likely have harmed U.S. 
competitiveness and our national defense in light of the tens of thousands of highly innovative technology companies that 
held large amounts of uninsured deposits at SVB.  

As of this writing, the government has not fully adopted our recommendations as it has left open the question about what 
would happen to uninsured depositors at other institutions unless and until the regulators deem each future bank failure a 
systemically important one.  We continue to believe that this individualized, bank-by-bank deposit guarantee approach is 
a policy mistake that will impair, potentially permanently, our network of regional banks by massively increasing their cost 
of capital and reducing their access to low-cost deposits.

Banking is a confidence sensitive business.  The failure of three regional banks in a few weeks, including SVB with more 
than $200 billion of assets and $170 billion of deposits, and our regulators’ conflicting public statements, often from one 
day to the next about its support, or lack thereof, for depositors, have reduced investor, business, and consumer confidence 
in our banking system.  

The uncertainty around how uninsured depositors will be treated is occurring at a time when the earnings power of 
regional and community banks is under pressure because of the increasing cost of their liabilities, declines in their share 
prices, and impairment in the value of their assets largely driven by the Federal Reserve’s increase in interest rates.  
The rise in rates has caused a decline in the value of banks’ fixed-rate securities and fixed-rate loan portfolios, which 
has occurred along with deterioration in their commercial real estate loan portfolios due to work-from-home’s and the 
pandemic’s impact particularly on office assets.
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According to GAAP accounting, our banking system is nominally the best capitalized it has been in decades, but this 
is in large part due to the fact that banks are permitted to value a large portion of their assets, namely their so-called 
held to maturity (HTM) fixed-rate securities and loan portfolios, at amortized cost rather than market value, creating a 
misleading perception of banks’ true financial strength.  Despite the fact that our accounting and regulatory regimes allow 
these assets to be carried at amortized cost, that does not make them more valuable than the price that would be realized if 
these assets had to be sold in the market.

There are reportedly ~$620 billion of mark-to-market losses on banks’ security portfolios that are not currently reflected 
on bank’s financial statements.  If deposits continue to leave our regional banks and go to the larger systemically important 
banks and money market funds, regional banks will need to continue to borrow from the Federal Reserve banks through 
their “discount windows” and a newly created emergency program allowing banks to borrow against their HTM securities 
portfolios valued at amortized cost rather than market value.  

While these Federal Reserve lending programs can help address the short-term liquidity needs of banks from deposits 
being withdrawn, they do so at a highly burdensome cost versus the near-zero interest rates that banks have been paying 
on deposits.  They are a stop-gap, temporary solution to address short-term liquidity issues, but they do not solve the 
regional banks’ long-term funding needs and their cost of liabilities.  We believe that uninsured deposits are likely to 
continue to leave regional banks unless and until an updated, systemwide deposit guarantee is introduced, and the sooner 
the better.  Credit-related concerns of depositors are compounding deposit flight due to the substantially higher yields 
offered on money market funds, which will not abate even if all uninsured deposits are guaranteed. It is difficult for banks 
to get depositors to return once they have moved elsewhere and found acceptable, and likely higher-yielding, alternatives.

While we understand the concerns that some have raised about moral hazard risk due to government intervention, we 
think these concerns are misplaced.  The banks’ managements and boards, and the shareholders and bondholders who 
mismanaged or failed to oversee the risks that led to their banks’ demise, have suffered severe outcomes including the 
complete destruction of shareholder and bondholder capital, the firing of management teams, the potential for significant 
civil and criminal liability, and enormous reputational damage.

No bank board or management team who has witnessed recent events will be inclined to take on more risk in the future 
simply because their depositors have not borne a loss.  The opposite is much more likely to be true.  Furthermore, a 
banking system that requires uninsured depositors to constantly assess their bank’s creditworthiness is not a viable one.  
We need a larger deposit guarantee regime, and we need it soon.  The experience of the last three weeks of investing in 
banks will be seared upon the memories of bank investors for a generation or more.  The longer this uncertainty continues, 
the higher their cost of capital and the less viable regional and smaller banks will be in the future to the detriment of our 
economy over the long term.

Geopolitical Risk and Artificial Intelligence

While the banking crisis is our most recent immediate concern, geopolitical risk remains highly elevated, higher than 
at any time perhaps in the last 50 years.  North Korea continues to test ICBMs, China is building deeper ties to Russia 
including potentially supplying drones and other military assets while remaining intent on taking control of Taiwan, the 
war in Ukraine continues unabated without a foreseeable end, the U.S. is responding to attacks from Iran with ‘targeted’ 
responsive attacks, Israel is in the midst of a political crisis while being engaged in stopping Iran from obtaining nuclear 
capabilities, and the U.S. political system remains highly divisive with the threat of a potential default on our Treasury 
obligations looming, creating a highly uncertain and risky environment.
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The recent launch of highly powerful Artificial Intelligence (AI) systems also creates considerable uncertainty about the 
future.  While AI may be an extremely positive force for good, in the wrong hands, it can be a global threat.  AI is likely to 
disrupt many businesses, including ones that until now seemed to have impenetrable moats.  We are working diligently 
to understand the impact of AI on our companies, including how AI can be used in our own business, so that we better 
comprehend its short - and long-term implications.

While we have sought to hedge the potential economic risks from all of the above risks, there are no particularly good 
hedges.  Our best protection against geopolitical risk is to own businesses that can survive the test of time, ones that 
are largely immune to the events that they or we cannot control.  Since the beginning of the U.S. equity capital markets, 
certain great businesses have survived world wars, pandemics, periods of high levels of inflation, massive technological 
changes, the Great Depression, political divisiveness and civil unrest, and many thousands more have failed due to these 
stresses.  The key to our strategy is identifying which companies have the widest economic and geopolitical moats, 
constantly stress testing these moats, and making sure our portfolio companies have fortress balance sheets that would 
enable them to manage through the inevitable risks of the modern world.  Investment selection is our most important risk 
mitigation strategy in an uncertain world.

Pershing Square SPARC Holdings, Ltd. (SPARC)

On March 24th, we filed another, hopefully near-final, amendment to SPARC’s registration statement that we hope 
should address the minimal remaining comments that we have received from the SEC.  To review, SPARC is an acquisition 
company, but without the drawbacks of conventional SPACs. Among other beneficial features, investors in SPARC do not 
need to invest any capital until we have identified a transaction, completed our due diligence, entered into a definitive 
agreement, had the transaction’s registration statement declared effective by the SEC, and obtained other required 
regulatory approvals.  Once the transaction is ready to close, SPARC rights (SPARs) holders have 20 business days to 
decide whether to exercise their rights or sell them in the market.  

The SPARs have a minimum exercise price of $10.  We have the ability to increase the exercise price to the extent a 
transaction requires more capital.  This will allow us to raise more capital if needed and greatly expand the universe of 
potential targets from ones that require $1.5 billion of capital (the amount raised at the $10 minimum SPAR exercise price 
and with the Sponsor’s minimum committed Forward Purchase Amount, assuming the exercise of all SPARs) to effectively 
unlimited amounts of capital.  The Pershing Square funds will be investing a minimum of $250 million in SPARC’s 
transaction, and potentially substantially more depending upon the nature of the target, the terms of the transaction, and 
other factors.

The structure of SPARC effectively eliminates the time pressure on the Sponsor, as the SPARs have a 10-year term.  Since 
we are not raising upfront capital, but rather are distributing SPARs to former Pershing Square Tontine Holdings, Ltd. 
shareholders and warrant holders, SPARC will have no underwriting fees, nor any shareholder warrants.  The only dilutive 
security in SPARC’s structure is a 20% out-of-the-money warrant on 5.104% (4.95% for the Sponsor and 0.154% for 
advisory board members) of the newly merged company’s shares outstanding on a fully diluted basis, with the balance of 
the shares comprised entirely of common stock. At the launch of SPARC, these Sponsor Warrants will be purchased by PSH 
and the two Pershing Square private funds for their fair market value as determined by us in consultation with a nationally-
recognized valuation firm, capital that will be used to fund the search for a target and to pay SPARC’s operating expenses.
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In today’s extremely challenging equity capital markets environment, where few if any IPOs can be completed, SPARC’s 
ability to offer substantial transaction certainty, including a fixed transaction price and a guaranteed minimum amount 
of capital (the amount committed by the Sponsor) raised in a public offering, will make SPARC a highly attractive 
counterparty for private companies seeking to raise capital and go public.  We expect the phone will start ringing shortly 
after our registration statement becomes effective and the SPARs are distributed to former Tontine investors.

We believe that a successful initial SPARC transaction will facilitate opportunities for future SPARCs.  As such, we are 
hopeful that SPARC will play an important role in expanding our investment universe to include the acquisition of stakes in 
private companies on favorable terms.

2022 was a challenging year to be an investor in the capital markets.  We have managed successfully through challenging 
periods like 2022 because Pershing Square was designed and built to be able to navigate the most extreme economic, 
investment, and geopolitical environments.  This is largely due to the strength of our team.  We are incredibly fortunate to 
come into work every day (we are not fans of work from home) alongside an extremely high functioning team in a beautiful 
and productive work environment.  Our human assets represent substantially all of our productive capacity.  We are an 
asset-light business where the talent walks out the door every day, so our success is largely a function of the culture we 
have built over nearly 20 years.  

We have had minimal turnover at Pershing Square in the last five years since we made our strategic pivot.  Limited 
turnover is highly unusual for an investment firm.  The long-duration nature of the team is partially due to the fact that 
we do not have an “up or out” individualized culture.  Pershing Square succeeds on the basis of the strength of the overall 
team, not because of one or two standalone superstars.  We also value learning as much from our mistakes as from our 
successes.  We carefully study our mistakes, both errors of commission and omission, and we share them publicly to keep 
you informed and to imprint them even deeper in our minds.  

We have also learned to choose well when selecting new members of the team.  Risk is greatly reduced when you work with 
colleagues with whom you have had the opportunity to build mutual trust over many years.

While it is difficult to predict the future in an uncertain world, we believe we are well positioned to generate high rates of 
return over the long term.  Our confidence in our future prospects is based on the durability of our capital structure, the 
strength and well-aligned incentives of the team, our experience in identifying and helping to steward some of the best and 
most highly durable growth companies in the world, and our ability to continuously improve and learn from our mistakes.

None of the above would be possible without your support and long-term commitment for which we are extraordinarily 
grateful.  There are few investment managers in the world that have been offered such an opportunity, and we will continue 
to work diligently to deliver the long-term results that such a commitment from our shareholders deserves.

Sincerely,

 
William A. Ackman
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Investment Manager’s Report

LETTER TO SHAREHOLDERS

To the Shareholders of Pershing Square Holdings, Ltd.:

In 2021 Pershing Square Holdings generated strong NAV performance of 26.9%, and a lower total shareholder return 
(TSR) of 18.6% due to the widening of the discount to NAV at which PSH’s shares traded during 2021.5

Investors who invested in Pershing Square, L.P. at its inception on January 1, 2004 and transferred their investment 
to PSH at its inception on December 31, 2012 (“Day One Investors”) have grown their equity investment at a 17.1% 
compounded annual rate over the last 18 years, compared with a 10.2% return had one invested in the S&P 500 during 
the same period.6 With the magic of compounding, our 17.1% compound annual NAV return translates into a cumulative 
total NAV return since inception of 1,670% versus 484% for the S&P 500 over the same period. In other words, Day One 
Investors have multiplied their equity investment by 18 times versus the six times multiple they would have achieved had 
they invested in a zero-fee S&P 500 index fund. 

Using PSH’s stock price return rather than per-share NAV performance, Day One Investors have earned a 14.5% 
compounded return, a 12 times multiple of their original investment.7 This lower return reflects the 33.9% discount to NAV 
at which PSH’s stock currently trades. Our strong preference is for PSH’s shares to trade at or around intrinsic value for 
which we believe our NAV per share is a conservative estimate. With continued strong performance, we expect that PSH’s 
discount to NAV will narrow, and its NAV and market value returns will converge. 

The Last Four Years

The last four years have been an extraordinary period of performance for PSH. NAV per share has increased from 
$17.41 to $57.30 from December 31, 2017 to December 31, 2021, a compound annual return of 35.4% and a cumulative 
return of 236% versus 17.6% and 91.5% for the S&P 500 over the same period. In light of the strong turnaround in PSH’s 
performance, we thought it would be useful to examine the steps we took to achieve this outcome as they will provide 
useful lessons for the years to come.

In 2017, Pershing Square was in the midst of resolving the overhang from two bad investments that contributed to a 
several-year period of underperformance, which led us to what is best described as a moment of reflection for Pershing 
Square.  Our self-examination inspired a turnaround strategy comprised of four pillars: (1) exit the problematic 
investments; (2) restructure Pershing Square to a smaller investment-centric organization with future asset growth driven 
by investment results; (3) stabilize our capital base by acquiring a large stake in PSH and halting marketing and capital 
raising for the private funds; and (4) reinforce the implementation of our core investment principles which have generated 
the substantial majority of our performance since inception.

Exit the Problematic Investments

We sold Valeant and closed out our Herbalife short despite our belief that substantial profits would likely have been realized 
from their then trading prices.  While retaining both investments would have generated substantial gains,a  we exited 
because we believed that the capital could better be deployed in other opportunities, particularly when one considered the 

a   As of March 22, 2022, Valeant, now Bausch Health, has increased by 118.6% to $24.05 from our final exit price of $11.00, and our short position in 

     Herbalife has declined since our exit by 30.6%, or from $48.95 (adjusted for its 2 to 1 stock split) to $33.98.
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opportunity cost of our time.  The aphorism that you “don’t need to make it back the way you lost it” has always resonated 
with us. Fortunately, we were amply rewarded from the redeployment of this capital as profits on the new investments were 
substantially greater than the gains we would have achieved from holding the troubled ones.

Restructure Pershing Square to a Smaller Investment-Centric Organization 

When my former partner and I launched Gotham Partners, my previous firm, in 1992, my ambition was not to build a 
large global asset management firm.  Rather, my immodest announced goal (exhibiting the perils of youthful exuberance) 
was “to generate one of the best long-term investment records ever.” Our goal was the same when we launched Pershing 
Square in 2004.  We were off to a good start with a 21% compound annual return for the first nearly 12 years.8 By 2015, 
these strong returns coupled with early capital inflows grew Pershing Square’s equity under management to about 
$20 billion.9 About 60% of these assets were in our two private funds – Pershing Square, L.P. and Pershing Square 
International, Ltd. – from which capital could be redeemed each quarter, a redemption “half-life” of about one year, with 
the balance of our assets in PSH. 

In light of the impermanent nature of our private fund capital and the resulting constant need to retain and recruit new 
investors to maintain stable capital, I had inadvertently become the “Chief Marketing Officer” of Pershing Square (not 
to take away from our investor relations team’s excellent work) as investors who had committed large amounts of capital 
wished to meet with the CEO and other members of the investment team at least once a year. By 2015 and at $20 billion 
of equity under management, these once-a-year meetings with a hundred or more investors ended up consuming or 
conflicting with much of our productive time, which interfered with the large blocks of time needed to focus on investing.  
Even a five-minute “check in” in the middle of the workday can materially disrupt the “flow” essential to the research and 
investment process.

To fix this problem, we informed our investors in January 2018 that members of the investment team would no longer meet 
with investors (other than Ben Hakim who took on this responsibility). Investors would continue to be kept well informed 
by our investor relations team and our conference calls, letters, presentations, and Annual Investor Meeting.  

We understood that as a result of this change in our investor relations policy some of our institutional investors might be 
required to, or might choose to, redeem. Even considering the cost of having to manage through a transition period with 
substantial capital outflows, we strongly believed that this change would be in the long-term best interests of investors 
who chose to stay with us.  It was a good decision. With this new approach to investor relations, we have been able to spend 
effectively all of our business time on our investments, generating the best performance in our history. We attribute much 
of our success over the last four years to our improved ability to focus.

Stabilize Our Capital Base and the Pershing Square Team

During 2018, we substantially enhanced the stability of our capital base by acquiring a larger ownership stake in PSH, 
increasing our alignment with other shareholders.  As a long-term major owner, we could now invest without regard to 
short-term considerations, an enormous competitive advantage as nearly all other investment managers are beholden to 
short-term investor capital flows.
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The business of raising capital is one which requires time-consuming support from all aspects of the firm.  Our decision 
to exit the private fund capital raising business allowed us to operate extremely effectively with a much smaller team. In 
a small organization, our other-than-investing managerial responsibilities are much more limited.  A smaller Pershing 
Square is both an extremely effective and attractive place to work, making it easier for us to retain talent, minimize 
turnover, and execute a turnaround.

Withdrawals of capital from our private funds and our large investment in PSH stock transformed our capital base to 
one that is substantially more permanent and more closely aligned with our investors. Today, nearly 90% of our assets 
are held by PSH10 of which Pershing Square employees and affiliates are the largest owners with more than 25% of shares 
outstanding, a $2.8 billion of equity investment. Employees and our affiliates are also the largest investors in our two 
private funds representing approximately 44% of their capital or $913 million for a total systemwide equity investment 
from employees and affiliates of 28% of capital or $3.7 billion.11 Pershing Square is one of the few investment managers in 
the world with such a large commitment of capital from the individuals who are making the investment decisions.  

Our permanent capital base has allowed us to be highly opportunistic during periods of market stress – think March 2020 
and the first few months of this year. It has also allowed us to win a recent competitive process where a seller of a high-
quality business sought an anchor investor who has: (1) the ability to be a long-term and potentially permanent owner, 
(2) significant skin in the game (not just other people’s money), and (3) a strong track record as a steward for other 
shareholders.  

We believe that we were chosen by Vivendi to be a 10% owner of Universal Music Group largely for the above reasons from 
among a highly competitive field comprised of the largest private equity and other investors who needed an “exit strategy” 
in order to make the investment.  We do not need an exit strategy.  Rather, our strong preference is to find businesses 
where we believe that an exit will not be required, of which UMG is a good and important example.

Capital is generally, but not always, a commodity.  Our differentiated capital base and growing reputational equity enabled 
us to win an investment mandate where price was an important but secondary consideration.  With our increasing scale, 
large insider investment, and stable capital base, we believe that we will continue to identify other negotiated transactions 
where these unique attributes give us important competitive advantages.

Reinforce the Core Principles

Our renewed commitment to the core investment principles that have driven the substantial majority of our returns over 
time was the critical fourth pillar in our turnaround.  The physical manifestation of the fourth pillar is a ‘stone’ tablet 
that sits on each of our desks that reminds us of our commitment to invest in the extremely durable growth companies 
that meet our core principles for business quality, simplicity, predictability, and free-cash-flow generation.  We have been 
greatly rewarded for doing so.

Hedging and the Benefits of Asymmetry

While the four pillars help to explain important contributors to the last four years and our approach to generating strong 
results in the future, they are not the only drivers of our results. Since our inception, asymmetric hedging strategies have 
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been important contributors to performance.  Below we compare our performance during periods of extreme market 
volatility since our inception during: the financial crisis, the pandemic, and the first few months of 2022 – that greatly 
benefitted from our approach to hedging:

Global Financial Crisis

From December 1, 2007 to June 30, 2009, PSLP outperformed the S&P 500 by 3,200 basis points

COVID-19 Pandemic

From January 1, 2020 to December 31, 2020, PSH outperformed the S&P 500 by 5,180 basis points
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Russia/Ukraine War and Record Inflation

From January 1, 2022 to March 22, 2022, PSH outperformed the S&P 500 by 280 basis points

We do not use hedges to protect our mark-to-market performance from short-term downward volatility.  We do not invest 
for the short term; therefore, we do not believe it makes sense to hedge for potential short-term declines in the stock 
market.  We do, however, continually seek investments that can multiply in value when extraordinary negative macro or 
market events may occur.  We implement this strategy so we are well positioned to acquire more of our existing holdings 
and/or potential new investments which may become available at attractive prices during periods of market disruption.  
We structure these hedges using instruments, typically options or the purchase of credit default swaps, that offer 
asymmetric payoffs and consume only a modest amount of our capital if the potential market disruption does not occur.  

We think this approach can be best understood by analogy to over insuring your home in advance of an expected storm 
where insurance is purchased with a sufficiently large deductible such that the cost is minimal and the potential payoff 
is large relative to the premiums paid.  The downside to this approach is that you may buy insurance which does not 
generate a return because your ability to predict future weather conditions is not perfect. So long as you only buy insurance 
episodically and opportunistically – that is when the weather looks to be very bad and the premiums are modest – the 
potential for opportunism can greatly outweigh the cost of the premiums.

We own businesses that we believe will survive the proverbial great flood.  When macro considerations warrant the 
purchase of protection and the price of the insurance is favorable, we over insure.  When the storm hits, we cash in the 
policies and buy more of what we already own and/or new companies that are available at a big discount.  We have been 
well rewarded for doing so.
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The First Few Months of 2022

Year to date, NAV per share has declined by 215 basis points.  This performance reflects both positive and negative 
contributors.  Year-to-date hedging gains have generated 727 basis points of positive returns, whereas our portfolio 
companies have generated 883 basis points of negative returns with the balance of 59 basis points reflecting accrued bond 
interest, management fees and other costs.12 We believe that our companies’ stock price declines are driven principally by 
the overall stock market disruption due to uncertainty about Federal Reserve policy and its impact on equity markets, and 
the recent war in Ukraine. 

Volatility during the first few months of the year has provided opportunities for Pershing Square.  In January, we exited 
some of our interest rate swaptions that we purchased in December 2020 and in 2021 (“the 2020/2021 swaptions”) that 
were approaching expiration, generating $1.25 billion for PSH and the other two Pershing Square funds (“the Funds”), 
the proceeds of which were principally invested in Netflix, a business that we have admired and previously researched, but 
never owned. Recently, we sold our remaining 2020/2021 swaptions for $195 million generating cumulative total proceeds 
of $1.45 billion on the 2020/2021 swaptions from the Funds’ original investment of $188 million.

In light of our continuing concerns about the impact of rising rates on equity markets and the market’s underestimation 
of this risk, we replaced a substantial portion of the rate hedges that we sold with new interest rate swaptions (“the 2022 
swaptions”) with strike prices that were initially somewhat out of the money and with a longer term to expiration.  The 
2022 swaptions have already more than tripled in value from our original cost.  Assuming the 2022 swaptions are sold at 
their current market value, the total proceeds from all of our swaption hedges would be in excess of $2.1 billion.

The War, Inflation, Risk, Uncertainty, and Why We Remain Fully Invested

The war in Ukraine is a tragedy.  Watching innocent people die due to the political and geopolitical objectives of one man 
is something one would hope would have never reoccurred.  Ukraine is putting up a fierce fight and much of the Western 
world is helping with aggressive sanctions, military equipment and funding, but we need to do more.  Russia’s horrific 
actions must be made to be extraordinarily expensive and punishing for its military and its economy so that we deter and 
hopefully eliminate such aggression, destruction, and loss of life in the future.  

The economic implications of the war are significant in amplifying inflation in energy, agriculture, and other goods and 
services, and tempering the risk appetites of investors and corporations.  The prospects of high inflation, deteriorating 
growth, and the potential for a U.S. and global recession have increased significantly.  Russia has become uninvestable.  
China is not far behind due to their crackdown on corporations and high-profile CEOs, and their tacit approval of Russia’s 
actions.  U.S. companies were already in the process of reshoring and near-shoring their supply chains, which will 
accelerate due to increasing geopolitical uncertainty.  De-globalization is inherently inflationary.  Risk premiums should 
also continue to rise.

Why then, you might ask, do we remain fully invested? For two principal reasons: first, we believe that the businesses 
we own have substantial pricing power that will enable them to cover the costs of inflation and are otherwise sufficiently 
robust and durable to continue to grow and withstand the test of time; and second, we believe that our hedges will likely 
generate substantial liquidity that would enable us to take advantage of opportunities in the event of a substantial market 
decline.  We believe that hedging is a better alternative to keeping funds in cash while one is waiting for opportunities, 
particularly because high rates of inflation cause the purchasing power of cash to decline rapidly.
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The industries and businesses in which we have invested are highly attractive and well positioned to withstand negative 
externalities.  About 30% of our equity portfolio is invested in music and video streaming (UMG and Netflix); 26% in 
restaurants and restaurant franchising (Chipotle, Restaurant Brands and Domino’s); 15% in a home improvement retailer 
(Lowe’s); 10% in real estate in states with substantial in-migration (Howard Hughes) and in residential mortgages (Fannie 
Mae and Freddie Mac), 10% in hotel franchising (Hilton), and 8% in a railroad (Canadian Pacific).13  We expect that each of 
these companies will grow their revenues and profitability over the long term, regardless of recent events and the various 
other challenges that the world will face over the short, intermediate, and long-term.

While effectively all businesses are exposed to the global economy, we have chosen to invest close to home.  Our portfolio 
is North American-centric with most to all of our companies’ profits generated in North America.  While the U.S. has 
its share of problems including a highly litigious business environment, a complex regulatory regime, and political 
disharmony and divisiveness, we believe these factors are substantially outweighed by a legal regime where the rule of 
law is generally respected (more so than in most other places in the world), limited corruption, a world class military 
and defense, and a corporate and capital markets environment where capitalism can flourish.  We believe that these 
attractive attributes will increase in importance to investors in light of recent events.  Much the same way that the world is 
deglobalizing, deglobalization appears to be coming to the capital markets.

We expect our portfolio companies to continue to compound their intrinsic values at even higher rates than before due to 
their currently reduced valuations.  We believe that all of our portfolio companies will generate long-term durable growth 
due to their dominant market positions, substantial free cash flow generation, high returns on capital, pricing power, and 
strong balance sheets.  Furthermore, most of our companies use their free cash flow to repurchase their own shares so our 
portfolio companies and their shareholders are the long-term beneficiaries of their recently reduced stock prices.  While 
most investment managers prefer to report consistent growing returns to their investors, we prefer to have intermittent 
periods of downward volatility as they create opportunities to plant the seeds for greater long-term outperformance.

Pershing Square Tontine Holdings, Ltd. (“PSTH”) 

PSTH’s failed business combination with Universal Music Group was a significant disappointment in 2021.  We worked 
for nine months on behalf of PSTH to close the UMG transaction, but were unable to resolve regulatory issues in a timely 
fashion (and determined that we could not do so before the transaction deadline) in light of the somewhat atypical 
structure of the business combination which was designed to accommodate UMG’s controlling shareholder’s requirements. 
Our failure to complete the transaction was unexpected as our (and our counsel’s and that of our counterparty’s) 
understanding of the SPAC business combination rules, as well as that of the NYSE whose business combination rules 
applied, appeared to permit the transaction structure that we had proposed.

Fortunately, PSH and the other Pershing Square core funds, along with a co-investment fund we raised for this investment, 
were able to take over the transaction and to close on time and on the original terms.  Doing so preserved Pershing Square’s 
track record for closing deals and eliminated potential litigation risk from a potentially failed transaction.  The assignment 
also restored PSTH to pursue a future transaction, albeit with somewhat less time remaining to do so.

During the first quarter of 2022, UMG’s share price made a roundtrip back to our purchase price in Euros, and an even 
lower price in U.S. dollar terms.  As a result, PSTH investors who missed the opportunity to acquire UMG through PSTH 
have had the opportunity to purchase UMG at the same or a similar price to that we paid, which helps to mitigate the 
opportunity cost of the failure of the PSTH/UMG business combination for PSTH shareholders.
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We are very fortunate to have UMG as our largest position.  It is one of the highest quality businesses we own and it trades 
at one of the largest discounts to intrinsic value in our portfolio.

We are continuing to pursue potential business opportunities for PSTH.  Recent market volatility and a difficult IPO 
environment make PSTH’s $1 billion to $3 billion of committed capital from Pershing Square and its unique Tontine warrant 
structure, designed to minimize the risk of shareholder redemptions, an even more attractive counterparty for a merger.

PSTH is open for business.  We of course continue to welcome inbound ideas from investment bankers, advisors and 
others.  We have until July 24, 2022 to sign a letter of intent for a transaction, and six months thereafter to close unless 
otherwise extended by shareholders.  

Pershing Square SPARC Holdings, Ltd. (“SPARC”)

We have made considerable progress toward the launch of Pershing Square SPARC Holdings, Ltd., although there can be 
no certainty the required NYSE rule will be adopted and other required approvals will be obtained.  To review, SPARC is 
a newly proposed acquisition company that is structured to address certain undesirable features of SPACs that we were 
unable to address even with the investor-friendly SPAC innovations of PSTH’s structure.

On March 1, 2022, the NYSE proposed an amendment to its initial subscription warrant listing rule that would allow 
SPARC warrants (“SPARs” or generically “subscription warrants”) to trade on the NYSE.  The public comment period 
for the new rule will end today, March 29th.  We strongly encourage interested parties to publish a comment today as all 
comments are considered carefully by the SEC. (To publish a comment, click here and reference SR-NYSE-2021-45).  The 
SEC will either approve or disapprove of the new rule no later than May 8th.  

If the subscription warrant listing rule is approved and SPARC’s registration statement is declared effective by the SEC, we 
intend to distribute SPARs to PSTH shareholders and warrant holders later this year.  The SPARs are intended to have a 
maximum 10-year term and a minimum strike price of $10.00 per share, subject to upward adjustment, which will enable 
us to tailor the amount of capital needed for a potential merger transaction.  The SPARs will only become exercisable 20 
business days after SPARC has entered into a definitive agreement for a transaction and the registration statement for that 
transaction (including comprehensive disclosure about the acquired business) has been declared effective by the SEC.

As the SPARs will be distributed free to PSTH holders, SPARC will have no underwriting fees nor will it have customary 
SPAC shareholder warrants outstanding which are typically issued at the time of a SPAC IPO as an inducement for 
investors to buy a “unit” in the SPAC’s initial public offering.  With no shareholder warrants or underwriting fees, SPARC 
will have an extremely simple and efficient capital structure with only common stock outstanding, other than 20% out-of-
the-money Sponsor and Director Warrants on 5.21% of the post-transaction merged company.  We expect that SPARC’s 
simple capital structure, de minimis frictional costs, and unlimited scalability, backed by a large capital commitment from 
the Pershing Square Funds on the same terms as the SPAR holders will make SPARC an ideal vehicle for private companies 
to go public, a much more attractive alternative than going public in a conventional IPO.  
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The SPAC market is in total disarray for reasons largely of its own making.  As we have often stated, we believe that 
incentives drive all human behavior, particularly on Wall Street.  The incentive structure of the current-day SPAC (as 
distinguished from PSTH) motivated sponsors to complete transactions in many cases regardless of the outcome for their 
common stockholders.  In light of typical SPACs’ highly dilutive structures with founder stock, large underwriting fees, 
and dilutive shareholder warrants outstanding, it is the rare SPAC transaction that has been able to create even short-
term value for shareholders.  We believe the vastly superior structure and economic terms of the SPARC structure will, 
over time, enable us to own large stakes in high quality, newly public businesses that meet our investment criteria.  No 
assurance can be given that SPARC will ultimately be effectuated on the terms outlined above or at all.14

Pershing Square 3.0

When we consider our history of corporate engagement, we have previously described two Pershing Square eras:  (1) the 
initial period from our inception as Pershing Square 1.0 or “transactional activism,” where we invested in undervalued 
companies in which we were able to create substantial shareholder value by catalyzing corporate events like spinoffs, 
strategic asset or corporate transactions, and/or changes in tax or corporate structure, and (2) Pershing Square 2.0, 
beginning with our investment in General Growth Properties, where we joined the board of directors and helped to create 
shareholder value from the perspective and influence of an insider.

In the last year or so, some of our investors have asked whether our approach has changed again as they perceive us to be a 
“quieter” investor.  They note that it has been about five years since our last proxy contest, and we have had only positive, 
constructive engagements with our portfolio companies in as many years.

To set the record straight, we have always sought to have positive, constructive engagements with our portfolio companies 
and their boards and management teams. Fortunately, we have largely succeeded, other than in the initial stages of a 
handful of proxy contests over the years. Unfortunately, our quieter constructive engagements which characterize the 
substantial majority of our investments are less widely known because quiet, constructive engagements do not generate 
media attention, certainly when compared with proxy contests.

We have also on a few rare occasions engaged in the “noisiest” form of activism, activist short selling, although this has 
been limited to two high-profile activist short engagements. Despite our limited participation in this investment strategy, it 
has generated enormous media attention for Pershing Square. In addition to massive amounts of media hits, our two short 
activist investments managed to inspire a book and a movie. Fortunately for all of us, and as importantly for our reputation 
as a supportive constructive owner, we have permanently retired from this line of work.

In our nineteenth year since inception, we have had the opportunity to get to know many boards and management teams, 
and we have built a reputation as a constructive, long-term, and helpful owner.  The world of large capitalization public 
companies is small, and our reputation as a thoughtful investor has therefore become well known among CEOs, boards, 
and others who matter.  The result is that all of our interactions with companies over the last five years have been cordial, 
constructive, and productive.  We intend to keep it that way as it makes our job easier and more fun, and our quality of life 
better.  So, if it is helpful to call this quieter approach Pershing Square 3.0, let it hereby be so anointed.
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The Team

I am extremely fortunate to come to work every day alongside an extremely talented group of colleagues.  Our look-after-
one-another, family-oriented culture has made work fun, productive, and profitable for the team and our investors.  We are 
unusual in our industry for the modest size of our organization – at current count 42, beginning with our smallest team, 
the two-person reception desk to our largest, our eight-person investment team – particularly when compared with the 
amount of assets we manage.  

Our small size is by no means an effort to keep costs down.  We are fortunate in having an investment strategy – 
concentrated and long-term, and a business model – investment-centric rather than asset-gathering – that enables 
relatively few to accomplish so much.  Small organizations are often more productive, effective, and easier to manage than 
large ones. 

We are also beneficiaries of the long tenure of our team members.  Pershing Square is an extremely interesting and 
attractive place to work.  We have also been through many challenges and successes together from which we have learned a 
lot.  Our experience and our culture have proven to be important sources of our competitive advantage and sustainability in 
an industry with a relatively short half-life, which is why we are extremely circumspect when adding new team members.  
We know that we will experience many challenges over the next hopefully many decades, and we are well prepared for what 
comes next.

We are living in extraordinary times.  As the steward for a portion, and for some of you a large portion of your investment 
assets, we are grateful for your commitment to Pershing Square.  Our shareholders include thousands of individual 
investors and many institutions for whom the successful investment of their assets can create opportunities as well as 
mitigate other risks and costs that they bear. We take this responsibility extremely seriously.  We are pleased with our 
long-term record and our performance in recent years, but we are not resting on our laurels.  We have plenty of work to do 
to achieve our ambitious long-term goals, and we remain vigilant, focused, and committed to maximizing the outcome for 
our shareholders.  

Sincerely,

 
William A. Ackman



Annual Report 2020 8Pershing Square Holdings, Ltd.

Investment Manager’s Report

LETTER TO SHAREHOLDERS

To the Shareholders of Pershing Square Holdings, Ltd.:

2020 was the best year in the 17-year history of Pershing Square. We generated NAV performance of 70.2% and a total 
shareholder return (TSR) including dividends of 84.8% due to the reduction in the discount to NAV at which PSH’s shares 
trade.5 Our NAV performance and TSR exceeded our benchmark’s performance, the S&P 500, by 5,180 and 6,640 basis points 
respectively.6 

Investors who invested in Pershing Square, L.P. at its inception on January 1, 2004, and transferred their investment to 
PSH at its inception on December 31, 2012 have grown their equity investment at a 17.1% compounded annual return as 
of March 23, 2021, compared with a 9.8% return had one invested in the S&P 500 over the same period. With the magic of 
compounding, our 17.1% compound annual NAV return translates into a cumulative total NAV return since inception of 
1,413% versus 399% for the S&P 500 over the same period.7  In other words, investors in Pershing Square since inception have 
multiplied their equity investment by 15 times, versus the 5 times multiple they would have achieved had they invested in a 
zero-cost S&P 500 index fund.

Our returns to investors using the market value of our common stock rather than NAV are somewhat lower, as PSH currently 
trades at a 25% discount to NAV.  Using PSH’s stock market value rather than NAV, investors in Pershing Square since 
inception have earned a 15.2% compounded return, or an 11.5 times multiple of their original investment.8  With continued 
strong performance, we expect that our discount to NAV will narrow, and our NAV and market value returns will be 
comparable.

2020 was also an excellent year for our portfolio companies, which we discuss in greater detail later in this letter. The well-
capitalized, high-quality, durable growth companies that represent nearly all of our holdings comfortably weathered the 
COVID-19 storm. Each has executed initiatives that have and will likely lead to greater market share, improved long-term 
profi tability, and the acceleration of shareholder value creation.

The majority of our NAV performance last year was driven by our large hedging gain (45% of our net investment gain) and 
the reinvestment of those proceeds in our portfolio companies from March through the beginning of April of last year (25% 
of our net investment gains).9  As a result of the hedge and reinvestment, 70% of our net investment gains were unrelated to 
our companies’ underlying performance.  Therefore, despite the large increase in NAV in 2020, our portfolio composition and 
the inherent investment opportunities in our holdings remain about the same as one year ago, as our companies’ share price 
increases were generally in line with improvements in their underlying intrinsic value. 

We also generated a substantial mark-to-market gain on our Forward Purchase Agreement (“FPA”) and Sponsor Warrants 
in Pershing Square Tontine Holdings, Ltd. (NYSE:PSTH) due to the requirement under IFRS for PSH to mark to market 
these instruments with the benefi t of a third-party valuation service. PSTH is trading at a premium to its $20 per share cash 
in trust, driven, we believe, by PSTH’s highly favorable and diff erentiated shareholder/merger friendly structure, and our 
investors’ expectation that PSTH will create substantial shareholder value from its initial business combination. 

Eight months since PSTH’s launch, we remain convinced that an investment in PSTH will generate highly attractive long-
term returns, even from PSTH’s current stock price. While we previously believed that we would be able to announce 
a potential transaction by the end of this quarter, we will not be in a position to do so. We do not intend to make any 
announcements about PSTH’s transaction progress until we enter into a defi nitive agreement.
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If we are successful in completing such a transaction, we expect that PSTH will be an important contributor to our shorter-
term and long-term performance. This is due to our investment expectations from the transaction, the large size of this 
investment due to the Pershing Square funds’ minimum FPA commitment of $1 billion, and the large notional investment 
underlying the Sponsor Warrants, 91% of which are held by PSH.

We are likely to launch a second SPAC, PSTH2 after PSTH completes a business combination transaction. If we do so, we 
believe it is appropriate for the right to invest in PSTH2 to be owned by our current PSTH shareholders, including PSH and 
the Pershing Square private funds. 

We like the idea of providing investors who backed us in PSTH with the opportunity to invest in PSTH2 without paying 
a premium to its cash-in-trust value. We have always believed in giving existing investors the right to participate in new 
Pershing Square opportunities, and we intend to continue this tradition with PSTH.a

Conglomerates

In this year’s Berkshire Hathaway annual letter, Warren Buff ett writes about the “terrible reputation” that has been “earned” 
by conglomerates. He explains that this bad reputation is due to the fact that conglomerates: (1) are generally required, 
for regulatory, tax and other reasons, to own controlling interests in businesses, (2) must pay large premiums for these 
controlling interests, and (3) fi nd it diffi  cult to buy control of great businesses, as they are rarely available for sale. Berkshire 
has managed these issues with a more open mandate than a typical conglomerate due to its large insurance company 
investment portfolios, which have enabled Berkshire to invest a large portion of its assets in non-controlling interests in 
publicly traded companies.

In last year’s letter, I wrote:

PSH is legally a closed-ended fund, [but] in our view it is best thought of as a tax-effi  cient investment holding 
company that owns minority interests in public companies which are of a quality and scale where legal control is often 
diffi  cult if not impossible to achieve. Our strategy is to acquire smaller pieces of superb businesses over which we have 
substantial infl uence, rather than controlling interests in lower quality businesses…

The formal defi nition of a subsidiary is a corporation controlled by a holding company, where control is typically 
represented by a 50% or greater ownership interest. In the case of PSH’s “subsidiaries,” however, we have generally 
owned less than 20% of shares outstanding, and usually less than 10% of shares outstanding. Even so, we are typically 
one of the largest shareholders of our investees, and we are an infl uential and supportive owner whether or not we 
have board seats, regardless of what percentage of the company we own.

If one were to think of PSH as a conglomerate, one should consider PSH’s important distinguishing attributes. Since PSH 
is structured as a closed-ended fund, there are no securities law, tax or other issues that require any of our assets to be 
invested in companies we legally control. As a result, there is no limitation on the nature of our ownership stakes; they 
can be controlling or non-controlling. We did, however, intentionally include an ownership restriction in the investment 
management agreement which limits PSH’s investment universe to publicly traded companies.

a   This letter does not constitute an off er of PSTH2 securities.
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While it is extremely rare for a controlling interest in a truly outstanding business to be available without the payment of a 
large control premium, this is not the case for minority interests in the best publicly traded businesses. Just one year ago, we 
saw all of our holdings, which represent among the best businesses in the world, become available at massive discounts to 
their intrinsic values, and we took advantage of this, albeit short-term, opportunity.

We have always believed that the common stocks of even the best businesses can trade at almost any price for brief periods. 
And it is this volatility – often driven by a disappointing short-term event, missed expectations, macro factors, political 
events, shareholder frustration with management and/or governance, that has enabled us to acquire large minority stakes in 
great businesses at bargain prices.

In light of the nature of our strategy, and our long-term track record for eff ectuating corporate change, we have often been 
able to obtain infl uence over our portfolio holdings that is similar to that of a control shareholder, but without the need to pay a 
control premium. This aspect of our strategy has given us the best of both worlds, that is, the ability to own great businesses as an 
important and infl uential shareholder, and the occasional opportunity to purchase them at bargain prices in the stock market.

Furthermore, unlike most conglomerates, including Berkshire Hathaway, which are structured as tax-paying C corporations, 
PSH is a Guernsey closed-ended fund which generally does not pay any corporate taxes.b   As a result, PSH does not have the 
same “switching costs” as a tax-paying conglomerate, which must pay corporate taxes if it sells an investment at a price in 
excess of its tax basis.

Unlike the typical conglomerate which: (1) has an extremely limited universe of opportunities to buy controlling interests 
in great businesses at sensible prices, (2) must pay corporate taxes when it sells an existing holding, and (3) is limited in the 
amount of its assets it can invest in non-controlling interests, PSH suff ers from none of these constraints.

PSH has another important benefi t because of its closed-ended fund structure and the highly liquid nature of our portfolio, 
which is almost entirely comprised of publicly traded, large capitalization, investment-grade U.S. equities. We have been 
able to access low-cost, long-term, non-margin debt in the form of publicly traded bonds to fi nance our investments and 
reduce our cost of capital, which should enhance our ability to generate high, long-term rates of return. While in recent years, 
we have been able to issue bonds at attractive long-term rates, we still believe that PSH remains an underappreciated and 
underrated credit.  Our credit remains misunderstood likely because we are a one-of-a-kind company, and it will therefore 
take time for fi xed income investors and analysts to fully appreciate our story.

Discount and Valuation

PSH has traded at a persistently wide discount to NAV in recent years. As a result, the Board and we have taken a number 
of steps to address the discount including obtaining a premium listing on the London Stock Exchange, repurchasing 21% of 
our shares outstanding, and initiating a quarterly dividend. In addition, I and other affi  liates of the Investment Manager have 
increased our stake in PSH from 4% to 25% via open market purchases over the last three years. Employees and affi  liates of 
PSCM now have an investment of approximately $2.4 billion in PSH equity, which is one of the largest insider investments of 
any FTSE 100 or FTSE 250 company. 

Despite the above actions, PSH’s discount to NAV remains wide.  The discount was as high as 35% in September prior to PSH’s 
recent FTSE 100 inclusion, which we believe has contributed to the discount narrowing to 25% today.

b   PSH is, however, obligated to pay so-called FIRPTA tax in the event it generates capital gains from ownership stakes of more than 5% in U.S. Real Property
     Holding Companies. The Howard Hughes Corporation is the only USRPHC we have owned where we have exceeded the 5% FIRPTA ownership threshold.
     Our reported NAV refl ects an accrual for FIRPTA taxes on our HHC shares.
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We believe that PSH’s discount to NAV or book value is anomalously large, particularly when PSH is compared with our peers 
in the FTSE 100. In general, companies which earn higher, long-term returns on equity should trade at greater multiples of 
book value or NAV than companies that earn lower returns on equity.

When our long-term track record’s 17% ROE is compared with that of other FTSE 100 companies over the same 17-year 
period, there is no other company that has earned similar or greater long-term returns on equity that trades at a meaningful 
discount to NAV or book value.

When compared over the short term, the last three years for example, the disparately low valuation of PSH becomes that much 
more stark. PSH’s ROE of 39% over the last three years compares favorably to the FTSE 100’s weighted average, three-year 
ROE of approximately 8%.  Despite earning an ROE nearly fi ve times greater than the FTSE 100 index, PSH trades at only 0.7 
times book value, while the FTSE 100 index, weighted by market cap, currently trades at approximately 1.8 times book value.

PSH Replication

Some investors have suggested that PSH should trade at a discount to book value because our portfolio is publicly traded, and 
copycat investors (let’s call them PSH Replicators) can simply purchase our companies in the same proportions as we own 
them, thereby replicating our portfolio without paying investment management fees. 

The problem with this approach is that investors can only replicate changes in our portfolio when we disclose them. By the 
date on which we are required or choose to disclose a new position, its trading price is typically well above PSH’s average cost 
of acquisition. As a result, investors who attempt to track and replicate the portfolio will likely have a substantially higher cost 
basis in our investments, and therefore will earn lower returns.

More signifi cantly, there are limited disclosure requirements for the various hedging transactions we have historically 
executed. For example, had PSH Replicators simply purchased and held PSH’s portfolio as of the beginning of last year until 
the end of the year and paid no fees, they would have realized a 15.4% return.10  Had they purchased PSH shares instead, they 
would have earned a 70.2% NAV total return and an 84.8% TSR as the opportunity to realize returns from the credit hedge 
and reinvest the proceeds in our existing holdings would not have been in the PSH Replicator’s portfolio.

As of this writing, in addition to investment grade credit hedges, PSH owns very large notional hedges in the form of interest 
rate swaptions that we purchased beginning in December through early February. Like our credit hedge, our interest rate 
swaption position is highly asymmetric; it has a potential payoff  that is many multiples of our capital at risk. While this hedge 
started as a small percentage of the portfolio – at a cost of $157 million it represented 1.4% of assets at that time – it has more 
than tripled in value, and now represents 4.2% of the portfolio with a market value of $493 million.11 

There is no requirement that we make timely disclosures of our hedging transactions, and the timing of their purchase and 
sale. As a result, a PSH Replicator has no ability to participate in these investments, which have historically generated large 
profi ts and important hedging benefi ts for PSH.

Net of fees, long-term PSH investors have earned substantially superior returns than that of the theoretical PSH Replicator. 
For the above reasons, we believe that PSH is an attractive acquisition at its NAV, and an even better investment when it is 
trading at a discount to NAV. 
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ESG

Earlier in my career, I thought business was about making money, and philanthropy was about doing good. To that end, the 
Pershing Square Foundation has given away hundreds of millions of dollars in an attempt to address U.S. and global problems 
in income inequality, education, healthcare, social and criminal justice, and other areas. As a result of a successful venture 
investment I made more than a decade ago, the Foundation and an affi  liated donor advised fund now have more than a billion 
dollars of additional philanthropic resources. 

Despite these growing resources and the excellent works of many important organizations the Foundation has supported, 
over time it has become increasingly clear to us that philanthropy alone cannot save the world. Unfortunately, we cannot rely 
on governments either.

With the benefi t of substantial philanthropic and investing experience, I have come to believe that capitalism is likely the most 
powerful potential force for good in addressing society’s long-term problems. A successful business operating ethically and 
sustainably can create many thousands of high-paying jobs, deliver high long-term returns for pensioners, long-term savers 
and other investors, and provide goods and services that materially increase its customers’ quality of life, broadly defi ned. 
That said, capitalism is far from perfect. 

Poorly designed compensation structures can lead management to pursue short-term profi ts at the expense of long-
term sustainability, with negative externalities that are borne by others. On the other hand, with well-aligned incentive 
structures, supportive corporate values, and strong leadership, a successful business can generate both strong returns for its 
shareholders, and positively impact the society and environment in which it operates.

Environmental, social and governance (“ESG”) issues have emerged into the Zeitgeist, with considerable study and discussion 
in board rooms, and among investors around the world. Companies are evaluating how they interact with their stakeholders 
and what role they play in society. This self-examination will lead managements and boards to elevate the importance of ESG in 
how they govern and manage their companies, and implement their long-term strategies.

We believe that good ESG practices are fundamentally aligned with running a successful business. As consumers and other 
corporate customers have become increasingly educated on matters of ESG, they have begun to avoid companies that contribute 
to climate change or do not treat their employees well, while rewarding companies with their business that have sustainable and 
responsible policies. Similarly, a growing number of investors have become increasingly concerned about the risks of companies 
which do not take ESG issues seriously.  These investors avoid investing in companies which do not meet high ESG standards, 
reducing the valuations and investment returns of these businesses, negatively impacting their cost of capital. 

As capital is reallocated away from companies that rate poorly on ESG issues, boards’ and managements’ likely response 
will be to pivot their company’s business models to ones that are better for the environment and society. As a long-term, 
concentrated and engaged owner of publicly traded companies, we can help accelerate this process in a manner that is closely 
aligned with our strategy, which seeks to generate high long-term rates of returns for our shareholders.

The emergence of ESG has provided an additional lens with which to evaluate how companies perform. We therefore thought 
it would be helpful to share how we think about ESG at Pershing Square, and its role in our investment process.

ESG As Part of Our Investment Process

We believe that good corporate governance, including the management of sustainability risks, creates long-term value for 
shareholders. We consider ESG issues in our investment selection process, and as part of our ongoing stewardship once we 
have made an investment. 
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We do not view ESG as a way to market our funds to investors or to raise additional capital.  As you likely are aware, we 
decided several years ago that we would no longer market our private funds to new investors, and PSH has returned 
substantial capital through large share buybacks and dividends. Our interest in ESG issues therefore entirely relates to their 
impact on our investments, and our long-term track record.

The most important criterion in our investment selection process is our assessment of the long-term quality of a business, 
which is informed by, among other considerations, our assessment of the long-term impact of the company on all of 
its stakeholders and society at large. As a result, assessing the sustainability risks of a potential investment is a critical 
component of our investment selection process. 

Our focus on business quality has largely enabled us to avoid investments in businesses which make products or deliver 
services which we do not believe to be desirable, which treat their employees poorly, and/or which have long-term fi nancial 
and legal risks that are a consequence of their negative externalities. We believe that this approach has helped us to avoid 
losses and generate profi ts by identifying great businesses that have contributed to our long-term investment returns, and by 
avoiding others which would likely have generated losses in the portfolio. We have still made mistakes (you know them well) 
when in certain cases, we failed to fully consider certain ESG shortcomings in a company’s approach to business.

The relevant ESG issues we consider as part of our due diligence process can vary depending on a given company and the 
sector in which it operates.  We therefore do not utilize a uniform set of sustainability factors to evaluate companies that we 
are considering for potential investment. 

In many instances, we have chosen to invest in companies which already have excellent ESG practices, including good 
governance, robust environmental stewardship programs, and diversity and inclusion initiatives. The majority of the 
companies in our portfolio today exhibited those characteristics at the time of our initial investment, and all, to varying 
degrees, do so today. 

A few examples from our portfolio: 

For the third year in a row, Agilent ranked in the top three of Barron’s Most Sustainable Companies in America as it continues 
to invest in infrastructure improvements to further reduce its environmental impact. 

Starbucks has made signifi cant investments in eco-friendly operations, regenerative agricultural practices, and an 
environmentally friendly menu, and has committed to cut its carbon, water, and waste footprints by half by 2030. 

Lowe’s is enhancing the sustainability of its products and promoting consumers’ ability to reduce their own environmental 
footprints through the sale of eco-conscious products. During the pandemic, Lowe’s invested more than $1 billion in employee 
support, community donations, and enhanced store safety.

The Howard Hughes Corporation (HHC) has set 10-year goals for energy, water, waste, and carbon emissions, and established 
an ESG Committee that reports directly to the CEO to guide its sustainability program.  HHC has regularly received awards 
for owning and managing communities and small cities that are considered among the best places to live in the United States.

In some instances, we have used our infl uence and engagement with boards and management to improve ESG practices that 
pose sustainability risks to a business in order to catalyze long-term value creation. 

For example, Chipotle is a business for which sustainability has been a core value since its founding. For years, the company 
has earned accolades for sustainably sourcing its food, and for reducing its environmental impact over time. Consumers 
understand that the company’s commitment is genuine and reward it with their business. When we fi rst invested in the 
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company, we recognized that the opportunity to work with the company to improve its governance could create signifi cant 
shareholder and stakeholder value, while allowing the company to continue to grow rapidly and stay true to its core values.

Following our investment, the Board and management were refreshed, and have since done a remarkable job of turning 
around and accelerating the growth and profi tability of the company. As evidence of the company’s continued commitment 
to good ESG practices, in March 2021, Chipotle announced that 10% of its offi  cers’ annual incentive bonus will be tied to the 
company’s progress toward achieving ESG objectives in three categories: Food & Animals, People, and the Environment.

Each of our companies’ ESG initiatives generates a materially positive benefi t to society, and fosters customer and stakeholder 
loyalty, which contribute to the creation of shareholder value. The above examples represent a small sample of our portfolio 
companies’ approach to ESG issues. Each of our portfolio companies produces robust sustainability reports which track the 
initiatives that are most relevant to their businesses. You can learn more about these programs from their respective websites. 

Our ability to consider ESG issues in our investment selection is greatly enhanced by the long duration of our capital base. 
As a public company where the investment manager is the largest shareholder with a more than 25% stake, we do not need 
to think or act short-term.  With a long-term mindset, we can be highly supportive of investments that reduce short-term 
earnings, but increase a company’s long-term net present value.12   Compared with the entire universe of global investment 
entities, PSH is extremely advantaged due to our long-term structure and large insider ownership.

We are grateful to you for supporting PSH’s long-term approach to investing, and we are very pleased to have delivered 
the third consecutive year of returns well in excess of our S&P 500 benchmark. We do not believe it is coincidental that 
our performance over the last three years coincides with the increased stability of our capital base that resulted from 
management’s larger investment in the company several years ago, our decision to no longer market the private funds for 
investment, and our refocusing the fi rm on our core investment strategy.

2020 will go down in history as one of the world’s most challenging years primarily due to the pandemic, but also because of 
the political divisiveness that plagues the U.S. and many countries around the world.  During this diffi  cult time for all, we are 
fortunate to have been able to generate strong returns for our shareholders, which include many healthcare, educational, and 
other institutions that have been at the frontlines dealing with this crisis, and to whom we are very grateful.

Unlike other alternative investment fi rms, we are pleased that our publicly traded corporate form allows us to have a highly 
diversifi ed investor base which includes thousands of smaller investors who can invest in PSH at a very low entry price, the 
less than forty dollars it costs to purchase one share.  We take our responsibility for managing our highly disparate investors’ 
savings extremely seriously, and remain focused on delivering outstanding long-term results for all of you.

Lastly, I would like to thank the entire Pershing Square team.  This was without question our most productive year.  The 
entire organization transitioned seamlessly to working from home, and executed extraordinarily well under highly 
challenging circumstances.  We are looking forward to the day when we will return to the offi  ce, which is hopefully only a few 
more months from now.

Please contact us if you have questions about any of the above.

Sincerely,

William A. Ackman



Annual Report 2019 7Pershing Square Holdings, Ltd.

Investment Manager’s Report

LETTER TO SHAREHOLDERS

To the Shareholders of Pershing Square Holdings, Ltd.:

2019 was an extraordinary year for PSH.  We generated our best NAV returns in Pershing Square Capital Management, L.P.’s 
16-year history with a total NAV return including dividends of 58.1%, and a total stock price return of 51.2%.5  2019 was also 
an excellent year for our portfolio companies as their operating and business progress largely kept pace with their stock price 
returns.  We made two new investments, Agilent and Berkshire Hathaway, and exited three positions.  We incurred no mark-
to-market or realized losses on any of our holdings in 2019, a fi rst for Pershing Square.

We continued to make progress after the turn of the year.  In advance of recent market declines, in January we sold our stake 
in Starbucks as it approached our estimate of intrinsic value.  In February, we sold a third of our stake in Chipotle in order to 
reduce what had become an outsized position.  At the time of sale, Chipotle represented more than 20% of the portfolio due to 
the company’s substantial business progress and strong share price appreciation.

Earlier this year, we were suffi  ciently concerned about the health and economic implications of the coronavirus that we 
considered, for the fi rst time ever, liquidating the portfolio in its entirety because we believed it was likely that markets would 
decline materially.  After a careful review of the portfolio, we concluded that a hedging strategy was more consistent with our 
long-term ownership philosophy, and would likely lead to a better long-term outcome than selling off  all of our assets.  To 
mitigate coronavirus risk, in late February, we entered into a series of large hedging transactions in the credit default swap 
market that have off set the substantial stock price declines of our investment holdings in the recent market downdraft.

After the initial market decline, we unwound our credit hedges and redeployed a substantial majority of capital by adding to 
existing investments including Restaurant Brands, Lowe’s, Hilton, and Berkshire Hathaway, and by investing $500 million 
($432 million from PSH) in a secondary share off ering by Howard Hughes.  We also re-established a position in Starbucks.  
PSH has approximately 18% of the portfolio in free cash, and we are continuing to look for only the most extraordinary 
opportunities.

We believe that our success in 2019 was driven by a series of organizational and investment-related changes we implemented 
in late 2017.  In sum, we focused our investment strategy on the core principles that have driven our high rates of return since 
the inception of Pershing Square, and restructured the organization to an investment-centric operation without the attendant 
requirements to continually raise capital.  Today, 85% of our total assets – approximately $7.2 billion out of $8.5 billion – is 
represented by Pershing Square Holdings.6  Our competition is principally comprised of passive investors, and active investors 
with impermanent capital. Our greater capital stability is an important structural competitive advantage for our long-term 
investment strategy that should enable us to generate high risk-adjusted returns over the long term.

While we continue to manage two private funds for long-term investors of the fi rm, we are no longer actively raising capital for 
these vehicles.  As a result, we are now able to operate with greater focus and substantially improved productivity.  In addition, 
we moved last May from hedge-fund central in midtown Manhattan to our new offi  ce at 787 Eleventh Avenue, on the far west 
side in a neighborhood known as Hell’s Kitchen.  Without marketing or investor relations responsibilities, the investment 
team’s resources are now entirely dedicated to investment analysis, selection, monitoring, and portfolio management.
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During the year, PSH engaged in a series of corporate transactions including the initiation of a quarterly ten-cent dividend, 
the launch of a series of buyback programs totaling $300 million, and the issuance of a 20-year bond (callable beginning 
in year 10 and at par by year 15).  Since the inception of PSH’s buyback program on May 2, 2017, PSH has acquired $650 
million of its shares representing 17.7% of initial shares outstanding.7  We continue to believe that PSH is undervalued at 
current market prices and NAV discount levels, and we have substantial available free cash.  We have therefore continued to 
opportunistically buy back shares.

During 2019 and after year end, affi  liates of the Investment Manager continued to acquire additional shares of PSH.  Unlike 
many other closed ended funds where the investment manager has only a de minimis investment, in PSH, the manager is 
by far the largest investor. We now own more than 22% of the fully diluted shares outstanding, representing $1.28 billion 
of PSH’s equity.8  Our large ownership stake in PSH materially improves the manager’s alignment of interests with other 
shareholders, particularly when compared with other investment funds.

As a result of the incentive fee, we receive a larger percentage of the profi ts than other shareholders to compensate us 
for managing the portfolio.  Many critics of incentive fees argue that they give investment managers an incentive to take 
excessive risk because if a fund is profi table, the manager receives a fee, but if the fund loses money, the manager can walk 
away without personal losses.  In other words, if the manager does not have a substantial ownership stake in the fund, the 
incentive fee can be considered a free, or nearly free, option which increases the incentive to take risk because options become 
more valuable with increased volatility.

At PSH, the fact that affi  liates of the manager own more than 22% of shares outstanding minimizes the incentive for the 
manager to take excessive risks, as losses are borne proportionately by the manager with other investors.  In other words, the 
risk of loss and opportunity for gain of our large shareholding overwhelm the option value of the incentive fee.  Furthermore, 
in our case, our PSH ownership is a disproportionately larger percentage of our net worths than for nearly all of our unaffi  liated 
shareholders, so our principal incentive is to protect PSH from permanent losses, and then to maximize long-term profi ts.

Coronavirus

It would be inappropriate to write about the investment implications of the coronavirus without fi rst acknowledging the 
severe health implications and tragic loss of life that we are all experiencing in our own neighborhoods, nations, and around 
the globe.  It was in fact our initial focus on the health risks of the virus that led to our decision to deploy a hedging strategy to 
protect PSH’s investment portfolio.  Health and wealth are highly correlated, and we therefore must solve this global health 
crisis in order for global GDP to grow, and for job and wealth creation to occur.

We have previously summarized our thoughts on the coronavirus and our hedging strategy in a series of communications 
beginning on March 3rd (Link) when we disclosed that we had entered into hedging transactions, on March 9th (Link) when 
we disclosed the positive eff ect of the hedges on NAV, and on March 25th (Link) and March 26th (Link) when we provided 
detailed information about the unwinding of our hedges, and the reinvestment of capital in our portfolio and in certain new 
investments.  Rather than repeat our coronavirus analysis in detail again here, I provide a short summary and then elaborate 
on the portfolio-specifi c implications of the virus.

On March 3, 2020, we disclosed in a press release that we had acquired large notional hedges which had asymmetric payoff  
characteristics. We did so because of our concern about the likely negative eff ect of the coronavirus on the U.S. and global 
economy, and on equity and credit markets.  Our hedges were in the form of the purchase of credit default swaps (CDS) on the 
U.S. investment grade and high yield credit indices, and the European investment grade credit index.
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After we purchased these hedges, U.S. and global equity and credit markets declined dramatically, and our hedges increased 
in value from zero to a peak of $2.7 billion (in PSH $2.3 billion).9  At this value, our hedges were worth approximately 40% of 
our total capital as our equity investments declined substantially over the same period.

The risk of remaining short credit versus the potential rewards became less attractive as the hedges increased in value.  
Furthermore, the opportunity cost of this capital increased as the proceeds from the hedges could be reinvested in our 
portfolio companies and other new opportunities at highly discounted valuations.

As various U.S. state, city and local governments began to aggressively confront the health and economic risks of the 
coronavirus through unprecedented non-essential business closures and shelter-in-place/stay-at-home implementations or 
“lockdowns,” we believed that our worst case fears would not be realized.

The U.S. federal government and the U.S. Treasury have also intervened in fi nancial markets in an unprecedented fashion, 
and Congress has passed legislation which will help bridge the economy and our country’s workforce and citizens during what 
we believe to be a temporary but massive and extremely painful economic shock.  We have been encouraged by the Treasury 
Secretary’s and the Administration’s all-in approach to mitigating the damage to the capital markets, and for keeping 
fi nancial markets functioning and open, which are critical for our economy and capitalism to work.

For all of the above reasons, as we became increasingly positive on equity and credit markets, beginning on March 12th and 
entirely on March 23rd, we completed the exit of our hedges which generated total proceeds of $2.6 billion for the Pershing 
Square funds ($2.1 billion for PSH), compared with premiums paid and commissions totaling $27 million.  These gains off set 
a similar amount of mark-to-market losses in our equity portfolio.

We have redeployed the substantial majority of our net proceeds from these hedges by adding to our investments in Agilent, 
Berkshire Hathaway, Hilton, Lowe’s, Howard Hughes, Restaurant Brands, and by repurchasing our stake in Starbucks.  We 
have done so at deeply discounted prices and now own substantially larger stakes in each company. Even after these additional 
investments, we maintain a cash position of about 18% of the portfolio.

In summary, as a result of the reinvestment of the proceeds from our hedging transactions, we have four percentage points 
more cash (free cash before the decline was equal to 14% of the portfolio), and we have increased our stakes in Agilent by 16%, 
Berkshire Hathaway by 39%, Hilton by 34%, Howard Hughes by 158%, Lowe’s by 46%, and Restaurant Brands by 26%.  We 
have also reestablished a 10% of capital position in Starbucks.  If our portfolio companies grow in value and their stock prices 
increase over the long term as we expect, the long-term returns for PSH will be substantially greater than before as a result of 
the reinvestment of the proceeds from the hedging transactions.

You might ask whether it was prudent for us to have unwound hedges and reinvested capital without knowing whether 
equity markets had bottomed.  We of course do not know whether the recent lows that have been achieved will be breached 
by further market declines.  Our decision to unwind our hedges was driven by the less favorable risk-reward ratio off ered 
by our credit hedges as spreads widened, and the much more favorable risk-reward ratio presented by the then-trading 
values of companies in which we bought shares.  At the prices paid and based on our estimates of the long-term cash fl ows 
these businesses will generate, we believe our recent acquisitions will generate very high rates of return over a multi-year 
holding period.  If stock prices decline further, the returns we could have earned by waiting to invest capital would be even 
higher.  We have kept substantial cash on hand to allow us to buy more at lower prices if markets decline further.
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In our experience, it is diffi  cult for a large investor to buy stocks while markets are recovering as liquidity is generally limited 
when markets rise rapidly.  It would not be a surprise to see a rapid recovery in the stock market when investors have greater 
confi dence that the risks of the virus are largely behind us.  We have therefore chosen to be a substantial buyer as markets 
have declined.  While it is diffi  cult to predict when markets will make a full recovery, we believe that the factors for a stock 
market recovery are coming into view.  Namely, nearly the entire country and much of the world are essentially in lockdown, 
which implies that the number of cases and resulting deaths should peak over the next several months.  This combined with 
the availability of cheaper and faster testing will enable many employees to go back to work allowing the U.S. and other 
countries to begin an economic recovery.

We are not, however, predicting a V-shaped recovery as it will be sometime before the virus’ impact can be eliminated, and 
the required social distancing and other virus-safe behavioral requirements will somewhat restrain the global economy.  
Furthermore, the psychological and fi nancial impact of the economic shock we are currently experiencing will likely cause 
many consumers to be hesitant about opening their wallets until the passage of time heals memories of this challenging time, 
and corporate and consumer balance sheets are repaired.

To share a note of optimism, the enormous economic and reputational incentives to discover therapeutic cures, more 
accurate, faster and cheaper testing, and a vaccine are driving scientists, technologists, corporations, governments and 
academic and research institutions around the globe to work toward a solution to our global malaise.  This increases the 
likelihood that we may be positively surprised with a faster than expected cure or other mitigants to the virus and its negative 
health and economic eff ects.

It is important to be reminded that the value of a business is the present value of the cash it generates over its life.  While 
many investors and market commentators use the heuristic of assigning a price-earnings multiple to analyst estimates of next 
year’s earnings, this simplistic approach is not valid for the current environment, as the next 12 months of earnings are not 
representative of the true long-term earnings power of most companies.

The revenues and earnings for the majority of businesses over the next year or so will be extremely poor, and in some cases 
disastrous, but for companies with strong balance sheets, dominant market positions, and which do not need access to capital, 
the virus will likely only disrupt the next 12 to 24 months of cash fl ows.  In a discounted cash fl ow valuation of a company, the 
loss or disruption of the fi rst, and possibly second, year of cash fl ows, does not generally destroy more than 5% to 10% of the 
value of the business.  The fact that many stocks have declined by 30% to 60% or more from levels that did not appear to be 
overvalued suggests that there are many compelling bargains in the equity markets. We discuss some of these opportunities in 
our portfolio below.

The Impact of Coronavirus on our Portfolio Companies

The important question is what impact will the virus have on our portfolio companies?  We are fortunate to own businesses 
that are designed to withstand the test of time.  Our strategy of investing in simple, predictable, free-cash-fl ow-generative, 
conservatively fi nanced companies with limited exposure to extrinsic factors we cannot control should serve us well in the 
current, highly stressed environment.  Importantly, our portfolio companies are generally considered essential businesses, 
and for the most part will remain open to the extent possible during a state and/or a national shutdown.  All of our portfolio 
companies, however, will be aff ected to varying degrees in the short term by the virus’ impact on the global economy.  Below, 
we share a few observations on the short- and long-term impact of the crisis on each of our companies.
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As a provider of testing equipment for labs around the globe, Agilent is well positioned to benefi t from increasing investments 
in healthcare, safety-related testing, pharmaceuticals, and other industries where highly accurate testing is essential 
for environmental, safety, product design, quality control, and other reasons.  In the short term, Agilent will be aff ected 
somewhat by the recent closure of university labs, generally lower global business activity, and the impact of lower energy 
prices on a small portion of the company’s customer base.  In sum, we believe the net impact of the virus on Agilent’s long-
term intrinsic value to be minimal.

Berkshire Hathaway was built by Warren Buff ett to withstand a global economic shock like this one.  With more than $120 
billion of free cash available for investment, Berkshire is well positioned to deploy capital opportunistically.  Pandemics are 
generally excluded from insurance policies, and we believe that Berkshire’s insurance operations have limited exposure to 
the coronavirus.  Berkshire is also highly advantaged in being able to invest its insurance company capital in equities when 
compared with other insurers who are generally limited to fi xed income investments where there is little yield to be found.

Berkshire’s privately owned portfolio of industrial and other businesses will absorb some short-term economic impact from 
the virus.  In light of Berkshire’s extraordinarily strong fi nancial position and the nature of the portfolio companies it owns, 
we believe that Berkshire will not be materially negatively impacted as a result of the crisis.  Rather, we believe that Berkshire 
will emerge from this crisis as a more valuable enterprise as the market decline will enable it to invest a substantial portion of 
its cash in investments which will accelerate its long-term growth in intrinsic value.

We believe that restaurants that have easy-to-use digital ordering, delivery, and drive-thru will emerge stronger from 
this crisis, as their customers will become more accustomed to ordering home delivery on the company’s mobile apps, and 
using the drive-thru or digital order ahead for takeout orders (including Chipotlanes).  While we expect that Chipotle – 
the Restaurant Brands concepts of Burger King, Popeye’s and Tim Horton’s – as well as Starbucks will lose a substantial 
amount of sales during shutdowns, they will likely gain digital and delivery market share during this period, and will thereby 
emerge stronger from the crisis.

Chipotle’s burrito and bowl off erings are ideally suited for delivery, and off er families a healthy alternative to cooking at home.  
We expect Chipotle’s superb digital delivery off ering should benefi t as its customers order home delivery of the company’s 
low-priced, healthy, high quality food.  For Restaurant Brands’ concepts, drive-thru, pickup and delivery represent about 
two-thirds of sales suggesting that they are well positioned to provide low-cost food in the current environment.  Starbucks’ 
superb digital off ering, delivery, and no-touch pick up are well adapted to service its consumers’ global coff ee habit, 
particularly when compared with competitors who have not built digital and delivery off erings.

Lowe’s should also emerge stronger following the crisis as it has the capital structure and cash fl ows to withstand any short-
term negative impact on its business.  As consumers spend more time in their homes, they have historically shown a greater 
propensity to do repair and other home-related upgrades for which Lowe’s will be a benefi ciary.  As a provider of cleaning 
supplies, masks, goggles, protective equipment and clothing, and appliances, Lowe’s is also an important supplier of crisis-
related items.  We expect Lowe’s to emerge a stronger, more dominant and more profi table company after the crisis.

Fannie Mae and Freddie Mac have already proven themselves essential to the U.S. housing fi nance system, which is a 
critically important bulwark for the U.S. economy.  The current disarray in the non-agency residential and rental housing 
mortgage market, which has recently occurred as a result of the crisis, will remind the Congress and the American people 
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of the critically important function that Fannie and Freddie perform during periods of economic stress.  The crisis has also 
made manifestly clear the need to recapitalize Fannie and Freddie so that the private sector becomes the fi rst loss capital in 
the housing fi nance system, which should provide even greater urgency for a recapitalization and privatization of the two 
companies.  While we wait for the necessary steps for this to occur, both companies are quickly rebuilding needed capital 
through retained earnings.  For these reasons, we believe that Fannie and Freddie will emerge as even stronger and more 
essential enterprises after the crisis.

The Howard Hughes Corporation has signifi cant short-term exposure to the crisis.  In particular, the decline in oil prices 
will negatively impact Houston, the location of the Woodlands and Bridgelands, two of HHC’s master-planned communities.  
HHC’s Summerlin master plan community will also be aff ected by the virus’ impact on the casino and conference business in 
Las Vegas.  The company’s other assets will also be impacted to varying degrees.  In order to mitigate these risks, on Friday, 
March 27th, HHC completed a $600 million equity off ering, the fi rst such equity off ering of any company since the crisis 
began.  HHC was able to complete the off ering as a result of a $500 million investment from Pershing Square ($432 million 
from PSH) and $100 million from other long-term oriented shareholders.

The independent directors of HHC made a decision to raise capital to ensure the company would maintain a fortress balance 
sheet, now with more than $1 billion of cash, in light of the potential short- to intermediate-term impact of the crisis on the 
company’s business.  We believe that HHC will continue to create substantial long-term value for its shareholders, and that its 
portfolio of small cities with large population infl ows will remain highly desirable places to live and work.  We therefore viewed 
the opportunity to increase our investment to approximately 30% of the company to be highly attractive at the current share 
price.10  While there is more short-term risk to HHC’s business, we believe that this risk is more than compensated for by the 
opportunity to invest capital at the current valuation.

The hotel industry and Hilton have been highly impacted by the crisis as many hotels have closed or are experiencing very 
large declines in occupancy.  As a result, we expect Hilton’s revenues to decline over the next several or more quarters, and to 
begin to recover with increases in economic activity as the global economy reopens.  After adjusting Hilton’s intrinsic value for 
the impact on our valuation from reduced revenues and cash fl ows, we continue to believe that Hilton stock is highly attractive 
at current valuations.  We also believe that the crisis will cause independent hotels to seek an affi  liation with global brands like 
Hilton, which will contribute to the company’s long-term growth.  Hilton is well positioned to succeed because it has the best 
management team in the industry, a portfolio of great brands, a dominant market position, a capital-light economic model, 
and a strong balance sheet.

In all of our portfolio companies, we are fortunate in their being led by superb management teams who have the skills, 
leadership qualities, and adaptability to manage through these challenging times.  We are extraordinarily grateful for their 
leadership.

We continue to expect that markets (and our performance) will remain volatile, and therefore, new opportunities may present 
themselves that are superior to investments we currently own.  This may lead us to sell certain of our existing holdings 
including investments we recently purchased.  We may also choose to reestablish similar or diff erent forms of hedges or raise 
or deploy more cash based on developments with the coronavirus and other market factors.  In other words, we are more 
likely to change our investment positioning and/or have higher portfolio turnover in this environment than we typically do.
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We are in one of the most challenging periods of time for our country, and for the world.  Tens of thousands of people have or 
will soon become severely sick, and many will die.  Millions will lose jobs and struggle to regain employment.  This is a global 
tragedy that could have been prevented with better long-term planning, which should have begun more than a decade ago.  I 
have always said that experience is making mistakes and learning from them.  And learn from this we must.

We are all incredibly fortunate to work alongside a superb team of talented, motivated, extremely high-quality human 
beings at Pershing Square.  The recent market turmoil when combined with our transition to working from home would 
be a challenge to any company.  I am proud to say that every team at Pershing Square rose to the challenge enabling us to 
fl awlessly execute during this challenging period.

Thank you for your long-term commitment to Pershing Square.  We are honored and fortunate to manage capital on behalf of 
investors who have committed to us for the long term.

Sincerely,

William A. Ackman
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Investment Manager’s Report

LETTER TO SHAREHOLDERS

To the Shareholders of Pershing Square Holdings, Ltd.:

2018 was an excellent year for PSH based on our portfolio companies’ operating results and their general business progress. 
We outperformed our benchmark, the S&P 500, by 370 basis points with a 0.7% decline in NAV per share for the year.5 Our 
performance was substantially stronger as of last year’s third quarter, with PSH’s NAV per share up 15.8% versus 10.6% for 
the S&P 500, before market turbulence and volatility unrelated to the businesses we owned intervened. 

Since year end, more constructive market conditions and the continued operating progress of our portfolio companies have 
led PSH to generate strong 2019 year-to-date, absolute and relative performance of more than 31.9% versus 13.5% for the 
S&P, our best start to a year in the 15-year history of Pershing Square.

We attribute our improved performance to initiatives that we have implemented over the last 18 months. First, we refocused 
our investment strategy on the core principles that have driven our profitability since the inception of Pershing Square. Our 
portfolio today represents the results of our strategy of investing in simple, predictable, free-cash-flow-generative businesses 
which are protected by large competitive moats. Today, we own one of the highest quality collections of businesses we have 
owned since the inception of Pershing Square.

Second, as we previously disclosed, we restructured and simplified Pershing Square Capital Management by returning to 
our roots as an investment-centric operation rather than an asset management business with the attendant requirements to 
continually raise capital. We are no longer seeking to raise capital for the Pershing Square private funds. This has freed up 
substantial time and renewed focus which have enabled me and the other members of the investment team to invest nearly all 
of our business time and attention on the identification, monitoring, and oversight of our portfolio companies. 

PSH now represents a large percentage of our capital under management. Excluding Pershing Square VI, our ADP co-
investment vehicle, $6 billion out of approximately $8 billion of assets*—about three quarters of our core assets—are now 
in PSH. I and other members of the Pershing Square team have materially increased our investment in PSH through market 
purchases, and now own more than 20% of shares outstanding, representing more than $1 billion of PSH’s shareholder equity. 
This provides PSH with a large, stable shareholder/manager whose interests are closely aligned with the long-term interests 
of all PSH shareholders. 

The stability of our capital base is an enormous competitive advantage which should assist us in generating higher rates 
of return over time, particularly in light of the changes to the equity capital markets over the past decade, as many active 
managers have abandoned their strategies and become closet index investors, and/or their clients have left for index funds. 

Many market commentators have described the stock market as “broken” and a “Wild West environment” as a result of the 
impact of large index ownership of equities and the disproportionate amount of trading and price discovery caused by ETFs, 
quantitative trading, and other non-fundamentally driven investment strategies. These developments have led to occasional 
market shocks and large mispricings of individual securities which can force investors with unstable capital to rush for the 
exits, leading to even greater dislocations. In a market break like that in December, downward volatility scares investors who 
in turn redeem capital from funds, forcing their managers to sell, causing further downward market movements, with the 
vicious cycle continuing until stocks get cheap enough and/or positive news flow causes a reversal of the above factors. 

*PSH’s assets are financed by $5 billion of equity and $1 billion of debt.
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We took advantage of the year-end market downdraft by making a large new investment in Hilton Worldwide Holdings while 
other investors became forced or irrational sellers. We would likely have been sellers rather than opportunistic buyers had 
PSH been subject to the risk of investor redemptions.

As PSH now represents about three-quarters of our core assets—a percentage which is likely to increase over time as we 
are no longer seeking to raise capital in the core private funds—our assets are now a much better match for our investment 
strategy as a long-term, influential owner of high quality businesses undergoing business transformations. While our original 
business plan for Pershing Square did not contemplate that a substantial majority of our capital base would be represented by 
PSH in 2019, over the long term we expected that PSH would grow to become the majority of our capital. The faster arrival 
of this moment is a material positive development for PSH and our private fund investors as we can now invest capital largely 
without regard to shorter-term considerations in a world where most investors are constrained by short-term factors and 
unstable capital.

While our capital base is stable, there has been a significant amount of turnover in our shareholder base. As a result, I 
thought this year’s letter might be a good place to provide a primer on PSH, particularly for our newer shareholders. Below, 
I have answered the questions I would ask if our positions were reversed, and you were the manager, and I the independent 
shareholder. 

What is PSH’s long-term goal? 

Our long-term goal is to maximize the long-term compound annual rate of growth in PSH’s intrinsic value per share, which we 
estimate conservatively to be our net asset value or book value per share. Net asset value and book value are the same for PSH 
because our assets are marked to market in our financial statements.

Why did we choose a Guernsey-domiciled, closed-ended fund structure for PSH?

We chose a Guernsey-domiciled, closed-ended fund structure for PSH because we believed it was the best and most tax-
efficient alternative for a long-term investment operation with a strategy of acquiring minority interests in publicly traded 
corporations. Unlike corporations in jurisdictions where gains from sales of investments are taxable including in the U.S.,  
PSH does not incur entity-level taxation when it sells an investment with a gain. Non-U.S. holders pay no taxes on activity 
that occurs at PSH other than withholding taxes on dividends. For U.S. holders, PSH is treated as a Passive Foreign 
Investment Corporation with tax treatment similar to that of a U.S. partnership, but with some important benefits and 
drawbacks. We recommend that you consult your tax advisor for more details.

How should one think about PSH?

While PSH is legally a closed-ended fund, in our view it is best thought of as a tax-efficient investment holding company 
that owns minority interests in public companies which are of a quality and scale where legal control is often difficult if not 
impossible to achieve. Our strategy is to acquire smaller pieces of superb businesses over which we have substantial influence, 
rather than controlling interests in lower quality businesses. Today, PSH owns minority interests in ten “subsidiary” portfolio 
companies, as depicted on the next page:
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The formal definition of a subsidiary is a corporation controlled by a holding company, where control is typically represented 
by a 50% or greater ownership interest. In the case of PSH’s “subsidiaries,” however, we have generally owned less than 
20% of shares outstanding, and usually fewer than 10% of shares outstanding.  Even so, we are always one of the largest 
shareholders of our investees, and we are an influential owner whether or not we have board seats, regardless of what 
percentage of the company we own. 

Our influence in each situation varies depending on what is required to create value. In our existing portfolio, in some cases, 
we have selected some of the directors and/or the CEO. In one case, we took the business public through a merger with a 
special purpose acquisition company we controlled. In another, we influenced the long-term corporate structure. In one of our 
more active examples, we created the business from scratch by selecting assets from a then-portfolio company, placing them 
in a new subsidiary, identifying a new management team and board, and then we took the company public by injecting capital 
and spinning it off to shareholders. In two recent cases, we identified undervalued situations which already had excellent 
management and good governance with nothing for us to do other than applaud. Even in these initially more passive cases, we 
stand ready to be helpful, if and when help is necessary or we have a good idea to share. In sum, we do what is necessary and 
required to maximize the long-term value of each portfolio company.

How does our form of influence differ from traditional corporate control?

The ability to change corporate policy is extremely valuable, which is why investors are typically prepared to pay premiums for 
control. In light of our strategy and track record for effecting change at large capitalization businesses over the last 15 years, 
we have been able to achieve a large degree of influence over the management, governance, and strategy of our portfolio 
companies without necessitating the purchase of a controlling interest, which nearly always requires the payment of a large 
premium. Rather, we have been able to acquire large minority stakes on the stock market often at large discounts to intrinsic 
value because of shareholder disappointment with the company’s business progress or due to general stock market volatility. 
Our influence comes from the support of other shareholders who have benefitted from changes that we have implemented at 
our portfolio companies over the last 15 years.

The quid pro quo for our achieving influence without paying premiums for control is that we share the benefits of our 
occasionally expensive and time-consuming interventions with shareholders who often own 90% or more of the companies in 
our portfolio, and who don’t do the same work or pay their share of the costs. 

I have often been asked why we haven’t attempted to take businesses private so that 100% of the benefits would inure to 
Pershing Square rather than to all of the shareholders. While we would not rule out the purchase of control of one of our 
companies (greater stability in our capital base makes this more possible and therefore more likely), (1) we are happy to share 
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any value we have helped create with other shareholders; (2) it is rare that one of our portfolio companies is available for 
sale; (3) going private transactions are inherently highly competitive, typically require the use of large amounts of leverage, 
and suffer from the so-called “winner’s curse;” and (4) we have found a strategy that works, so we intend to stick to it. 
Ultimately, it is the other shareholders’ support that has enabled us to achieve sufficient influence to effectuate change, and 
we are extremely grateful for that support. We believe, therefore, that it is entirely appropriate for the shareholders who have 
supported us to have the opportunity to share the rewards that we, with their support, have helped generate. 

What kind of businesses does PSH own?

Pershing Square Holdings has assembled one of the highest quality collections of “subsidiaries” in the world. Businesses like 
Restaurant Brands, Hilton, Starbucks, ADP, Chipotle, Howard Hughes, United Technologies, Lowe’s, Fannie Mae and Freddie 
Mac, each have high returns on capital, very long-term growth trajectories, wide competitive moats, unique and irreplaceable 
brands and/or other assets. 

Great businesses achieve large capitalization status because of their favorable economic characteristics and difficult to 
penetrate competitive moats which have enabled them to compound their earnings and intrinsic value, often over decades. 
These businesses are rarely available for sale and would be difficult if not impossible to acquire even if offered for sale because 
of their large scale and their shareholders’ reluctance to sell such extraordinary businesses, other than at very large premiums 
to market. 

Are there benefits to PSH from owning minority interests rather than controlling interests?

The principal responsibilities of the management of a traditional holding company include portfolio company acquisition, 
oversight, and capital allocation. We perform these same responsibilities with less influence over our portfolio companies than 
if we had legal control, but with other materially important benefits. These benefits include a substantially greater universe of 
potential acquisition targets because they are publicly traded, and our ability to operate with much greater flexibility and liquidity. 

Because PSH does not pay taxes on the sale of its holdings and owns minority rather than controlling interests, we have 
much greater flexibility when compared to other companies in making changes to our portfolio, the most important capital 
allocation decision of a holding company. As a minority owner, we can always purchase more of an existing investment if 
we are pleased with its business progress and the price remains or becomes even more attractive. We did so earlier last year 
in Chipotle shortly after the company hired CEO Brian Niccol, when the company’s share price was less than half of today’s 
market price, and 21% lower than our original cost.

While a holding company with 100% ownership of each of its subsidiaries, the more typical structure, would generally be 
able to effectuate changes more easily at each subsidiary because it has actual legal control, it would have other important 
drawbacks compared with PSH’s structure. It would not be able to acquire more ownership in a strongly performing, 
undervalued subsidiary, nor would it easily be able to reduce its interest in each subsidiary without incurring material tax, 
transaction, and other frictional costs, which include the time required to sell an interest in a private company. It would also 
incur the likely reputational and negative morale impact of one subsidiary’s sale on the employees of the holding company’s 
other subsidiaries.



Annual Report 2018 11Pershing Square Holdings, Ltd.

How do our portfolio companies’ managements benefit from our strategy?

Our large minority ownership and our portfolio companies’ publicly traded status have another very important benefit: it 
is often the ideal context in which to recruit the most experienced and talented management teams. Many of the best CEOs 
prefer to operate on a public stage with the access to capital that comes from public ownership, but without the leveraged 
capital structures that are typically used in private equity.  The perceived downside to managing a traditional public company, 
however, is the short-term orientation of many Wall Street analysts and public market investors. 

With the backing of a large shareholder who can “protect” them from Wall Street, our CEOs have found that they can have the 
best of public ownership along with the benefit of a private owner’s orientation and long-term timeframe. Often, the changes 
that are necessary in a turnaround can take time, require large upfront expenditures, and don’t fit within the demands of 
earnings guidance requirements and many investors’ and analysts’ short-term orientations. Pershing Square, as a large 
influential investor with a track record for successful turnarounds, can provide management with the required runway and 
necessary long-term backing to succeed.

While we generally have a large degree of influence, we use it sparingly with the management teams of our portfolio 
companies. Our first choice is to make sure that we have the best CEOs running the companies we own. With the right talent 
in place, we applaud their successes and wait for the phone to ring when they want input from us. Occasionally, we will ask 
a question, share an idea, or raise an issue. Most of the time, our CEOs rarely hear from us. More often, they seek us out. We 
view our job as oversight, not day-to-day management.

What role do we play in capital allocation at our portfolio companies?

While we generally don’t control dividend or buyback policies at our portfolio companies, we help to guide and/or support 
management teams and boards in the determination of appropriate capital allocation policies. As a result, companies that 
we own that generate excess capital which cannot be effectively used in their businesses or in acquisitions that make sense, 
distribute these funds to us and the other owners in the form of share repurchases or dividends. In general, we would not 
allocate capital differently at our portfolio companies if we owned 100% of their shares outstanding.

What is the downside to PSH’s corporate structure and domicile?

While PSH is more tax efficient and has greater flexibility in owning minority interests in corporations than a U.S. C 
corporation, it does have a couple of drawbacks. First, we are unable, due to regulatory reasons, to list PSH in the U.S., and 
therefore are listed only in Amsterdam and London. As an investor in principally U.S. publicly traded corporations, PSH is an 
anomaly in being listed only in European stock markets. Because PSH is listed offshore, we are limited in how we may engage 
with U.S. investors. As a result, a large source of potential demand for PSH stock is largely unaware of the existence of the 
company. 

The second big drawback of being structured as a European closed-ended fund rather than a U.S. corporation is that many 
investors lump PSH into a category with completely unrelated “investment funds” about which there is much received 
wisdom. While we chose the closed-ended fund structure for its tax benefits and long-term stable capital, for now we are 
branded with the closed-ended fund nomenclature and its negative perceived attributes. 

The accepted wisdom is that European closed-ended funds will almost always trade at discounts to NAV as there is only a 
limited universe of dedicated buyers for these funds. What makes matters worse is that not only are we perceived to be a 
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European closed-ended fund which “should” trade at a discount, but we are also deemed to be a hedge fund by most investors 
and the media. In order to fix this perception, which we believe would improve the trading price of PSH, we need to change 
the way we are understood by investors.

How is PSH different from a typical long-short, equity hedge fund?

Most equity hedge funds are short-term, passive, highly diversified investors in securities with large gross long and short 
exposures relative to capital, which use margin borrowings and derivatives to amplify their exposures. They have short-term, 
finite-life capital from their high net worth and institutional investors who obtain ownership through private placements. 
They have limited transparency, are not publicly traded, and do not return capital to their investors unless and until they 
receive redemption notices from investors.

By contrast, PSH is a long-term investor in a concentrated portfolio of high quality businesses over which we have substantial 
influence and often board representation. PSH is a publicly traded corporation with hundreds, and likely thousands, of 
shareholders with an independent board of directors, a corporate, infinite-life form, financed with a modest amount of 
investment-grade, unsecured, publicly traded bonds without mark-to-market covenants. We are listed on the London Stock 
Exchange and Euronext Amsterdam, provide a high-degree of transparency into our holdings, and report to our investors in 
public filings with weekly NAV updates, quarterly reports, and investor conference calls. We have returned substantial capital 
to shareholders having repurchased 9.5% of our shares in the last year and recently initiated a quarterly dividend of 10 cents 
per share. Pershing Square’s management owns more than 20% of shares outstanding as a result of open market purchases 
over the last 10 months.6 While we have made one short sale investment in the last few years, we have no current intention of 
shorting stocks in the future. 

When the comparison is made, I believe that Pershing Square Holdings, Ltd., whose legal form is a closed-ended fund, is best 
thought of as a publicly traded investment holding company, not a hedge fund or traditional closed-ended fund. 

Is PSH undervalued? 

The Pershing Square strategy, as represented by Pershing Square, L.P., the fund with the longest track record, has generated 
a 14% compound annual return over more than 15 years, inclusive, of course, of the last few years of substantially below 
historical performance. We view the last few years as an anomaly, and expect that with continued focus on our core strategy, 
we have the potential to generate returns comparable to the first 11 years of Pershing Square (Note: over the first 11 years 
from January 1, 2004 to December 31, 2014, Pershing Square, L.P. compounded at 20.8% per annum).7 With PSH’s stock 
currently trading at 72% of book value (Reminder: book value equals net asset value, as all of our holdings are marked to 
market in our financial reports), we believe that PSH is extremely undervalued, particularly as we are back on track with the 
core strategy that has generated our long-term success. We note that prior to the period of sub-par performance, PSH traded 
at a low single-digit percentage discount to NAV.

While compound annual long-term growth in net asset value per share will be the principal driver of long-term investor 
returns in PSH, it is our strong preference for PSH to trade at or around its intrinsic value, for which we believe book value or 
net asset value is a conservative estimate. While we can make some good arguments as to why PSH’s intrinsic value is greater 
than its NAV, for now, our short- to intermediate-term goal is to have PSH trade at or around NAV. This will give shareholders 
who need to sell the opportunity to exit at a fair price. In the current situation, with our stock trading at about a 28% discount 
to NAV—the widest discount in our history—it is, in our view, an opportunistic time to be a buyer, not a seller, of PSH. 
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Would more share buybacks help?

While we are not opposed to share buybacks, we do not believe that material additional repurchases of shares at the present 
time are in the best interest of PSH shareholders. Large buybacks may in fact be counterproductive to reducing the discount. 
Last May’s company self-tender for 9.5% of shares outstanding coupled with shares purchased thereafter by Pershing Square 
management have reduced the effective free float of PSH over the last 10 months by 24.5%.8 Despite this substantial reduction 
in float, PSH’s discount to NAV has widened further, and even more so in the first few months of 2019 during a period of very 
strong relative and absolute performance. 

As PSH has become more closely held over time, PSH’s trading liquidity has been reduced, making it more difficult for buyers 
and sellers to transact in the shares. This reduced liquidity increases the impact that a buyer or seller has on the trading price 
of PSH. The current share price’s discount to NAV strongly suggests that there remain a number of selling shareholders who 
are not particularly sensitive to the discount they realize when selling shares. Rather, they are apparently more focused on the 
actual stock price realized. NAV has increased 31.9% year-to-date while PSH’s stock price has increased by only 27.5% as the 
discount has widened. We believe that additional reductions in float will not only make it difficult for selling shareholders to 
sell, but will also make PSH less desirable for investors who wish to build a substantial position in PSH, further reducing the 
universe of potential buyers. 

Buybacks also create other issues for PSH. In light of the reduced float and lesser liquidity of PSH shares, in order for us to 
repurchase a meaningful percentage of shares outstanding, we would likely have to pay a substantial premium to the market 
price. The potential accretion to NAV per share from such a purchase would be small relative to the return that we believe 
could be earned by investing the capital in an existing or newly identified investment. 

For example, in July of last year, PSH invested $495 million in Starbucks at an average price of $51.30 per share. To date, the 
Starbucks’ purchase has increased NAV by 476 basis points.9 Had we instead used the same $495 million to complete a second 
self-tender for PSH shares, we estimate that we would have had to pay a price which represented about a 15% or so discount 
to NAV in light of the tender’s large size (about 15% of public shares outstanding) particularly in light of the company’s $300 
million self-tender two months prior. 

While an incremental $495 million buyback at a 15% discount to NAV would have created an immediate 236 basis point 
increase in NAV, the benefit would have stopped there. The accretion in NAV would have been less than half the 476 basis 
points increase in NAV created by the Starbucks acquisition, which had the additional benefit of reducing, rather than 
increasing, our leverage. PSH also benefits from increases in Starbucks share price in the future. 

Buybacks have other drawbacks as they reduce our shareholders’ equity and increase our leverage. We would not be surprised 
to find that a higher leveraged PSH trades at a greater discount to NAV when compared to a less leveraged PSH. Furthermore, 
beyond our inherently conservative view of financial leverage, we believe that access to low-cost leverage will over time 
become an additional competitive advantage for PSH. As a result, we are cautious in the amount of leverage we are willing to 
incur relative to the market value of our assets, even though our bond covenants provide us with substantially more headroom— 
our bond’s debt incurrence covenant would allow us to incur about twice as much leverage as we have now. 

While we are not opposed to issuing more bonds as our net asset value and equity grows, we intend to make sure that our 
bondholders always have a substantial margin of safety, an approach which we expect will reward us over time with lower-
cost, long-term financing. After all, our shareholders own the equity that comes after all of our bondholders have been 
paid in full, and, in management’s case, conservatism in the use of leverage is particularly prudent as our ownership of PSH 
represents the substantial majority of our liquid net worth.
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Buybacks also increase our percentage exposure to all of our existing investments. Assuming each holding is appropriately 
sized before the buyback, each will become oversized after the repurchase. As a result, a large share repurchase program 
would require us to immediately initiate a selling program in each of our holdings in order to resize them appropriately.  
As Pershing Square is one of the largest shareholders and often an insider, a portfolio-wide selling program would 
be a negative signal to other shareholders, and a meaningful negative in our relationships with our companies, their 
managements, and our performance.

All of the above said, we are not opposed to share repurchases in the event that (1) we have substantial free cash available 
for purchases, and do not believe that we will be able to identify an attractive new investment in the then-current market 
environment, (2) our existing holdings are trading at large discounts to their intrinsic value, (3) the repurchase will not cause 
PSH to be overleveraged, (4) the price paid is a very large discount to NAV, and (5) we do not believe that further reductions 
in float will be counterproductive to our goal of causing PSH to trade at or around intrinsic value.

Why did we introduce a quarterly dividend?

On February 13th, PSH announced the initiation of a quarterly dividend of 10 cents per share. While we are generally of the 
view that companies should pay dividends only in the event that they generate excess capital that cannot be used in their 
business, this is not the case at PSH. PSH is nearly fully invested, and there are a significant number of potential opportunities 
that we are considering. We and the Board chose to initiate a dividend as we believe it may have the benefit of substantially 
increasing the universe of potential long-term owners of PSH to include the large number of investors who will only buy 
common stocks that pay dividends. At its current level, the dividend consumes a sufficiently small amount of capital that it 
will not interfere with the implementation of our investment strategy. As a result, we believe that the trade-off of potentially 
attracting more long-term investors who could contribute to reducing the discount to NAV, compared with the resulting 
slightly smaller capital base, is a trade-off worth making.

* * * * * * * * * *

All members of the Pershing Square team are incredibly appreciative of your support which we expect to richly reward over 
the long term. As I have often said, experience is making mistakes and learning from them, and learn we have done. Pershing 
Square is better, stronger, and more capable because of the challenges we have faced and addressed.

It is the rare public markets investor that has the privilege to invest truly long duration capital. As the manager of Pershing 
Square Holdings, we intend to continue to exploit the opportunity to invest capital in a world comprised of competitors with 
capital structures that are short term and porous. We will work very hard to generate the profits that you deserve to earn in 
exchange for your support. While we operate in corporate form, we view you as our long-term partners in this endeavor. As 
your 20% partner, we are highly incentivized to achieve a great outcome for all.

On the pages that follow, we provide updates on our portfolio companies. We welcome any additional questions you may have 
at IR-PershingSquareHoldings@camarco.co.uk.  

Sincerely,

 
William A. Ackman
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LETTER TO SHAREHOLDERS 

Dear Pershing Square Investor, 

For the first nearly 12 years of the Pershing Square strategy from January 1, 2004 through July 31, 2015 investors 
earned a 20.5%(1, 5) compounded annual return (a nine-fold return on a day-one investment) compared to 7.8% for 
the S&P 500 over the same period.  As a result of three calendar years of underperformance, our compounded 
annual return since inception has been reduced to 13.6% representing a six-fold return on a day-one investment in 
the strategy.  While the overall record is satisfactory for early investors, it has been very disappointing for PSH 
investors who invested in recent years.  Our recent underperformance has been further impacted by the widening of 
the discount to NAV at which PSH shares trade.  The obvious question is:  What are we going to do about it? 

We have taken a number of important steps in 2017 and early 2018 that position the portfolio and our investment 
operation for profits in the future.  These steps included: (1) minimizing potential risk exposures by (a) receiving 
preliminary approval from the Court for the settlement of the Allergan litigation (which we anticipate to be finalized 
later this year), and (b) by capping our exposure to Herbalife by converting our short position into put options and 
then subsequently exiting the position; (2) restructuring the management company into a smaller investment-centric 
organization with future asset growth driven by investment results; and (3) reinforcing the implementation of our 
core investment principles which have guided the substantial majority of our performance since inception.   

2017 should have been a stronger year for Pershing Square.  I attribute our underperformance last year to three 
principal factors.  First, legacy issues impacted performance including the cost of the Allergan settlement, losses on 
the exit from Valeant and from our short position in Herbalife.  Second, while we generated a substantial number of 
profitable investment ideas - including ADP, Hilton, Nike, and S&P Global - other than for ADP,  increases in the 
prices of these investments due to the rapid rise of the market, both during the research process and the 
accumulation period, prevented us from building large enough positions to materially impact performance.  Third, 
although positive contributors to returns in 2017 generated +14.6%, four positions accounted for negative 
contribution of -13.5% (-4.0% HLF, -3.5% MDLZ, -3.3% FNMA and FMCC and -2.7% CMG).  Excluding HLF, 
which we have exited, we remain optimistic about the risk/return profile of these positions to a greater extent than 
before because of their reduced prices. 

With respect to the NAV discount, and as discussed in the Chairman’s Statement, PSH proposes to conduct a 
Company Tender for $300 million subject to applicable shareholder approvals which will be sought at the April 24, 
2018 AGM.  I and the other members of the PSCM management team believe that PSH and our current portfolio are 
substantially undervalued. Subject to applicable laws and restrictions (including art. 7 para. 7 of the Dutch Decree 
on Public Takeover Bids), I, along with others on the management team, remain at liberty to purchase, directly or 
indirectly, PSH publicly traded shares, including through open market purchases (regelmatig beursverkeer), 
although we do not intend to do so until the company tender is completed. 

We believe that this is a particularly attractive time to invest in PSH because:  

 our portfolio trades at a wide spread to intrinsic value with catalysts which we believe should contribute to
value recognition (which we discuss in detail in the Portfolio Update);

 the shares are currently trading at approximately 23% discount to NAV, which we would expect will
narrow with improved investment performance;

 the idea generation engine is intact and productive;
 we have largely resolved the potential liabilities that have caused concern, namely the risk of a short

squeeze at Herbalife and the Allergan litigation; and
 fees are low as we have reduced management fees by $14.4 million over the next eight quarters in

connection with the Allergan settlement, and performance fees will not be payable until PSH recovers
above the high water mark NAV of $26.37 per share.

While none of the above factors guarantee a good investment outcome, they substantially increase the probability of 
our success.  PSH’s negative performance was accentuated by PSH’s leverage (it has $1 billion of bonds 
outstanding), and its stock price performance was further impacted by the widening of the NAV discount.  If we are 
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successful in delivering substantial positive investment performance, shareholders should receive the benefit of a 
reversal of these two factors, further enhanced by the substantially reduced fees charged by the investment manager.  

As the largest investor in the Pershing Square funds, I and the other members of the Pershing Square team have 
experienced our recent underperformance first hand, but it is much worse to generate losses for shareholders who 
are relying on our efforts for their needs.  You can be assured that we are working very hard to deliver the results 
that you expect from us. 

Thank you for your patience and support. 

Sincerely, 

 

 

William A. Ackman 

  




