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Across my 25-year career on Wall Street, I've come to the conclusion that it is extremely
difficult for a trading-focused investor to consistently create outsized returns and scale them
across a long period of time.

It’s difficult for many reasons — one being what works on $100 million of capital doesn’t work
on $100 billion of capital. An equal issue, however, is the psychological strain of maintaining
these types of strategies. This combination makes the ability to generate sustained outsized
returns not only rare but virtually impossible.

That said, I have seen investors produce sustained, outsized returns by taking a longer-term,
less trading-focused approach to the market, or by creating a “flywheel” where they’re skilled
at raising capital, structuring deals, synergizing holdings, and finding deals.

The most famous example of this is, of course, Warren Buffett. I personally think Buffett’s
investing success is completely misunderstood. (He’s actually a great growth investor.) But
without a doubt, Buffett has created huge, excess returns over several decades.

My favorite example, though, is Dr. John Malone. For those who aren’t familiar with him,
Malone is the American media magnate who was first responsible for the creation of much of
the U.S. cable industry.

Few realize that over the last 50 years, Malone’s track record has blown Buffett’s away.

While Buffett embraces simplicity, Malone doesn’t shy away from anything. In fact, many of
his best transactions are quite complex and he and his organization are exceptionally skilled at
creating structures to take advantage of market inefficiencies.

Ultimately, all of this is built upon a complete focus on buying great businesses. Malone has
focused on businesses that are capital intensive to begin with, but have massive incremental
margins — in other words, businesses that may require a lot of spending upfront, but after that
initial investment, make huge returns for decades with minimal additional investment.

These kinds of businesses lend themselves not only to high returns but also to opportunities to
create capital and tax structures around them that drive additional value.

While my business partner and Empire Financial Research founder Whitney Tilson is well-
known for following Buffett’s strategy, a great deal of my own investment success has been
built on investing alongside Malone.
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My first investment alongside him was in 1996 in his original company cable pioneer TCI
Communications, which was eventually sold to AT&T (T). Across the next 25 years, I've
invested literally billions of dollars across more than 20 of Malone’s vehicles and produced
incredible returns for my Wall Street clients and newsletter subscribers alike.

The key to understanding Malone has been that he is singularly focused on the investment
return. He doesn’t think in days, weeks, or months, but exclusively in years, if not decades. He
does care about shareholders, but he’d rather make great returns for them without sacrificing
any profits for the sake of simplicity.

In the rare instance where you can find one of these unique value creators — like Whitney and
I both did early in our careers — you should spend every waking moment trying to understand
their strategy and business.

While many investors right now are enchanted by the opportunity to make triple-digit returns
overnight in meme stocks, that’s not a sustainable long-term strategy.

You’ll make much more money over the long run by identifying great value creators and
investing with them across decades to take advantage of their acumen. This is how you create
truly life-changing wealth.

THE NEXT GREAT CAPITAL ALLOCATOR

These kinds of investors are few and far between, but I'm writing this special report today
because I believe a new one has emerged.

Additionally, this investor recently announced an investment opportunity that is one of the
best that I've seen in quite some time... One that is as misunderstood as any I've seen over the
last decade, and therefore is creating an incredible investment opportunity.

That investor is Bill Ackman, and the investment opportunity is his special purpose acquisition
company (“SPAC”), Pershing Square Tontine Holdings (NYSE: PSTH).

For those of you who aren’t familiar with Bill, he graduated magna cum laude from Harvard,
then from Harvard Business School. Afterwards, he founded a value-focused investment firm
called Gotham Partners in 1992. After more than a decade of both successes and failures, he
struck out on his own and founded his current firm, Pershing Square Capital Management.

Across the next few decades, Bill built Pershing to manage billions in assets by focusing on
taking concentrated positions in public companies and working to effect positive change in
their businesses.

This type of investing has often been called “activist investing,” and Bill became a well-
known proponent of this strategy. He was also well-known for his high-profile short-selling
campaigns.

Bill also became famous for his aggressive investing during the COVID-19 pandemic in early
2020, which Barron’s called “the greatest trade of all time” as he quickly turned a $27 million
bet into $2.6 billion.

What’s most interesting to me about Bill’s career is that while he has had huge success, he
has also seen his share of failure. The most famous example is his position in controversial
drugmaker Valeant Pharmaceuticals, which turned into a multibillion-dollar loss.
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The most fascinating aspect of Bill’s approach is that he has shown a propensity to learn from
his mistakes and also to evolve his strategy. Many great investors — including personal friends
of mine — have put up great track records across decades. But as markets changed, so did their
returns, and they didn’t demonstrate a willingness or ability to adapt to those changes.

Bill has done the opposite. He began as a deep value investor making small investments in
public companies and looking at real estate deals. That evolved a strategy focused on large
capitalization activism along with high-profile short-selling. More recently, he has focused on
identifying high-quality businesses, taking concentrated stakes, and figuring out how to drive
additional value for the business through his capital and involvement.

The next evolution of his strategy began to move away from the traditional, institutional-
backed hedge-fund structure and looked toward developing permanent capital structures.
(“Permanent” capital is more like what Buffett has had with Berkshire Hathaway (BRK-B) and
what Malone has had with his group of Liberty companies.)

This evolution began with the $3 billion initial public offering (“IPO”) of a closed-end fund
called Pershing Square Holdings back in 2014. It continued in 2020 when Bill launched his
SPAC.

I'll dive into that more in a moment, but many of you know that Bill has had a long friendship
with Whitney dating back to his college days at Harvard.

Though we’ve worked in the same industry for decades and sometimes found ourselves on the
same sides (and sometimes on opposite sides) of certain trades, I've never personally met Bill.
In fact, one of my previous firms had one of the largest short positions in Valeant!

Everyone has always told me he is brilliant, but lots of people on Wall Street are brilliant.
What impresses me are returns... And without a doubt, Bill has one of the best track records
over his almost-30-year career.

Bill’s evolution toward permanent capital structures, his focus on great businesses and his
willingness to innovate and embrace complexity is why I see him developing in the same vein
as Buffett and Malone. In some ways, he began as a Buffett and is becoming a Malone.

THE SHAREHOLDER-FRIENDLY EVOLUTION OF THE SPAC

Last October, I launched a first-of-its-kind newsletter focused on investing in SPACs, called
Empire SPAC Investor.

To be honest, the timing wasn’t great.

While the SPAC market as a whole had some incredible short-term returns across the next few
months, it soon came crashing down with a correction in many of the speculative areas of the
markets.

But my experience in SPACs isn’t limited to the past couple of months or years. I've been
investing in them for decades, dating back to the late 1990s. Whitney even launched his own
SPAC-focused investment vehicle during the financial crisis, quickly doubling his investors’
money.

My interest in launching a SPAC newsletter for retail investors wasn’t because they were “hot”
but rather because the market was evolving, and I saw an incredible opportunity emerging.
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In particular, I saw a unique situation with decades of venture and private-equity-backed
businesses looking to go public that lacked the support from the public markets as many
smaller investment banks had disappeared.

This created an attractive group of acquisition targets unlike any that had ever existed in the
history of the SPAC market.

I also loved that investors could essentially get a “free look” at partnering with a skilled and
experienced investor. If you liked the deal, you could participate. If you didn’t, you could get
your original investment back. In this aspect, the SPAC structure is one-of-a-kind.

Of course, there are many valid criticisms of the SPAC structure, mostly involving the
“sponsor.”

While the sponsor brings value to the equation by going through the work to raise the capital
and find the deal, it has a potential conflict of interest due to receiving a large portion of the
economic value only if it completes a transaction. In short, the sponsor has an economic
incentive to get a deal done regardless of whether it’s good for shareholders.

You can read our full primer on SPACs right here.

Despite this potential conflict, I believe that investing with the right sponsor can lead to a
home run investment. I've been very vocal in saying that I think SPACs will generate some of
the best- and worst-performing stocks of the next decade.

The key is finding the right sponsor and the right deal.

With this view, my team and I recommended shares of Bill’s Pershing Square Tontine
Holdings back in January. (Subscribers can read that report here.)

In the report, I elaborated on Bill’s background and explained why I thought he was the right
sponsor — someone with an impressive track record of creating value for investors. This was a
unique opportunity to partner with him. Bill had also raised the largest SPAC ever — $4 billion,
along with another $1 billion from his fund — into a market ripe with opportunity.

The most interesting aspect of Bill’'s SPAC is its structure.

In short, unlike most sponsors, Bill is taking no compensation, no management fee, no
incentive fee, no promote, and no option to buy shares of the company at a steep discount.
Instead, he’s paying fair value for “warrants” in the company that could entitle him to 6%
ownership. He’s also agreed to hold these shares for at least three years, showing he believes in
the business and has plenty of “skin in the game.”

THE BIG MOMENT IS FINALLY HERE!

We published our recommendation back in January. Across the next few months, the stock
pulled back with the overall SPAC market and has since traded in a relatively narrow range
between $22 and $26 per share.

Since going public last July, PSTH attracted a great deal of both institutional and retail
investor interest. On the institutional side, top shareholders included Guggenheim Partners
and Baupost Group. The stock even also had its own dedicated subreddit.
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Last Thursday, the stock closed at $25.01 per share. That evening, the news wires reported
that PSTH was nearing a transaction to purchase a 10% stake in Universal Music Group
(“UMG”). The moment investors were waiting for was finally here.

UMBG is the largest owner of music intellectual property in the world.

The company dates back to the formation of the American brand of Decca Records in 1934.
It eventually would combine a number of iconic labels and music businesses, including MCA,
PolyGram, Capitol, BMG Music Publishing, EMI, and others.

Major artists and catalogs under its labels include The Rolling Stones, Queen, Lady Gaga, Post
Malone, and more.

French conglomerate Vivendi (VIV.PA) purchased control of UMG back in 2000.

Vivendi has a fascinating history. It started as a French water company in 1853. Over time, it
transformed into the current version, which has been in existence since 2001 with a focus on
media assets like UMG as well as French TV network Canal+ and Internet agency Havas. Since
2017, French billionaire Vincent Bollore has controlled the company after he began building
his stake back in 2011.

In layman’s terms, UMG owns...

e Catalog — Recorded music that came out years ago. Records by the likes of The
Rolling Stones or Queen, but also includes the last Post Malone album, which came out
in 2019.

e New Music Record Labels — The labels that are putting out new music (i.e., Post
Malone’s next album).

¢ Music Publishing — Music intellectual property rights are usually divided into two
groups. One group is the particular recording of a song (i.e., the studio version or
something off a live album or another band’s cover version), which is called “recorded”
music. The underlying composition of the song (lyrics, melodies, etc.) are a separate
group of rights. The publisher gets paid every time a song is recorded or rerecorded by
an artist.

e Merchandising and Other — This is a group of businesses led by its merchandise
business Bravado. At its core, it sells t-shirts and other band merchandise on tour,
direct-to-consumer, and through retailers. This includes some other businesses but is
the smallest one.

I'll talk a bit more about how good these businesses are in a moment, but it’s important to
understand this: UMG has by far the most market share of any of the major labels
out there.

Today, three major players dominate the music industry: UMG, Warner Music (WMG), and
Sony Music, a division of Sony (SONY). Here are their respective 2019 market shares...
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While Sony Music is slightly larger than UMG on publishing, UMG is 1.5 times larger than
WMG on recorded music.

I'll explain why this is important later, but the main takeaway is that UMG is the global leader
in the music industry. Which leads us to...

IS THE MUSIC BUSINESS A GOOD BUSINESS?

In short, no, the music business is not a good business.
It’s a GREAT one.
I personally have a unique experience in the music business.

Across my career, I've invested in the various public equity incarnations of music companies,
including previous owners of UMG, the previous public listing of WMG, and Sony many times.

Five years ago, I left Wall Street to start a digital media and e-commerce company called
Project M Group.

Our idea was to buy up old school media companies (like magazines) that were focused
on particular genres (like music) and then revitalize them and refocus them on direct-to-
consumer e-commerce relationships.

Think about reading a story about Metallica and instead of getting an ad for a Diet Coke,
seeing an ad for a Metallica vinyl record where my company was the retailer. We turn this
content into commerce.

Well, I happen to be a lifelong music fan and my favorite genres are rock and heavy metal. As a
result, I thought the best place to start this company was in the music industry. We purchased
the No. 1 premium brand in the space: REVOLVER magazine.
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We spent the next five years growing the business and now have a $15 million business selling
music.

We basically created an awesome record store business that you can check out here.

We've since bought other brands in the music business such as Brooklyn Vegan in the alt/indie
space, The Hard Times in the punk genre, and just last month, we acquired the best-known
media brand for vinyl record collectors, Goldmine Magazine.

The last half decade of my life I have spent the majority of my time building a music business
and interacting with the record labels (major and indie), promoters, musicians, etc.

This moved me away from the “academic” understanding I had of this industry as an investor
and to an “operators” view of the business. I literally have spent thousands of hours in the
business.

My on-the-ground takeaway about the business is that I have been blown away by the
opportunity in the sector. This is not the view of someone who is sitting behind some
computer screens reading research reports, but of someone who has built a $1 million business
into a $15 million business in the last two years in the space!

My excitement about the business is such that last May, my colleagues at Empire Financial
Research and I recommended shares of Vivendi because of its stake in... you guessed it,
Universal Music Group. (Empire Stock Investor subscribers can read our full report here.)

The report goes through the history of the music industry going back to its beginning. It
explains why investors have had a perception of it as a bad business, but also why we now
think it’s a great business.

To really understand what has changed in the music business in the last few years and why so
many underappreciate it, we made a powerful analogy in the report we wrote last year...

Music publishers provide the raw material that fuels subscription services, that in turn
produce more predictable revenues and higher profits for the music publishers.

In many ways, this is like what software companies experienced with the business
model shift to Software-as-a-Service (“SaaS”).

When Adobe (ADBE) and Microsoft (MSFT) went from selling perpetual licenses
to monthly subscriptions, their revenues initially suffered. It took time to reach the
inflection point where monthly fees surpassed legacy lump-sum purchases. And the
benefits of SaaS only became apparent to investors after that transition took place.

For music, this transition took much longer because it wasn’t planned. But now, the
streaming business model is gaining momentum.

In that report, we explained why music is an exceptional business...
1. A unique product

Most products suffer degradation. Food spoils and drugs expire. Informative media (like news
articles) have extremely short shelf lives. People only usually watch award-winning movies
once or twice.
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Music, on the other hand, holds its value. Listeners continue to enjoy compositions that were
written decades or even centuries ago. Most people have heard their favorite songs a thousand
times, yet will eagerly play them a thousand more.

This infinite shelf life makes each song a mini-annuity that generates revenue each time it gets
streamed. In this way, songs that were recorded 20 years ago can be just as valuable as newer
ones.

2. An oligopoly with high barriers to entry

An in-demand product in an oligopoly industry tends to produce superior economic returns.
As we mentioned earlier, three companies still account for about 70% of music listening today.

This is an industry where the “first-mover advantage” endures. There is no substitute for

a library of titles produced and acquired over decades. And continually building upon that
library requires identifying and attracting scarce new talent. Hot up-and-coming artists are
unlikely to jeopardize their careers by signing with a group not affiliated with the big three.

3. A growth industry with untapped markets

Many excellent companies run into the problem of saturation. They reach the end of their total
addressable market (“TAM”), and future growth becomes hard to come by.

But the music industry is still in the early adoption stage for streaming services. It’s estimated
that in 2019 the number of paid subscribers to streaming services like Apple Music and Spotify
(SPOT) reached 350 million globally. Though that’s a big number, it’s just 10% of the 3.5
billion mobile phones in use.

Today, the majority of music streaming subscribers live in developed markets. Despite
smartphones providing access to nearly every corner of the planet, most people in emerging
markets don’t pay for music.

This will be the next area of growth for the industry. Initially, monthly revenues from these
users will be low, but that will more than be made up by the gigantic size of the TAM. We're
talking about billions of potential new customers.

Here is table showing current penetration levels...
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And since record companies take a percentage of revenue from the streaming fees, they
immediately benefit from any growth in the overall pie.

4. Others are footing the bill for growth
The story gets even better for the music industry’s growth prospects...

Many companies, including the largest most profitable tech giants, now have a vested interest
in music streaming.

Some benefit directly, while others benefit indirectly. For instance, mobile carriers like Verizon
(VZ) and AT&T (T) sell data plans to access the services. Sonos (SONO) and Bose manufacture
and sell speakers to listen to songs. And tech giants — Apple (AAPL), Amazon (AMZN), and
Google’s parent company Alphabet (GOOGL) — offer streaming services, smart devices, and
complementary software.

These deep-pocketed companies are funding most of the investment required to grow the
market.

5. High incremental margins

Digitization of music eliminated the cost of manufacturing physical copies and killed revenues.
But streaming services are accelerating industry growth while requiring minimal incremental
investment.

Music publishers now only bear the expenses of developing artists and repertoire, funding
advertising and promotion, and sharing revenues with artists to support new releases. These
are costs that have been relatively steady and predictable for decades.

Since our report more than a year ago, more strong data points have come out supporting our
thesis.
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Streaming has continued to grow at an aggressive rate. For the full year, it grew 13% year over
year and new licensees entered the space, like Facebook (FB) and Peloton (PTON). In the U.S.,

paid music subscriptions grew 25%...

U.S. PAID MUSIC SUBSCRIPTIONS
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In the most recent reported quarter, UMG saw 20% organic streaming growth after posting
17% the prior quarter.

Surprisingly, we’ve also seen strength in physical music. I've seen this directly in the vinyl
business at my e-commerce company, but it grew an amazing 29% year over year in 2020
despite most physical retailers being closed. The overall physical business was roughly flat, but
this is amazing considering that retailers were closed. Take a look...
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My business has even seen a renewed interest in CDs!

What is happening is that many consumers are beginning to look at the physical market
(especially vinyl, but also CDs and even cassettes) as a collectibles market. It’s like “baseball
cards” for bands.

I am also an owner of a small record label, Federal Prisoner, where I see fans looking to buy
every variant of an album — sometimes as many as 10 different versions.

This business is strongest in the catalog area, where UMG is by far the biggest player. In the
most recent quarter, it posted incredible 15% year-over-year growth. Now, that is against some
easy comps, but even the previous quarter showed just 2% growth.

These results in physical are something no one ever expected.

The other thing to consider about the results in this business is that they are still being hurt by
the shutdown of the in-person economy as a result of COVID-19.

Remember, UMG owns the top merchandise business, Bravado. I'm friends with the original
founder of this company as well as the person who sold it to UMG, so I know this business
well.

While it saw strong growth in direct-to-consumer e-commerce, the real money in the business
is made on tour. Think of the superfan buying $150 worth of t-shirts and sweatshirts at a
Guns N’ Roses concert. That business went to $0 in the last 15 months. Prior to COVID, it was
booming.

In 2020, this business, which makes up about 5% of UMG, was down a massive 40%, but was
only down 10% in the most recent quarter.

Based on what I'm seeing and hearing from promoters, I think the touring business is actually
going to come back to multiple of the 2019 levels — which were record highs. Despite the
skepticism, U.S. consumers can’t wait to see a show, and when they do, they are going to spend
a lot of money...

Since our report last year, I'd also add two additional bullet points to why music is a great
business...

6. Pricing power

While the historical perception is that this business does not have any pricing power, that is
backwards looking.

Media outlet Vox reports that two decades ago, a U.S. music consumer spent an average of
$80 per year in 1999 dollars ($101 in today’s money) buying music. For this, they bought five
albums and listened to whatever they could get on the radio for free.

Today, a subscription to a music-streaming service costs about $6 a month and gives the
consumer access to more than 50 million songs, which they can access from anywhere.

Think about that for a second... People are barely paying more than they did 22 years ago on a
nominal basis, but the real value they are receiving is what, five times... 10 times... maybe even
100 times higher?

n
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This doesn’t mean consumers will pay significantly more than what they’re paying now, but
without a doubt, music has pricing power.

This has been muted because for now the leading streaming services — led by Spotify — are in
a battle for market share. We have recently seen Spotify taking pricing, though, and we think
this will continue and accelerate in the coming years.

Remember that pricing is all incremental margin. Based on the value to the consumer, a 50%
growth in pricing across the next five to 10 years is only 9% growth across five years, or about
$0.48 a month.

Streaming made up 55% of UMG’s first-quarter revenues. If you grew that by 50%, you
would add 28% of pure profit. The company currently has earnings before interest, taxes,
depreciation, and amortization (“EBITDA”) margins of about 21%, so this would more than
double the company’s profitability.

This is obviously a “blue sky” scenario, but the upside to pricing is tremendous.

7. The Digital Metaverse
What does that mean?

Well, the concept is that we are increasingly spending more of our waking hours in the digital
world.

Think about how much time people spend playing video games.

The average Roblox (RBLX) user — of which there are 42 million as of the first quarter of
2021 — spends an average of 156 minutes, or more than two and a half hours per day on the
platform. When you are playing Roblox there is always music playing! That doesn’t count any
other games, social media, or other digital platforms...

In prior generations, to listen to music you had to play it on a device like a record player, a
cassette player, or a CD player. Now, you can take it virtually anywhere with your smartphone.

The incredible changes many of us experienced during the COVID period are another great
example of this phenomena. Prior to the pandemic, many people had never worked from home
or been on a video call. Now, think about how much of that you've done over the last year.

This doesn’t apply to everyone, but in information economies, we’re spending more and more
time living in the digital world.

I don’t see this reversing anytime soon (if ever), and what’s happening now in the U.S. and
Europe will eventually happen everywhere.

Regarding music, the thing to think about is that the digital world has a soundtrack. Whether
playing video games, working on a presentation, or trading stocks while reading a subreddit,
music is often there.

The digital metaverse will also open up new monetization opportunities that we can’t even
comprehend right now. Remember, a home-exercise company (Peloton) was one of the drivers
of the growth in music subscription revenues last year.

Now, consider the recent explosion in non-fungible tokens (“NFTs”) as collectibles. The record
labels own one of the most valuable collections of intellectual property on the face of the
planet. One that drives some of the highest engagement out there.

12
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The global collectibles market is a $370 billion market and growing double digits in recent
years. The global recorded music industry is a $22 billion market.

Again, this is a “blue sky” scenario, but the music industry owns iconic intellectual property
that will be relevant for a long time and with 100% incremental margin.

This is extremely underestimated, especially by the “experienced” analysts on Wall Street.
Their experience — which is backwards looking — is actually a handicap when understanding
this market. The upside is perhaps even two or three times what these analysts have modeled.

Here are those growth rates...

GLOBAL RECORDED MUSIC
INDUSTRY REVENUES
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Since the bottom in 2014, we have seen 54% growth in global recorded music industry
revenues or a 6% annual growth rate. In 2019, it grew 8%. Forward growth could even
approach double digits. If that happens, music companies like UMG will be materially
undervalued.

WHAT’S THE STAKE IN UMG WORTH?

As aresult of European merger regulations, PSTH was obligated to put out a press release last
Friday to discuss the potential transaction to acquire 10% of UMG.

I say “potential” transaction because while it appears it may have come to terms with
Vivendi over the purchase, an actual transaction cannot be consummated until the Vivendi
shareholder meeting, which is scheduled for June 22.

Here’s the what the press releases says regarding the valuation at which PSTH is buying...

13
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Pershing Square Tontine Holdings, Ltd. (NYSE: PSTH) (“PSTH”), a special purpose
acquisition company, confirmed today that it is in discussions with Vivendi S.E.
(“Vivendi”) to acquire 10% of the outstanding Ordinary Shares of Universal Music
Group B.V. (“UMG”) for approximately $4 billion, representing an enterprise value of
€35 billion for UMG.

The press release goes further to say that PSTH’s...

Pro-rata share of UMG Ordinary Shares, which at cost, including transaction expenses,
represents approximately $14.75 per PSTH share, before accounting for any dilution
from PSTH Distributable Redeemable Warrants (the “Redeemable Warrants”)

This gives us two metrics to consider — the €35 billion valuation for UMG and the $14.75 per
share of PSTH. The question to ask is whether this is a good price.

The first thing to consider is that this valuation is based on 2021 estimated EBITDA, the most
common earnings metric used for companies in the media space.

As discussed previously, the 2021 numbers are still subdued due to COVID. Therefore, it’s
difficult to put together a “consensus” number for 2021 and 2022 EBITDA estimates for UMG,
particularly because it’s a subsidiary of Vivendi and not a standalone company.

I combed through the financial models of the major analysts and came up with estimates of
€1.63 billion and €1.85 billion.

Again, these are just estimates, and the magnitude and direction is much more important than
false precision.

Given that the transaction will close in the second half of the year, it’s reasonable to think
that the proper metric to use should be 2022 EBITDA. Based on the higher 2022 number, the
proposed capital structure of UMG (once it’s spun out from Vivendi), and the current implied
multiple, here’s the appropriate valuation...

UMG VALUATION ANALYSIS

EBITDA €1.63 € 1.85
Implied Value € 35.00 € 39.70
Net Debt €190 € 1.90
Spotify Stake € 1.00 € 1.00
Equity Stake €34.10 € 38.80
EV Multiple 21.5 21.5
Value Per PSTH Share $14.75 $16.79
14%

14
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Based on using the proper year for comparison, it looks like we could see 14% upside to the
stake in UMG, or 9% based on Friday’s closing price.

The next question is: Is this the right multiple?

This is impossible to answer with certainty, but we do have one publicly traded comparable
company out there in WMG, which went public via IPO a year ago, is big and liquid, and has a
similar business mix to UMG...

2020 REVENUE SPLIT

[l Recorded [l Publishing

UMG WMG

WMG is currently trading at 22 times 2021 enterprise value (“EV”)/EBITDA and across the
last year has traded an average of about 24 times next 12 months (“NTM”) EV/EBITDA. Let’s
split the difference and use a multiple of 23 times, again carrying it over to our next year’s
number...

UMG VALUATION ANALYSIS
S - E—

EBITDA €185
Implied Value € 42.60
Net Debt €1.90
Spotify Stake €1.00
Equity Stake €41.70
EV Multiple 23

Value Per PSTH Share $18.02

22%

This is 22% upside to the stake, or 14% to PSTH’s overall share price.
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The next question is, is WMG the right comparable?
Well, most analysts (and I) believe that the newly liberated UMG should trade at a premium.

Remember, UMG has a serious size and scale advantage over WMG, which matters because it
gives UMG substantially more bargaining power with the streaming services.

In additional to an aggregate market share size advantage, in most recent years UMG has
dominated the top of the charts with the vast majority (80% to 90%) of the top 10 artists.
Music is a top-heavy industry with a few artists making up a big percentage of listening. All of
this points to a premium over WMG.

UMBG also has many other advantages, which include better margins...

ADJUSTED EBITDA MARGIN
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Higher growth...
REVENUE GROWTH CAGR
FOR MAJOR LABELS
B uvG [l WMG [ Sony
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And better corporate governance. WMG has two shareholder classes with super voting shares
to ensure that the previous owners can maintain control in most scenarios. The controlling
shareholder at WMG controls 90% of the vote while UMG will have a fully independent board
of directors. Typically, this structure is seen as less shareholder-friendly and would trade at a
discount.

There is also the issue of accounting. WMG has a large amount of stock compensation that

is added back to its calculation of EBITDA. WMG also incorporates estimates for future cost
savings — another practice that inflates the numbers versus UMG. Some other areas around
accounting standards are too complicated for this report but would also justify WMG trading
at a discount.

With all these factors, how much of a premium should UMG trade at versus WMG?
Often, we could see premiums in such situations as much as 2 to 5 times.

One countervailing factor for UMG that will impact the short-term stock price is that it will

be listed on the Dutch exchange in Amsterdam. Of course, there’s nothing wrong with being
listed in Amsterdam, and American investors (and institutions in particular) should have

no problems buying shares of the large, liquid European stock that will be tradeable. They

are currently tradable on existing online trading platforms and by the time the shares are
distributed (likely by the fourth quarter of 2021), most of the emerging brokers like Robinhood
should also be able to handle them. That being said, European-listed stocks have traditionally
traded at a discount to their U.S. comps.
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It’s also worth noting that UMG will have an independent board, and if it decides that the
European listing is a detriment to the appropriate value realization, it can either list in the U.S.
or create an American Depositary Receipt (“ADR”). Frankly, I believe this will happen by next
couple of years.

Taking all of these factors into account, let’s add a valuation premium of 2 times WMG, or 25
times EV/EBITDA on 2022 numbers. Here’s how that looks...

UMG VALUATION ANALYSIS
@ 0@ @=m= @

EBITDA €185
Implied Value € 46.30
Net Debt €1.90
Spotify Stake € 1.00
Equity Stake €45.40
EV Multiple 25

Value Per PSTH Share $19.62

33%

Now, we're looking at a 33% premium to the $14.75 value and 21% to PSTH’s most recent
closing price.

One last factor to consider is that WMG also has more debt. The new UMG will have a bit more
than 1 times net debt/EBITDA on 2021 numbers. WMG has higher leverage at about 2.5 times
net debt to EBITDA, or about 1.5 times that of UMG.

One quick way to determine the “value” of this difference in leverage is to imagine it were to
borrow the additional cash and buy back shares. Adjusting for this by giving UMG the same
amount of leverage drives the numbers to $20.91 per PSTH share, or 42% upside from the
original $14.75 and 28% upside from the PSTH closing price.

This is a simple comparable company analysis for a direct competitor, but I'd argue that the
record labels are undervalued, which will be recognized in the coming years with sustained
and accelerating growth.

From a high level, here is a simple analysis to think about the music industry as a whole:
According to Morgan Stanley, streaming platforms account for 60% of the industry value but
just 21% of customer spend.

In other words, the music companies generate 45% of every $100 of revenue spent by
consumers versus 21% for the streaming companies — a multiple of 2.1 times. Yet the global
streaming platforms are valued at $179 billion of market cap versus the music companies at
about $100 billion (or a 43% discount).
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Look at this another similar way: Spotify trades at a huge multiple of EBITDA as it has a $45
billion market cap ($44 billion EV) and is only expected to do $500 million of EBITDA in
2023. It'll be growing fast, but who ultimately controls the music business? The platforms? Or
the labels, which own the past 100 years of music and (for right now) have 99% market share
of new recorded music?

Another analogy here could be the cable companies versus the content owners. Cable company
Charter Communications (CHTR) — a distributor of content like SPOT - trades at 10 times
EV/EBITDA. Meanwhile, Disney (DIS) — an owner of content like UMG — trades at 22 times
EV/EBITDA. Music is a better business than video and UMG has an unparalleled market share
advantage.

Tencent Music (TME) trades at 30 times EV/EBITDA and is in a similar position to Spotify in
terms of depending on record labels. Here’s UMG’s value if we use the 30 times EV/EBITDA
multiple...

UMG VALUATION ANALYSIS
N

EBITDA €1.85
Implied Value € 55.50
Net Debt €1.10
Spotify Stake € 1.00
Equity Stake € 57.60
EV Multiple 30
Value Per PSTH Share $24.91
69%

Now we are looking at almost a 70% premium to the $14.75 quoted value and 46% to the
current PSTH share price.

Looking at the range of analysis here we think a range of $19.61 to $24.91 for the UMG stake
makes sense.

Again, these are “blue sky” valuations, but I legitimately think that within three years, UMG’s
EBITDA could be up as much as 50%. (Remember the prior analysis about pricing power and
the collectibles markets.)

Add all of this up and I’d argue that the current valuation of the stake in UMG
could be worth as much as the current share price of PSTH. Through time, it could
be worth 1.5 times to 2 times the current share price.

Admittedly, these are generous multiples and accelerating growth rates, but this is what
happens when you have massive technological evolution in sectors like music. These
companies own the equivalent of beachfront real estate that can never, ever be replicated and
that is extremely long-dated.
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How long will people be listening to Taylor Swift and Post Malone? I don’t know, but people
are still listening to The Beatles 60 years later, so I'm confident on the unique value of these
businesses, especially in the modern digital world.

One last consideration... What is this business worth to one of the technology titans that is
looking to compete with Spotify in the music-streaming business? Those companies are Apple
with its $2.1 trillion market cap and Amazon with its $1.6 trillion market cap.

Amazon just bought movie studio MGM for $9 billion, or approximately 37 times EV/EBITDA,
according to press reports. MGM is a subscale studio that doesn’t even rank at the top of new
films or catalog revenue. In this context, what is the dominant market position in a higher-
growth business with better economics worth to one of these mega-companies?

I think that this is what eventually happens and would not be surprised to see one of them pay
more than $100 billion, or 3 times the current implied value for UMG. That brings us to our
next question...

WHAT’S THE REST OF PSTH WORTH?

Upon announcing the transaction to potentially buy a stake in UMG, PSTH also announced a
number of other transactions...

In the press release, it noted that following the completion of the transaction, two other
securities would be separately traded in addition to the stake in UMG (which will be
distributed to shareholders... more on this later). Let’s look at both of these securities...

1. PSTH Remainco

Here is what management said about the first of those securities, which it calls PSTH
Remainco...

PSTH Remainco to Pursue Another Business Combination Following the
Proposed Transaction

After funding the UMG purchase and related transaction expenses, PSTH Remainco
will have $1.5 billion in cash and marketable securities. In addition, the Forward
Purchase Agreements will be amended to provide that the Pershing Square Funds
will continue to have the right, but not the obligation, to buy approximately $1.4
billion of PSTH’s Class A common stock to fund PSTH’s future business combination
transaction. The Pershing Square Funds will own approximately 29% of PSTH
Remainco before the exercise of any Additional Forward Purchase Agreements.

What does this mean?

Basically, PSTH is going to use $4.1 billion of its cash to fund the purchase of the UMG shares,
but after Pershing Square injects $1.6 billion of capital in new share purchases, PSTH will have
$1.5 billion of cash remaining.

This will be the same publicly traded vehicle as what exists today, and it will have this $1.5
billion of cash but also parent-company Pershing Square will have the ability to inject another
$1.4 billion into it. Remainco will not be a SPAC but basically a pile of cash in a public
company that is ready to be deployed at a moment’s notice.
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Simply put, after the UMG transaction, PSTH will still have about $3 billion of fire power in
the company, making it bigger than the biggest SPAC in the market.

Pershing Square will also own 29% of the entity, so it will be highly motivated to make it a
success.

We also believe that this deal could get done much sooner than anyone thinks.

While they’re extremely unlikely to close a deal prior to the distribution of the UMG shares, it
could announce one at any time post the closing of the redemption period. That should happen
30 to 60 days after the approval at the Vivendi shareholder meeting on June 22.

This means it could surprise the market and actually announce a transaction within a few
months. We think it could close a transaction by the fourth quarter, which is much sooner
than most investors expect.

This new company will also have a much cleaner structure than others out there as it won’t
have any warrants outstanding to add complexity to the process.

So, does Pershing have the deals ready?

I'm highly confident that Bill has seen a lot of deals since taking PSTH public back in July
2020 — prior to the massive boom in the SPAC industry. PSTH has also been the largest SPAC
with one of the most famous sponsors and with an extremely shareholder-friendly structure.

I'm sure Bill and his team have spoken with dozens if not hundreds of potential targets.

I also suspect that Bill likely saw some great opportunities, but was limited due to the size of
his original capital raise. It was a positive in that it allowed him to look at large opportunities
that SPACs couldn’t afford, but it was a negative in that it made PSTH too big to do some of
these deals.

Now, that is no longer the case. PSTH still has more capital available than any SPAC out there,
but it can also look at a broader group of deals.

So, what is this worth?
Well, the company said the following in its press release...

Their pro-rata share of PSTH after the distribution of the acquired UMG shares
(“PSTH Remainco”), which will have approximately $5.25 in cash per share, before
accounting for any dilution from PSTH Distributable Redeemable Warrants.

Let’s start with the idea that it is worth the cash on the balance sheet, or $5.25 per share.
Should it be worth more?

Well, if there ever was a structure that should trade at a premium, this would probably be it,
given all of the advantages PSTH has versus the SPACs out there.

PSTH consistently traded at a premium of at least 25% (implying $6.56) so we think that a
range of $5.25 to $6.56 makes sense for this vehicle.

In the current SPAC “skeptical” market environment, let’s stick with the $5.25
per share for the rest of our analysis.
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2. Special Purpose Acquisition Rights Company (“SPARC”)

When Ackman took PSTH public, he did his own take on the SPAC structure — one that he
thought was better for shareholders than the traditional structure. I discussed this structure at
the beginning of this report.

Even with those changes, though, the structure still came with a couple of disadvantages.

The first is that it tied up a lot of investor capital. When you bought shares of PSTH, you

gave Bill the money and it sat on the balance sheet not earning you any current return. Some
investors would rather keep that money to use on their own and then deploy it only after they
knew what the deal was going to be.

The second is that it put a deadline on the deployment of the capital. Nothing wrong with
this, either, but the typical deadline for a SPAC deal — two years — isn’t a ton of time when it
comes to finding a deal, performing due diligence, coming to an agreement, getting all the
appropriate approvals, etc.

It was easier when fewer SPACs existed, but now hundreds exist and the market will be much
more competitive. And in fact, the two-year time frame is one reason I think we’re going to see
some terrible SPACs over the next few years.

With the new SPARC structure, Ackman is addressing both of these additional concerns.

This is a totally new structure with a lot to unpack, so below is what Pershing said in the press
release, with our commentary bolded below it.

SPARC to Issue Rights to PSTH Shareholders

An affiliate of our Sponsor has formed an entity that will be known as Pershing Square
SPARC Holdings, Ltd. (“SPARC”), which is a Cayman Islands Corporation.

SPARC is not a SPAC. It is a Special Purpose Acquisition Rights Company. Unlike a
traditional SPAC, SPARC does not intend to raise capital through an underwritten
offering in which investors commit capital without knowing the company with which
SPARC will combine.

Instead, SPARC intends to issue rights to acquire common stock in SPARC for $20.00
per share to PSTH shareholders (“SPARs”) which can only be exercised after SPARC
enters into a definitive agreement for its initial business combination. The SPARs are
expected to trade on the NYSE and have a term of five years, subject to extension.

Right here, Bill addresses the two concerns mentioned above. The security is only
exercised after a deal has reached a definitive agreement, and the rights will last
five years with a possibility to be longer.

SPARs

One SPAR will be distributed for each share of PSTH Class A common stock
outstanding on the record date shortly following the completion of the Redemption
Tender Offer and Warrant Exchange Offer. Assuming all SPARs are exercised, SPARC
will raise $5.6 billion of cash from SPAR holders. SPARC is expected to enter into
forward purchase agreements with affiliates of the Pershing Square Funds, SPARC’s
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sponsor, for a minimum investment of $1 billion, and up to $5 billion, subject to
increase with SPARC’s board consent.

Holders who elect to exercise their SPARs will also receive the right to exercise a
proportionally greater amount of SPARs to the extent that other holders of SPARs do
not exercise their SPARs.

SPARC Will Have Up to $10.6 Billion for its Business Combination

Assuming all of the SPARSs are exercised after an initial business combination
is announced, SPARC will have a minimum of $6.6 billion of cash and up to
approximately $10.6 billion to consummate a transaction.

After the $1.6 billion cash injection by Pershing Square, there will be a total of
280 million shares issued at $20 per share. Every one of those shares will receive
a SPAR (the right) that can be exercised at $20. Multiply $20 by 280 million
shares and you have $5.6 billion.

Additionally, Pershing Square is committing to putting up a minimum of $1
billion additional capital and has the ability to put up to a total of $5 billion.

Combine the potential $5.6 billion from rights holders exercising and a potential
$5 billion from Pershing Square and you have $10.6 billion. That is one hell of a
war chest!

This fixes the couple of issues we discussed above, but it also allows Bill to go to a
target company and guarantee that it can come with a ton of capital.

The total of $10.6 billion in potential capital also puts PSTH back where it started
but even more so — the biggest kid on the block by far in the SPAC market.

I wouldn’t be surprised if this opened a lot of doors to do a deal with a big fish.

SPARC Sponsor Convertible Preferred Shares

The SPARC Sponsor is expected to purchase preferred shares convertible for up to ten
years at $24.00 per share into 4.95% of the outstanding shares of the post-combination
entity on a fully diluted basis, either by (i) paying $24.00 per share or (ii) by converting
on a “cashless” basis and receiving an amount of outstanding shares with a value equal
to the market value of such 4.95% of shares in excess of $24.00 per share.

This is the replication of what PSTH did in the original structure — giving the
sponsor some additional exposure, but only if it pays a fair value.

SPARC’s Structural Advantages

SPARC’s structure has been designed to allow SPAR holders to avoid incurring the
opportunity cost of capital of a typical SPAC, as the SPARs will not be exercisable, and
holders will not be able to acquire shares in SPARC, until a definitive agreement has
been signed. The SPARC Sponsor will also benefit by not having any time pressure
associated with the typical two-year SPAC commitment period.

We discussed these above...

23



The Type of Investor That Can Change Your Investing Life

SPARC will not have any shareholder warrants outstanding, nor is it expected to incur
any underwriting costs.

Just like SPAC Remainco...

SPARC common shares will initially be owned 100% by affiliates of Pershing Square so
no vote will be required from other shareholders to consummate a transaction. SPARC
common stock will become publicly traded only after a business combination partner
has been identified, a definitive agreement has been fully executed, and the SPAR
offering has been completed.

This is unique as it will not require any outside shareholder approval.

SPARC to File a Registration Statement with the SEC Shortly

There is a lot of ground to cover, but when you break it down, it’s actually pretty
straightforward: A five-year option to participate in a deal if you think it’s good, and you don’t
tie up any capital...

SPARC has not yet filed a registration statement with the SEC, but will do so on a
confidential basis shortly. An affiliate of the SPARC Sponsor expects to commence the
distribution of SPARs to PSTH shareholders following the SEC review process and the
completion of PSTH’s Warrant Exchange Offer and Redemption Tender Offer.

The SPAR distribution is subject to NYSE review, and will take place only pursuant to
an effective registration statement under the Securities Act of 1933. No assurance can
be given that SPARC will be ultimately effectuated on the above outlined terms or at
all.

This has never been done before, but technically this is just an even more
shareholder-friendly version of a SPAC. The structure Ackman put together for
his original SPAC was much more shareholder-friendly than anything out there,
and the SEC was likely happy with that.

We think there could be some other potential advantage around legal domicile, the structure
of the sponsor warrants, and other aspects that will make this even more attractive. So...
What’s it worth?

Technically, it’s an option on a future transaction. When you own it, you have the right but not
the obligation to participate in the transaction.

Even if he had a terrible track record, this would have some option value — especially because
it is long-dated. In this case, Bill’s track record suggests it absolutely should have value.

But how much value?

Prior to the announcement of this transaction and looking out six-plus months, call options
struck at the $20 net asset value (“NAV”) on PSTH were trading anywhere from $3 to $8.
Now, that includes some implied volatility in the market and perceptions about the potential
for a deal, but it was only six months.

Given the additional time frame with the SPARCs (and the potential they could be practically
perpetual), a fair value range should be in the $5 to $8 area.
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And we have to consider some additional value here...

On Twitter, an account posited that it would be interesting if the owners of these SPARCs (call
them “SPARC1” rights) might then have the right to receive the next round of SPARCs (call
them “SPARC2” rights). Think of it as a loyalty program of sorts...

There was actually a structure similar to this in the original SPAC structure and based on Bill’s
comments on Twitter, he’s going to pursue this strategy with the SPARCs.

If you own a SPARC right and you exercise into a consummated deal, you receive a right to the
next deal.

So you have a $5 security that you exercise for $20 and you immediately receive another
security that should have a similar value. If Ackman does good deals, then that incremental
security should be worth even more.

This is similar to some stuff that Malone has done in the past, but it’s a continued — and
shareholder-friendly — evolution.

As a result of this potential, I think we should use our fair value of $5 to value the
SPARC.

WHAT IT ALL ADDS UP TO... AND WHAT YOU SHOULD DO

This has been a lengthy analysis and discussion of the value of these securities. Here’s the
conclusion for where PSTH could (and should) trade after things settle down...

PSTH VALUATION ANALYSIS

Low High
UMG Stake $19.61 $24.91
PSTH Remainco $5.75 $6.56
SPARC $5.00 $8.00
Total $30.36 $39.47
Current Price $22.07 $22.07
Upside 38% 79%

That’s decent upside, but when does it trade there?
Who the hell knows, to be honest, but I have some ideas...

The first thing to consider is that some investors were disappointed on Friday. Clearly, this is
not what many were expecting.

25



The Type of Investor That Can Change Your Investing Life

A large group of investors were expecting a more straightforward SPAC acquisition of a trophy
asset. Payments company Stripe and Elon Musk’s space-based Internet company Starlink

and space travel company SpaceX were some of the popular rumors. In other words, many
investors expected something that looked more like the DraftKings (DKNG) transaction than
this.

Almost nobody was expecting anything like this deal. So not only was it “disappointing” for
some investors, but it was also a complicated deal.

To give you an idea, I've been a professional investor for 25 years and it took me 10-plus hours
of work to wrap my head around this deal, not to mention another 15 hours to write it in a way
that most people could understand. This is as complicated as any Malone deal that I've seen in
the last two decades.

If it takes me that long to fully digest this and this was my life’s work for 25-plus years on Wall
Street, what is an average investor supposed to do?

Well, the initial reaction for many of them was to be pissed off and sell the shares. That’s
exactly what a lot of them did on Friday.

Almost 11 million shares were traded on Friday, which is 6% of the outstanding shares and
almost 10 times the normal daily trading volume.

Based on the “real” float, I suspect it was a much larger percentage. Here’s a table of the top 10
shareholders...

PSTH LARGEST SHAREHOLDERS

Guggenheim Partners 11.00%
Baupost Group 6.35%
Wells Fargo 5.60%
SIG Holding 3.67%
Ontario Teachers' Pension Plan Board 3.49%
T Rowe Price 3.01%
North Americna Co. for Life and Health Insurance 1.54%
Jane Street Group 1.52%
Millennium Management 1.35%
Group One Trading 1.13%

I haven’t spoken with any of these folks, but I'd be shocked if any of the top institutions sold a
single share. We at Empire think this is a great deal, and I'd imagine these folks agree.

The top 10 shareholders hold almost 40% of the stock, and Bloomberg shows “institutional”
ownership at 54%. Let’s say at least half the shares are tightly held. If so, then about 20% of
the shares likely to trade on “disappointment” have probably already traded.
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This is an art, not a science, but my experience would lead me to believe that we are
somewhere around one-third to two-thirds of the way through this initial “disappointment”
sales process.

I think that this will finish up by the end of the week, and I wouldn’t be surprised if it
happened sooner.

The good news is this is a lot of volume relative to the shares likely to trade, the stock got hit
pretty hard (down 12% on Friday), there’s little incremental downside (with $20 in the bank),
and it’s a great deal.

The bad news is that it’s especially complicated, people are mad, and Bill likely can’t comment
on much of anything right now. He’s in a difficult position. I suspect that because of European
merger and acquisition (“M&A”) activity, PSTH and Vivendi were forced to announce the deal
before they could consummate the agreement.

Until the Vivendi shareholder vote on June 22, Bill and Vivendi can’t really say anything.
That’s a tough spot to be in when you do a great (albeit complicated) transaction.

Ultimately, Bill has put together an outstanding transaction that is taking advantage of
complexity to put PSTH in a position to create tremendous economic value. The downside of
that — along with the complication around the regulatory timing — is that it creates near-term
uncertainty and downside.

The upside is that this is a tremendous entry point for investors to buy shares of
PSTH.

Relative to my initial thesis back in January, only two things have changed: The stock is
cheaper, and Bill has announced a great deal and dramatically improved the structure of the
SPAC.

If an opportunity is even better and even cheaper, you buy the hell out of it. That’s what I
recommend you do right now.

After the Vivendi meeting on June 22, I expect Bill will be able to talk more about the deal.
Assuming it gains shareholder approval — which I expect — then he will come out swinging.

PSTH is unlikely to turn into the next GameStop (GME) or AMC Entertainment (AMC). But if
you're looking to make 20% or 30% quickly (back to where it was trading a couple of months
ago) and have the chance to make multi-bagger returns over time, then this is a no-brainer
investment opportunity.

Buy shares of Pershing Square Tontine Holdings (NYSE: PSTH) right here and
you will be rewarded over the long run.

Below, I'll address some of the questions many of you may have right now.
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FREQUENTLY ASKED QUESTIONS

What happens to the warrants and what should one do with them?

The future value of the warrants depend on two important transactions: the “tontine issuance”
and the “cashless exchange.”

When the warrants were first created, Bill came up with a “tontine” strategy designed to
reward shareholders who supported his transaction. The original units offered in the IPO each
had the rights to one-ninth of a warrant. Then if PSTH were to announce a transaction and
seek shareholder approval, those shareholders would have the “tontine” rights to an additional
one-ninth of a warrant if they approved of that transaction. In other words, if you voted to
support Bill, you’d get a little extra value.

Because this transaction doesn’t require a shareholder vote, Bill is awarding these “tontine”
warrants differently. Now, the “tontine issuance” will occur after all of the other transactions
have been completed — including the distribution of UMG stock to shareholders. This means it
will be a warrant just for the PSTH Remainco and will have a strike price reflecting that.

As for the existing warrants which were issued with the IPO, they will be traded for PSTH
stock using a “cashless exchange.”

In this step, the company will exchange PSTH stock for PSTH warrants, according to a fixed
table of values.

The table is listed on page 149 of the company’s IPO prospectus linked here. It shows a simple
ratio of the shares of PSTH you would get for each warrant held. There are two critical inputs:
time, and price.

The time element is the number of months until the warrants expire. We think the cashless
exchange will take place in the late fall. This will be well after the UMG IPO and should give
the management teams time to tell the UMG story, which should help the stock’s trading.

For the warrants math, what matters is that it will be about 45 months before the July 2025
expiration of the warrants. That line on the table is our key.

The PSTH price will then determine the ratio of the exchange. For example, if PSTH is trading
at $30, warrant holders would get 0.3181 shares of PSTH, worth about $9.50 each.

The warrants closed on Friday at $5.62, and PSTH stock closed at $22.06. If we looked at the
table, we’d notice that ratio (0.2548) would correspond to a PSTH price between $22 and $24.
So these warrants are already trading pretty close to the “right” price.

Between now and the cashless exchange period, the warrants will act as you’d expect them to —
as a leveraged bet on the underlying PSTH stock.

When the exchange comes, however, we expect every sensible warrant holder to redeem,
because the price ratio being offered is based on an extremely generous estimate of “implied
volatility” for the warrants.

Remember, like an option, a warrant has three components of value — date, strike price, and
volatility. The date and strike price are already put into the exchange table. To finalize the
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value, they are using an implied volatility, which is simply a mathematical expression for the
potential future upside for PSTH stock.

The implied volatility they are offering is 42%, which we think is super generous. A peer like
WMG has a lower implied volatility... and remember, a valuation for UMG has already been
suggested, which might further mute near-term moves.

We think Bill has offered such generous terms for two reasons. First, he wants to make sure
the warrantholders are incentivized to redeem, to “clean up” the overall structure of PSTH.
Second, while I can’t know this for sure, every experience I've had with Bill is that he wants to
treat his shareholders right. Remember, he’ll come back to the market looking for more capital
when he finds his next target. The best way to make sure it’s there in the future is to look out
for his backers right now.

To put it all simply, I think the PSTH warrants will trade as a leveraged version of PSTH until
the late fall, at which point they should be exchanged (on generous terms) for PSTH stock
itself.

If you don’t like the deal, can you still get the $20 back?

While this is not a typical SPAC deal, PSTH maintained this aspect of the SPAC structure.
Instead of a shareholder vote, which can take a lot of time, PSTH is going to do a redemption
offer instead.

It will offer to buy back your share of PSTH at $20 if you want to redeem it. With shares at $22
right now — and likely moving higher — I doubt anyone will redeem, but they can if they want.

PSTH can likely begin this offer after the deal is approved (likely late June) and the process
would take two to four weeks and be a straightforward transaction.

Will the UMG stock you receive in the distribution as a PSTH shareholder have a
U.S. listing?

As I mentioned earlier, I don’t think so. It seems clear that Vivendi is only moving forward
with the Dutch listing. To get a U.S. listing done in time, Vivendi likely would already have had
to get all the groundwork done and we would know about it.

This is probably the only real negative we have in this whole thing, but it’s more of a temporary
negative as it relates to liquidity.

With an independent board, if the company decides it makes sense to do a U.S. listing or ADR,
it will do so — likely in 2022, as I mentioned earlier. That would be my recommendation if I
was on the board.

If someone wanted UMG exposure, couldn’t they just buy Vivendi?
Yes, but it is much less complicated to buy PSTH.

The major complication is that from all of the Vivendi disclosures, it appears that the
distribution will be a taxable event for the vast majority of investors, and this tax bill could be
as high as 30%. Get it through PSTH and you avoid a tax bill. (When you buy Vivendi, you also
own several other assets.)
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This will likely be done by a custodian in charge of the process, so as a Vivendi shareholder
subject to the tax, you will simply have the number of UMG shares you receive reduced by the
tax amount.

Some investors could argue that the “implied” value of UMG in Vivendi might be more
attractive even with the 30% tax bill. Given the complex nature of those assets and the security
that remains, I disagree — especially in comparison to the securities you will get with PSTH.

While I'm not sure we’ll see many traditional, long-only institutions buying the stock for UMG
exposure in the next few months, we're likely to see a tremendous amount of hedge fund
interest. This will begin the process of the realization of value in the shares.

Why do both PSTH Remainco and the SPARC?

This is hard to say, but maybe Bill already has a deal in mind and wants to move quickly on it...
perhaps something that would only use $3 billion or so of the full $11.6 billion.

Either way, why wouldn’t Bill elect to have two vehicles instead of one if he has his eye on
some attractive opportunities?

We also suspect there were some legal and tax reasons behind the structure.

Could or would PSTH Remainco theoretically buy shares in UMG after the
listing?

Probably, but I doubt this would happen. I believe the goal is to have multiple vehicles to
pursue multiple opportunities and set up a vehicle to continue to do so in the future.

Regards,

Enrique Abeyta
Editor, Empire Financial Research
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