
A spare wallet
Activists have mastered the co-investment structure. Now, they’re looking to take the search 

for additional capital a step further.

In the spring of 2013, Pershing Square Capital Management was still reeling over bad publicity from its 

bets on Herbalife and JC Penney. Its CEO, Bill Ackman, later admitted mistakes. But humility only goes 

so far in hedge fund land. With long-term returns still looking healthy, Pershing Square went looking for 

more capital. 

That May, Ackman wrote to his investors asking for them to back him on a new investment. “The business 

is simple, predictable, and free-cash-flow-generative, and enjoys high barriers to entry, high customer 

switching costs and substantial pricing power,” Ackman wrote in a letter quoted by various contemporary 

media sources. It traded at a lower multiple to its closest peers, he added, and that was all he was 

prepared to say. The name of the company was never given.

Two months later, the activist disclosed a $2 billion stake in Air Products and Chemicals, an industrials 

stock that has gone on to beat the S&P 500 Index over the past two years by more than ten percentage 

points. Regulatory filings suggest around seven million of the more than twenty million shares 

acquired by Pershing Square were bought with the recently called capital.



Co-investment

The process by which Pershing Square 

part-funded its campaign is known 

as co-investment. It gives trusted 

investors in activists funds access to 

high-conviction ideas, usually with 

lower fees than for the main fund, and 

has been around for a while. “Some 

of the major funds have used co-

investments intermittently,” says Marc 

Weingarten, a Partner at New York 

law firm Schulte Roth & Zabel and 

co-Chair of its Shareholder Activism 

practice. “Now, they’re being used on 

many significant campaigns.”

Activism remains one of the hottest 

hedge fund strategies around, 

according to firms that work with 

investors to identify suitable managers. 

Assets under management by funds 

with a primary focus on activism 

have swelled to $160 billion this year, 

according to Activist Insight data, up 

from $56 billion in 2010. These figures 

potentially underestimate the capital 

available to activists in the current 

environment, however. According to 

Weingarten, use of co-investments 

is now “truly across the board, from 

the smaller, newer activists who need 

additional buying power to the largest, 

well-established funds in this sector.”

Activist investors approached for 

this article generally declined to 

comment, although some were 

able to point to public examples of 

their use of co-investment funds. 

Trian Fund Management has used 

special purpose vehicles for several 

of its investments—a “Strategic 

Coinvestment Fund” is one of the 

reporting persons on its latest 

Schedule 13D, at Sysco. According 

to a document prepared by the New 

Jersey State Investment Council in 

2013, Starboard Value has established 

a drawdown fund “to focus exclusively 

on Starboard’s larger, most active 

situations.” The fund served to 

allow Starboard “to utilize additional 

investment capacity in their most 

compelling opportunities,” three to six 

times per year, it added. 

Several institutional investors 

confirmed to Activist Insight that 

they had been approached over co-

investment opportunities, but had so 

far declined to participate. However, 

the California State Teacher’s 

Retirement System (CalSTRS), does 

engage in selective co-investment 

strategies (see text box). “It will often 

happen that an activist has bought 

into a company in its main fund and 

has hit the maximum investment it 

can make, so it will come to us and 

suggest a co-investment,” says Aeisha 

Mastagani, an Investment Officer at 

CalSTRS. “CalSTRS’s main interest [in 

the strategy] is really in being part of 

the engagement process.”

Unique desires

To understand why activists have chosen 

to adopt co-investment strategies rather 

than simply growing their main funds, 

one needs to understand the ways in 

which they differ from typical long/short 

equity funds. High concentration—in 

some cases fewer than ten stocks at 

a time—and the absence of leverage 

makes outside sources of capital 

attractive on large investments (leverage 

can maximize returns but also increases 

downside risk). As a result, some fund 

managers will create a special purpose 

vehicle (SPV) to hold extra capital.

“Co-investment strategies are quite 

common among activists as a way to 

scale up in a particular investment,” 

says Greg Taxin, of Luma Asset 

Management. “Activists don’t generally 

use a ton of leverage, but might have 

restrictions on the proportion of the fund 

that can be dedicated to one position.” 

As a result, the strategy is becoming 

“SOME OF THE MAJOR FUNDS HAVE USED CO-
INVESTMENTS INTERMITTENTLY...”

Institutions that haven’t co-invested...

While some wonder whether 

institutional investors would have the 

flexibility to co-invest, given that their 

capital is often allocated to distinct 

buckets, that doesn’t seem to be the 

concern of two that Activist Insight 

talked to. “A co-investment would 

require a disproportionate amount of 

human capital doing the due diligence 

and monitoring necessary,” says Jon 

Grabel, CIO of the New Mexico Public 

Employees Retirement Association.

A spokesman for the Florida State 

Board of Administration, meanwhile, 

suggested that as its Strategic 

Investments (SI) asset class is 

opportunistic, it prefers to negotiate 

access to core funds at better terms, 

rather than blending its fees. “If SI 

wants more exposure to activism, 

it would hire another fund,” the 

spokesman said. “This does not mean 

we would never co-invest.  It means we 

have not seen a co-investment model 

that works for SI.”

That was echoed by Grabel, who 

said a separate account or regular 

fund provided more clarity. Moreover, 

he agreed the lower fees offered 

by co-investment vehicles were not 

persuasive on their own. “Fees should 

not be the primary basis for a decision 

to commit capital.”
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“

“... NOW, THEY’RE BEING USED ON MANY  
SIGNIFICANT CAMPAIGNS”

popular with allocators. “Some 

investors want to feel they’re 

underwriting the idea when the SPV 

approach is used and they get full 

transparency,” says Marcos Veremis 

of investment consultant Cambridge 

Associates. Taxin agrees. “In the past, 

potential investors [in activist funds] 

were more inclined to evaluate a 

manager,” he says. “Now, those who 

have traditionally invested in funds 

have a lot more experience in activism 

and like the idea of reviewing particular 

campaigns.”

There are disadvantages to the 

structure, however. Creating an 

SPV and raising capital for a new 

investment can be a slow process, 

wasting valuable time when a stock 

has temporarily slipped to an attractive 

price, according to Veremis. Moreover, 

there is a risk the idea could be leaked, 

even if potential investors are required 

to sign non-disclosure agreements.

A new venture

In a market where competition between 

activist investors over opportunities 

appears to be increasing, speed of 

execution matters. As a result, activists 

are experimenting with new funding 

structures. Several of the largest 

funds now advertise opportunities to 

participate in semi-permanent pools 

of capital that supplement their main 

funds when necessary, according to 

several people who are involved in 

guiding allocators to make investment 

decisions. “The structure of co-

investment funds is still in its infancy, 

but the concept fits perfectly with 

what activists are trying to achieve,” 

says Bryan Schneider, a Senior Vice 

President at fund-of-fund operator 

EnTrust. “Larger ownership stakes can 

only increase their influence.”

Under this structure, investors get to 

hold onto their cash until it is needed 

by the activist, but might face between 

three or five capital calls per year. 

Crucially, these investors do not get 

full transparency on what equities 

the activists intend to buy, instead 

being given generic sketches of the 

opportunity. “The blind commitment 

fund structure doesn’t work for 

EnTrust,” says Schneider. “We like the 

ability to underwrite the opportunity 

to assess the quality of the business, 

the valuation of the security, and the 

details of the engagement.” That 

feeling of uncertainty—or rather a 

desire for greater transparency than 

semi-permanent drawdown funds can 

provide—also motivates institutions 

such as CalSTRS (see text box).

Whether or not this second form of 

co-investment strategy—drawdown 

funds for several high conviction 

stocks—take hold, the largest and 

best-established activists have found 

the current funding environment 

surprisingly felicitous. Veremis agrees 

that the structure has advantages 

and disadvantages, so that it hasn’t 

quite become established. “Activists 

are testing how much investors are 

willing to commit to co-investment 

opportunities,” he says. But many 

activists he has spoken to were 

surprised by the amount of capital 

available to them. “A formal co-

investment structure tends to be used 

at the larger, more established funds,” 

adds Schneider. “Some of the mid-

asset managers are more focused on 

building out their main funds.”

To ensure this new form of activist 

fund-raising succeeds, managers will 

have not only to continue generating 

returns at the apex of the hedge 

fund asset class, but also picking 

stocks that outperform their broader 

markets. Given the current rate at 

which they are accumulating capital, 

that may be difficult. 

CalSTRS has co-invested with several 

of the managers it commits regular 

capital, to including on campaigns 

where it has taken a major role in the 

engagement process (Ingersoll-Rand 

and Timken involved co-investments, 

while DuPont, surprisingly given the 

size of Trian’s stake, was not).

CalSTRS Investment Officer Aeisha 

Mastagani says the pension fund‘s 

main evaluation points are threefold: 

“... a risk-reward scenario with sufficient 

opportunity, not paying a management 

fee, and our involvement benefiting 

the engagement process.” Investors 

in larger-cap stocks tend to suit 

CalSTRS better, she adds, because 

the pension fund insists on investing 

in a separate account, rather than into 

comingled funds, requiring extra filing 

requirements if the campaign crosses 

the 5% Schedule 13D threshold. 

Moreover, the strategy could be 

endangered by the extended bull 

market in the US. “We’re conscious 

that we’re in the sixth or seventh year 

of a bull market, and there’s a lot of 

uncertainty,” she says. As a result, 

CalSTRS is evaluating co-investment 

requests much more carefully these 

days.

... And one that has


