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Overview
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Take-Aways
	The special purpose acquisition company (SPAC) may be a palatable alternative to what can be a fickle IPO market. 
	SPACs are not without controversy.
	The SPAC model continues to evolve.


Recommendation
New firms are looking for a less cumbersome means of capital raising than the traditional IPO. Enter the special purpose acquisition company (SPAC), which can fast-track a start-up’s public listing but carries disadvantages as well as advantages. In this thorough and straightforward report, market intelligence consultants at CB Insights provide would-be investors with a useful primer on what a SPAC does, its pros and cons, and its future prospects.

Summary
The special purpose acquisition company (SPAC) may be a palatable alternative to what can be a fickle IPO market.
The SPAC is a type of firm that debuts on public markets prior to acquiring a target company. It is a holding company, “a ‘blank check’ shell corporation.” SPACs are not new but are arousing renewed interest. In times when the IPO market is volatile, entrepreneurs envisaging a quicker exit may find the SPAC an attractive option.
““Private companies are reportedly less sure that they’ll be able to raise large rounds in the near future but still need access to capital. Some are looking to public markets for liquidity.””

The mechanics of a SPAC are relatively straightforward: An individual or a firm forms a SPAC and files to go public, attracting the interest of investors who purchase shares based only on the sponsor’s reputation. Once the SPAC goes public, the sponsor identifies and acquires a private company pursuant to shareholder approval. The acquirer and acquiree merge and trade on a public stock exchange. The sponsor’s fee is 20% of the SPAC’s shares.
SPACs are not without controversy.
The SPAC, by design, benefits the sponsor handsomely and disproportionately. Investors receive shares as well as warrants to purchase future shares at a low set price. But sponsors pay little for a one-fifth ownership in SPAC shares which, in turn, could afford them a 1% to 5% holding in the target company pursuant to the merger. Accordingly, the sponsor could profit nicely, irrespective of the target’s quality, so the sponsor might forgo proper due diligence.  
“From sponsor risk to low-quality companies to supply and demand concerns, SPACs are far from perfect.” ”

The merger also costs the target firm a large equity share, which could end up making the SPAC costlier for the firm than a traditional IPO. Investors place their faith in the sponsor and not in the underlying target company, unknown to them at the time of the initial investment. While institutional investors can exit at the time of the merger announcement, individual investors cannot. Because sponsors have 24 months in which to make an acquisition, they could do so in haste to meet that deadline and invest in a target of questionable reputation and value. And there could be a surfeit of SPACs chasing few good target companies.
The SPAC model continues to evolve.
Despite the SPAC’s recent ascent, the conventional IPO is not going anywhere. SPACs are a costlier route to a public listing. As volatility subsides, issuers may be less inclined to pursue a SPAC over an IPO.
““A SPAC transaction is appealing because it avoids price uncertainty altogether. The company management team is able to negotiate an exact purchase price...though it pays a price for this certainty.” ”

SPACs will survive, albeit in a different form. Their resurgent popularity will engender greater competition for deals and more sponsor accommodations to lure acquisitions.

About the Author
CB Insights is a technology market-intelligence consulting firm.
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