
      
              

           2021 April  

no. 

MONTHLY INSIGHTS     
 

INTRODUCTION TO 

SPECIAL PURPOSE ACQUISITION CORPORATIONS 
 

Written by Barry Zheng, 
Sponsorship Director, FMAA UNSW 

   
 

   
 

WRITTEN BY 

 
BARRY ZHENG 
SPONSORSHIP 
DIRECTOR 
FMAA UNSW 

 



 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Introduction 
 

In 2020, capital markets around the world 

saw some of the most volatile disruptions it 

had seen in decades. One of these 

disruptions was the meteoric rise of Special 

Purpose Acquisition Corporations 

(SPACs). Also known as “blank check 

companies”, SPACs are corporations listed 

on the stock exchange with the sole purpose 

of acquiring a private company which is 

usually unknown beforehand. With a large 

resurgence in the last few years, SPACs are 

already making a splash in 2021, 

announcing that they are here to stay. 

 

 

 

                                                
1 Lakicevic, Milan and Vulanovic, Milos, A Story on 

SPACs, Manag Finance 39:384–40, (2013) 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

So how do they work? 
 

SPACs are first founded by a sponsor team, 

who usually have a strong background in a 

particular industry. The formation of the 

SPAC then occurs by filing a S-1 statement 

with the SEC, which includes many of the 

disclosures regarding the organisation and 

its intentions needed in an IPO.1 They then 

raise money from institutional and public 

investors, depositing it into an interest-

bearing trust account. SPACs then IPO on 

the stock exchange and this process is much 

faster than a traditional IPO due to the 

fewer amount of disclosures needed. The 

offering results in the share percentages for 

sponsors and the public to be 20% - 80% 
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respectively.2 Once listed, SPACs usually 

have two years to complete a merger or they 

must liquidate and return the money to 

investors. If a target company is identified 

during this two-year span, the shareholders 

of the SPAC can vote on the proposed 

merger. Finally, if approved, the merger is 

executed, and the company begins trading 

under a new ticker. 

 

If SPACs sound familiar, it’s because they 

are a direct evolution of “cash boxes”, the 

original blank check companies from over 

half a century ago. However, there was a lot 

of fraud surrounding cash box companies, 

including insider deals or mishandling of 

investor funds and this ultimately led to the 

ASX effectively banning them in 1987. In 

contrast, the modern-day SPAC has many 

regulations in place to mitigate the flaws of 

its predecessor. For example, SPACs must 

register with the SEC and have to place 

money in a trust account, which means 

investors always have the ability to recover 

their funds. 

 

Advantages 

 

The advantages of a SPAC over traditional 

IPOs are different yet relevant for all parties 

                                                
2 Okutan Nilsson, G. Incentive Structure of Special 

Purpose Acquisition Companies. Eur Bus Org Law Rev 

19, 253–274, (2018), <https://doi.org/10.1007/s40804-
018-0105-7> 

involved; the company, investors and 

sponsors. 

 

Companies 

A large incentive for private companies to 

take the SPAC route rather than the 

traditional IPO route is the time saved. 

SPACs can be ready for its IPO in three to 

five months, whereas traditional IPOs will 

take a year minimum to be ready. This extra 

time is extremely valuable for private 

companies, especially start-ups. 

 

Another benefit for companies is the cost 

comparison. Traditional IPOs can cost 

more than 10% of the IPO’s projected 

proceeds, whereas a SPACs fees are usually 

much lower.3 

 

Investors 

SPACs usually list at $10, which means 

retail investors easily able to take part in the 

IPO process. On top of this, even though 

institutional investors always get to the 

front of the line, the high number of shares 

available also means retail investors get to 

participate.  

 

Furthermore, until the merge actually 

occurs, investors have the guarantee they 

3 SPAC Consultants, Gains and returns for sponsors, 

(2021), <https://spacconsultants.com/spacs-
insights/spacs-potential-gains-and-returns-for-sponsors/> 

 



 

   

can walk away without suffering a major 

loss. According to one study, the average 

amount from the IPO proceeds placed into 

the trust account is 97%.4 Thus, even if a 

SPAC fails to successfully merge with a 

company an investor is guaranteed more 

than 90% of their initial investment back.   

 

Sponsors 

The benefits that sponsors receive from a 

SPAC are much more straight forward than 

companies or investors. Many sponsors are 

business executives who want to develop 

project ideas which are bigger than the 

funding they possess, and thus look to 

SPACs to receive the necessary funding. 

They also hold 20% equity of the SPAC 

post IPO, so by closing a merger with a 

private company, it would allow them to 

cash out their stake. 

 

Other sponsor groups are most commonly 

private equity firms, and they usually have 

a longer-term approach. They seek to 

benefit mainly from extraordinary gains 

after the acquisition is completed.  
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SPACs, Manag Finance 39:384–40, (2013) 
 
5 Goldman Sachs US Portfolio Strategy Research, THE 

IPO SPAC-TACLE, (2021) 
 

 

Resurgence 

 

Whilst having a long history in capital 

markets, SPACs have only started to gain 

popularity in the last few years. 

Surprisingly, 2020 was a record year for 

SPAC listings.  There were 248 SPACs 

listed last year, raising close to $US80 

billion, up from $US13 billion in the year 

before5.  

 

$US billions raised by SPAC IPOs vs traditional 

IPOs from 2013 to 2020 

 

However, this remarkable milestone was 

surpassed in just the first quarter of 2021, 

where over 250 SPAC IPO’s had already 

raised over $US85 billion6.  

 

One factor in the resurgence of SPACs was 

the economic effect of COVID-19, as 

 

 
6 Li, Yin., SPACs break 2020 record in just 3 months, but 

the red-hot industry faces challenges ahead, (2021) 

<https://www.cnbc.com/2021/03/19/spacs-break-2020-
record-in-just-3-months.html>  

 



 

   

SPACs tend to perform better in periods of 

share market decline7. Under the Federal 

Reserve’s average inflation targeting 

scheme, a sharp rise in the cash rate over the 

next three years is highly unlikely, allowing 

investors to use SPACs as a cash 

substitute8. This in turn results in SPACs 

having a low opportunity cost to investors, 

making them an attractive investment. 

 

$US Billions raised by retail investors vs cash rate 

% from 2012 to 2021 

 

Another reason for the SPAC boom is the 

increased retail trading activity in 2020. A 

combination of lockdowns and stimulus 

packages from the Federal Reserve due to 

the COVID-19 pandemic caused a surge in 

retail trading, especially from first time 

investors. These amateurs are drawn to high 

growth stocks, and the possibility of 

striking rich through a SPAC merger has 

fuelled the rise of SPACs.  

 

                                                
7 Russel, Melia, 2021, Inside the unstoppable rise of 

'blank-check companies’, (2021) 

<https://www.businessinsider.com/spac-blank-check-
companies-explained-2020-5?r=AU&IR=T> 

Critics 

 

With every investment however, there are 

its risks. One of the most glaring concerns 

with SPACs is the blind investment that is 

being made. Sponsors usually don’t have a 

target company in mind when the SPAC 

IPOs, which means investors are purely 

relying on the sponsor’s reputation to land 

a positive investment.  

 

Furthermore, since sponsors are guaranteed 

a 20% stake in the SPAC, they are more 

inclined to focus on the short-term goal of 

closing a deal, rather than how value can be 

created after the acquisition. This 

misalignment of stakeholder and sponsor 

interest can be solved by introducing a 

compensation scheme linked to share 

performance post-merger. 

 

Another concern is the meteoric rise of the 

SPAC industry and whether it will be able 

to keep up. With over 400 SPACs currently 

looking for an acquisition, the question 

becomes whether there are that many 

quality companies to merge with. Investors 

must decide whether they think a SPAC 

will be able to execute a merger with a 

strong company within two years of its IPO. 

 
8 Goldman Sachs US Portfolio Strategy Research, THE 

IPO SPAC-TACLE, (2021) 



 



 

   

Looking ahead 

 

While the SPAC boom is heavily 

concentrated in the US, other countries 

around the world are starting to take notice. 

One of these countries is Singapore, who 

are accelerating plans to become Asia’s 

first major stock exchange to list SPACs. 

This would provide them with a 

competitive advantage over the Hong Kong 

exchange, where similar to the ASX, SPAC 

listings are strictly prohibited.  

 

This interest in SPACs outside of the US 

market can be seen in Singapore’s very own 

Grab Holdings, who are currently in talks to 

go public through a SPAC. This could value 

them at nearly $US40 billion, making it the 

largest ever blank check deal9.  

 

In conjunction to this, there has been 

foreign interest from US based SPACs in 

Australian companies, which begs the 

question, should the ASX allow SPACs to 

be listed? If they were, this would mean 

reversing several of the “anti-SPAC” rules 

in place designed to neutralise cash box 

companies in the 1980s. It is expected that 

the ASX will make a formal call sometime 

this year. 

 

In the last year, sponsors have also shifted 

their focus to growth companies, such as 

the technology sector. Between 2010 and 

2019, more than half of SPAC acquisitions 

were in the Industrials, Financials and 

Energy sectors while one-third were in Info 

Tech and Healthcare. In contrast, 60% of 

the SPACs which acquired a company in 

2020 were in the fast-growing Info Tech, 

Consumer Discretionary and Healthcare 

sectors while just 24% were in Industrials, 

Financials and Energy10. This reflects the 

recent investor sentiment of chasing high 

growth investments, and this trend is 

expected to continue in 2021. 

 

Conclusion 

 

While some people say SPACs are the 

result of retail investors hoping for a good 

investment, others see them as a legitimate 

way of addressing the shortcomings 

associated with traditional IPO listings. 

Despite the ongoing dispute from each side, 

one thing is certain. Just like they did in 

2020, SPACs will continue to dominate 

capital markets in 2021 and set new records 

across the globe.

                                                
9 Franklin, J. and Sen, A., Singapore’s Grab in talks for 

biggest SPAC listing yet. Australian Financial Review, 

(2021), <https://www.afr.com/markets/equity-

markets/grab-in-talks-for-biggest-spac-listing-yet-
20210312-p57a1y> 

 
10 Goldman Sachs US Portfolio Strategy Research, THE 

IPO SPAC-TACLE, (2021) 
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