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Special Purpose Acquisition Companies: An Overview 
 
A Special Purpose Acquisition Company, referred to as a SPAC, is a company that raises money 
via an initial public offering (IPO) for the sole purpose of acquiring one or more existing 
companies. SPACs provide an alternative route for a private company to go public, with the 
traditional route being the IPO. SPACs are an additional way for companies to obtain late-stage 
growth capital, other than through private equity or venture capital financing which are often 
expensive options. 
 
SPACs have created a new fad on Wall Street. Although they have been around for decades, it is 
just in the past two years that we have seen a surge in listings. According to SPAC Insider, there 
were 46 SPAC IPO’s in 2018, 59 in 2019, 248 in 2020, and an astounding 160 in the first two 
months of 2021.[1] SPACs started to receive a significant amount of attention in the past year with 
big name acquisitions such as DraftKings, Virgin Galactic, QuantumScape, Nikola and Hyliion to 
name a few. The success of these SPACs and the short-term investment performance have 
attracted a new investor base and institutional attention. This has brought meaningful volume to 
the entire space and has created incentive to bring more SPACs to market with many big named 
investors and celebrities trying to get in on the action. 
 
One of the benefits of a SPAC is the opportunity for retail investors to purchase into an IPO at the 
same price as institutional and accredited investors. Typically, in a traditional IPO process shares 
are issued in the primary market at an offering price determined by the lead underwriter. This 
primary market consists of investment banks and broker dealers. These banks and broker dealers 
then allocate shares to institutional and individual investors; typically very large clients of 
underwriters and syndicated firms. Individual investors are required to meet eligibility 
requirements such as having $500,000 in household assets in order to participate in the offering. 
If an investor does not meet these requirements and still wants shares, they must purchase 
shares on the open market; often well after the shares have appreciated. For example, in 
September 2020 Snowflake Inc. IPO’ed at $120 per share, but began trading at $245 a share. Only 
the “preferred” clients and institutions were allocated shares at $120. 
 
On the other hand, with a SPAC IPO any retail or institutional shareholder can purchase at the 
IPO price (the difference is that the investor has no idea what company the SPAC will acquire 
upon formation of the SPAC). SPACs are first brought to the market through units, which 
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comprise of 1 common share and either ½, 1/3, ¼, or 1/5 of a warrant. Most SPACs IPO at a $10 
price so when the units start trading one will be able to purchase into them at or around $10. 
The money raised by the IPO is then placed into a trust which cannot be accessed by the SPAC 
until an acquisition is made. Typically, the SPAC has 18 months to acquire a company, which if at 
that time an acquisition is not made, the trust is liquidated and the money in the trust is disbursed 
to its shareholders. For this reason, the SPAC typically maintains a share price of $10 through the 
life of the SPAC. 
 
After the IPO, the SPAC units split into common shares and warrants, and they trade separately. 
Warrants are the right to buy the common share, typically at $11.50 and they trade on the 
exchange just like a stock. Most warrants are 5-year options. The warrant pricing depends on 
where the common share is trading, its time value and ratio. The ratio means how many 
warrants you need to purchase 1 common share. Most SPACs have a 1:1 ratio meaning one 
warrant gives you the right to buy 1 common share. If it were a 1:1 ratio, and the common 
share were trading at $12.50 the warrant should hold a $1 intrinsic value. Any value above that 
price would be considered the warrant’s time value.  The biggest risk to the warrants is that 
they can go to $0 if the SPAC is unsuccessful at finding an acquisition target. The second biggest 
risk is the common share price. If the common share starts trading well below the $11.50 strike 
price, the further out of them money the warrant will go. 
 
About a year ago it was easier to find SPACs at or near the IPO price well into the life of the SPAC 
(without an acquisition target). In addition, cheap warrants were not hard to come by. However, 
in the current environment SPACs are being bid up right out of the gates and the time value of 
the warrants has increased. There has been a new SPAC pricing dynamic that has unfolded before 
our eyes. 
 
The pricing of a SPAC pre-announcement of an acquisition target depends on a few factors. First, 
and perhaps most important, is the management team. It is important to know who is running 
the SPAC, their background and investor savviness. Successful investors and accredited 
management teams are more likely to find a lucrative target to take public. Therefore, premiums 
may be assessed to solid management teams. In addition, we are finding that SPAC management 
teams that have done one successful SPAC will do a second, third, and fourth because they 
become highly demanded, thus bidding up the price. Second, the target sector plays a role. SPACs 
typically identify the target sector of the company they want to acquire (technology, renewables, 
infrastructure, fintech, etc.). If the sector falls into a euphoric theme playing out in the market, 
there will be a premium assessed to that. The third factor is available information. There have 
been many occasions where there are public rumors about the acquisition candidate or 
speculation based on the management team, and this can bid up or down the price of the SPAC 
before the actual announcement. 
 
Once an acquisition announcement is made, the SPAC shares will react to the tune of the target 
and the market will digest the new information and investment profile and price the SPAC 
accordingly. The day an announcement is made, SPAC management and the company will hold 
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an investor presentation and outline the investment thesis. It is extremely important to 
understand this information when assessing the long-term viability of the SPAC.  
 
After the announcement, the third phase of the SPAC kicks in, or the De-SPAC. This can take 
several months. A date is then set where the shareholders of the SPAC must vote for the final 
business combination. If the vote is approved by the shareholders, within a few business days 
the shares of the SPAC convert to the new publicly listed company.  
 
In closing, SPACs do not necessarily behave like traditional asset classes during different phases 
of a market cycle.  The quality and price movement of the SPAC is dictated by the soundness of 
the management team and the strength of the company that is being taken public irrespective 
of the stage in the economic cycle.  This is a key reason why a SPAC component, as part of a 
diversified portfolio strategy, could serve to improve a portfolio’s risk/return profile over the long 
term. 
 
As always, if we can provide a more comprehensive overview of the SPAC asset class, please feel 
free to contact me at Brett.Suchy@csamg.com. 
 
 
Investing involves risk; including risk of loss.  Before investing, you should consider the investment 
objectives, risks, charges and expenses associated with investment products.  Investment decisions 
should be based on an individual’s own goals, time horizon, liquidity needs and tolerance for risk.   Past 
performance is no guarantee of future results.  Diversification and asset allocation do not insure a profit 
or guarantee against loss.  Consult your financial professional before making any investments. 
 


