SPACs were also associated with sponsors that might not have been able to raise
capital for a traditional fund. The reputation of SPACs has improved materially
over the past couple of years, as more reputable brand name sponsors started
raising SPACs, including well-known private equity firms, industry leaders, and even
celebrities. Respected entrepreneurs and successful startups increasingly view
SPACs as a viable IPO alternative.
Certain private companies have been willing to go public via SPACs as they are
believed to be quicker and easier, avoiding the traditional IPO process which includes
the release of financials to public scrutiny via an extensive road show, the cost of
hiring underwriters, oversight from the Securities & Exchange Commission, etc. A
SPAC can also provide the private company greater certainty regarding price and
deal terms than a traditional IPO. The “IPO window” for new public offerings varies
depending on economic conditions and investors’ risk appetite. However, a SPAC is
already public, allowing a private company to become public even when the traditional
IPO window may be closed. Owners of the private company may also be able to sell a
larger proportion of their stake in a reverse merger with a SPAC. As a result, private
companies are able to become public in a shorter time frame, with more certainty
on terms and valuation, and retain a larger portion of proceeds through lower costs.
There are several characteristics that SPAC sponsors find appealing, including:
favorable economics, ease of fundraise, and less onerous ownership model. Sponsors
gain a disproportionate share of the economics as they commonly receive 20% of a
SPAC’s shares at listing for a relatively minimal initial investment. The capital raising
process for SPACs can often be easier than the traditional private equity roadshow
for institutional investors. SPAC ownership participation at the Board level is also a
less resource intensive ownership model than a traditional “hands on” approach of
many private equity investors.
Critics of the SPAC process believe that the lower cost to the private company
simply results from SPAC investors bearing a larger proportion of the underwriting
expenses. This includes the underwriting costs and ownership dilution associated
with the sponsor’s 20% allocation shares and warrants.
Initial SPAC investors receive their capital back if the sponsor is unable to complete a
deal within two years. Additionally, SPAC investors have to approve the acquisition in
order for it to be completed. As such, some SPAC investor feel they get a “free look”
at an investment opportunity.
Until very recently, there had been a trend in the private equity markets for
companies to stay private for longer. This was due, in large part, to the costs and
rigor associated with going public. As a result, many companies have experienced
their highest growth phase while still private, and public investors have not been
able to benefit from that growth. The current SPAC phenomenon has brought more
companies public earlier in their lifecycle, and given public investors access to this
high growth. As these companies are often earlier in their life cycles (possibly even
pre-revenue), there can be increased risks to investors. A wide range of successes
and failures associated with this wave of SPACs are to be expected, and it will be
challenging for investors to initially assess the difference between high quality and
low quality opportunities.
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Are SPACs an appropriate opportunity?
Given the focus on private companies, SPACs have been perceived as competition
to private equity transactions, but they are primarily an exit opportunity rather
than direct competition for deals. SPAC capital is targeting a specific opportunity
set that is expected to increase the number of high growth companies going public
and shorten the time before going public. Hence, SPACs are not expected to have a
material impact on broader private equity investment strategies at this time, but this
is worth continued monitoring.

“

They are primarily an exit opportunity
rather than direct competition for
deals.

For most investors, SPACs are more similar to a post-IPO investment strategy that
may be part of a microcap manager’s portfolio rather than directly competitive to
private equity investment strategies. The most relevant comparison to private equity
investing would appear to be late-stage venture capital or pre-IPO strategies, where
there is competition for high growth deals that are deemed to be close to going
public. However, there appears to be more value-add efforts in the private equity
approach to position a company to be public. The SPAC’s value add will generally be
at the Board level post IPO.
A wide dispersion of outcomes is expected between high quality and low quality
opportunities, and differentiating between the two will be difficult. While this is also
true of private equity investing, particularly in venture capital, access to companyspecific information and the ability to perform in-depth due diligence is more limited
for public SPAC investors. Therefore, continued monitoring of the SPAC opportunity
set is warranted.
Summary
SPACs have gained significant popularity in a very short period of time. The improved
reputation of sponsors and the approach, combined with investors’ desire to access
high growth opportunities, appears to be driving activity. Private companies that
desire to go public will be faced with a trade-off of approaches among traditional
IPOs, SPACs, or even direct listing.
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Despite the significant increase of capital raised by SPACs, it is still relatively small
compared to the amount of capital in the private equity markets. The lines have been
blurred as certain private equity firms are raising SPACs, but the targeted strategies
are not (so far) anticipated to be in direct competition with a firm’s traditional “flagship”
strategy in any material way. As more private equity firms raise SPACs, investors in
private equity funds will need to monitor potential conflicts of interest.
Currently, the majority of benefits appear to favor the SPAC sponsors and acquisition
targets, while SPAC investors appear to be bearing a disproportionate amount of the
costs and risk. Sponsors benefit from receiving the (generally) 20% allocation of the
SPAC shares, and acquisition targets benefit by going public more quickly, with less
fees and greater certainty of terms. In contrast, SPAC investors bear a significant
portion of the underwriting fees and operating costs for the opportunity to potentially
benefit in the high growth phase of a previously private company. The structuring
and economics of SPACs are expected to be “self-correcting” and evolve to better
alignment for investors over time, particularly with experience of losses. Continued
monitoring and assessment of SPACs is warranted as the market continues to grow
and evolve.
Contact us
meketa@meketa.com
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Disclaimers
This document is for general information and educational purposes only, and must
not be considered investment advice or a recommendation that the reader is to
engage in, or refrain from taking, a particular investment-related course of action.
Any such advice or recommendation must be tailored to your situation and objectives.
You should consult all available information, investment, legal, tax and accounting
professionals, before making or executing any investment strategy. You must exercise
your own independent judgment when making any investment decision.
All information contained in this document is provided “as is,” without any
representations or warranties of any kind. We disclaim all express and implied
warranties including those with respect to accuracy, completeness, timeliness, or
fitness for a particular purpose. We assume no responsibility for any losses, whether
direct, indirect, special or consequential, which arise out of the use of this presentation.
All investments involve risk. There can be no guarantee that the strategies, tactics,
and methods discussed in this document will be successful.
Data contained in this document may be obtained from a variety of sources and may
be subject to change. We disclaim any and all liability for such data, including without
limitation, any express or implied representations or warranties for information or
errors contained in, or omissions from, the information. We shall not be liable for any
loss or liability suffered by you resulting from the provision to you of such data or
your use or reliance in any way thereon.
Nothing in this document should be interpreted to state or imply that past results
are an indication of future performance. Investing involves substantial risk. It is highly
unlikely that the past will repeat itself. Selecting an advisor, fund, or strategy based
solely on past returns is a poor investment strategy. Past performance does not
guarantee future results.
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