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Foreword
SPACs became a global phenomenon in 2020, and Q1
2021 figures alone1 have already far eclipsed the capital
raised in all of 2020. In the first quarter of this year, SPACs
raised nearly US$100 billion from IPOs, and global equity
markets saw the strongest opening quarter since recordkeeping started back in 1980. These numbers are nothing
to sniff at—and yet, private equity firms rank SPACs low on
their list of competitors.

So what’s the true impact of SPACs in
the market today, and what should we
expect in the months and years ahead?
At IQ-EQ, we’re no stranger to SPACs. It was our recent privilege
to support Pegasus Europe2, the largest European SPAC to date,
which has been listed on the Euronext Amsterdam.
But SPACs aren’t for everyone. In this guide, we’ll shed some
light on the nature and history of SPACs, whether they’re a
threat or an opportunity for Private Equity, and our take on
what the future holds for both.

1. https://www.refinitiv.com/perspectives/market-insights/q1-deal-making-goes-fromsky-high-to-stratospheric/
2. https://iqeq.com/news/iq-eq-supports-pegasus-europe-europes-largest-spac-date
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A brief history of SPACs

What makes SPACs so appealing?

Until recently, U.S.-based investors lead the world’s markets
in SPAC deals; in 2020, SPACs represented about 60% of all
American IPOs. Europe was a bit slower to jump onto the
bandwagon, thanks in part to tighter regulations, but is now
actively following suit3. Luxembourg and the Netherlands
are at the head of the pack for European SPAC structures,
and the UK has taken steps to adjust its listing rules to
accommodate SPAC activity as well.

SPACs are popular enough to have been sponsored by a wide
range of individuals and institutions, from hedge funds and
experienced management teams to celebrities.

But what exactly is a SPAC, and
how does it work?

The hubbub surrounding SPACs is far
more than sound and fury. SPACs offer
private companies several appealing
perks as compared to traditional IPOs.

SPACs might be an investment buzzword this year, but they’ve
been around since the 1990s. Also referred to as ‘blank cheque
companies,’ SPACs are essentially shell companies that initially
have no commercial operations, formed solely to raise capital
through an IPO.
Before a SPAC has a specific target (an existing privately held
company) in mind for acquisition, it raises funds through
a public offering of the SPAC’s equity securities. The SPAC
sponsors usually retains 20% of the post-IPO SPAC. Capital is
then placed into an escrow account until the SPAC acquires
a target company.

With their experience in deal origination, financing, and value
creation, private equity firms are natural allies of the SPAC
structure and model—and indeed, PE-backed SPACs make up
about 10% of the SPACs raised over the past year and a half.

More streamlined and faster IPO process
Lower financial transaction costs
Greater control over deal terms
Access to sponsors’ management expertise
Greater market certainty
More access to capital
Fewer disclosures to investors at the time of the IPO

This process is called a “business combination,” and a SPAC
typically has up to two years to acquire a target in such a
combination (though specific rules vary by country and
legislation). If the SPAC can’t acquire a suitable target within
that time, money is returned to the investors.

3. https://www.freshfields.us/insights/knowledge/briefing/2021/03/us-spac-boom-spreads-to-europe-with-recent-amsterdam-and-frankfurt-spac-listings-and-potential-reform-inlondon--4416/
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More than anything, SPACs have created an alternative path
to liquidity for investors and businesses anxious to avoid a
long (and costly) IPO process. Going public has always been a
challenge, but markets were especially volatile during the 2020
pandemic, and companies were understandably anxious about
how those ups and downs would impact their listing. SPACs
are a faster—and, arguably, less risky—path to going public,
especially for small to mid-sized companies without a strong
IPO story to tell.
SPACs also offer investors a path to involvement in interesting,
often undervalued companies outside of a formal IPO or
funding series. For sponsors, SPACs provide a permanent capital
vehicle, a more diverse set of targets, and liquidity options that
aren’t always available to a traditional PE portfolio company.
Finally, they’re a straightforward way to make money, including
a sort of “money-back guarantee” that’s rare in the world of
PE. If the SPAC doesn’t identify a target company within 18-24
months, investors are entitled to a return of their investment.
And because investment capital is held in trust before the
SPAC acquires a target, investors can choose whether to
reclaim their investments (including interest) or convert their
shares into a stake in the merged company.

How does Private Equity view
SPACs?
In the world of high-risk, high-return investment, competition
is nothing new. PE firms have been competing for high-quality
assets since well before SPACs exploded onto the scene.
But there is undoubtedly potential for overlapping targets
between SPACs and PE firms, and PE firms have expressed
justifiable concern about the impact SPACs could have on deal
flow and valuations.
Existing SPACs are on track to announce deals valued at more
than US$800 billion over the next two years4. (Compare that
to an average year for private equity, which might see
something between $500-$550 billion in deal value.)
That’s a tremendous amount of capital for the private equity
world to digest, particularly since institutional investors have
grown more cautious as the market continues to fluctuate
which usually result in more difficulty to access capital calls.

4. https://www.ey.com/en_au/private-equity/how-the-spac-shockwave-will-shakeprivate-equity
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But studies indicate that SPACs might
be more opportunity than threat for
PE firms.
Only 8% of fund managers surveyed in November 2020 for
Preqin’s 2021 Global Private Equity & Venture Capital Report5
said they had competed with a SPAC for an acquisition, and just
1% of those had actually lost out on a deal. Surprisingly,
64% of respondents said that SPACs had no impact on their
business at all.

Exit through the SPAC door?
With increased competition comes increased opportunity, and
many PE firms see SPACs as a potential exit route. PE-backed
companies are generally considered to be professionally
managed and structurally optimised, making them attractive
options for SPACs and their investors.

PE is seen as a quality feature that
can be marketed in the sales process
with SPACs, meaning that SPACs are
far more than potential competition—
they’re viable partners in the
alternative investment market.
5% of GPs have already achieved an exit via a SPAC, and
that number is expected to increase significantly in 2021.
Some of the most high-profile SPAC deals have been in

the later-stage venture capital space as an alternative to
a listing or pre-IPO round. Singapore-based ride-hailing
company Grab is going public on Nasdaq via the world’s
largest SPAC merger to date6.
And SPACs haven’t been shy about financing high-risk
ventures with large capital requirements either. Take electric air
taxi developer Lilium, which is going public through a reverse
merger with Qell Acquisition Corp, a SPAC sponsored by
former GM executive Barry Engle7.
That said, all the hype around SPACs doesn’t necessarily
mean they’re the best way to exit. The popularity boom could
have a detrimental effect on the market, with a high volume
of investment vehicles chasing a limited number of target
companies, inflating valuation. If the price to acquire a target
becomes too high, the return to value for the SPAC is extended.
And since SPACs are already listed businesses, the companies
they acquire end up being publicly traded as well. Because
of the accelerated timeline of a SPAC acquisition, businesses
must have the right governance and processes in place more
quickly than they would for a direct IPO.

How will global regulatory bodies
handle SPACs?
Increased popularity has led to increased scrutiny, and SPACs
have gone under the microscope in recent months.
Regulators must make careful decisions about how SPACs
should be allowed to behave in the market.
As recently as spring 2021, the UK's Financial Conduct
Authority suspended a SPAC listing8 once it identified an
acquisition target, a rule designed to prevent disorderly

5. https://www.preqin.com/insights/global-reports/2021-preqin-global-private-equity-and-venture-capital-report
6. https://www.cnbc.com/2021/04/13/softbank-backed-grab-agrees-to-deal-to-go-public-in-worlds-largest-spac-merger.html
7. https://seekingalpha.com/article/4418650-lilium-aviation-going-public-via-spac
8. https://www.fca.org.uk/news/press-releases/fca-consults-strengthening-investor-protections-spacs
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trading in a SPAC's shares. The end result was that investors
were locked into a SPAC once a target was announced.

market capitalisation of the SPAC, to ensure that there is an
alignment between the sponsors’ and shareholders’ interest.

But as of late July, the FCA announced an adjustment to its
Listing Rules for SPACs9: investors can now exit prior to the
completion of an acquisition. The changes also included
some additional disclosures, like ensuring that money
raised from public shareholders is ring-fenced and requiring
shareholder approval for any proposed acquisition. These
rules come into effect on 10 August 2021, and make SPACS
a much more desirable option for UK investors.

Hong Kong will follow suit in the third quarter of 2021, launching
a consultation on rule changes designed to allow SPACs. In the
meantime, Asian SPAC sponsors are using the NSE for SPAC
listings. Upcoming changes to listing rules in Hong Kong and
Singapore will be a game-changer for SPAC listings in Asian
markets.

In the U.S., the Securities and Exchange Commission (SEC)
took great pains to call out the potential regulatory risks of
SPACs—some of which merit close attention from PE fund
managers interested in sponsoring a SPAC. Depending on any
upcoming regulations that result from their investigation, some
of the perceived benefits of SPACs could look less attractive.

The future of PE and SPAC

In Asia, markets are embracing the SPAC listings boom. Some
of the highest-valued Asian firms have announced plans for
U.S.-based SPAC listings, including Japan's SoftBank Group
Corp, Singapore's Vickers Venture Partners, and Hong Kong's
Provident Acquisition.

Even as the SEC strikes a cautionary note, the fact remains
that with more than US$166 billion in escrow (and another
US$59 billion in pre-IPO funding, according to SPAC
Research), SPACs are here to stay, with a tremendous
volume of assets. While we can’t predict the future, it’s clear
that—at least over the next few years—PE funds, venture
capital funds, and their advisors will be turning to SPACs with
assets from their portfolios as an additional, highly viable exit
route. As with any route to liquidity, whether it be a funding
round, IPO, acquisition or otherwise, SPACs can be the right
alternative for certain businesses.

To lure in SPACs, the Singapore Exchange (SGX) has introduced
its SPAC listing framework effective from 3 September 2021.
The objective is to provide an alternative capital fund raising
route and to have good target companies listed on SGX,
providing investors with more choice and opportunities.
A number of rules have accompanied the announcement,
including one which states Sponsors must subscribe to at least
2.5% to 3.5% of the IPO shares/units/warrants depending on the

The same fundamental rules of investment apply, both for
the business being acquired by a SPAC and for investors
weighing their options: have a clear strategy and vision for
what success looks like, experienced management, and goal
alignment between investors and the target company.
With the right combination, SPACs can be an excellent exit
strategy for PE firms, and should be considered another
pathway on the road to liquidity.

9. https://www.fca.org.uk/news/news-stories/fca-publishes-final-rules-to-strengthen-investor-protections-in-spacs

5

How IQ-EQ can help
With our global presence and professional specialists across
multiple areas of the investment ecosystem, we are uniquely
positioned to support different stages of this process.
Our teams have seen a significant increase in the use of SPACs
by our clients, and have recently been privileged to support
Pegasus Europe, the largest European SPAC as of July 2021.

Find out more
If you’d like to discuss this article or our SPAC offering,
please get in touch with Pascal Rapallino.

Pascal Rapallino
GROUP INVESTMENT STRUCTURING LEADER

+352 466 111 3849
pascal.rapallino@iqeq.com

This guide has been issued by IQ-EQ and prepared for general
circulation to clients and intermediaries. The guide does not have regard
to the particular circumstances or needs of any specific person who
may read it. Nothing in this publication constitutes legal, accounting, tax
or investment advice.
The information contained in this guide has been compiled by IQ-EQ
and/or its affiliates from sources believed to be reliable, but no
representation or warranty, express or implied, is made as to its accuracy,
completeness or correctness. All opinions and estimates contained in
this document are judgements as of the date of publication, and are
provided in good faith but without legal responsibility.
For information on the legal and regulatory status of our companies,
please visit www.iqeq.com/legal-and-compliance
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