
 

 

What You Need to Know About SPACs  

There has been tremendous market activity and press about special purpose acquisition companies (SPAC). This 
article will review the history of SPACs, how a SPAC is established and operates, existing regulations, and 
accounting considerations for private companies using SPACs to enter capital markets.  

Background  
A SPAC is a company with no commercial operations that is formed strictly to raise capital through an initial public 
offering (IPO) for the purpose of acquiring an existing company. The IPO proceeds are placed in a trust or escrow 
account for future use in the acquisition of one or more companies. A SPAC generally sets a two-year period to 
identify and complete a business transaction. If the SPAC fails to do so within the specified period, it must return 
the funds to its public shareholders on a pro rata basis and then dissolve.  

This may sound familiar. In the 1980s, blank check companies were popular and became a source of securities 
fraud schemes. They eventually fell out of favor with increased regulation by the SEC, most notably the issuance of 
Rule 419 in 1992. A SPAC is a type of blank check company, with some new features for investor protection. For 
instance, if an investor did not approve of the company a SPAC sponsor chose to merge with, the investor could 
get his or her money back, plus interest.  

Market Activity 
High-profile names associated with SPAC offerings have contributed to the surge in investment dollars and deal 
volume, including—from just the sports world—Shaquille O’Neal, Stephen Curry, Serena Williams, Alex Rodriguez, 
and Colin Kaepernick. Other market observers point to the market uncertainties unleashed by COVID-19 as a key 
driver in the increased SPAC interest—SPACs offer speed, and certainty for private operating companies that want 
to go public. This surge in activity has not gone unnoticed by the SEC. Recent SEC speeches and guidance have 
slowed issuances in April and May. It is not clear yet if this is a temporary pause or a death knell much like the once 
hot blank check deals.  
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Benefits 

 

SPAC Process 

 

SPAC Formation & IPO 
A SPAC is formed by a management team—or a sponsor—with nominal invested capital known as founder’s 
shares. SPACs can be industry focused or wide open in targets. The SPAC subsequently issues units in an IPO, 
generally with 80 percent of the units held by public shareholders and 20 percent retained by founders. Each unit 
generally consists of a share of common stock and a warrant.  

The SPAC is a shell company with no operations other than acquisition activities and related expenses and no 
assets other than IPO proceeds, which are placed in a trust. Because of this, the IPO document focuses on the 
entity’s potential in acquiring a successful target as opposed to its own operational effectiveness, i.e., the 
experience and abilities of the SPAC’s investment group and current management.  

Until IPO closing, a sponsor cannot hold substantive discussions with a business combination target. The SPAC is 
required to file a current report on Form 8-K within four days of the IPO with an audited balance sheet reflecting 
the receipt of proceeds. The SPAC is subject to the normal SEC reporting, e.g., Form 10-Qs or Form 10-Ks. 
In December 2020, the SEC’s Division of Corporate Finance issued guidance on disclosure requirements.  

Target Search & Shareholder Vote  
SPACs define upfront the timeline, usually 24 months to complete their acquisition(s). After identifying the target, 
the SPAC will execute a letter of intent, complete due diligence, and negotiate the terms of the merger agreement, 
including the proposed transaction structure and governance of the combined entity.  

If the SPAC seeks shareholder approval of the initial business combination, it will provide shareholders with a proxy 
statement in advance of the shareholder vote. In cases where the SPAC does not solicit the approval of public 
shareholders because certain shareholders, such as the sponsor and its affiliates, hold enough votes to approve 
the transaction, it will provide shareholders with an information statement in advance of the completion of the 

Formation IPO Target 
Search

Shareholder 
Vote

Merger   
(de-SPAC)

https://www.sec.gov/corpfin/disclosure-special-purpose-acquisition-companies
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initial business combination. The proxy or information statement will contain important information about the 
business of the company that the SPAC wants to acquire; the company’s financial statements; interests of the 
parties to the transaction, including the sponsor of the SPAC; and the terms of the initial business combination 
transaction, including the capital structure of the combined entity.  

Public shareholders of the SPAC have an opportunity to redeem their common shares (typically the $10 IPO price) 
prior to the close of a merger if they do not want to be invested in the target. Warrants issued to these 
shareholders are typically not forfeited on redemption of the common shares.  

If the SPAC does not complete a merger within the specified time frame, the SPAC will liquidate and return 
remaining IPO proceeds to its shareholders.  

De-SPAC/Merger  
Once shareholder approval is received, the SPAC and the target undertake a merger, acquisition, or other 
transaction. While there are various ways to structure the initial business combination, the combined company 
following the transaction is a publicly traded company and carries on the target operating company’s business. In 
this way, SPACs offer private companies an alternative pathway to go public and obtain a stock exchange listing, a 
broader shareholder base, status as a public company with Exchange Act registered securities, and a liquid market 
for their shares. 

Once the SPAC’s shareholders approve the transaction, the acquisition will close, and the combined company has 
four business days to file a special Form 8-K (Super 8-K) that includes all the information that would have been 
required if the target were filing an initial registration statement on Form 10. This includes financial statements 
that comply with the SEC’s age requirements and audited in accordance with PCAOB standards (see other Super 8-
K requirements in Appendix A).  

Regulation 
SPAC transactions are subject to SEC regulatory oversight. There are comprehensive filing, reporting, and 
disclosure requirements for executing transactions involving SPACs.  

SEC Staff Statement – Accounting for Warrants  
On April 12, 2021, the SEC issued a staff statement to highlight the potential accounting implication of certain 
terms that may be common in warrants included in SPAC transactions and reporting considerations if a registrant 
or auditor determine there was an error in previously filed financial statements. The statement addressed a very 
specific fact pattern but has caused of flurry of restatements and has slowed SPAC transactions.  

https://www.sec.gov/news/public-statement/accounting-reporting-warrants-issued-spacs
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Warrants are a critical part of the SPAC transaction. Warrants, given to both early and public-market investors, 
allow their holder to buy more shares in the future at a particular price, creating more incentive for betting on the 
blank-check company’s prospects of successfully completing a deal. Up until the SEC’s statement, warrants had 
widely been accounted for on SPAC balance sheets as equity. The SEC statement highlights the complexity of the 
guidance in Accounting Standards Codification (ASC) 815-40 to assess whether a warrant is classified as equity or a 
liability on the balance sheet. Liability classification is more complicated and less desirable since the instruments 
would need to be fair valued each reporting period with changes reported in earnings.  

The staff statement has led lawyers, auditors, bankers, and sponsors to scramble to figure out what, if anything, 
each SPAC needs to do about its warrants. This has led to extension requests, delisting notifications, and financial 
statement refilings. If a registrant concludes there was an error in previously filed financial statements, the 
registrant must then evaluate the materiality of the error to determine if refiling is required. The SEC statement 
included full details on these considerations.   

Accounting & Audit Considerations for Targets 
On March 3, 2021, the SEC’s acting chief accountant issued a public statement that highlights the reporting and 
governance challenges for a private company target. The merger of the SPAC and target company (de-SPAC) and 
related transactions may provide the target company with capital that it might otherwise need to raise in a 
traditional IPO, and after the merger, SPAC shareholders and target shareholders own the now-public operating 
company. When a private company is acquired by a publicly traded SPAC, it effectively becomes a public company 
or a subsidiary of a public company without executing its own IPO.  

Timing Considerations  
SPACs have the potential to bring private companies into the public markets more quickly than would be possible 
in a traditional IPO. While a SPAC generally has 18 to 24 months to identify and complete a merger with a target 
company or liquidate and return proceeds to shareholders, once a target company is identified the merger can 
occur within just a few months, triggering a number of related regulatory reporting and listing requirements. A 
target company should have a comprehensive plan in place to address the demands of becoming a public company 
on an accelerated timeline. 

Financial Reporting Considerations 
The SEC statement notes that the target’s merger accounting is complex, and highlights some areas that may 
involve significant judgment which include, but are not limited to: 

https://www.sec.gov/news/public-statement/munter-spac-20200331
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 Public company disclosure requirements, including issues related to the identification of the predecessor 
entity, the form and content of financial statements, and the preparation of pro forma financial 
information  

 Identification of the entity in the merger that should be treated as the acquirer for accounting purposes, 
including variable interest entity considerations, and whether the transaction is a business combination or 
reverse recapitalization. The accounting acquirer is the entity that obtains control of the reporting entity 
and may be different from the legal acquirer. If the SPAC transaction is not conducted between entities 
under common control and the accounting acquiree meets the definition of a business, then the SPAC 
transaction should be accounted for as a business combination. Because the SPAC is an entity created to 
effect a business combination typically by issuing a combination of cash and shares (with the number of 
shares often representing a significant ownership interest in the combined entity), it is not generally 
obvious which entity is the accounting acquirer. If the target company is the accounting acquirer, the 
transaction is considered a reverse merger (see Appendix B for indicators of accounting acquirer) 

 Accounting for earnout or compensation arrangements and complex financial instruments. When there is 
uncertainty in the value of the operating company being acquired, the SPAC may issue additional shares 
to owners, employees, or service providers post-merger if certain performance measures are met. This is 
known as an earnout provision. Depending on the facts, an earnout provision can be treated as a 
contingent payment under ASC 805, or compensation under ASC 718. If the earnout in contingent 
consideration is subject to the guidance in ASC 805, the arrangement is then classified as either a liability 
or equity under the guidance in ASC 480-10 or ASC 815 for classification and subsequent recognition and 
measurement  

 Application of generally accepted accounting principles for public business entities, e.g., earnings per 
share, segment disclosures, and expanded disclosure requirements for certain topics such as fair value 
measurements and postretirement benefit arrangements, and the related reversal of any previously 
elected Private Company Council accounting alternatives available to private companies (see Appendix C) 

 Determination of the effective dates of recent accounting standards, e.g., leases and current expected 
credit losses, with certain public companies eligible to adopt those standards on a timeline that is 
generally more aligned with the effective dates applicable to private companies; the evaluation of, and 
preparation for, any potential acceleration of adoption of those standards if the company’s status 
changes; and the required disclosure of the effect those standards will have when adopted 

Internal Control  
Public companies are generally required to maintain internal control over financial reporting (ICFR) and disclosure 
controls and procedures. Target companies should understand these requirements and have a plan in place for the 
combined public company to comply on a timely basis. A study found that 38 percent of SPAC merger filings from 
January 2015 to June 30, 2020, disclosed a material weakness in ICFR (see BKD article, “ICFR Relief Now Effective 
for Small Companies”). 

The SEC has provided certain reporting relief for emerging growth companies (EGC) and smaller reporting 
companies (SRC). Once the SPAC has completed the acquisition of the operating company, the post-merger 
registrant will retain its filing status until its next determination date. Registrants determine filing status on the last 
day of each fiscal year using public float as of the last business day of the most recently completed second fiscal 
quarter. 

EGCs are allowed to elect exemptions from certain requirements and can provide scaled disclosures, including a 
temporary exemption from SOX Section 404(b)—the requirements for external audit attestation on ICFR. EGCs 
represent a new category of issuer, not a new filing status. An EGC’s reporting deadlines are determined on the 
basis of its filing status, i.e., accelerated or nonaccelerated filer. Filing status also is used to determine whether an 
issuer would be required to obtain an audit of its ICFR (See Appendix D for a summary of ICFR requirements).  

https://www.bkd.com/article/2020/05/icfr-relief-now-effective-small-companies
https://www.bkd.com/article/2020/05/icfr-relief-now-effective-small-companies
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Corporate Governance 
The composition of the board is crucial, particularly in the post-merger, publicly-traded company, as generally a 
portion of the board members must be independent from the organization  and board members should possess 
the right level of experience and be prepared for key committee assignments, including on the audit committee. 

Auditor Considerations 
The target company’s annual financial statements should be audited in accordance with PCAOB standards by a 
public accounting firm registered with the PCAOB and compliant with both PCAOB and SEC independence 
requirements. Given that historical audits of the target company were likely performed under American Institute 
of CPAs audit and independence standards, this may add additional time and complexity to the audit process. The 
general standard of independence applies to all periods included in a registration statement. Compliance with 
these requirements  may result in a need to retain a new auditor or to perform additional audit procedures on 
prior period financial statements (see BKD article, “SEC Finalizes New Auditor Independence Rules”). 

Conclusion  
BKD will continue to follow this developing situation. Visit BKD’s COVID-19 Resource Center to learn more. If you 
have questions about these changes, contact your BKD Trusted Advisor™ today. 

Contributor  
Anne Coughlan 
Director  
317.383.4000 
acoughlan@bkd.com 
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Appendix A – Super 8-K Reporting Requirements 
A Form 8-K is required to be filed four business days after a SPAC registrant completes its acquisition of an 
operating company. Depending on the facts and circumstances, additional disclosures may be required. The 71-day 
extension available to file the historical financial statements of a significant business acquisition under S-X Rule 3-
05 and related pro forma financial information under S-X Article 11 is not available for acquisitions by shell 
companies. 

Common 8-K Reporting Requirements 

Item  Title  Description  

1.01 Entry into a Material 
Definitive Agreement 

Disclosure of material agreements, including any that have the effect 
of causing the SPAC to cease being a public shell company 

2.01 Completion of Acquisition 
or Disposition of Assets 

Description of the SPAC merger, including the parties involved and 
the consideration transferred, e.g., shares or cash, as well as 
information required for the registration of securities on Form 10 

3.02 Unregistered Sales of 
Equity Securities 

Provided when shares are sold to private investors or when the 
target’s owners receive shares as part of the SPAC merger 

4.01 Changes in Registrant’s 
Certifying Accountant 

Provided when the SPAC and the target company do not have the 
same external auditors. The SEC staff has noted that if, as of the 
filing of the initial Form 8-K, a decision has not been made as to 
which accountant will continue as the registrant’s auditor, an Item 
4.01 Form 8-K must be filed within four business days following the 
decision date 

5.01 Changes in Control of 
Registrant 

Required when the target company’s owners receive shares of the 
combined company in exchange for their ownership interest in the 
target; this section should include information required for 
registration of securities on Form 10 

5.02 Departure of Directors or 
Certain Officers; Election 
of Directors; 
Appointment of Certain 
Officers; Compensatory 
Arrangements of Certain 
Officers 

In general, the target company’s officers, e.g., CEO or CFO, will 
continue as officers of the combined company, replacing those of the 
SPAC. The target company can typically elect a select number of 
directors to serve on the board 

5.03 Amendments to Articles 
of Incorporation or 
Bylaws; Change in Fiscal 
Year 

Required when the target company’s year-end is not the same as the 
SPACs and the combined company will change year-ends or changes 
to the articles of incorporation or bylaws were made that had not 
been disclosed in the proxy or registration statement 

5.06 Change in Shell Company 
Status 

Required when as a result of acquiring an operating entity, the SPAC 
is no longer a shell company 

9.01 Financial Statements and 
Exhibits 

Pro forma financial information and disclosures should generally be 
updated to reflect the final SPAC shareholder redemptions and other 
terms and information finalized upon the closing of the SPAC merger. 
Financial information is typically updated based on staleness dates 
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Appendix B 

Indicators of Accounting Acquirer (ASC 805) 

Relative voting rights in the combined entity held by the shareholders of the pre-combination entities 

Existence of a large minority voting interest in the combined entity 

The composition of the governing body of the combined entity 

The composition of senior management of the combined entity 

The terms of exchange of equity interests and whether one of the combining entities paid a premium 

The relative size of the combining entities 
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Appendix C – Private Company Accounting  
The table below includes private company accounting alternative that would need to be reversed by the target 
company upon acquisition by a SPAC.  

Accounting Standards Update (ASU) Summary 

ASU 2014-02, Intangibles—Goodwill and 
Other: Accounting for Goodwill 

Allows a private company to amortize goodwill on a straight-line 
basis over a period of 10 years, or less if the company 
demonstrates that another useful life is more appropriate. 
Goodwill would only be tested for impairment when a triggering 
event occurs, applying a simplified one-step model. Read more 

ASU 2014-03, Derivatives and Hedging: 
Accounting for Certain Receive-Variable, 
Pay-Fixed Interest Rate Swaps—Simplified 
Hedge Accounting Approach 

Provides private companies (other than financial institutions) 
the option to use a simplified hedge accounting approach to 
account for certain fixed versus float interest rate swaps. Read 
more 

ASU 2014-07, Consolidation: Applying 
Variable Interest Entities Guidance to 
Common Control Leasing Arrangements 

Allows a private company to elect (when certain conditions 
exist) not to apply variable interest entity guidance to a lessor 
under common control. Read more 

ASU 2014-18, Business Combinations: 
Accounting for Identifiable Intangible 
Assets in a Business Combination 

Allows a private company to simplify its accounting by 
recognizing fewer intangible assets in a business combination. 
Read more 

ASU 2016-03, Intangibles—Goodwill and 
Other (Topic 350), Business Combinations 
(Topic 805), Consolidation (Topic 810), 
Derivatives and Hedging (Topic 815): 
Effective Date and Transition Guidance  

Allows a company to adopt a private company accounting 
alternative at any time in the future, e.g., upon a change in 
circumstances or management’s strategic plan or when learning 
about the accounting alternative at a later date, without having 
to justify preferability. Read more 

 

 

  

http://www.bkd.com/articles/2014/private-company-reporting-accounting-for-goodwill.htm
http://www.bkd.com/articles/2014/private-company-reporting-simplified-hedge-accounting-for-certain-interest-rate-swaps.htm
http://www.bkd.com/articles/2014/private-company-reporting-simplified-hedge-accounting-for-certain-interest-rate-swaps.htm
http://www.bkd.com/articles/2014/private-company-reporting-common-control-leasing-arrangements.htm
http://www.bkd.com/articles/2014/private-company-reporting-common-control-leasing-arrangements.htm
http://www.bkd.com/articles/2016/fasb-finalizes-effective-date-guidance-for-private-companies.htm
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Appendix D – ICFR Requirements 
Filing & Reporting Requirements    

Status  Public Float   Annual Revenues (or 
investment income for 

BDCs) 

10-Q Filing 
Deadline 

10-K Filing 
Deadline  

ICFR 
Required  

SRC, & 
Nonaccelerated 
Filer  

Less than $75 million  N/A 

 

45 Days 90 Days No 

$75 million to less than 
$700 million 

Less than $100 million 45 Days 90 Days No 

SRC, & 
Accelerated Filer 

$75 million to less than 
$250 million   

$100 million or more  40 Days 75 Days Yes 

Accelerated Filer 
(not SRC) 

$250 million to less than 
$700 million   

$100 million or more  40 Days 75 Days Yes 

Large Accelerated 
Filer (not SRC) 

$700 million or more N/A   40 Days 60 Days Yes 

 

                                    SOX 404(b) Requirements – External Audit of ICFR 

Filer status  Public Float 
Threshold 

EGC vs. Non-EGC  Required to comply 
with Section 404(b)? 

Nonaccelerated Filer < $75 million EGC or Non-EGC No 

Accelerated Filer $75 million to less 
than $700 million   

EGC No 

Non-EGC Yes 

Large Accelerated 
Filer 

$700 million or 
more 

N/A Yes 

 

 

 


