
 

 

SPAC Outlook & Future Regulation  

While special purpose acquisition companies’ (SPAC) initial public offerings (IPO) have slowed from stratospheric 
levels, second half 2021 activity remains robust relative to pre-COVID-19 offering levels.  

 In the first half of 2021, SPACs drove U.S. IPO growth. Of the 389 IPOs that raised $125 billion in the first 
three months of 2021, 298 issuances were SPAC IPOs raising $87 billion. First quarter SPAC activity 
exceeded all the funds raised in 2020.  

 Second quarter 2021 saw a slowdown with 61 SPAC IPOs; however, this rate is four times the average 
quarterly rate for the 2018–2019 period. Activity continues to be concentrated in the technology, green-
energy, and pharma sectors.   

 

 

 
 

Part of the slowdown is attributable to an SEC staff statement issued on April 12, 2021, which highlighted potential 
accounting implications related to warrants that are commonly included in SPAC transactions. The statement 
addressed a very specific fact pattern but has caused a flurry of restatements and has slowed SPAC IPOs. Another 
contributing factor in the slowdown is a supply and demand imbalance. A large number of SPACs are looking for 
merger targets within a two-year timeline and the landscape has grown increasingly competitive. The sponsor may 
be forced to settle for a lower-quality target risking future success or fail to find a target and be forced to liquidate. 
In some cases, the investor’s post-IPO performance has been lackluster. Researchers found that between 2010 and 
2020, buying a SPAC at its IPO and selling it at the time of merger yielded a return of 9.3 percent annually. For 
SPACs held for a year after a merger, the annualized loss was 15 percent.1 

The SPAC market is evolving, including the following trends in recent offerings:  

 Increase in retail investor participation prior to the de-SPAC transaction, which has affected the ability to 
obtain voting quorums for the merger transaction 

 Increased pricing for director and officer insurance reflecting increased deal risk awareness  

 
1Gahng, Minmo; Ritter, Jay R.; and Zhang, Donghang, “SPACs,” Warrington College of Business, University of 
Florida, and Darla Moore School of Business, University of South Carolina. Available at 
https://site.warrington.ufl.edu/ritter/files/SPACs.pdf 

https://www.sec.gov/news/public-statement/accounting-reporting-warrants-issued-spacs
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 Decrease in the availability of public investment in private equity (PIPE) funds and increase in PIPE 
investor negotiating leverage 

 Increase in the length of the sponsor’s investment in the post-merger entity 

 An increasing percentage of SPAC investors seeking redemptions at the de-SPAC transaction  

 Emergence of SPAC opportunities in other jurisdictions, i.e., the United Kingdom, Hong Kong, Singapore, 
and India are exploring facilitating SPACs in their jurisdictions 

Future Regulation?  
The SEC’s Investor Advisory Committee (IAC) met on September 9, 2021, and approved recommendations that the 
SEC will consider for future SPAC regulatory actions. The IAC recommended that the SEC prepare and publish an 
analysis of SPAC sponsors’ compensation and incentives. The IAC also provided the following enhanced disclosures 
to be included in the registration statement, focusing on the practical challenges investors face in assessing a 
SPAC’s risk and returns:  

 The sponsor’s expertise, contributions, and conflicts of interest. This would include any divergence of the 
sponsor’s financial interest relative to retail investors  

 Plain-English information on the financial incentives for SPAC organizers, including any founder shares 
paid for promotion and their dilution impact. The disclosure should allow a retail investor to make a 
meaningful comparison of the upside potential and downside risks of a SPAC transaction compared to 
other SPACs and other types of investment opportunities 

 A clear description of the SPAC process and timelines, including the precise nature of the instruments 
being purchased, the events required in the next two years for value appreciation, and details of 
shareholder voting rules 

 Details on the target search process and related risks, including the search criteria and attributes of 
acceptable and unacceptable target companies and the rules for any changes in these boundaries  

 Insights into the competitive pressures and risks involved in finding appropriate targets and reaching 
market acceptable prices for those acquisitions. Disclosure should include the treatment of expenses by 
the sponsor in the event there is not a successful de-SPAC transaction 

 The acceptable range of terms under which any additional funding, e.g., PIPEs, might be sought at 
acquisition/redemption 

 The sponsor’s plans to assess the capability of potential targets to be a public company from a governance 
and internal control perspective, and whether the sponsor will take any steps to ensure the target can 
meet minimum preparedness/quality standards for operating as a public company 

 Disclosure about the minimum pre-de-SPAC diligence the sponsor will commit to regarding the accounting 
practices used by the target company, including audit history, use of generally accepted accounting 
principles (GAAP) and non-GAAP pro forma numbers, and audit committee—composition and 
communication between committee, auditor, and management. 

The draft notes that these are preliminary recommendations, and as the SPAC market continues to evolve and 
additional empirical studies are completed, the IAC may offer additional recommendations for reform.  

 

See BKD article “What You Need to Know About SPACs” for additional details on 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. 

https://www.bkd.com/article/2021/06/what-you-need-know-about-spacs
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Conclusion  
If you have questions about these changes, contact your BKD Trusted Advisor™ today. 
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