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global investor by Jean Pierre Verster

I
nitial public offerings (IPOs) of
special purpose a cq u i s it io n
companies (SPACs) in the US
have exploded over the past
year. About half of all US IPOs
in 2020 were SPACs, and 80%

of all US IPOs so far this year have been
SPACs, with more than $60bn raised.

These blank-cheque companies have
been around for a long time, and have
been perennial underperformers (on
average) measured over longer p e r io d s .
Could the latest crop of SPACs be any
different? It’s worth looking at how they
work.

A promoter of a SPAC raises cash
from investors in an IPO, issuing shares
plus free warrants to the SPAC’s share-
holders. The promoter then has 24
months to use the cash in the publicly
listed SPAC for a merger or acquisition.
The deal must be approved by the
S PAC ’s shareholders, and a successful
deal triggers the issuing of extra shares
to the promoter. But if no deal is
approved within the two-year window,
the shares are redeemed and investors
get their cash back (plus interest, minus
co s t s ) .

The game-changer that has led to the
recent surge in SPAC listings is a rule-
change which allows for SPAC investors
to vote in favour of a deal, but at the
same time redeem their shares and get
their cash back, holding on to their war-
rants only. This is an attractive invest-
ment proposition for hedge funds and
other investors who participate in SPAC
IPOs: it means they can always get their
cash back, and the free warrants
become valuable if the share price of the
SPAC rises after a deal is consummated.

No wonder investors have been
clamouring to invest in almost any SPAC
that comes along — they have nothing to
lose. To avoid all shareholders redeem-
ing their shares and depleting the cash
of the SPAC, promoters often clinch
deals with “b a c ku p ” s h a r e ho lde r s ,
referred to as private investment in pub-
lic equity deals. In some ways, a SPAC
merger or acquisition is simply an alter-
native (or quicker) way for a company to
list on a stock exchange. Companies that
have listed in this way include:
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D ra f t K i n gs

In May 2018, the US supreme co u r t
declared a law that prohibited sports
betting in most states as being uncon-
stitutional. This sparked a boom in the
business of online sports betting plat-
forms such as FanDuel and DraftKings.
In April 2020, DraftKings listed by
merging with a SPAC, Diamond Eagle
Acquisition Corp, valuing the business at
$3.3bn. Today, less than a year later,
DraftKings has a market capitalisation of
almost $25bn. Revenue growth is
impressive, almost doubling over the
past year. The company is loss-making
due to continued aggressive expansion,
but given that it still only operates in a
handful of US states, the long-term
prospects are ex c it i ng .

Virgin Galactic

Founded in 2004 and beset by multiple
delays since, Virgin Galactic aims to
offer commercial suborbital spaceflights,
giving anyone the opportunity to
become an astronaut. It also aims to
offer the research community a unique
platform for space-based science.
Chamath Palihapitiya, a prolific SPAC
promoter, merged his Social Capital
Hedosophia Holdings SPAC with Richard
Br a n s o n ’s Virgin Galactic in October
2019. Shares have risen sixfold since,
reaching a market capitalisation of
$14bn, though they have fallen back
sharply over the past month as further
delays of test flights were announced. It
now expects to launch its commercial
service only in 2022.

Nikola Motor Company

Nikola plans to build trucks powered by

A SPAC-tacular explosion

b at t e r y electric and hydrogen fuel ce l l
technology. Taking advantage of the halo
effect triggered by Tesla’s meteoric rise,
it became a publicly listed company in
June 2020 when it merged with VectoIQ
Acquisition Corp. Deals to manufacture
zero-emission trucks were announced
soon afterwards, and General Motors
(GM) would also acquire an 11% equity
stake in Nikola. Shares surged to reach
almost $80, representing a market cap-
italisation of more than $30bn. Respect-
ed short-sellers Hindenburg Research
then alleged that Nikola had misrepre-
sented its technology, and the founder,
Trevor Milton, stepped down. Nikola
recently admitted to various “inaccura -
c ie s ”, including that a moving Nikola
truck in a promotional video was actu-
ally not drivable and had simply been
rolled down a hill. The shares now trade
at $18, and the GM deal has fallen
through.

Pershing Square Tontine Holdings

Renowned investor Bill Ackman raised
$4bn in September 2020 for his SPAC,
which has various novel attributes more
friendly towards investors than other
SPACs. His ability to identify attractive
investment opportunities will be put to
the test, since more than 350 SPACs are
hunting for deals at present. The com-
petition is intense, and the clock is tick-
i ng .

If history is anything to go by, some
good deals will be done, but most will
leave investors disappointed down the
line. The incentives at play suggest t he
outcome for long-term SPAC holders
will be less than spectacular. x
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