
Special Purchase Acquisition Companies (SPACs) have garnered significant 
attention, particularly in 2020. Notable people, such as Virgin Group CEO 
Sir Richard Branson, former U.S. House Speaker Paul Ryan and baseball 
executive Billy Beane each raised their own special purchase acquisition 
companies this year. 

SPACs raised a record $53 billion in proceeds via 156 transactions through 
October 2020.

Figure 1: Annual SPAC proceeds raised (2011-YTD 2020)

$ b
illi

on
s

$60

$50

$40

$30

$20

$10

$0
2011

$1.1 $0.5 $1.4 $1.7 $3.9 $3.5
$10.0 $10.8 $13.6

$53.6

2012 2013 2014 2015 2016 2017 2018 2019 YTD 2020

Source: Renaissance Capital; Data as of October 22, 2020

Figure 2: Annual SPAC transactions (2011-YTD 2020)
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Are SPACs living up  
to the hype?

•  A SPAC is typically sponsored 
by an experienced investor or 
management team. SPACs raise 
funds from third-party investors 
to complete an acquisition of an 
unidentified company. This is why 
SPACs have earned the moniker 
“blank check companies.”

•  We view SPACs, including those 
that seek to acquire multiple 
underlying companies, as very risky. 
SPAC performance as a group has 
been challenged, experiencing a 
large variation in returns. 

•  We look very favorably upon private 
market investing for clients who 
qualify for opportunities within, for 
example, private equity. Despite 
claims that SPACs represent the 
democratization of private equity, 
we disagree. Private equity has 
a completely different operating 
design, time horizon, incentive 
structure and value creation 
mechanism than SPACs.
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In this paper, we offer an introduction of this concept and 
provide our views on the category from an investment 
perspective.  

A SPAC is typically sponsored by an experienced 
investor or management team and raises funds from 
third-party investors. No restrictions exist on who can 
form a SPAC. Funds raised in the offering are to be used 
to complete the acquisition of an unidentified company 
or range of companies. This is why SPACs have earned 
the moniker “blank check companies.” SPACs have 
been around since the 1980s, but they were often 
considered an option of last resort for companies having 
difficulty raising money through the more traditional 
public market process. They have enjoyed a revival in the 
past six years.

SPACs conduct an initial public offering (IPO) and 
typically list their shares on the New York Stock 
Exchange (NYSE) or the National Association of 
Securities Dealers Automated Quotations (NASDAQ) 
Exchange. IPO proceeds are held in a trust account that 
can be accessed by the SPAC management team only 
to complete an acquisition. Compared to more traditional 
IPOs, however, SPACs have some very unusual 
characteristics.

One of the most substantive differences between SPAC 
fundraising and a traditional IPO is that in a traditional 
IPO, investors have access to significant information 
about the company before they invest. By contrast, 
SPACs issue shares before the SPAC management 
team even identify a potential acquisition; by law, the 
managers cannot hold substantive discussions with 
a target company before a SPAC listing. The investor 
learns about the SPAC management team’s capabilities 
but knows nothing of the underlying company or 
companies that will drive shareholder value. Additionally, 
the SPAC managers may be unqualified or incompetent, 
a risk which may be made worse due to a lack of any 
operating history or past performance of the SPAC. 

If the SPAC does not use at least 80% of its net assets 
to complete an acquisition within a specified timeframe 
(typically 24 months, which can be extended to 36 
months), the SPAC must liquidate and return the trust 
proceeds back to its investors. Investors will not share in 
any returns generated from the funds held in escrow as 
such proceeds are used to cover the operating expenses 
of the SPAC.

What is the track record for SPACs? 

Of the 313 SPACs raised since the start of 2015, 93 
completed mergers. Yet these 93 SPACs have generated 
an average return of -10 percent and a median return of 
-29 percent. Only 29 of the 93 SPACs in this group had 
positive returns as of October 1, 2020. These negative 
returns stand out given the strong performance of the 
public equity markets.

Figure 3: SPAC performance 2016-2020

Year Completed acquisitions Average return Median return

2016 4 -7% 8%

2017 13 -42% -68%

2018 22 -29% -42%

2019 29 -9% -35%

2020* 25 23% -17%

Total 93 -10% -29%

Source: Renaissance Capital 
* As of October 1, 2020

What is driving the SPAC revival?

The renewed SPAC excitement reflects, in a few 
instances, improvement in SPAC management team 
quality. In addition, a few high-profile SPACs have 
delivered outsized returns. Notable investors with 
enviable track records are shepherding more of these 
vehicles, rather than people who historically would have 
had difficulty raising capital. More seasoned investors 
are spotting promising SPAC targets and lending 
credibility to what, historically, have not been considered 
mainstream investment vehicles. Additionally, thanks to 
a boon in private equity and venture capital activity in the 
past decade, there are more potential acquisition targets 
in which SPACs may have an interest. 
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What are the risks of investing in SPACs?

SPACs contain risks, like all investments. Like a 
traditional IPO, how the underlying company performs 
in its business along with how it communicates to 
regulators and the investing public will likely correlate 
to how the SPAC shares will perform in the secondary 
market. Risk factors specific to SPACs include 
successfully executing an acquisition within the allotted 
time frame, investor sentiment about shares and 
warrants (more on those below), trading in the secondary 
market, and governance considerations between the 
SPAC management team and the acquired companies’ 
existing management. There is a risk that the investment 
may decline in value even if the acquisition is completed.

Absolute performance, or how a SPAC performs in 
and of itself, represents a risk to investors, but relative 
performance is another concern. SPACs represent an 
opportunity cost compared to other investment choices. If 
an investor allocates $1,000 to a SPAC that same $1,000 
cannot be used to purchase an index fund or a bond. 

How a SPAC performs compared to other investment 
choices is an important consideration, especially over 
time. A significant catalyst for more attractive return 
potential is when a SPAC completes an acquisition, 
but that is no guarantee of a favorable relative return. 
The Financial Industry Regulatory Authority (FINRA) 
notes that “most SPAC share prices significantly lag the 
market after the acquisition is completed.”1 In short, that 
indicates a potential opportunity cost when money is 
invested in SPACs.

There are other risk considerations. Underwriting fees 
within SPACs coupled with controversies over “founder 
shares” (more below) have become increasingly 
prevalent as SPAC issuance has increased. Alignment of 
interests between investors and investment managers is 
always a key due diligence consideration, but knowing 
how much “skin in the game” SPAC management teams 
have relative to the fees they accrue is important. 

While this discussion does not include an exhaustive list 
of risks inherent in SPACs, prospective investors should 
be aware of the differing risks between SPACs and 
traditional IPOs. 

SPAC mechanics

Share price: SPACs typically (though not always)  
price shares at $10 at the IPO, although it’s not entirely 
clear why.

Warrants: When buying a SPAC unit, investors typically 
receive a share of common stock plus a warrant or a 
fraction of a warrant. A warrant is a security that entitles 
the holder to buy more stock of the issuing company 
at a fixed price at a later date, similar in concept to a 
call option. Warrants represent an added incentive to 
motivate the investor to buy into the SPAC. The strike 
price, or price at which a warrant holder can buy more 
shares, is typically $11.50 (15 percent above the $10 
per share IPO price). The warrants become exercisable 
on the later of 30 days after the targeted acquisition is 
complete or the 12-month anniversary of the SPAC IPO.

Founder shares: The SPAC management team can 
purchase “founder shares” prior to the SPAC filing and 
pay a nominal amount (typically $25,000) for shares 
equaling 20 percent of the total number of shares being 
registered for offer to the public. For example, for a 
SPAC that raises $200 million, founder shares would 
be worth $50 million. Now, if that company doesn’t 
perform well and its value declines by 50 percent over 
a 12- or 18-month period, the founder shares are still 
valued at $25 million. The concern is that this structure 
incentivizes a SPAC management team to find a deal 
regardless of its quality. The lure of “free money” for 
SPAC management teams in the form of founder shares 
can push them to construct bad deals, especially if a 
deadline to complete an acquisition is approaching. 

1 https://www.finra.org/rules-guidance/notices/08-54. Accessed October 2, 2020
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Figure 4: SPAC management team compensation 
versus private equity compensation

SPAC management team compensation example

Total SPAC funds raised
Sponsor compensation for completing investment 
(20% founders shares)

$200 million

$50 million

Scenario 1: SPAC value declines 50%

Sponsor compensation $25 million

Scenario 2: SPAC value increases 50%

Sponsor compensation $75 million

Private equity investment compensation example

Private equity investment
Sponsor compensation for completing investment

$200 million

$0

Scenario 1: Investment value declines 50%

Sponsor compensation $0

Scenario 2: Investment value increases 50%

Sponsor compensation  
(20% of investment profits)

$20 million

Note in this example that private equity firms only earn 
20 percent of the investment gains of a transaction. 
Using the example above, on a $200 million investment 
that declined in value by 50 percent, the private equity 
firm would earn nothing, while the SPAC’s founders still 
own shares worth $25 million. Additionally, the SPAC 
management team may receive additional fees for 
completing transactions, which can include millions of 
dollars in advisory fees. Underwriting fees paid in a SPAC 
IPO equal about five percent of the capital raised — 
higher than those of the average IPO. In total, fees are a 
significant risk consideration for SPAC investors. 

Understanding different SPAC offerings 

There is seemingly a new SPAC offering announced 
every day. To try and differentiate between SPACs, 
Figure 5 below provides a general overview based on 
the SPAC manager’s intended underlying investment 
portfolio. Since a SPAC investor does not know what 
underlying companies a SPAC management team may 
target during a SPAC IPO, investors must instead focus 
their judgment on the management team’s ability to add 

value. “Bet on me,” is what is being asked of investors, a 
refrain we hear from several other investment categories 
we follow at U.S. Bank. 

We have a dedicated team of analysts who evaluate 
investment managers across traditional asset classes 
like stocks and bonds, private markets and hedge 
funds. While these categories have distinct properties 
and no two investment processes are the same, the 
commonality is this: Every investment manager represents 
an opportunity cost and outcomes are never guaranteed. 
Therefore, we deploy dedicated personnel to analyze 
different investment managers who say, “Bet on me!” 

Figure 5: SPAC taxonomy
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Some SPAC managers have extensive experience 
as operators within a given company or enterprise. 
Others have broader sector expertise, perhaps as 
professional investors or in the financing of companies 
within a given industry. Investors who anticipate 
fertile sector opportunities within an industry (such 
as Energy, Telecommunications, Retail) can assess a 
SPAC management team’s capability within that space, 
coupled with how robust the underlying opportunity may 
be over time. A final category would be broad market 
sponsors who have experience and internal analysis 
capabilities that span a wide range of sectors and 
geographies. A world of acquisition opportunities may 
be their proverbial ocean, but the SPAC management 
team’s track record takes on greater importance here. 
Such information may not be as readily available as it is 
for hedge fund or private equity sponsors. 



Key conclusions

The proliferation of SPACs in recent months is intriguing. 
Like most investment opportunities, excitement breeds 
excitement, and our primary role is to provide you with 
context amidst the buzz. We view SPACs, including 
those that seek to acquire multiple underlying companies 
(the bottom of the pyramid in Figure 5), as very risky at 
the category level. As we explained, SPAC performance 
as a group has been unimpressive, especially in what 
has been a period of solid returns in the broader 
markets. SPACs need to be evaluated on a case-by-
case basis. 

SPACs are also being packaged in exchange-traded 
funds (ETF), but here too it’s important to analyze the 
underlying holdings in the ETF. Analysis of a SPAC 
management team’s theoretical capabilities before an 
acquisition and the underlying business fundamentals 
following the acquisition require both due diligence of 
the SPAC management team and the ability to evaluate 
individual offerings. We think investors are better served 
being selective in owning specific SPACs rather than a 
basket of them in an ETF. 

We remain very favorable toward private market 
investing for clients who qualify for opportunities 
within private equity, private debt and private natural 
resources. Despite claims that SPACs represent the 

“democratization of private equity,” we don’t believe 
SPACs generally live up to the hype. Private equity has 
a completely different operating design, time horizon, 
incentive structure and value creation mechanism than 
SPACs. Diversification opportunities within private equity 
limited partnerships are superior to those available within 
an individual SPAC. Finally, we prefer the return of capital 
provisions within private equity structures. While private 
equity general partners must return available earned 
capital to limited partners on a preset structure set out 
in a term sheet, those provisions do not exist for SPAC 
investors. 

As always, the investment landscape remains dynamic. 
We view the sudden abundance of SPACs as an 
incremental positive for capital formation and investment 
opportunities. However, being selective in choosing 
individual opportunities with a clear understanding of 
the prospective risks and rewards they provide, remains 
a hallmark of our investment mantra no matter what 
investment you are considering. 

Please do not hesitate to reach out to us if we can 
provide more detail or answer your questions.

U.S. Bank and its representatives do not provide tax or legal advice. Your tax and financial situation is unique. You should consult your tax and/or 
legal advisor for advice and information concerning your particular situation.

This information represents the opinion of U.S. Bank. The views are subject to change at any time based on market or other conditions and are 
current as of the date indicated on the materials. This is not intended to be a forecast of future events or guarantee of future results. It is not 
intended to provide specific advice or to be construed as an offering of securities or recommendation to invest. Not for use as a primary basis of 
investment decisions. Not to be construed to meet the needs of any particular investor. Not a representation or solicitation or an offer to sell/buy 
any security. Investors should consult with their investment professional for advice concerning their particular situation. The factual information 
provided has been obtained from sources believed to be reliable but is not guaranteed as to accuracy or completeness. U.S. Bank is not affiliated 
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[ 5 ] ©2020 U.S. Bank 438401 (10/20) 


