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This article aims to:
Provide an overview of the latest 
mode of going public – SPAC listing 
and key considerations for companies 
undergoing such an arrangement. 

Introduction
Special Purpose Acquisition Companies 
(SPACs) commonly referred to as ‘blank 
check companies’ have increasingly 
become popular as a new method of 
going public by companies internationally. 
By the end of 2020, SPACs proceedings 
had surged over 400 per cent year-over-
year and have increased exponentially in 
the first quarter of 20211. The explosive 
growth of these entities - which exist 
solely to acquire other companies has 
provided another option for sellers, 
as well as an efficient way for private 
companies to tap public equity markets.

SPAC listing in India is expected to 
be permitted by Indian regulators and 
hence, it would help Indian companies to 
get access to liquidity and global public 
equity markets. Apart from explaining the 
SPAC structure and key considerations 
in this article, we have also covered the 
regulatory developments relating to SPAC 
listing in India.

How SPAC is different from a traditional Initial Public Offer (IPO)?
Traditionally, a company starts and develops a business. 
As it grows, it elects to raise capital in the public 
markets while determining that it has the resources and 
structures in place for the IPO process. Accordingly, the 
operating company lists its shares in the recognised 
stock exchange(s) and becomes public through a 
traditional IPO.

In a SPAC transaction, the private company becomes 
publicly traded by merging with a listed shell company - 
SPAC. Unlike traditional operating company, SPAC does 
not have an underlying operating business and does not 
have assets other than cash and limited investments, 
including the proceeds from the IPO.
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1. 2020 Has Been the Year of SPAC IPOs: Here Are the Prominent 4, Nasdaq article dated 28 December 2020.

(Source: NASDAQ website)
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A SPAC (operated through a management team - referred as 
‘sponsors’) identifies a prospective company - a specific industry or 
business that it will target (referred as ‘target company’) as it seeks 
to combine with an operating company. A SPAC is not obligated to 
pursue a target in an identified industry. Once the target is identified 
by the SPAC, its management negotiates with the operating 
company. If approved by SPAC shareholders (in cases where a 
shareholder vote is required), SPAC executes the business 
 

combination. The merger of the SPAC and target company (referred 
as ‘de-SPAC’) may provide the target company with the capital that 
it might otherwise raise in a traditional IPO. SPAC shareholders and 
target shareholders own the now-public operating company after the 
merger. 

Evaluation of a company’s route to the public markets should be 
carefully considered given the relative benefits and costs of a SPAC 
versus a traditional IPO. Some of the key considerations are as 
follows:

What are the specific considerations in a SPAC 
transaction?
Some of the other specific considerations relating to the SPAC 
transactions are as follows2:

• Prospectus and trust account: While investing in a SPAC, it 
is important to consider the SPAC’s IPO prospectus as well its 
periodic and current reports filed with the regulatory authorities 
(in US filed with SEC) pursuant to its ongoing reporting. Further, 
SPAC IPO proceeds are held in a trust account until the initial 
business combination or liquidation of the SPAC. The terms 
of an offering should be carefully evaluated to understand the 
terms of the trust account and investment of the proceeds from 
the SPAC IPO.

• Trading price: Unlike a traditional IPO, the SPAC IPO 
price is not based on valuation of an existing business. 
Therefore, when the units, common stock and warrants 
begin trading, their market prices may fluctuate, and these 
fluctuations may bear a little relationship to the ultimate 
economic success of the SPAC. 

• Period to consummate the initial business 
combination: Typically, a SPAC provides for a minimum 18 
months and a maximum two-year time period to identify 
and complete an initial business combination transaction. 
Shareholders’ approval is generally required to extend this 
time period. 

SPACs - Advantages SPACs – Disadvantages

• Faster execution than an IPO, average time for merger is three-
six months 

• Upfront price discovery thereby, reducing equity price risk during 
a volatile market

• Potentially larger capital raise to fuel growth and/or liquidity while 
maintaining control

• Alignment with industry luminaries and financial engineers to 
enhance growth and establish credibility

• Lower cost of marketing as SPAC merger does not need to 
generate interest from investors in public exchanges

• Higher quality sponsors (generally, experienced financial and 
industrial professionals) attracting larger funding along with 
broader regulatory acceptance.

• Possibility of shareholding dilution as sponsors of the SPAC have 
a stake in the SPAC through founder shares or promote, as well 
as warrants to purchase more shares

• Capital shortfall from potential redemption by the initial SPAC 
investors

• Financial diligence performed at narrower scope which could lead 
to potential restatements, incorrectly valued businesses or even 
lawsuits

• Lack of underwriting and comfort letter; SPAC being already 
public, the target company does not have an underwriter.

2. What You Need to Know About SPACs, Update Investor Bulletin, The U.S. Securities and Exchange Commission dated 25 May 2021. 
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• Books and records and internal control requirements: 
While planning for a business combination, it is important for 
the target company and the SPAC to consider the following:

a. Annual or interim reporting 

b. Application of the regulatory rules and disclosure 
requirements, including reporting deadlines and the form 
and content of financial statements

c. Adoption of new accounting standards in the financial 
statements required in the business combination filing that 
are not yet effective for the target company.

On the other hand, the combined company will need the 
necessary expertise, books and records and internal controls 
to provide reasonable assurance of its timely and reliable 
financial reporting. 

• Listing considerations post-merger: In order to remain 
listed post-merger, the combined entity is required to 
ensure compliance with quantitative and qualitative listing 
requirements. The quantitative standards would ensure 
that the entity has sufficient public float, investor base and 
trading interest to provide liquidity necessary to promote fair 
and orderly markets. Material risks relating to delisting could 
trigger disclosure requirements for the combined entity. 

The combined entity would also need to meet qualitative 
standards regarding corporate governance such as 
requirement regarding independent board of directors, 
audit committee consisting of directors with specialised 
experience, independent director oversight of executive 

compensation and a code of conduct applicable to its 
directors. Therefore, advanced planning by the target 
company may be necessary to identify, elect, and on-board 
a newly constituted independent board and audit committee 
to adequately oversee the preparation and audit of the 
company’s financial statements, books and records and 
internal controls.

Other key considerations

Traditional IPO is likely to be expensive and could involve 
time-consuming registrations and disclosures. On the 
other hand, SPACs, in general involve fewer parties and 
negotiations. Hence, SPAC route is expected to offer a 
flexible and faster route for private equity majors and venture 
capital funds. However, there are certain accounting, financial 
reporting and disclosure considerations to be evaluated 
including:

1. Accounting and valuation of financial instruments issued

2. Accounting for acquisition/reverse acquisition

3. Share-based payment arrangements

4. Transactions with multiple targets, combined and carve-
outs

5. Presentation issues including capital restructuring, 
segments, Earnings Per Share (EPS) and subsequent 
events

6. Audit of operating company’s financial statements and 
other related considerations.

Legal structures in India

Typical legal structures in India can be categorised in the 
following:

Currently, companies incorporated in India (Indian companies) can 
access the capital markets outside India through certain routes 
(e.g. Global Depository Receipts (GDRs), American Depository 
Receipts (ADRs), Foreign Currency Convertible Bonds (FCCBs) and 
Foreign Currency Exchangeable Bonds (FCEBs)) and subject to 
ensuring compliance with the provisions of the 2013 Act and relevant 
regulations prescribed by the Securities and Exchange Board of India 
(SEBI). 
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On the other hand, companies incorporated outside India (foreign 
companies) can access the Indian capital markets only through the 
Indian Depository Receipts (IDRs) framework. 

However, the Companies (Amendment) Act, 2020 issued on 30 
September 2020 empowered the Central Government to allow certain 
class of public companies to list classes of securities in foreign 
jurisdictions3. Accordingly, it would enable domestic companies to list 
foreign securities without having to undertake a prior or simultaneous 
listing in India, or alternatively through incorporating foreign holding 
companies. SEBI has also given its recommendations to the Central 
Government (CG). Some of the key recommendations include the 
following:

• Listing would be allowed only on specified stock exchanges in 
‘permissible jurisdictions’ outside India

• Relevant financial reporting requirements of the permissible 
jurisdictions to be complied with

• Evaluate applicable corporate governance norms of the permissible 
jurisdictions/India.

Other regulatory developments in India
In March 2021, SEBI has formed an expert group to examine the 
feasibility of introducing SPACs like structures in India4. SEBI is also 
planning to publish a framework for SPACs. Under the framework, 
SEBI may put in place a separate set of regulations on SPAC, whereby 
detailed listing rules would be provided for such firms. This would 
include a minimum threshold size for an IPO5. 

To keep pace with the evolving global market, the International Financial 
Services Centers Authority (IFSCA)6 has also proposed a framework for 
capital raising and listing of SPACs on the recognised stock exchanges 
in IFSCs. In accordance with the proposed framework, a SPAC would 
be eligible to raise capital through an IPO of specified securities on the 
recognised stock exchanges in IFSC, only if:

a. The primary objective of the issuer is to effect a merger or 
amalgamation or acquisition of shares or assets of a company having 
business operations

b. The issuer does not have any operating business.

The offer size has been proposed to be not less than USD50 million 
and the sponsor will hold at least 20 per cent of the post issue paid up 
capital.

Therefore, companies in India would need to watch out for the 
developments in these areas.
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Conclusion
India is also witnessing a growing trend of 
companies in particular by start-ups and new 
age technology companies willing to go public 
through SPAC route like their international 
counterparts. However, to promote this, there 
is an urgent need on the part of the regulators 
in India including SEBI and MCA to prescribe 
adequate guidelines which could govern such 
kind of transactions. The guidelines should 
necessarily address the critical risks that could 
arise while undertaking such transactions such 
as control and ownership of the combined 
entity, conflict of interest between sponsors and 
should also provide clear guidance on related 
accounting, auditing and financial reporting 
considerations and disclosure requirements. 

On the other hand, companies willing to take 
this route will also need to identify talents 
and implement relevant processes which take 
time. Therefore, it is crucial for them to prepare 
public company readiness assessment plan in 
advance that serves as the basis of a timeline 
and framework for necessary remediation 
measures.

3. Rules and operational guidelines yet to be notified.  

4. SEBI forms expert group to examine feasibility of SPACs, The Economic Times, 11 March 2021. 

5. SEBI plans to come out with framework for SPACs, The Economic Times, 24 June 2021. 

6. IFSCA has been established as a unified regulator to develop and regulate financial products, financial 
services and financial institutions in the International Financial Service Centres (IFSCs) in India. 


