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ABSTRACT 

The year 2020 witnessed special purpose acquisition companies (SPACs) emerge as the hottest 

investment offering on the global capital markets. The popularity of SPAC structures can be 

attributed to a combination of factors such as the pandemic induced low interest rate 

environment, downturn in the business cycle and growing number of equity starved companies. 

7KRXJK�WUDGLWLRQDOO\�DVVRFLDWHG�ZLWK�µSXPS-and-GXPS¶�VFKHPHV��WKH�63$&�ZDYH�RI������ZDV�

characterised by SPACs backed by optimistic projections and celebrity endorsements, which 

DWWUDFWHG�WKH�DWWHQWLRQ�RI�µPRP-and-SRS¶�UHWDLO�LQYHVWRUs. It is argued in this paper that while 

63$&V� SURYLGH� UHWDLO� LQYHVWRUV� D� UHODWLYHO\� µULVNOHVV¶� LQYHVWPHQW� RSWLRQ� LQ� YRODWLOH� PDUNHW�

conditions, such unsophisticated investors do not always understand the risk and reward 

structure of SPACs and the dangers of optimistic projections. Consequently, concerns regarding 

retail investor interest protection have led to increase in regulatory scrutiny and securities 

litigation in jurisdictions such as the United States. Despite these concerns, on 27 July 2021, 

WKH�8.¶V�)LQDQFLDO�&RQGXFW�$XWKRULW\�LQWURGXFHG�FHUWDLQ�FKDQJHV�WR�WKH�/LVWLQJ�5XOHV�LQ�D�ELG�

WR�HQWHU�WKH�63$&�UDFH��7KH�SDSHU�DQDO\VHV�8.¶V�FKDQging SPAC regulatory landscape through 

the lens of agency issues and concerns regarding retail investor protection. 

 

 
  LLM (Corporate and Securities Law) (2020-21), London School of Economics and Political Science. I am 

grateful to Professor Simon Witney for his valuable comments on earlier drafts. Any errors that remain are my 
own. paulakankshamaria@gmail.com. 
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I. INTRODUCTION: THE SPAC WAVE OF 2020 

The year 2020 saw special purpose acquisition companies (SPACs) emerge out of the shadows 

of the financial world1 as the hottest offering on Wall Street.2 SPACs dominated the US Initial 

Public Offering (IPO) landscape in 2020 with companies such as BuzzFeed Inc3 and Nikola 

Motor Co.,4 aiming to go public through the SPAC route. As of the first quarter of 2021, global 

IPO issuance was at $202.9bn, primarily fuelled by SPAC activity in the United States.5 It 

should be noted that SPACs are not a product of ingenious financial engineering born out of 

the exigencies of the pandemic, but have been around since the 1980s.6 Historically associated 

ZLWK�µSXPS�DQG GXPS¶�VFKHPHV�7 the SPAC boom of 2020 was characterised by investment 

YHKLFOHV�EDFNHG�E\�µRSWLPLVWLF�SURMHFWLRQV�¶�VWDU-power8 and popularity among retail investors.9 

Well known private equity and hedge fund operators along with celebrities such as Shaquille 

2¶1HDO�10 Jay-Z,11 Jennifer Lopez and Alex Rodriguez12 are some of the popular names that 

backed SPAC structures. It is argued in this essay that 2020 saw a metamorphosis of SPACs 

 
1  0LOHV�.UXSSD�DQG�2UWHQFD�$OLDM��¶$�5HFNRQLQJ�IRU�63$&V��:LOO�5HJXODWRUV�'HIODWH�WKH�%RRP·�Financial Times 

(New York, 4 May 2021) https://www.ft.com/content/99de2333-e53a-4084-8780-2ba9766c70b7 accessed on 25 
July 2021. 

2  $DURQ�(OVWHLQ��¶63$&.�$WWDFN·��������������&UDLQ·V�1HZ�<RUN�%XVLQHVV��KWWSV���ZZZ�SURTXHVW�FRP�WUDGH-
journals/spac-attack/docview/2490739587/se-2?accountid=9630> accessed on 28 July 2021.  

3  %HQMDPLQ�0XOOLQ��¶%X]])HHG�5HDFKHV�'HDO�WR�*R�3XEOLF�9LD�63$&��$FTXLUH�&RPSOH[�1HWZRUNV·�Wall Street 
Journal (24 June 2021) <https://www-wsj-com.cdn.ampproject.org/c/s/www.wsj.com/amp/articles/buzzfeed-
nears-deal-to-go-public-via-spac-eyeing-digital-media-rollup-11624485898> accessed on 25 July 2021. 

4  2SLQLRQ�/H[��¶63$&6��1LNROD��)UHVK-baked FruitcakH·�Financial Times (23 December 2020) 
<https://www.ft.com/content/6028238d-3b8d-40b0-9b9a-130574678d93> accessed on 25 July 2021. 

5  PwC, IPO Watch Europe Q1 2021 <https://www.pwc.co.uk/audit-assurance/assets/pdf/ipo-watch-europe-q1-
2021.pdf> accessed on 25 July 2021. 

6  Usha 5RGULJXHV�DQG�0LNH�6WHJHPROOHU��¶([LW��9RLFH��DQG�5HSXWDWLRQ��7KH�(YROXWLRQ�RI�63$&6·�����������
Delaware Journal of Corporate Law 849, 875. 

7  ibid 875. 
8  Kruppa (n 1). 
9  +DUULHW�$JQHZ�DQG�2UWHQFD�$OLDM��¶63$&�%RRP�LV�&UHDWLQJ�¶&DVWOHV�LQ�WKH�6N\�·�-LP�&KDQRV�:DUQV·�Financial 

Times (London, 25 June 2021) <https://www.ft.com/content/da44b18e-51e5-40ab-9e34-70879952edce> 
accessed on 25 July 2021. 

10  %URRNH�0DVWHUV��¶<HDU�LQ�D�:RUG��63$&6·�Financial Times (December 31, 2020) 
<https://www.ft.com/content/80458983-1693-4022-ba23-113925d24d70> accessed on 25 July 2021. 

11  'XH�'LOLJHQFH��¶63$&V�YV�6KRUW�6HOOHUV��7KH�*UHDW�0RQH\�*UDE�RI�����·)LQDncial Times (New York, 18 March 
2021) <https://www.ft.com/content/c94f51f5-c042-42a6-8ba1-81b5672d2820> accessed on 25 July 2021. 

12  Kruppa (n 1). 
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into an investment offering appealing to the public markets, leading to concerns regarding the 

protection of retail investors.  

The 2020 surge in SPAC activity can be attributed to uncertain market conditions, 

reduced IPO activity, need for capital and a low-interest rate environment caused by the 

COVID-19 pandemic.13 The pandemic-induced downturn in the business cycle has dulled the 

hope for equity-starved companies to access the public markets.14 SPACs have stepped in to 

fill this gap, offering a fuss-free way to listing and accessing equity. For sponsors, SPACs offer 

an attractive vehicle to deploy funds, given the current climate of low interest rates and high 

market valuations.15 Furthermore, market distress caused by the pandemic has made it easier to 

find and acquire viable targets. Finally, SPACs have stepped in to provide the SPAC investor 

an alternative investment source, allowing for public participation and co-investment alongside 

an experienced sponsor in a private equity style deal. From a retail investor perspective, SPACs 

FODLP�WR�RIIHU�D�UHODWLYHO\�µULVNOHVV¶�investment in volatile market conditions with tremendous 

upside potential due to high levels of liquidity.   

These factors coupled with the need to re-assess traditional IPO processes and chart 

alternate paths for companies to access the capital market, make SPACs an attractive offering. 

7KH�GHDO�WKDW�µSXW�63$&V�EDFN�RQ�WKH�PDS¶�ZDV�WKH������9LUJLQ�*DODFWLF¶V�PHUJHU�ZLWK�6RFLDO�

Capital Hedosophia, a SPAC sponsored by the Facebook alum Chamath Palihapitiya.16 The 

deal gave the investment vehicle a stamp of credibility and publicity among capital market 

participants and opened the floodgates for SPAC incorporations, particularly in the United 

States. Optimistic press reports highlighting few successful and highly visible celebrity-backed 

SPACs further fuelled this wave.17  

The renewed interest in SPACs in the US markets has resonated globally leading to 

increased confidence in SPAC structures among sponsors, investors, and targets.18 This has led 

to regulatory competition among jurisdictions to emerge as SPAC incorporation magnets. In 

Europe, Euronext Amsterdam, Frankfurt and Stockholm exchanges are emerging as hotspots 

 
13  7KRPDV�9LWD��)LRQD�0LOOLQJWRQ�DQG�.HYLQ�&RQQROO\��¶63$&V��7KH�/RQGRQ�$OWHUQDWLYH·��Norton Rose Fulbright 

Publications, October 2020) <https://www.nortonrosefulbright.com/en-
gb/knowledge/publications/94734f5e/spacs-the-london-alternative#section3> accessed on 25 July 2021. 

14  +XJK�2VPRQG��¶7LPH�IRU�8.�5HJXODWRUV�WR�2SHQ�'RRU�WR�63$&V·�Financial Times (London, 17 December 2020) 
<https://www.ft.com/content/b364f03e-b026-4ec5-82fb-3991400de851> accessed on 27 July 2021. 

15  Vita (n 13). 
16  Elstein (n 2). 
17  Michael D Klausner and MLFKDHO�2KOURJJH�DQG�(PLO\�5XDQ��¶$�6REHU�/RRN�DW�63$&V·��2FWREHU������������<DOH�

Journal on Regulation, Forthcoming, Stanford Law and Economics Olin Working Paper No. 559, NYU Law and 
Economics Research Paper No. 20-48, European Corporate Governance Institute ² Finance Working Paper No. 
746/2021 <https://ssrn.com/abstract=3720919> accessed on 27 July 2021. 

18  PwC Report (n 5).  
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for SPAC activity.19 The UK, however, was slow to ride the SPAC wave. As of July 2021, there 

have been just over 50 SPACs listed on the London Stock Exchange (LSE), characterised by a 

small number of large listings.20 The slow SPAC activity in the UK has been attributed to 

certain regulatory blockades in the Financial Conduct Authority (FCA) Listing Rules (Listing 

Rules)21 that provide for trading of SPAC shares to be suspended once a target is identified.22 

This peculiar feature of the London market has made the UK SPAC unattractive to sponsors 

and investors.23 Given, however, the increasing financial competitive edge of other European 

jurisdictions in a post-Brexit world, the UK Listing Review (Hill Review) was commissioned 

to propose revisions to the Listing Rules in a bid to transform London into an attractive listing 

venue for SPACs.24 

The regulatory overhaul of the UK Listing Rules has, however, come during the ebbing 

of the SPAC wave on Wall Street, as regulatory authorities, sponsors and investors grow 

increasingly queasy about SPACs.25 With a fall in total SPAC activity in the second quarter of 

2021, many have questioned whether the SPAC wave was really just a bubble, bound to burst 

as interest rates improve.26 Furthermore, there has been increasing concern regarding the 

protection of the interests of unsophisticated retail investors, who may be unaware of the risks 

and reward structure of SPACs and the dangers of optimistic projections.27 The US has 

witnessed an increase in regulatory scrutiny of SPACs by the SEC28 and increase in securities 

litigation by public shareholders alleging misstatements, fraud and breach of fiduciary duties 

by directors of companies that have gone public through the SPAC route.29 Despite, however, 

the growing concern regarding retail investor protection, the UK is diving headfast into the 

SPAC race with the introduction of the FCA Policy Statement PS21/10 (Policy Statement) on 

27 July, 2021, containing the final changes to the Listing Rules (Revised Listing Rules).30 

 
19  ibid. 
20  Financial Conduct Authority, Investor Protection Measures for Special Purpose Acquisition Companies: Proposed Changes to 

the Listing Rules Consultation Paper, April 2021 (CP 21/10) 12. 
21  FCA Listing Rules (July 2021) <https://www.handbook.fca.org.uk/handbook/LR.pdf> accessed on 1 August 

2021.  
22  FCA Consultation Paper (n 20).  
23  ibid. 
24  Baker McKenzie, H1 IPO Snapshot: Unfolding Trends for 2021, <https://www.bakermckenzie.com/-

/media/files/insight/publications/2021/06/ipo-h1-snapshot-2021_final.pdf?la=en> accessed on 23 July 2021. 
25  ibid 6.  
26  ,YDQD�1DXPRYRVND��¶7KH�63$&�%XEEOH�LV�$ERXW�WR�%UXVW·��Harvard Business Review, 18 February 2021) 

<https://hbr.org/2021/02/the-spac-bubble-is-about-to-burst> accessed on 17 July 2021.  
27  Kruppa (n 1). 
28  %URRNH�0DVWHUV��¶*UDE�LV�/XQJLQJ�IRU�WKH�7RS�RI�WKH�63$&�0DUNHW·�Financial Times (14 April 2021). 

<https://www.ft.com/content/df14b6f5-a967-4f0f-8441-a5ab48d66dec> accessed on 31 July 2021.  
29  Kruppa (n 1). 
30  Listing Rules (Special Purpose Acquisition Companies) Instrument 2021 (FCA 2021/29), Annex B 

<https://www.handbook.fca.org.uk/instrument/2021/FCA_2021_29.pdf> accessed on 1 August 2021. 
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Amid the growing SPAC buzz and revision of the Listing Rules, this paper attempts to 

re-focus attention to the agency issues in a SPAC structure and the concerns regarding the 

protection of retail investors. Section I of this paper analyses the concept and structure of a 

SPAC. Section III aims to identify the agency issues in a SPAC and explore the concerns 

UHJDUGLQJ� UHWDLO� LQYHVWRU� SURWHFWLRQ�� 6HFWLRQ� ,9� DQDO\VHV� 8.¶V� FKDQJLQJ� 63$&� UHJXODWRU\�

landscape and whether the same adequately protects the interests of SPAC retail investors.  

This paper aims to extend the literature on the agency issues in a SPAC. As far as the 

author is aware, there has been no comprehensive analysis of the concerns and protection of 

retail investors in the context of the SPAC wave of 2020 and the Revised Listing Rules.  

 

II. THE SPAC AND THE RETAIL INVESTOR 

SPACs have a notorious ancestry and are associated with blank cheque companies of the 1980s, 

which were used to defraud unsophisticated investors in the United States.31 The US Securities 

Enforcement Remedies and the Penny Stock Reform Act 1990, along with strict regulation of 

blank cheque companies, lead to a decline of this investment form in the 1980s.32 It was not 

until 1992 when the modern SPAC structure, with its various in-built investor protection 

mechanisms, was formulated in a bid to gain the approval of the US Security and Exchange 

Commission (SEC).33 During the mid-2000s, a decline in traditional IPO activity in the United 

States, saw an increase in the use of the SPAC form.34 Meanwhile, the UK witnessed a surge 

in SPAC activity after the financial crisis of 2008.35  

In the UK, SPACs are considered as cash shell companies which do not meet certain 

independence and operating history requirements for premium listing. UK SPACs are listed 

mainly on the Standard segment of the Official List or on the Alternate Investment Market 

(AIM) of the LSE.36 Given, however, certain requirements of the AIM regime such as 

shareholder approval for reverse takeovers, the Standard segment is the most popular option 

for UK SPACs.37  

 

 
31  'HUHN�.��+H\PDQ��¶)URP�%ODFN�&KHFN�WR�63$&��7KH�5HJXODWRUV·�5HVSRQVH�WR�WKH�0DUNHW�DQG�WKH�0DUNHW·V�

5HVSRQVH�WR�WKH�5HJXODWLRQ·��������(QWUHSUHQHXULDO�%XVLQHVV�/DZ�-RXUQDO�����������5RGULJXHV��Q�������� 
32  ibid 532; Rodrigues (n 6) 875. 
33  Derek (n 31) 540.  
34  ibid 532. 
35  :LQVWRQ�	�6WDZQ�//3��¶SPAC to the Future: The Recent Resurgence of UK SPACS and Latest Trends·��������� 

https://www.winston.com/images/content/1/4/v3/142888/SPAC-to-the-Future-the-Recent-Resurgence-of-
UK-SPACs-and-Latest.pdf> accessed on 31 July 2021.  

36  ibid. 
37  Vita (n 13).  
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A. SPAC STRUCTURE 

In the US, SPACs are designed to track the protective requirements of Rule 419 of the 

Securities Act, 1933. SPACs in most jurisdictions borrow heavily from the US SPAC structure 

with certain deviations. A typical SPAC is a blank-check or clean cash shell company with no 

assets or operating history.38 A SPAC is founded by sponsors and taken public with the sole 

aim of acquiring a yet-to-be-identified target company (mostly private companies) within a 

short time-horizon,39 usually twenty-four months. The target is then acquired by the SPAC and 

taken public through a reverse merger (De-SPAC Transaction).40 Unlike in a typical IPO, the 

initial SPAC IPO is swift and relatively cheap due to the lack of lengthy disclosures and 

compliance with other listing requirements.41 

,Q�D�63$&�,32��D�63$&�LQYHVWRU�LV�XVXDOO\�RIIHUHG�D�µXQLW¶�that is, a combination of shares 

and share warrants.42 The issue proceeds are usually held on trust in an escrow account.43 

Warrants are granted to enable SPAC investors a right to acquire additional shares of the post-

acquisition company, at a specified time in the future, at a pre-agreed strike price, which is 

usually a 15% mark-up of the IPO share issue price.44 Similar to traditional private equity, to 

ensure that SPAC sponsors and managers (hereinafter collectively, SPAC Sponsors or 

6SRQVRUV��KDYH�DGHTXDWH�µVNLQ�LQ�WKH�JDPH�¶�6SRQVRUV�LQLWLDOO\�EX\-in a percentage of the SPAC 

preferred shares (usually 20% of the post IPO equity) (Founder Shares) at a low valuation which 

is also then placed in escrow.45 During the SPAC IPO, the Sponsors may be further issued a 

combination of ordinary, Founder Shares and warrants which is subject to a lockup period.46 

Upon completion of a successful acquisition, Sponsors may end up owning 20% of the 

newly acquired company.47 If the acquisition mandate, however, is not met in the given 

timeframe, Sponsors forgo their shares. 48 In addition to the above, SPAC Sponsors and certain 

other sophisticated SPAC investors may also purchase additional shares and warrants through 

private placement, which supplements the amoXQW�RI�WKHLU�³VNLQ�LQ�WKH�JDPH´49 and helps flush 

the SPAC with additional capital, if required.  

 
38  Rodrigues (n 6) 871. 
39  ibid. 
40  Rodrigues (n 6) 871. 
41  ibid. 
42  0DJQXV�%ORPNYLVW�DQG�0LORV�9XODQRYLF��¶63$&�,32�:DYHV·��������(FRQRPLFV�/HWWHUV������Rodrigues (n 6) 871.  
43  Rodrigues (n 6) 871.  
44  Vita (n 13).  
45  Rodrigues (n 6) 871. 
46  Vita (n 13). 
47  ibid. 
48  Rodrigues (n 6) 871. 
49  ibid 895. 
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It must be mentioned that there are significant structural differences between a US and a 

UK SPAC. Firstly, with respect to the investor approval mechanism once a target is identified, 

in the US a SPAC shareholder may vote to either approve the acquisition or vote against it. If 

approved, the shareholder comes to hold shares in the acquired company, which then trades 

publicly through the reverse merger.50 If the acquisition is not approved, the shareholders may 

elect to redeem their investment and are returned pro rata their share of funds in the escrow 

account. Given that the De-SPAC Transaction heralds the end of the SPAC, SPACs may often 

bargain for a positive vote on a proposed acquisition in several ways. For example, by 

promising to repurchase the shares held by the SPAC investor upon competition of the De-

SPAC Transaction51 or by an open market purchase of public shares by SPAC Sponsors.52 

Whereas for a UK SPAC listed on the Standard segment, there is no requirement of seeking 

shareholder approval for acquisitions. Instead, post-acquisition, there is a requirement for a 

prospectus of the combined entity to be re-filed for FCA approval.53  

Secondly, under the Listing Rules, SPAC shares are suspended from trading from the date 

of announcement of the De-SPAC Transaction till the re-filing of the prospectus of the 

combined entity.54 This means that once a potential target is identified, Investors in a UK SPAC 

are locked into their investments. Thirdly, UK SPAC investors are typically not granted 

redemption rights.55 In the United States, under the NASDAQ and NYSE rules, those SPAC 

shareholders who vote against the acquisition proposal must be given an option for redeeming 

their shares.56 From a US investor perspective, this redemption right makes SPACs a cheap and 

liquid investment. Fourthly, in the US, there is a strict investment criterion for the SPAC IPO 

proceeds.57 These proceeds are invested in US treasury bonds and earn interest. By contrast, 

the UK has no such investment requirement for the deployment of IPO proceeds and therefore 

offer significant flexibility on the short-term use of such proceeds. As will be explained in 

Section IV of this paper, these features of the UK SPAC presented additional challenges in 

 
50  Rodrigues (n 6) 871. 
51  ibid 872. 
52  Tim Jenkinson and Miguel 6RXVD��·:K\�63$&�,QYHVWRUV�6KRXOG�/LVWHQ�WR�WKH�0DUNHW·��������-RXUQDO�RI�$SSOLHG�

Finance 38, 50.  
53  Listing Rules (n 21), LR 5.6.  
54  Listing Rules (n 21), LR 5.6.4R, LR 5.6.5A R and LR 5.6.5G. 
55  Thomas Vita (n 13). 
56  ibid. 
57  5DPH\�/D\QH�DQG�%UHQGD�/HQDKDQ��9LQVRQ�	�(ONLQV�//3��¶6SHFLDO�3XUSRVH�$FTXLVLWLRQ�&RPSDQLHV��$Q�

,QWURGXFWLRQ·�Harvard Law School Forum on Corporate Governance (6 July 2018) 
<https://corpgov.law.harvard.edu/2018/07/06/special-purpose-acquisition-companies-an-introduction/#2b> 
accessed on 1 August 2021.  
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ensuring that the interests of SPAC retail investors are protected and have subsequently been 

dealt with under the Revised Listing Rules.  

The design of a SPAC vehicle enables it to serve the interest of a wide variety of market 

SDUWLFLSDQWV��5RGULJXH]�DQG�6WHJHPROOHU��������FKDUDFWHULVH�63$&V�DV�D�µSRRU�PDQ¶V�SULYDWH�

HTXLW\�IXQG�¶�WKDW�RIIHUV�D�FKDQFH�WR�µPRP-and-SRS¶�LQYHVWRUV�WR�ILQDQFH�D�PDQDJHPHQW�WHDP¶V 

hunt for a target.58 From the perspective of the SPAC Sponsor, SPACs offer a cheap method to 

access and raise money from the capital markets to finance their quest for a target.59 Finally, 

through the De-SPAC Transaction, SPACs provide the management of a small private company 

retention of control while infusing cash and opening a back-door to the capital markets.60  

 

B. THE RETAIL SPAC INVESTOR 

The SPAC wave of 2020 witnessed a surge in SPAC listings and increased participation 

by retail investors. In the US, as of February 2021, retail investors accounted for 40% of all 

trading in SPACs.61 According, however, to Mitchell Littman, a partner at a New York law 

firm, SPACs are only meant for certain types of investors. ³This is not something that anybody 

should be putting their 401(k) or (individual retirement account) into,´ said Littman.62 It is 

therefore important to explore the peculiar characteristics of SPAC retail investors that warrant 

special regulatory protection.  

SPAC retail investors can be categorised into (a) mass retail investors; (b) mass affluent 

investors; (c) high net worth individual investors; and (d) ultra-high net worth individual 

investors.63 While (c) and (d) are usually backed by sophisticated private wealth management 

WHDPV��WKH�FRQFHUQ�RI�WKLV�SDSHU�LV�WKH�µPRP�DQG SRS¶�UHWDLO�LQYHVWRU��Zhich lacks both financial 

sophistication and a large amount of capital at its disposal. Often such retail investors jump 

from one hot offering to another. For example, in 2020, Wall Street saw retail investors jump 

 
58  Rodrigues (n 6) 874. 
59  ibid. 
60  ibid. 
61  2UWHQFD�$OLDM�DQG�-DPHV�)RQWDQHOOD�.KDQ��¶5HWDLO�,QYHVWRU�$SDWK\�7KUHDWHQV�WR�'HUDLO�63$&�'HDOV·�Financial 

Times (New York, 10 March 2021) <https://www.ft.com/content/7554fead-6784-421a-8659-79afc8fbeeed> 
accessed on 17 July 2021. 

62  6FRWW�0DORQH��¶537-IPO View ² Crunch Time Coming for Blank-&KHFN�&RPSDQLHV·�Reuters (26 March 2006) 
<https://www.littmankrooks.com/pdf/Crunchtime-for-blank%20checkIPO.pdf> accessed on 31 July 2021. 

63  -RQDWKDQ�9��%HDYHUVWRFN��6DUDK�+DOO�DQG�7KRPDV�:DLQZULJKW��¶6FRSLQJ�WKH�3ULYDte Wealth Management of the 
+LJK�1HW�:RUWK�DQG�0DVV�$IIOXHQW�0DUNHWV�LQ�WKH�8QLWHG�.LQJGRP·V�)LQDQFLDO�6HUYLFHV�,QGXVWU\·��0D\�������
<https://www.nottingham.ac.uk/business/who-we-are/centres-and-
institutes/gcbfi/documents/researchreports/paper71.pdf> accessed on 31 July 2021.  
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between big technology stocks, sustainable investments and SPACs.64 Increased retail 

SDUWLFLSDWLRQ�LQ�63$&V�KDV�EHHQ�DWWULEXWHG�WR�WKLV�µEDQGZDJRQ�HIIHFW¶�DQG�D�µIHDU�RI�PLVVLQJ�

RXW¶�RQ�WKH�DFWLRQ��5HWDLO�LQYHVWRUV�ODFN�VRSKLVWLFDWLRQ�WR�XQGHUVWDQG�WKH�OLIHF\FOH��LQFHQWLYH and 

reward structures of SPACs and are often the risk bearers in a bad SPAC deal. These issues will 

be discussed further in Section III. 

Irrespective of the jurisdiction, concerns regarding retail investor protection in SPACs 

arise due to two main issues that is, collective action problem and the issue of information 

asymmetry. Firstly, like in the case of a company with dispersed shareholding, retail investors 

in a SPAC suffer from the collective action problem. This impacts the SPAC and investor 

dynamics in several ways. For example, in the US, where proposed acquisitions require 

shareholder approval, SPAC Sponsors face logistical issues in solicitation and engagement with 

retail shareholders, slowing down deals and extensions, thus affecting internal SPAC 

dynamics.65 Secondly, opaque SPAC structures and reduced regulatory oversight exacerbate 

issues of information asymmetry which have given rise to several instances of litigation 

regarding securities in the US. For example, a petition was filed against Nikola Corp, the poster 

child of the SPAC 2020 boom, for making false and misleading statements to its retail 

investors.66  

Considering the above issues, the US House of Representatives Sub-committee on 

Investor Protection, Entrepreneurship and Capital Markets agreed, on 24 May, 2021, on the 

need for SPACs to be regulated in the same way as traditional IPOs for the sake of protecting 

retail investors.67 While regulators have become more sensitive to the protection of retail 

investors, there is a theory that such hyperactivity among retail investors is temporary and 

driven by the CoVID-19 pandemic. If so, once the ebb of retail investors crash, regulators need 

to ensure that investor protection measures put in place do not act as an effective barrier for 

companies trying to access the capital markets through SPACs. Accordingly, keeping in mind 

this concern, Section IV of this paper will discuss the light touch investor protection regime 

 
64  .DWLH�0DUWLQ�DQG�5RELQ�:LJJOHVZRUWK��¶5LVH�RI�WKH�5HWDLO�$UP\��7KH�$PDWHXU�7UDGHUV�7UDQVIRUPLQJ�0DUNHWV·�

Financial Times (London, 9 March 2021) <https://www.ft.com/content/7a91e3ea-b9ec-4611-9a03-
a8dd3b8bddb5> accessed on 17 July 2021.   

65  Aliaj (n 61). 
66  &ODLUH�%XVKH\�DQG�2UWHQFD�$OLDM��¶1LNROD�)RXQG�7UHYRU�0LOWRQ�&KDUJHG�ZLWK�0DNLQJ�)DOVH�6WDWHPHQWV·�Financial 

Times (Chicago, 29 July 2021) <https://www.ft.com/content/7469bb92-10c7-49a5-8646-193fb3777d2f> 
accessed on 17 July 2021.  

67  Joseph :LOOLDPV��¶+RXVH�6XEFRPPLWWHH�$JUHHV�0RUH�,QYHVWRU�3URWHFWLRQV�1HFHVVDU\�RU�63$&�0RGHO�·�SNL 
Financial Services Daily (25 May 2021) < https://www.proquest.com/trade-journals/house-subcommittee-agrees-
more-investor/docview/2532412044/se-2?accountid=9630> accessed on 31 July 2021.   
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proposed by the FCA in regulating SPACs in the UK and whether the same adequately protects 

the retail investor.  

 

III. RETAIL INVESTORS AND AGENCY COST ISSUES IN A UK SPAC 

The acquisition of a private target company by a SPAC is a form of a reverse merger.68 In a 

traditional reverse merger, a successful private company is merged with a listed shell company, 

which is often a public virgin company incorporated for the sole purpose of the combination or 

a remnant of a previous operational public company.69 In the case of SPACs, the cash-shell 

company is incorporated, flushed with public money with the sole objective of hunting private 

targets to take public. With no operating history or assets on which to base the investment 

decision, retail SPAC investors effectively purchase a management team and their ability to 

identify and purchase an acquisition target. Blomkvist and Vulanovic (2020) observe that this 

RSDTXHQHVV� LV� FRPSRXQGHG� E\� WKH� µRQH-shot-GHDO¶� QDWXUH� RI� WKH� 63$&� HQWLW\�� LQ� ZKLFK�

reputational factors of the SPAC Sponsor is no longer a tool to reel in agency costs and ensure 

investor protection.70 Therefore, a SPAC is a blind pool of funds in which the SPAC investor 

does not know exactly what she is paying for.71  

While the 2020 SPAC wave, backed by reputable sponsors and celebrity endorsements, 

solved the issue of reputation to a large extent, it is argued that even with an experienced 

management team, the structure of SPACs and nature of management incentives makes them 

replete with agency issues. Furthermore, as explained in Section II, it is argued that certain 

features of a UK SPAC such as (a) no investment guidelines on the proceeds of SPAC IPOs; 

(b) no shareholder approval process for proposed mergers; and (c) no redemption and weak exit 

rights for disapproving shareholders; exacerbate the issues of agency cost and protection of 

retail SPAC investors. This section will examine the misaligned interests of SPAC Sponsors 

and the retail SPAC investor and the consequent agency cost issues which require regulatory 

attention.  

 

A. SPAC IPO PROCEEDS AND THE PROBLEM OF FREE CASH FLOW 

SPAC IPO proceeds constitute a source of free cash flow to the SPAC Sponsors, which 

are then utilised to hunt and acquire a target company. Jensen (1986) defines free cash flow as 

 
68  Naumovoska (n 26). 
69  ibid.  
70  Rodrigues (n 6).  
71  Elstein (n 2). 
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µFDVK�IORZ�LQ�H[FHVV�RI�WKDW�UHTXLUHG�WR�IXQG�DOO�SURMHFWV�WKDW�KDYH�SRVLWLYH�QHW�SUHsent values 

ZKHQ� GLVFRXQWHG� DW� WKH� UHOHYDQW� FRVW� RI� FDSLWDO¶�72 Jensen states that there exist managerial 

agency costs in ensuring that managers are motivated to utilise free cash flow responsibly, 

rather than wasting or investing the same below the cost of capital.73 'HYHORSLQJ�RQ�-HQVHQ¶V�

idea of managerial agency costs relating to free cash flow, Schultz (1992) highlights that after 

a freshly-completed IPO, very strong incentives exist for managers to invest in negative net 

present value projects.74  

To solve the issues of agency costs of free cash flow, SPAC issue proceeds are usually 

held in escrow. Furthermore, as per the SPAC prospectus, issue proceeds can be used only for 

certain purposes such as (a) acquisition of a company; (b) capital contribution to the merged 

company; (c) distribution in case of liquidation of the SPAC; or (d) redemption of shares.75 

Free cash flow can also lead to an issue of dilution for the SPAC investor if the SPAC utilises 

IPO issue proceeds for financing the operations of the acquired company or for redemption of 

shares.76 To deal with this, SPAC Sponsors may often purchase additional SPAC shares and 

warrants through a pre-IPO private placement. This allows SPAC Sponsors to provide investors 

comfort that 100% of the issue proceeds will be kept in escrow and used to funding the 

DFTXLVLWLRQ��ZKLOH�WKH�SULYDWH�SODFHPHQW�SURFHHGV�ZLOO�EH�XVHG�WR�ILQDQFH�WKH�63$&¶V�RSHUDWLQJ�

expenses or fund the redemption of shares.77 Additional funds to meet working capital 

arrangements may also be raised through Private Investment in Public Equity (PIPE) financing 

arrangements78 or by disclosure in the prospectus, that IPO proceeds up to a certain percentage 

will be utilised for the purposes of working capital requirements.79 

Agency costs created by the problem of free cash flow is further attempted to be reeled 

in through the provision of unit offerings in a SPAC IPO. As mentioned earlier, the SPAC IPO 

typically consists of an offering of shares and warrants. Schultz (1992) highlights that share 

ZDUUDQWV�DUH�XVXDOO\�XVHG�DV�D�µVZHHWHQHU�¶�WR�PDNH�DQ�LVVXH�PRUH�DWWUDFWLYH�E\�LQFHQWLYLVLQJ�

investors to subscribe into an IPO which otherwise maybe unattractive.80 In the case of SPACs, 

 
72  0LFKDHO�&��-HQVHQ��¶$JHQF\�&RVWV�RI�)UHH�&DVK�)ORZ��&RUSRUDWH�)LQDQFH��DQG�7DNHRYHUV·�����������7KH�

American Economic Review 323, 323.  
73  ibid 323. 
74  Paul 6FKXOW]��¶8QLW�,QLWLDO�3XEOLF�2IIHULQJV��$�)RUP�RI�6WDJHG�)LQDQFLQJ·�����������-RXUQDO�RI�)LQDQFLDO 

Economics 199, 200. 
75  Klausner (n 17).  
76  Rodriguez (n 6) 873 and 925. 
77  0DUN�%RQHQIDQW��¶6SHFLDO�3XUSRVH�$FTXLVLWLRQ�&RPSDQLHV·�Buchalter Nemer <https://www.buchalter.com/wp-

content/uploads/2007/12/Special-Purpose-Acquisition-Companies.Bonenfant.pdf> accessed on 19 July 2021. 
78  Klausner (n 17) 49.  
79  FCA Consultation Paper (n 20) 17. 
80  Schultz (n 74) 200. 



Jumping into the SPAC Race    44 
 

  

share warrants are used to incentivise SPAC investors with the promise of shares in the post-

DFTXLVLWLRQ�FRPSDQ\�DW� WKH�ZDUUDQW¶V�H[HUFLVH�SULFH�� ,W� LV� DUJXHG� WKDW� VKDUH�ZDUUDQWV�KDYH�D�

disciplining effect on the management.81 Given that the purchase price of shares of the acquired 

company is at the pre-determined warrant exercise price (which is often above the market value 

of the shares), SPAC Sponsors are deterred from squandering IPO proceeds under the pretext 

RI�µILQGLQJ�DQ�DSSURSULDWH�WDUJHW�¶�WKHUHE\�SUHYHQWLQJ�GLOXWLRQ�RI�VKDUHKROGHU�YDOXH��� 

The more funds held in escrow and shielded from the SPAC Sponsors, the more attractive 

and safer the SPAC is for the retail investor. Escrowing of issue proceeds to a large extent 

solves the issues of free cash flow and helps reduce investment risks.82 SPACs may also obtain 

guarantees from banks and waivers from vendors, or the target from any claim on the amounts 

held in escrow as a further measure to protect trust value and the interest of retail SPAC 

investors.83 

 

B. PROBLEM OF FOUNDER SHARES AND TIME BOUND ACQUISITIONS  

As stated in Section II of this paper, once listed a SPAC has, subject to extensions, twenty-

four months to find and acquire a target company. The SPAC structure is formulated such that 

it must work against the clock to complete an acquisition or else face liquidation.84 Rodrigues 

and Stegemoller (2013) argue that time constraints associated with SPACs have a disciplining 

effect on SPAC Sponsors, as investor money is not held indefinitely by the management in 

escrow, thereby preventing a decline in the value of the trust fund.85 It is argued, however, that 

such time constraints create an artificial pressure on the SPAC Sponsor to complete an 

acquisition within a short time-frame, irrespective of its merits.  

SPAC Sponsors receive 20% interest in the SPAC, which becomes valuable only if an 

acquisition is completed. Given the escrowing of Founder Shares and the limited time period 

within which the acquisition must be completed, SPAC Sponsors have strong financial 

incentives to push a deal through, irrespective of whether it is the optimal choice.86 

Furthermore, unlike in traditional private equity where managers are rewarded upon the 

realisation of profit, in case of SPACs, Sponsors enjoy a large payday upon completing the 

 
81  ibid 201. 
82  Rodriguez (n 6) 914. 
83  ibid 913. 
84  Eric J 6DYLW]��¶7KH�1HZ�%OLQG�3RROV·�%DUURQ·V�(12 December 2005) 21. 
85  Rodrigues (n 6).  
86  Derek (n 31) 549. 
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acquisition.87 Managers may even be offered employment contracts contingent upon 

completion of the acquisition mandate.88 Therefore, under the typical SPAC structure, Sponsor 

rewards are almost completely divorced from the profitability of the acquired target once it is 

listed and hinges almost entirely on completing an acquisition within the given time frame. It 

is noted that while the average SPAC stock sank by 36% post-merger, SPAC Sponsors were 

able to generate an average return of about 400%,89 representing the severe misalignment of 

interests between the SPAC Sponsors and investors while selecting a suitable SPAC target. 

Given that there is no formal requirement for shareholder approval in an UK SPAC, the chances 

of SPACs Sponsors pushing a bad deal through are significantly higher. 

It has been argued that co-investment by Sponsors through pre-IPO private placement 

solves this issue of SPACs pushing a bad deal.90 Given, however, that Sponsor contribution to 

the fund is an average of 2.5% of the IPO proceeds, the motivation of realising their 20% stake 

works as a stronger incentive to see an acquisition deal go through. UnOHVV�WKH�6SRQVRU¶V�DELOLW\�

to realise their 20% share upon acquisition is not contractually reduced or delayed, the same 

continues to present an agency cost issue. Alternatively, a legal requirement for detailed due 

diligence of the target or of a mandatory percentage of institutional shareholder participation 

may solve the issue of acquisition of bad targets. The later of the two approaches has been 

adopted by the Revised Listing Rules, as discussed in Section IV of this paper.  

Finally, given the large number of SPACs which have been incorporated in 2020 and are 

seeking to fulfil their acquisition mandates in the next few months, the hunt for quality target 

companies is fierce.91 This competition among acquirers make it harder to find healthy targets 

to acquire at fair valuation.92 Savitz (2005) argues that potential targets realise that SPACs have 

a time-bound investment mandate which is often used against SPACs in negotiations regarding 

valuation, leading to issues of over pricing of unhealthy targets.93 

 

 
87  Rodrigues (n 6) 894. 
88  Bonenfant (n 77). 
89  Elstein (n 2).  
90  Rodrigues (n 6) 896. 
91  /XOX�<OOXQ�&KHQ��¶63$&V�6HH�$VLD�DV�1H[W�+XQWLQJ�*URXQG�IRU�7DNHRYHU�7DUJHWV·�Bloomberg (31 January 2021) 

<https://www.bloomberg.com/news/articles/2021-01-31/spac-spending-spree-moves-to-asia-as-funds-seek-
out-new-targets> accessed on 27 July 2021. 

92  Derek (n 31) 551. 
93  Savitz (n 84) 22. 
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C. ISSUE OF INFORMATION ASYMMETRY 

7KH�SUREOHP�RI�LQIRUPDWLRQ�DV\PPHWU\�FDQ�DULVH�LQ�YDULRXV�VWDJHV�RI�D�63$&¶V�OLIHF\FOH��

This paper identifies two such instances. Firstly, at the point of the SPAC IPO and secondly at 

the point of acquiring a target company. As mentioned in Section II, at the point of the SPAC 

,32��D�63$&�LQYHVWRU�HIIHFWLYHO\�EX\V�LQWR�D�PDQDJHPHQW¶V�DELOLW\�WR�LGHQWLI\�DQG�DFTXLUH�D�

target company. Unlike in a traditional IPO, a SPAC has no previous operating history or 

financials to disclose, lowering the level of information available and consequently increasing 

information asymmetries for the SPAC investor. It is argued that these information asymmetries 

are compounded for the retail investor as she is exposed to optimistic press reports, projections 

and lacks the sophistication or ability to scrutinise the same.  

The traditional view of SPACs is that they are advantageous to companies who wish to 

go public but may find it difficult to convey information to the market or have difficulty in 

terms of valuing.94 In this sense, SPACs have a unique role in bringing companies which have 

unusual businesses or few market comparables to the public markets, thereby addressing the 

issue of information asymmetry between these companies and the public markets. It is argued, 

however, that in the absence of any legal requirement of conducting high standard due diligence 

on potential targets, regulatory intervention or shareholder approval process for proposed 

acquisitions, the SPAC presents a problem of grave information asymmetry for the retail 

investor. It is argued that this is further compounded if retail investors have weak voting and 

exit rights (discussed below). As noted above, SPAC Sponsors have more incentive to push a 

bad deal through than do no deal at all. To minimise such information asymmetries, SPAC 

investors should be given sufficient informational rights at various stages of the SPAC life-

cycle.  

 

IV. REVAMPING UK¶6�SPAC REGULATORY LANDSCAPE AND THE 

PROTECTION OF RETAIL INVESTORS 

A. BACKGROUND  

The Listing Rules applicable to SPACs provide for a rebuttable presumption of 

suspension of trading of shares when a reverse takeover is in contemplation.95 LR 5.6.7G 

SURYLGHV�WKDW�VXFK�VLWXDWLRQV�ZLOO�LQFOXGH�ZKHUH��L��WKH�63$&�KDV�DSSURDFKHG�D�WDUJHW¶V�ERDUG��

 
94  Klausner (n 17) 5. 
95  Listing Rules (n 21), LR 5.6.8G. 
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(ii) the SPAC has entered an exclusivity period with a target; or (iii) where the SPAC has given 

a target access to begin due diligence. The FCA states that in such situations, suspension of 

trading is necessary as the SPAC is unable to accurately assess its financial position and inform 

the market accordingly.96 The suspension of trading serves to protect public investors from 

insufficient publicly available information which may harm market integrity and lead to 

opportunism and issues of insider trading.97 The Listing Rules provide that such suspension can 

be avoided if sufficient market disclosures are made available following approval from the 

FCA.98 The suspension period, however, can be long, effectively locking in dissenting 

shareholders till the deal is finalised and a revised prospectus is filed. The presumption of 

suspension, requirement of FCA approval and additional disclosures have been identified as 

regulatory blocks for SPAC listings in the UK.  

$FFRUGLQJO\��DV�SDUW�RI�WKH�7UHDVXU\¶V�SODQ�WR�VWUHQJWKHQ�8.¶s global financial position, 

the Hill Review chaired by Jonathan Hill was constituted to inter alia ³improve the environment 

for companies to go public in London.´99 The Hill Review submitted its report on 3 March, 

2021 and recognised that the UK had fallen behind the SPAC race, and required stronger public 

markets and an influx of growth company listings.100 Accordingly, Recommendation 6 of the 

Hill Review states, 

 

Revise the Listing Rules which can require trading to be suspended in the shares of 

SPACs on announcement of a potential acquisition. Provide additional protections 

for shareholders at the time of the acquisition, such as a shareholder vote and 

redemption rights. 

 

In light of the above recommendation, the FCA published its Consultation Paper CP21/10 in 

$SULO�������&RQVXOWDWLRQ�3DSHU���7KH�&RQVXOWDWLRQ�3DSHU�SUHVFULEHG�DQ�³DOWHUQDWH�URXWH�WR�WKH�

PDUNHW� IRU� 63$&V� GHPRQVWUDWLQJ� KLJKHU� OHYHOV� RI� LQYHVWRU� SURWHFWLRQ�PHFKDQLVPV�´101 The 

proposals were drafted by observing global market developments during the SPAC wave of 

 
96  FCA Consultation Paper (n 20) 26. 
97  Financial Conduct Authority Technical Note, Cash shells and special purpose acquisition companies, (January 2018) 

<https://www.fca.org.uk/publication/ukla/tn-420-2.pdf> accessed on 19 February 2022.  
98  Listing Rules (n 21) LR 5.6.8G. 
99  UK Listing Review (3 March 2021) 11 

<https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/966133/
UK_Listing_Review_3_March.pdf> accessed on 31 July 2021.  

100  ibid 1. 
101  FCA Consultation Paper (n 20) 4. 
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2020, recommendations by the Hill Review and stakeholder feedback.102 The recommendations 

in the Consultation Paper were aimed to remove barriers for listing of large SPACs and provide 

greater flexibility to SPACs which are backed by experienced management and have potential 

to reach a certain scale. Based on the responses received on the Consultation Paper, the FCA 

published its Policy Statement containing the Revised Listing Rules. The annexure to the Policy 

Statement contains the revised Primary Market Technical Note and the Listing Rules (Special 

Purpose Acquisition Companies) Instruments 2021 which amends the Listing Rules. These 

come into effect on 10 August, 2021. Considering the agency issues identified in Section III, 

this section will critically analyse whether the Revised Listing Rules properly protect the 

interest of retail SPAC investors in the UK.  

 

B. ANALYSIS OF THE REVISED LISTING RULES 

(i) Exemption from the Presumption of Suspension of Trading  

There exist strong incentives for SPAC Sponsors to push a deal through, irrespective of 

its merits, representing the misalignment of interest between the SPAC and its unsophisticated 

retail investors. As explained in Section III of this paper, these agency issues are exacerbated 

by a time-bound acquisition mandate and limited number of quality targets. It is argued that in 

such a climate, public investors need powerful signals to access the merits of a proposed 

acquisition.  

The current regulatory regime for UK SPACs casts a presumption of suspension of 

trading of SPAC shares which locks in unhappy investors until a deal is closed. Currently, 40% 

of listed UK SPACs have their shares suspended.103 It is argued that firstly, the lock-in deprives 

the retail SPAC investor of the advantages of high liquidity of the capital markets and imposes 

high opportunity costs on the retail investor who, could have otherwise withdrawn her 

investment from the SPAC. Secondly, SPAC investors are left in a period of uncertainty with 

limited or no information between the period of announcement and completion of the 

acquisition transaction. Thirdly, the lock-in has made the UK SPAC highly unattractive viz. 

other SPACs incorporated in US or Europe, which provide greater visibility, control, and 

liquidity to the public retail investor.  Considering the points raised, it is argued that exemption 

from presumption of trading for SPACs with a higher degree of investor protection 

 
102  ibid 27. 
103  FCA Consultation Paper (n 20) 26. 
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mechanisms, provides a valuable exit right for an unhappy retail investor and helps in the better 

allocation of capital in the public markets.  

The Revised Listing Rules provide for a removal of the presumption of suspension of 

shares and thereby allows retail investors to react to the market.104 Jenkinson and Sousa (2011) 

argue that the market can step in to provide signals to retail investors as to the exercise of their 

voting and exit rights between the period when a potential acquisition in announced and the 

decision date. Given that retail investors are unsophisticated, these market signals are valuable 

to solve the issue of information asymmetry and collective action. In an empirical study of US 

SPACs, it was observed that the SPAC share price between the acquisition announcement date 

and the decision date reflectV�WKH�LQYHVWRUV¶�DVVHVVPHQW�RI�WKH�GHDO�EHLQJ�SURSRVHG�105 As on the 

GHFLVLRQ�GDWH�WKH�63$&�VKDUH�SULFH�UHIOHFWV� WKH�PDUNHW¶V�HYDOXDWLRQ�RI�WKH�SURSRVHG�GHDO�106 

Subsequently, if the SPAC share is valued equal or below the trust value per share, the same is 

an indication of market signals that the deal is value destroying for the public shareholders. 

Conversely, a higher share price would indicate value creation. It is argued that such market 

signalling provides a good basis for retail investors to approve or reject a deal. It should be 

noted, however, that there are various methods in which SPACs can be structured to ensure that 

the deal is pushed through, irrespective of its merits. Furthermore, SPAC Sponsors may engage 

in vote buying from large institutional investors (who may be oppose to the proposed 

acquisition), closer to the approval date, in a bid to turn the vote positive. This would lead to 

an artificial GHPDQG�LQ�WKH�63$&¶V�VKDUHV, thereby undermining the use of market signalling in 

the protection of retail investors.  

 

(ii) Minimum Size Requirement 

The Revised Listing Rules set a minimum size requirement for the aggregate gross cash 

proceeds raised in a SPAC IPO if it wishes to take the alternative route to suspension of trading. 

This has been set at £100m or more.107 The purpose of the threshold is to judge a SPAC¶s ability 

to raise capital from large public investors. The FCA suggests that meeting such a threshold 

will require SPACs to have a high degree of institutional investment. The assumption being 

that institutional investors will (a) exercise a high degree of diligence when investing into a 

SPAC, without solely relying on inflated projections and celebrity optimism; and (b) heavily 

 
104  Revised Listing Rules (n 30), LR 5.6.8(2).  
105  Jenkinson and Sousa (n 52) 41. 
106  ibid 42. 
107  Revised Listing Rules (n 30), LR 5.6.18A (1). 
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scrutinise potential acquisition proposals. The calculation of the threshold excludes any funds 

that SPAC Sponsors would have invested.  

It is argued that an increased presence of institutional investors will lead to a higher level 

of due diligence at the time of the SPAC IPO and the De-SPAC Transaction. Presence of such 

sophisticated investors would lead to greater scrutiny of the investment proposals and provide 

adequate protection to the interests of retail investors. For example, the Financial Reporting 

&RXQFLO¶V� 8.� 6WHZDUGVKLS� &RGH�� ����� �6WHZDUGVKLS� &RGH��� OD\V� GRZQ� WKH� IUDPHZRUN� IRU�

increased shareholder engagement and stewardship by large institutional investors. The 

6WHZDUGVKLS�&RGH�ZRUNV�RQ�D�µFRPSO\�RU�H[SODLQ¶�EDVLV�where asset owners and managers must 

actively engage with issuers, holding them accountable on material issues, exercising rights and 

responsibilities with a view to create long-term value and sustainable benefits for the economy, 

environment, and society.108 It is argued that an increased presence of public institutional 

investors in UK SPACs will help alleviate the issues faced by unsophisticated retail SPAC 

investors. As stated, however, in Section IV.B.(i), the role of large institutional investors in 

protecting retail investor interests must not be overstated. Moreover, the size of a SPAC is not 

relevant to the quality of its internal investor protection mechanisms or experience of its 

Sponsors.109  

 

(iii) Ring-Fencing of SPAC IPO Proceeds, Redemption, and Repayment Process  

7KH�5HYLVHG�/LVWLQJ�5XOHV�SURYLGH�WKDW�63$&�,32�SURFHHGV�VKRXOG�EH�µDGHTXDWHO\¶�ULQJ�

fenced via an independent third party.110 Furthermore, the purposes for which such ring-fenced 

funds can be used for are (a) funding an acquisition; (b) share redemptions; and (c) repayment 

of capital to public investors in case of SPAC liquidation or failure to meet the acquisition 

mandate. The Revised Listing Rules clarify that SPAC IPO proceeds may be used to fund 

working capital requirements, subject to adequate disclosure of specified amounts for such 

purpose in the prospectus filed at the time of the SPAC IPO.111 

As highlighted in Section III of this paper, escrowing of SPAC IPO proceeds is essential 

to protect the interests of retail investors from managerial agency issues, dilution of the fund 

 
108  Financial Reporting Council, The UK Stewardship Code 2020, Principle 1 

<https://www.frc.org.uk/investors/uk-stewardship-code> accessed on 1 August 2021.   
109  Financial Conduct Authority, Investor Protection Measures for Special Purpose Acquisition Companies: Proposed Changes to 

the Listing Rules Policy Statement, July 2021 (PS 21/10), 12.  
110  Revised Listing Rules (n 30), LR 5.6.18A (2). 
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value and reducing the risks arising from the problems of free cash flow. To that extent, the 

Revised Listing Rules correctly identifies the requirement of ring-fencing SPAC IPO proceeds.  

It is argued, however, that the provision does not provide effective protection against 

misappropriation and excessive diversion of funds to working capital expenses.  Firstly, the 

PHWKRG�LQ�ZKLFK�VXFK�IXQGV�DUH�WR�EH�µULQJ-IHQFHG¶�RU�WKH�OHYHO�RI�SURWHFWLRQ�RIIHUHG�WR�VXFK�

IXQGV�KDV�QRW�EHHQ�VSHFLILHG�IRU�WKH�SXUSRVHV�RI�µIOH[LELOLW\�¶�,W�LV�DUJXHG�WKDW�VXFK�IOH[LELOLW\�

and vague direction WR� HQVXUH� µDGHTXDWH� SURWHFWLRQ¶� IDLOV� WR� SUHYHQW� PLVDSSURSULDWLRQ�� 7KH�

Revised Listing Rules fail to mandate the use of trust structures and/or escrow accounts for the 

purpose of ring-fencing proceeds and leaves the same to the discretion of SPAC Sponsors. 

Secondly, there is no independence criteria specified for identifying third parties with whom 

the SPAC IPO proceeds are to be ring-fenced. The Policy Statement clarifies that such 

LQGHSHQGHQW�WKLUG�SDUWLHV�VKRXOG�EH�µDSSURSULDWH�¶�H[SHULHQFHG�DQG�D�VHSDUate legal entity, free 

from any control or influence of the SPAC.112 This may lead to funds being deposited and 

misappropriated by unscrupulous and unregulated third parties or other connected parties. 

Thirdly, by failing to specify a percentage threshold of IPO proceeds which can be used to fund 

working capital requirements, the same is left open to the discretion of SPAC Sponsors.  It is 

argued that mere disclosure of specified amount of issue proceeds to be utilised to fund working 

capital needs does not provide adequate protection, as compliance of the same can be 

engineered through clever accounting practices.  

 

(iv) Time-Bound Acquisition Mandate 

The Revised Listing Rules provide that once admitted to listing, a SPAC must find and 

acquire a target within two years, subject to an extension for another year, following approval 

by its public shareholders.113 A further extension of six months without shareholder approval 

is allowed in limited circumstances where the transaction is at an advanced stage.114  

The introduction of a time-ERXQG�DFTXLVLWLRQ�PDQGDWH�LV�DLPHG�WR�KHOS�IRFXV�PDQDJHUV¶�

attention to finding an appropriate target and preventing squandering of proceeds during the 

µKXQW¶��As argued, however, in Section III of this paper, given the current climate of many 

SPAC listings and few quality targets, a time bound acquisition mandate creates artificial 

pressure on the SPAC Sponsors, exacerbating the misaligned incentives of the Sponsors to push 

any deal through. This is further compounded by issues of information asymmetry and no 

 
112  FCA Policy Statement (n 109) 13.  
113  Revised Listing Rules (n 30), LR 5.6.18A (3). 
114  ibid, LR 5.6.18A (3)(c). 
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prescription for strict due diligence of target companies, which makes monitoring by 

LQVWLWXWLRQDO�VKDUHKROGHUV�RU�PHDQLQJIXO�H[HUFLVH�RI�VKDUHKROGHUV¶�YRWLQJ�ULJKWV�IRU�DSSURYLQJ�

extensions more difficult. Having stated the same, the author welcomes the provision relating 

to further extension by six months for De-SPAC Transactions which are at an advanced stage. 

It is argued that such short-term flexibility prevents half-baked deals, allowing for greater 

diligence and scrutiny.  

 

(v) Increased Disclosure and Supervision by the FCA  

The Policy Statement provides for various transparency and disclosure requirements for 

SPACs wanting to take the alternate approach to suspension of trading, thereby increasing the 

flow of information to the SPAC retail investor. Firstly, a SPAC which contemplates taking the 

alternate approach must disclose the same in the prospectus at the point of its listing.115 This is 

a mandatory requirement which must be satisfied when applying to the FCA for an exemption 

from the suspension of trading. Furthermore, there is a continuing obligation on the SPAC to 

notify the FCA if it changes or removes any of the specified investor protection mechanisms 

and request a suspension of trading.116  

Secondly, the Revised Listing Rules mandate increased disclosure regarding the SPAC 

structure at the time of target announcement.117These disclosures are in addition to complying 

with the UK Market Abuse Regulations and the transparency rules. At the point of announcing 

an acquisition, to the extent possible, disclosures inter alia on the proposed material terms of 

the transaction including their effects on the shareholding of public SPAC investors, description 

RI�WDUJHW¶V�EXVLQHVV��YDOXDWLRQ�RI�WKH�WDUJHW�HWF�PXVW�EH�PDGH�118 It is argued that the introduction 

of such disclosure requirements will allow SPAC investors to exercise their votes more 

effectively.  

7KLUGO\��LQ�FDVHV�ZKHUH�D�PHPEHU�RI�WKH�63$&¶V�ERDUG�KDV�D�FRQIOLFW�RI�LQWHUHVW�LQ�UHODWLRQ�

to a target or its subsidiary, the Revised Listing Rules state that the board must furnish a board 

statement, in sufficient time ahead of the shareholder approval vote on the proposed transaction, 

WKDW� WKH� WUDQVDFWLRQ� LV� µIDLU� DQG� UHDVRQDEOH¶� DV� IDU� DV� WKH� ULJKWV� DQG� LQWHUHVWV� RI� SXEOLF 

shareholders are concerned.119 7KH�VWDWHPHQW�LV�WR�EH�EDFNHG�E\�DQ�µDSSURSULDWHO\�TXDOLILHG�DQG�

 
115  FCA Policy Statement (n 109) 27.  
116  Revised Listing Rules (n 30), LR 5.6.18F. 
117  ibid LR 5.6.18D. 
118  ibid.  
119  ibid LR 5.6.18C. 
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LQGHSHQGHQW� DGYLVHU�¶� 7KH� 3ROLF\� 6WDWHPHQW leaves open the question regarding the 

independence and qualification of such an adviser.  

Fourthly, the Revised ListLQJ�5XOHV�SURYLGH�WKDW�GLVFORVXUH�PXVW�EH�PDGH�RI�µDQ\�RWKHU�

material detail and information that the SPAC is aware of, or ought reasonably to be aware of, 

about the target and the proposed deal that an investor in the SPAC needs to make a properly 

informeG�GHFLVLRQ�¶120 It is argued that this provides for an important general information right 

to the SPAC retail investor, which may help reel in agency costs. The effectiveness of this right 

and its influence over target approvals and time extensions, will greatly depend on institutional 

investors. It is argued that given the minimum size threshold mandate of £100m or more, the 

increased stake of sophisticated institutional investors is likely to incentivise more monitoring 

by such investors, leading to  benefits for the retail SPAC investors.  

Lastly, the Policy Statement provides for a greater supervisory role of the FCA and states 

that SPACs which incorporate the prescribed investor protection mechanisms would have to 

apply to the FCA before announcing an agreed or contemplated transaction to avoid the 

presumption of suspension of trading.121 At the point of listing, the Policy Statement states that 

the FCA shall provide comfort to the SPAC that it has met the prescribed investment protection 

criteria to enable it to apply for an exemption at the point of acquisition.122 Thus, the exemption 

from the presumption of suspension of trading is not automatic even if a SPAC meets all the 

specified investor protection measures at the time of listing. The Revised Listing Rules provide 

WKDW�WKH�63$&�ZRXOG�KDYH�WR�PDNH�D�µERDUG�FRQILUPDWLRQ¶�WR�WKH�)&$�WKDW�LW�KDV�PHW�DOO�WKH�

criteria regarding investor protection at the point of listing and will continue to do so post 

announcement and until the completion of the De-SPAC Transaction.123 The FCA may require 

the SPAC to produce evidence to support the written confirmation.  

 

(vi) Voting and Redemption Rights  

To a large extent, financial contracting ensures that modern day SPACs are more sensitive 

to the misaligned interests of sponsors and retail investors, than their blank-cheque 

predecessors. Structural and contractual safeguards prevent the risk of a bad deal being 

transferred to the investor. Chief among them are the contractual provisions of investor voice 

 
120  Revised Listing Rules (n 30), LR 5.6.18.D(2)(f).  
121  FCA Consultation Paper (n 20) para 4.32-4.38. 
122  FCA Policy Statement (n 109) para 1.7. 
123  Revised Listing Rules (n 30), LR 5.6.18C. 
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and exit. These coupled with the liquidity offered by the public markets ensure that retail 

investors have the option to walk away from a bad deal.  

Accordingly, to prevent poor choice of targets and minimise conflict of interest issues, 

the Revised Listing Rules provide that potential acquisitions require SPAC board and 

shareholder approval.124 Discussion and voting on such proposals would exclude a board 

member who (a) has a conflict of interest in relation to the target or its subsidiaries; or (b) is a 

director of the target company, its subsidiary or who has an associate that is a director of the 

target company or any of its subsidiaries.125 Furthermore, the FCA introduces the all-important 

right for SPAC shareholders to approve the proposed acquisition through a majority voting 

process. Under this, SPAC Sponsors are not allowed to vote on the issue of approving an 

acquisition, thereby avoiding issues of conflict of interest or vote manipulation (through market 

buy backs or private placement of SPAC shares). Derek (2007) identifies the various downsides 

of a blocked deal including wasted time and negotiations in hunting and structuring the potential 

acquisition and a blow to the reputation and ego of the SPAC Sponsor (who is left with 

worthless SPAC warrants).126 It is argued that by empowering public shareholders with a right 

to reject potential acquisitions, issues relating to poor target choices can be reduced.  

The Revised Listing Rules also state that SPAC shares should carry redemption rights, so 

that investors may exit their investment at any time prior to the completion of the acquisition 

and irrespective of whether the option holder voted in favour of the proposed acquisition.127 

This redemption right provides retail investors an important and cheap exit mechanism. When 

exercised, investors have a right to receive their pro rata share in the ring-fenced fund when the 

acquisition is completed.128 Details of the redemption right is to be disclosed in the prospectus 

at the time of the SPAC IPO. The Policy Statement and the Revised Listing Rules indicate that 

the redemption option should specify a pre-determined strike price at which the option is to be 

exercised, fixed either as an amount or fixed pro rata share of issue proceeds which have been 

ring fenced.129  

The power of the public investor to take control of the direction of the De-SPAC 

Transaction through voting and redemption rights, may lead many to believe that the modern 

SPACs should not be placed in the same category as its fraudulent black-cheque predecessor 

 
124  Revised Listing Rules (n 30), LR 5.6.18A (4) and (5). 
125  ibid LR 5.6.18A (4). 
126  Derek (n 31) 550. 
127  Revised Listing Rules (n 30), LR 5.6.18A (7).  
128  Rodrigues (n 6) 909. 
129  FCA Policy Statement (n 109) para 4.24. 
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of the 1980s.130 To an extent, SPAC Sponsors are maybe motivated to find quality targets driven 

by the fear of a negative vote on an acquisition proposal. It is argued, however, that the 

disciplining power of voice and exit of retail investors should not be overstated. Hirschman 

(1970) postulates that voice is an option for the dissatisfied only when exit is unavailable.131 

SPACs operate in an environment of high liquidity, allowing retail investors an exit if they do 

not like a deal. Unlike in private equity, where investors enjoy weak exit rights, investor exit 

rights in SPACs are strong and act, to an extent, as an alternative to the exercise of voting rights. 

Furthermore, for the SPAC retail investor, the ring-fencing of funds provides an attractive exit 

option, where funds to finance the proposed acquisition are paid up front with an option to 

µUHGHHP¶� WKH� VDPH� LI�QRW� DSSHDOLQJ�132 Given the high coordination and information cost in 

H[HUFLVLQJ� µYRLFH�¶� H[LW� SURYLGHV� D� FKHDSHU� URXWH� �UHODWLYHO\� VSHDNLQJ�� WR� DQ� XQKDSS\� UHWDLO�

investor. Lastly, an exit reduces the funds available to finance the acquisition, making the target 

reluctant to go through with the deal, thereby disciplining SPAC Sponsors. It is thereby argued 

WKDW�LQ�D�63$&��µYRLFH¶�RI�WKH�UHWDLO�LQYHVWRU�LV�D�UHVLGXDO�RSWLRQ��ZKHUHDV�H[LW�LV�D�PRUH�SRZHUIXO�

mechanism to deter opportunistic Sponsors.  

As stated above, the issue of high information and coordination costs and a lack of 

effective monitoring of the SPAC Sponsor, make it difficult for the unsophisticated retail 

shareholder to make her voice heard. Thereby, any meaningful exercise of voting rights will be 

left to large and powerful institutional investors such as hedge funds.  While discussing the 

power of voice and exit in US SPACs, it has been argued by Rodriguez and Stegemoller (2013) 

that the mechanisms of voice and exit created a holdout problem for SPAC Sponsors, which 

made it harder to get deals approved.133 Post the financial crisis of 2007, hedge funds used this 

hold-RXW� ULJKW� WR� µJUHHQPDLO¶�63$&�6SRQVRUV��+HGJH� IXQGV�XVHG� WKHLU�YRWLQJ� ULJKWV� WR�JDLQ�

concessions from SPAC managers who were eager to close acquisition deals.134 Rodriguez and 

Stegemoller (2013) argue that as a reaction, SPACs addressed the issue of shareholder voting 

right by effectively taking it away.135 For example, in the United States, prospectuses of SPACs 

may not provide for shareholder approval of acquisitions and instead provide for a tender offer 

mechanism. Under this, the SPAC offers to buy back shares from dissenting shareholders,136 

 
130  Derek (n 31) 550. 
131  Albert O Hirschman Exit, Voice, and Loyalty: Response to Decline in Firms, Organisations, and States (1st ed, Harvard 

University Press 1970) 34 <https://hdl-handle-net.gate3.library.lse.ac.uk/2027/heb.04043> accessed on 1 
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thereby dimming the threat of a negative vote. Given that the FCA introduces a mandatory 

requirement ensuring shareholder approval of proposed acquisitions, such a tender offer route 

is unlikely to emerge in the UK. UK SPACs may still fall victim to the issue of hold-out by 

powerful institutional investors, who may force management to grant them concessions in 

exchange for votes, which may not always be beneficial for the retail investors.  

 

V. CONCLUSION 

The Consultation Paper and the Policy Statement recognise that the presumption of suspension 

of trading acted as a disproportionate barrier for both the SPAC investor and Sponsors, which 

kept UK from being an attractive destination for SPACs.137 In their analysis, the FCA concluded 

that the effectiveness of the proposed investor protection measures outweighs the advantages 

of the presumption of suspension of trading.  

It is noted that SPAC structures have evolved overtime to imbibe various structural and 

contractual features that protect the retail public investor. The suggested investor protection 

mechanisms under the Revised Listing Rules are optional in nature and SPACs that meet the 

prescribed standards can apply to the FCA on a discretionary basis if the benefits of the same 

outweigh the costs. The changes draw from experiences in other SPAC-friendly jurisdictions 

during the wave of 2020 and have been drafted keeping in mind the protection of retail 

investors. The light-touch regulatory approach of the FCA is sensitive to the agency cost issues 

which have been highlighted in Section III of this paper. The Consultation Paper identified four 

issues which the Revised Listing Rules seek to address at various stages of the SPAC life-cycle 

(a) shareholder control; (b) conflicts of interest; (c) misappropriation of issue proceeds; and (d) 

options for issuers and increase investment opportunity for investors.138 It is concluded that 

provisions such as ring-fencing of issue proceeds, increased transparency, additional disclosure 

requirements and introducing shareholder voting and redemption rights, goes a long way in 

addressing the four issues identified by the FCA and in protecting the interests of SPAC retail 

investors. This paper has also argued that an over-reliance on the participation and diligence of 

SPAC institutional investors in protecting retail investor interests is misplaced. Furthermore, it 

is yet to be seen whether such regulatory efforts, considering the ebbing of the SPAC wave, is 

QRWKLQJ�EXW�DQ�µHSLF�SDUW\�IROORZHG�E\�DQ�HSLF�KDQJRYHU�¶ 
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