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This Video: Controversy Response 101

The initial video about SPACs ~18 months 
ago attracted a fair amount of 

controversy, attention, and criticism.

Now that some time has passed, I 
wanted to look back and see how SPACs 
have performed and how my predictions 

have held up.



This Video: Controversy Response 101

The short answer is that for companies, 
SPACs do offer advantages over IPOs in 

certain situations….

…but I still think they’re not a good deal
for investors – especially retail investors –
unless you’re speculating and aiming for 

“quick flips.”



This Video: Controversy Response 101

SPAC performance has been poor since 
early 2021, but IPOs have also done 
poorly, and most tech, growth, and 

speculative stocks have crashed.

So, I want to update and clarify these 
and other points and make a proper 

“SPAC vs. IPO” comparison.



SPACs: Lesson Overview

• Part 1: SPAC Recap and State of the Market 3:09

• Part 2: SPACs vs. IPOs: Performance 9:03

• Part 3: SPACs vs. IPOs in Excel 12:42

• Part 4: SPACs for the (Retail) Investor 16:56

• Part 5: What Happens Next in SPAC Land? 21:18



SPAC Recap, Part 1: The IPO

SPAC 
“Sponsor”

Public 
Investors

SPAC

Cash Proceeds 
(similar to those in 

an IPO)

Purchases warrants 
and put in minimal 
capital in exchange 
for 20% of the 
SPAC.

Buy shares at ~$10 
each, and possibly 
warrants, in 
exchange for a 
shell company that 
promises to make 
an acquisition
eventually. They 
get 80% of the 
SPAC.



SPAC Recap, Part 2: The Acquisition (“De-SPAC”)

• Step 1: SPAC identifies a target company and negotiates an 
acquisition where the company becomes the majority owner 
(i.e., a reverse merger)

• Step 2: SPAC shareholders vote on the deal, and if they don’t   
like it, they can redeem their shares

• Step 3: If the deal is approved, the target company merges into 
the SPAC and becomes public, with the SPAC’s cash going to the 
company’s Balance Sheet (just like in an IPO) for further use

• Step 4: Another investor might also put money into the post-
merger SPAC (PIPE), so its cash increases even more



SPAC Recap, Part 2: The Acquisition (“De-SPAC”)

SPAC 
“Sponsor”

Public 
Investors

SPAC

Cash Proceeds 
(similar to those in 

an IPO)

< 20% of the SPAC.

< 50% of the SPAC.

Real 
Company

> 50% of the SPAC.

Other 
Investors 

(PIPE)

Might own < 10% of the SPAC 
via a PIPE (Private Investment 
in Public Equity).



Why Go Public via a SPAC?

• Speed – It’s often much faster than the typical IPO process             
(a few months rather than a year or more)

• Reduced Regulatory Burden – The SEC doesn’t have to approve 
the acquired company’s financials, disclosures, controls, etc., and 
the company that goes public is “empty”

• No Pricing Discount – So the company negotiate a deal for what 
it thinks its shares are actually worth

• But: SPACs also tend to create greater dilution than IPOs, they’re 
not necessarily cheaper, investors often view these companies as 
“lower quality,” and performance is mixed



The State of the SPAC Market

• Issuance has fallen off a cliff since 2020 – 2021:

• Source: Bloomberg Law 
(https://news.bloomberglaw.com/bloomberg-law-
analysis/analysis-ipos-fall-to-earth-a-requiem-for-spacs)

https://news.bloomberglaw.com/bloomberg-law-analysis/analysis-ipos-fall-to-earth-a-requiem-for-spacs


SPACs vs. IPOs: Performance

• Performance: Depends on the time frame we use… if we go back 
to 2018, for example, SPACs look terrible:



SPACs vs. IPOs: Performance

• But: If we go back only ~1 year, SPACs have performed about the 
same as VC-backed IPOs:



SPACs vs. IPOs: Performance

• Overall: The main difference seems to be that many De-SPAC 
deals never got the “pop” that IPOs did in 2020 – 2021

• So: Over the long term, SPACs have done worse, but since the 
peak in 2021, they’ve been similar to VC-backed IPOs

• Also: If a SPAC does not find a target, it’s not such a bad deal to 
get your money back when major indices are down by 20-30%

• Bigger Issue: Many, many high-profile scandals and fraudulent 
companies (Nikola, ATI Physical Therapy, etc.)

• Stats: 1,000 SPACs; 600 failed to find targets; 60+ lawsuits



SPACs vs. IPOs in Excel

• Last Time: We did a quick comparison between an IPO and a 
SPAC, but skipped one important point: the Pricing Discount

• Background: Normally in an IPO, the company going public offers 
its shares at a modest discount (10-20%) to compensate 
investors for the risk of buying before the company is public

• So: This Pricing Discount does create dilution, but it’s typically far 
less than the dilution created in a SPAC deal

• Why: The Pricing Discount applies to a small percentage of the 
company’s total shares; in a SPAC, equity is granted to the 
Sponsor for almost nothing!



SPACs for the Retail Investor

• Incentives: Still skewed against the retail investor because of the 
20% Sponsor Promote – which means the Sponsor can profit 
even if the stock falls 80-90% below the initial $10.00 price after 
the De-SPAC merger closes

• Counterpoint: Some people last time said, “Who cares what 
happens post-merger? Buy the rumor, sell the fact!”

• In Other Words: Buy shares at $10.00, wait for the merger 
announcement and a spike in the share price, and then sell 
immediately before the deal actually closes

• But: There are a few problems with this…



SPACs for the Retail Investor

• Problem #1: What if the share price does not “pop” when the 
merger is announced (or it barely changes)? There are dozens of 
examples of this happening

• EX: SABS, ADSE, FATH, EMBK, BZFD, ADTH, DCGO, BTTX, KAL, 
PGY…

• But: Yes, there was a period in late 2020 to early 2021 in which 
the “pops” after announcements were very common

• Now: Much less common since the hype has died down; you 
have to be an active trader, follow the news constantly, and get 
the timing right to do this



SPACs for the Retail Investor

• Problem #2: If this is your strategy, then SPAC / De-SPAC deals 
are not comparable to IPOs where you buy companies and plan 
to hold for the long term (i.e., several years)

• So: If you want to speculate and you’re good at timing your 
trades, sure, you can make money “buying the rumor and selling 
the fact” with SPACs

• But: In terms of risk and potential returns, the average SPAC is 
not comparable to the average IPO



What Happens Next in SPAC Land?

• SEC: Making some noise about reforms, such as disclosures 
about SPAC Sponsors, conflicts of interest, and dilution

• And: They may remove “safe harbor” protection for the acquired 
company’s financial projections and subject SPAC Sponsors to 
liability under federal securities laws

• Overall Idea: Make SPAC / De-SPAC deals more like IPOs

• In Theory: A reasonable idea, but doing this might eliminate the 
speed/regulatory advantages of SPACs… so why bother with a 
SPAC rather than an IPO?



Recap and Summary

• Part 1: SPAC Recap and State of the Market

• Part 2: SPACs vs. IPOs: Performance

• Part 3: SPACs vs. IPOs in Excel

• Part 4: SPACs for the (Retail) Investor

• Part 5: What Happens Next in SPAC Land?


