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Introduction to SPAC
transactions
A Special Purpose Acquisition Company (SPAC) is a corporation, used for the sole
purpose of raising investment capital through an Initial Public Offering (“IPO”), that
uses a combination of its own IPO proceeds and additional financing from investors
to fund the acquisition of a private operating company, the “target”. Once the SPAC
successfully completes the acquisition of the target, the latter it is then able to use
the SPAC’s public filing status and, as a result, the target effectively becomes part of
a public company.
Although SPAC transactions have been around for quite some time, there has been
growing number of corporations utilizing this type of transaction vehicle. There were
248 SPACs launched in 2020, up from 59 in 2019, according to SPACInsider. The
increase in the use of SPAC IPOs as alternatives to traditional IPOs may be the result
of a confluence of several factors including:
SPAC transactions may provide easier access to capital, even during times of
market uncertainty
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SPAC transactions may provide more certainty because of up-front pricing
and valuation that is in large part determined through negotiations that
typically occur months before the transaction closes
SPAC transactions may potentially result in lower transaction fees
The timeline for a company to become a public entity is expedited

Navigating through an Uncertain Economic Environment

Completing a SPAC transaction, however, can pose its own set of challenges. The
accelerated timeline of public company readiness can leave companies scrambling
to organize their financial statements in accordance with the regulations for public
companies. On the date of closing, the target must be able to satisfy public
company reporting obligations. Additionally, SPAC transactions can sometimes run
into complex accounting and financial reporting/registration situations whereby the
target might wish to assess its capabilities surrounding its budgeting, forecasting,
internal controls, information technology, tax planning, and governance processes
among others.
One key area that should be carefully assessed when considering a SPAC transaction
is the target’s overall anti-fraud compliance program. In our experience, there are
many internal and external factors that can drive heightened risk of fraud and these
can lead to increase the importance of a proper assessment of a company’s
compliance program. In addition, the economic impacts of COVID-19 may have put
additional pressure on the target’s management to meet previously communicated
expectations during the challenging economic environment. Controls such as
segregation of duties may also be weakened as a result of large numbers of the
workforce working from home for extended periods. The target also needs to remain
sensitive to the pressures that could result in financial statement manipulations at
the corporate or operating subsidiary levels. Absence of a strong compliance function
elevates the likelihood of fraud occurring.
In addition, there is an expected uptick in enforcement cases by the Department of
Justice and Securities & Exchange Commission (SEC).1 The SEC has enhanced
analytical activities to early identify potential accounting and disclosure
irregularities.2 If anti-fraud programs and controls to prevent, detect, and deter fraud
are not operating effectively, directors and management may be held liable when a
fraud matter occurs.3 In addition, there is a view in the industry that SPAC
transactions, among other areas, will be under more scrutiny.4
As a result of these factors, the target may wish to consider enhancing and refreshing
its anti-fraud compliance programs. In particular, the target may initiate (or refresh)
its risk assessments in order to evaluate its existing risk profile and associated
compliance/control environment. This understanding may help to better inform a
subsequent gap analysis, whereby enhancement opportunities (e.g., ongoing
monitoring, periodic testing) may be identified by comparing the organization’s
existing program against current regulatory guidance. The target may wish to assess

https://www.bizjournals.com/denver/news/2021/02/08/fcpa-enforcement-trends.html
https://www.cfodive.com/news/securities-exchange-comission-biden-financial-reporting/593760/
3 https://www.justice.gov/criminal-fraud/page/file/937501/download
4 https://www.cfodive.com/news/securities-exchange-comission-biden-financial-reporting/593760/
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that all of the elements of an effective anti-fraud compliance program are in place
such as:
Commitment and communications from senior members of management that
clearly articulates their views about ethics and integrity and policies to
prevent and detect fraud
Development of code of conduct and compliance policies and procedures
Establishment of proper oversight, autonomy and resources of the
compliance function
Execution of a formal fraud risk assessment
Implementation of a formal training and continuing advice program
Policies and procedures surrounding incentives and disciplinary measures
Development of third-party due-diligence procedures
Implementation of a confidential reporting hotline (including an assessment
that such hotline is working effectively)
Execution of internal investigations and development of a periodic
testing process.
A company’s culture can also be a good barometer for measuring the target’s
susceptibility to fraud and other unethical behavior. The target’s culture is a key
factor to consider in the design of effective fraud controls, and in our experience,
there is often a link between an organization’s ethics and culture on the one
hand and its vulnerability to fraud on the other. The target may also want to
implement a fraud survey tool to assess its ethical culture, the attitude of its
employees toward fraud, the awareness of fraud-related policies and
procedures, and employees’ willingness to report fraud and other serious
misconduct.
In summary, development of an effective anti-fraud compliance program is a key
process that the target should complete prior to the closure of a SPAC
transaction. The absence of such a program may increase the likelihood of the
occurrence of fraud a delay in its detection, and potential regulatory scrutiny.
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