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INntroduction

On 31 March 2021, the Singapore Stock Exchange (SGX) published a consultation paper
and sought feedback on a proposed regulatory framework for the listing of the special
purpose acquisition companies (SPACs) on its mainboard. Specifically, the consultation
paper made detailed proposals on the broad admission criteria for SPACs, safeguards
against dilution risks, other investor protection safeguards, and disclosures.

CFA Institute, in collaboration with CFA Society Singapore, convened two roundtable
sessions in April to gather feedback from market participants on the structure and the
issues raised in the consultation paper. The response, based on their inputs, and our posi-
tions, was submitted to SGX on 28 April 2021.!

Based on the consultation paper questions, we conducted a straw poll of the 17 partici-
pants who attended the two roundtable discussions. The results of the poll and a selection
of comments are described in this report.

1. The SPAC Framework

We asked our participants their views on the growth in SPACs issuance in the United
States in late 2020 and early 2021, and whether this growth was sustainable. The partici-
pants in our discussions were sanguine about the prospects of the SPAC structure, with
more than half the respondents selecting the option “some celebrity-backed SPACs might
fail but those backed with serious sponsors will succeed. Investors will become more dis-
cerning in the experience.” The other options (i.e., SPACs reflect market exuberance, and
SPACs are complex structures, and it is hard to figure winners and losers) did not gather
enough support in our poll (see Figure 1).

A majority (71%) of the respondents agreed that SPACs will be beneficial to issuers,
investors, and the capital market, and only 29% disagreed (see Figure 2).

!Please see the two documents accompanying this report: Cover Letter to SGX, and the Response to
Consultation Paper on Proposed Listing Framework for Special Purpose Acquisition Companies (SPACs).
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Figure 1. Straw Poll 1: What is your opinion of the SPACs boom?

Some celebrity-backed SPACs might fail, but those
backed up by serious sponsors will succeed. 59%
Investors will become discerning with experience

The rise of SPACs is a reflection

of market exuberance. When returns disappoint, 249
as it will due to dilutive nature of the structure, 0

issuances will dry up

Even if the SPACs fail, due to complexity of the

structure and poor disclosures, its hard for most

people to figure out winners and losers. Without 18%
regulatory interventions, there will always be
uninformed investors to be found

T T
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Figure 2. Straw Poll 2: Do you think that the introduction of a SPAC framework will
be beneficial to issuers, investors, and the Singapore capital market?

No, 29%

Some participants said it is not clear whether SPACs will succeed in Singapore, but
there are competitive reasons for introducing the structure, notably to avoid being left
behind. One participant cited the example of Grab, which chose the United States as
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the listing venue, to drive home the point that regulations should be comparable with
other markets, even if some companies may still choose the United States because of
its liquidity and depth of capital markets. One respondent, citing the experience of
the dual-class share (DCS) structure, said the discussion around SPACs could become
academic, if there are no issuances. Others said the implementation of the rules is as
important as formulating the initial framework. The success of SPACs will depend on
how flexible SGX is when it comes to approving these initial public offerings (IPOs)
and mergers. One participant spoke about the opportunity for Singapore to attract list-
ings of technology start-ups in ASEAN and South Asia, arguing they may prefer a
Singapore listing over a US listing from a geographical standpoint. The business mod-
els for technology companies have changed because of the abundance of liquidity and
investors’ tolerance for loss-making companies, and traditional rules of valuation no
longer apply. In this scenario, should we overregulate and potentially lose these listings
to the United States?

Participants said that adequate safeguards should accompany the introduction of SPACs
in Singapore to prevent the misallocation of capital and poor corporate governance prac-
tices. For example, after listing, Grab’s CEO wielded a majority voting control, even while
owning only 2% of stake, which has raised corporate governance concerns.

On the issue of complexity, one respondent said the SPAC prospectuses are difficult to
understand. It is important that regulators create a framework that would allow both retail
and accredited investors to invest knowing the terms would be fair. Respondents also
called for consistency, arguing against any regulatory arbitrage between SPACs and IPOs.
One participant felt that inherent conflicts of interest exist between target companies
(that want the highest price), SPAC sponsors, and investors. There is a thin line between
aggressive projections and misrepresentation during the de-SPAC (merger) process, and it
takes only one failure to sour investor experience. Another respondent explained that he
selected the minority view that SPACs reflect market exuberance because SPACs could
well be the vehicle for inferior private companies that cannot finance themselves through
IPOs, private equity investments, or direct listings.

In contrast, another respondent noted that SPACs have been in existence in the
United States for several years. Given that Singapore is an international financial
centre known for its speed of execution, there is a need to experiment with possibly
one or two SPACs and gain experience, rather than going through a lengthy consul-
tation process. He attributed Singapore’s success in REITs to such innovation and
experimentation.

© 2021 CFA INSTITUTE. ALL RIGHTS RESERVED. .
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2.

Admission and Related Eligibility Criteria

We asked participants for their views around admission criteria proposed in the SGX
consultation paper, specifically on the following: the minimum market cap requirement,
whether or not SPACs should be allowed to adopt a DCS structure, and whether there
should be a minimum equity participation by sponsors and management team (i.e., “skin
in the game”).

For minimum market cap, almost all respondents (94%) chose SG$300 million (around
US$225 million; see Figure 3). One respondent said SG$300 million was too high, com-
pared with other jurisdictions, and argued for a lower threshold, or even to remove it
altogether. Another said that the post-merger market capitalization is more important
than the SPAC issuance size.

'The opinion on whether SPACs should be allowed a DCS structure at the time of listing
was evenly split (see Figure 4). Many respondents said that DCS should not be allowed at
the time of SPAC listing, but that the structure could be allowed at the time of merger.
Indeed, Singapore IPO rules already allow companies to have a DCS structure, and there
is no reason not to allow this during the merger phase. But other respondents argued that
because the DCS structure is available for traditional IPOs, the same should be allowed
for SPACs in both listing and merger phases. One respondent who argued for DCS said
the sponsors sometimes must work hard to raise funds and find an attractive target, and
giving super-voting rights to sponsors can motivate them to negotiate the best deal, creat-
ing the right story and after-market success.

Figure 3. Straw Poll 3: What should be the minimum market cap of a SPAC?

$500 mn, 6%

$300 mn, 94%
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Another respondent also argued for markets to decide the terms of the deal through
proper disclosures, instead of restricting DCS. Others argued, however, that previous cri-
ses have shown that markets are not always right.

On the question of minimum equity participation, more than three-fourths of the respon-
dents (77%) agreed with the SGX proposal, whereas only 23% said there is no need for mini-
mum equity participation requirement for sponsors and the management team (see Figure 5).

Figure 4. Straw Poll 4: Should SPACs be allowed to adopt a DCS structure at the
time of listing?

Yes, 50% No, 50%

Figure 5. Straw Poll 5: Do you think there should be a requisite minimum equity
participation of founding shareholders and management team at the time
of SPAC IPO?
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The respondents who agreed with a minimum equity participation said that in the
absence of a regulatory requirement, most sponsors would not want to put in their capital.
Minimum equity participation therefore is a good safeguard against conflicts of interest.
Having a lock-up period or moratorium also prevents moral hazard.

On the overall issue of admission-related criteria, one participant remarked that regula-
tions can become too prescriptive and numeric. It is important to keep the bar for the
sponsor high, in terms of track record and credibility, and potentially, all of these other
concerns might fade away.

Safeguards Against Dilution Risks

We asked respondents their views on the redemption rights of shareholders. Two choices
were put forth in the SGX consultation paper: the first is to allow only investors who
voted against the merger to redeem, and the second is to partially allow investors who
voted for the merger, by setting an overall limit on redemption.

Regarding shareholder rights, 63% of respondents chose the first option, and 38% chose
the second (see Figure 6). One participant noted that if SPACs are thought of as poor
man’s private equity, and there is no redemption option in private equity, then SPACs
also should have some restrictions on redemption. One participant noted it could be dif-
ficult administratively to manage the process of linking the shareholders’ resolution vote
to their redemption requests. One respondent said investors should be allowed to change
their minds after voting for the resolution if they chose to, and the two decisions should
be independent of each other. One respondent even proposed a fourth option, which is to

Figure 6. Straw Poll 6: Views on the redemption rights of shareholders

Only investors who voted against the merger

0,
should be allowed to redeem 63%

There should a limit on redemption for

0,
investors who voted for the merger 38%

f T T T T T T
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not allow a redemption option for anyone, because investors could sell their shares in the
secondary market if they do not like the deal.

Among those who selected the first option, some said that investors who vote for the reso-
lution, and then redeem, get a second chance at the prize, because of detachable warrants.
'This practice may be unfair to those who stuck with the company.

We also asked about the redemption rights of pre-IPO investors. Some 63% of the respon-
dents chose the option that pre-IPO investors should not be allowed to redeem, whereas

38% said they should be allowed (see Figure 7).

One respondent said pre-IPO shareholders may get some discount, but they are not
expected to get the same terms as the sponsor, such as promote, and hence, they should
be treated like other investors. Others used the same fact that they receive a discount, to
argue that they should not be allowed to redeem, unless there is a material adverse change
in the company.

Other Investor Protection Safeguards

In the final section, we asked participants their views on other investor protection safe-
guards, including future exercisability of warrants, and promote. On the former, the SGX
consultation paper proposed two options, one to make the warrants nondetachable, which
means that redeeming shareholders would lose the warrants that were allotted to them
as part of the IPO process. The second option is to impose a maximum percentage cap
on the dilutive impact to shareholders arising from warrant conversion. In practice, if a

Figure 7. Straw Poll 7: Should pre-IP0O investors be allowed to redeem?

No, because their participation attracted

63%
other investors in the first place °

Yes, if they paid for the shares, they

38%
should be treated like everyone else °
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sufficient number of shareholders redeem and the cap is breached, it could lead to the dis-

solution of the SPAC.

In our straw poll, we proposed a third option, in which a portion of warrants could be
transferred from the redeeming investors to those who remain in the structure (i.e., the
“Pershing Square option”). In this scenario, the dilutive impact of warrant conversion is
balanced by the increased number of warrants received by surviving investors.

Similarly on the issue of promote, we proposed a third option, in which promote is struc-
tured as a long-term option partly exercisable on merger approval, and another part (at
least 50%) is exercisable when certain post-merger milestones are met.

On the future exercisability of warrants, 44% of respondents chose the option that war-
rants must be nondetachable, followed by the Pershing Square option (31%) and maxi-
mum percentage cap (25%; see Figure 8).

One respondent who selected the third option said a freely traded warrant is an attractive
feature, but if the warrants were nondetachable, it might make the structure unattractive.

On promote, 44% of the respondents chose the option we proposed—that is, promote
should be in the form of long-term options rather than free shares. Another 31% said there
should be no limits on promote, and 25% said there should be a lower cap (see Figure 9).

Figure 8. Straw Poll 8: Views on future exercisability of warrants

Warrants are non-detachable; redeeming
investors must lose their warrants

Pershing square option: Transfer a portion of
warrants from redeeming investors surviving
investors. The dilutive impact is balanced by the
increased number of warrants

Impose a maximum percentage cap on the
dilutive impact to shareholders specifically from
warrant conversion

0%

31%

25%
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Figure 9. Straw Poll 9: Views on promote

To align with investor interest, promote should
be in the form of long term options, partly
exercisable at merger approval, and other part
(at least 50%) convertible when post-merger
value exceeds a pre-determined threshold

44%

There should be no limit on promote;

0,
let the market participants decide 31%

20% promote is too high; a smaller
figure (10%) is more appropriate given the
mismatch in return expectations

25%

T T T T T
0% 5% 10% 15% 20% 25% 30% 35% 40% 45%

Respondents who chose the no-promote option said that the Singapore regime must be
comparable with other regimes to attract sponsors. Participants who chose a cap on pro-
mote said that it can be a useful signal to investors, with promote approaching the cap
viewed negatively, compared with others that are set lower. Some also said the cap on
promote should be set at 20%. One respondent said it is important to look at the balance
of investor protection measures, rather than at individual measures.

5. Conclusion

The roundtable participants were positive about the introduction of the SPAC structure
in Singapore and were optimistic about the ability of credible, experienced sponsors to
create value for investors. They emphasized the need for safeguards, however, whether in
the form of an equity commitment from the sponsor and protection against dilution or in
the structure of the promote. As one participant put it, it is important to have a holistic
view of investor protection measures to evaluate the final structure, rather than examine
the measures individually.
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