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During a period of extreme volatility and a
global pandemic, the initial public offering
(IPO) market had a spectacular year in
2020 in terms of the number of new listings
and proceeds raised, along with the rise in
popularity for Special Purpose Acquisition
Companies (SPACs) which have become
one of the hottest investment trends on
Wall Street.

Pandemic aside, 2020 has been referred to
as the Year of the SPAC’ in the US as the
number that floated on the stock market
reached an all-tfime high, with over $80bn
raised across more than 240 SPAC listings.
This accounted for nearly half of all listings
on the US market, a significant increase
compared to 2019. The momentum has
certainly carried over into the start of 2021.
Supportive monetary and fiscal stimulus,
ultra-low interest rates and global markets
at record levels have helped the US IPO
market produce its busiest quarter in over
two decades as issuers rush to sell while
investor demand is hot and valuations
high. The SPAC trend also continued, with
296 SPACs going public in the first three
months of the year, already raising more
capital than in the full year of 2020.

But what are SPACs and why have they
become so popular in recent years? SPACs
are not like regular companies as they
have no commercial operations when they
IPO. They are commonly referred to as
“blank-check companies” as they raise a
sum of money with the purpose of buying
a yet-to-be determined private company
within a specified period of time, usually 24
months. If they do not make an acquisition
and are unable to get shareholders to
grant an extension, they are wound up and
cash is returned to shareholders.

The SPAC surge has been fuelled by a
wider realisation of the benefits for various
stakeholders. SPAC investors get the
opportunity to be part of the process, and
the financial upside, of taking a company
public, with some downside protection
as a result of their option fo redeem their
capital prior fo any acquisition. For private
companies, the key incentives include
the ability to become a publicly traded
company a lot faster compared to the
traditional IPO process, with more certainty
as to pricing and control over deal terms.

However, investors should also be aware of
the risks involved when investing in SPACs.
Shareholder advocates are sounding
alarms about misaligned interests, sponsor
compensation, celebrity sponsorship and
the potential for retail participation drawn
in by the hype of a few successful, high-
visibility SPACs such as Virgin Galactic in
2019.

The SPAC trend has predominantly been
a US phenomenon, but is now catching on
in Europe and Asia with increased interest
from sponsors, investors and potential
target companies. Regulators, including
the Financial Conduct Authority (FCA) in the
UK, are looking to reform rules on SPACs
to attract new, fast-growing companies.
Cazoo, the online used car seller, is an
example of a UK tech business that has
opted to sidestep the lengthy IPO process
and list in the US through a SPAC in recent
weeks.

As the reflation trade has taken hold this
year, technology stocks have lagged the
broader market and this has weighed on
the performance of some companies that
have recently listed, both via the traditional
IPO process and SPACs. An index that
tracks SPAC listings has dropped 22% from
its February high, with worries mounting
about valuations and a bubble in that
corner of the market. The unprecedented
surge in the SPAC market has coincided
with, and has no doubt been supported by,
huge liquidity injections from the Federal
Reserve and other central banks around
the world; as such an even higher level of
scrutiny and due diligence is warranted
before participating.

At Momentum, we look beyond the current
“hot topic” when selecting our investments.
We access private companies before the
IPO stage through carefully selecting
publicly listed investment trusts, which
enables us to invest in exciting high growth
companies earlier on in their development
without creating a liquidity mismatch in
our portfolios. Furthermore, we do so in a
diversified way, and we conduct thorough
due diligence to ensure that our managers
have aligned interests with us and our
clients. The SPAC ftrend is certainly an
interesting market development, but one
where we generally see greater risks than
opportunities for investors at present.
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
MERERBERAE

9th Floor, Centre Mark I

305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest
Investment  Services  Limited and/or
Belvest related companies (collectively,
and individually Belvest) solely to its
clients, qualified prospective clients or
institutional and professional investors.
Unless stated otherwise, any opinions or
views expressed in this communication do
not represent those of Belvest. Opinions or
views of any Belvest company expressed
in this communication may differ from
those of other departments or companies
within Belvest, including any opinions or
views expressed in any research issued by
Belvest. Belvest may deal as Distributor or
Agent, or have interests, in any financial
product referred fo in this email. Belvest
has policies designed to negate conflicts of
interest. Unless otherwise stated, this e-mail
is solely for information purposes.

This message may contain confidential
information.  Any use, dissemination,
distribution  or reproduction of this
information outside the original recipients
of this message is strictly prohibited. If
you receive this message by mistake,
please notify the sender by reply email
immediately.

Unless specifically stated, neither the
information nor any opinion contfained
herein constitutes as an advertisement, an
invitation, a solicitation, a recommendation
or advise to buy or sell any products,
services, securities, futures, options, other
financial instruments or provide any
investment advice or service by Belvest.

Tel +852 28271199
Fax +852 2827 0270
belvest@bis.hk

www.bis.hk

No representation or warranty is given as
to the accuracy, likelihood of achievement
or reasonableness of any figures, forecasts,
prospects or return (if any) contained in the
message. Such figures, forecasts, prospects
or returns are by their nature subject to
significant uncertainties and contingencies.
The assumptions and parameters used
by Belvest are not the only ones that
might reasonably have been selected
and therefor Belvest does not guarantee
the sequence, accuracy, completeness
or timeliness of the information provided
herein. None of Belvest, its group members
or any of their employees or directors shall
be held liable, in any way, for any claims,
mistakes, errors or otherwise arising out
of or in connection with the content of this
e-mail.

This e-mail and any accompanying
attachments are not encrypted and cannot
be guaranteed to be secure, complete or
error-free as electronic communications
may be intercepted, corrupted, lost,
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore
does not accept any liability for any
interception, corruption, loss, destruction,
incompleteness, viruses, errors, omissions
or delays in relation to this electronic
communication. If verification is required
please request a hard-copy version.
Electronic communication carried within
the Belvest system may be monitored.



