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Role of SPACs in the Indian Start-up 

Ecosystem  
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  ABSTRACT 
The corporate boardrooms of the Wall Street and the American business media have 

been talking about Special Purpose Acquisition Companies (hereinafter referred to as 

“SPACs”) in their day-to-day affairs. Recently, they have become an apple of the eye 

of America’s corporate domain and have garnered a lot of attention. The SPACs, 

though in existence since 1990s, have taken the US Market by storm. In the first quarter 

of 2021, almost USD 96 billion were invested, which surpassed the total capital raised 

through SPACs in 2020 amounting to USD 80 billion. As of 13th March 2022, SPACs 

have raised USD 9.6 billion.  They have stamped their hegemony in the Wall Street as 

in 2020 they accounted for 50% of the newly public listed US entities.  

It has become a new buzzword in the vocabulary of every prospective investor and they 

are certainly starting to engage with these companies in order to gain a better return 

on investment and utilization of the funds for essential measures. Investor optimism is 

vital for any company to flourish and their consistent belief is the key to a company’s 

success. SPACs give the investors an opportunity to diversify their investment in a 

range of industries offering them better terms than a traditional IPO. 

India’s quest of becoming a global economic superpower has accelerated in the past 

decade. The Indian capital markets are flourishing, the investor confidence is at its 

peak and the policy measures are attractive for increased foreign investment and 

employment generation. The rise in India’s Purchasing Power Parity (PPP) , 

accelerating GDP growth and infrastructure capabilities have made India a safe and 

trustworthy economic haven. One of the key contributors to this growth is the Start-up 

ecosystem. Over the years, with their increased presence and enhanced capabilities, 

have steered India to significant growth prospects and SPACs can certainly encourage 

and boost more entrepreneurs to come up with more such start-ups by enabling access 

to capital. The author makes an attempt to understand how SPACs can influence the 

Indian Start-up ecosystem by looking into the opportunities it offers and how SPACs 

can prove to be an important determinant of success of start-ups in India. The author 

throws light into the regulatory and tax considerations surrounding the SPACs and 

also the future of SPACs in becoming the most popular asset class of India Inc.    

 
1 Author is a student at BMS College of Law, Bengaluru, India. 
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I. INTRODUCTION  
SPACs have become a new sensation among the investor intelligentsia. Their exponential rise 

in the US marketspace and the lucrative benefits they offer to the prospective investors as well 

as nascent companies has made them centre of attention and, as a result, they are attracting 

huge investments. Ever since the onset of pandemic, SPACs have been trending in the 

corporate world. The volatility and uncertainty in the capital markets was not the only reason 

for their resurgence. There have been significant improvements in participation in the SPAC 

ecosystem, size of issue and its track record. They have allowed the investors to drift away 

from the conventional approach and engage in distinct financing opportunities that are viable 

and offer stiff competition to Venture Capital, Private Equity, direct listings and traditional IPO 

process. Dynamism is one of the reasons why the growth of SPACs has been exponential. 

Investors not only engage with these SPACs for the reason of better return on investment but 

also because of investment avenues that it offers. The kaleidoscopic universe of start-ups and 

companies that are infused with the capital raised by these SPACs channelize investments in 

such a way that it fuels innovation and growth.  

India, being an upcoming global start-up hub, can certainly yield the benefits that SPACs offer. 

The upcoming companies that are enthusiastic about venturing into the waters of the public 

market can certainly engage with these SPACs and get a better insight into the prospects that 

the market offers. The pandemic has given wings to many innovations and because of this 

reason we have seen the start-up ecosystem grow exponentially in our country. Many of these 

have become unicorns and have also tested the waters of the capital markets. While the 

traditional IPO process has been a preferred mode of public financing, the growing number of 

SPACs consisting of people who have distinguished expertise in this domain, can certainly 

disrupt the existing notions of financing. However, the life of SPACs is not a bed of roses, and 

especially in India, where investors are primarily concerned about the safety of their 

investments and get swayed by speculations that arise from the smallest of changes, it is 

necessary to develop a discourse around the overall functioning of SPACs so that they would 

be in a better position to decide where their funds should be pumped. 

II. WHAT ARE SPACS? 
SPACs are basically publicly traded corporations that have a two-year life span and are formed 

exclusively for effecting a merger or an amalgamation with a private entity to enable it to go 
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public.2 The main players involved in SPACs are public-equity investors that help the SPACs 

disrupt the market and raise money through IPO. The SPACs have the ability to catalyse the 

investments made in such a way that the time that a conventional IPO consumes is shortened 

and also the target companies, for whom the money is being raised initially, are offered better 

terms than what the conventional IPO would offer. These entities do not have any commercial 

operation and because of this very reason, they are often called “blank-cheque companies” or 

shell corporations3. Though they are formed with an objective of effecting a merger or an 

amalgamation with a private company, they initially do not have any specific target company 

in their sight which they would acquire and merge with. They directly knock the doors of the 

public market and seek to raise capital through public offering without identifying an 

acquisition target. Later, when they have raised money through an IPO and PIPE4, this money 

is kept in an escrow account5 and, in future, when they seek to acquire any target company, 

this money is utilized for the same. However, if the SPAC, which raises capital through public 

offering does not identify any target company for acquisition within two years from the date of 

raising such capital, then that particular SPAC gets delisted from the stock exchange and the 

money is returned to the investors. Therefore, the stakes that are involved in a SPAC transaction 

are generally high and it is expected that they would live up to the expectations of the investors 

who have entrusted them their money. 

III. STAKEHOLDERS IN A SPAC TRANSACTION 
A SPAC transaction generally involves three groups whose interests are kept under 

consideration during the execution of a public offering and the subsequent merger or 

acquisition of a private company. The three vital stakeholder groups are therefore sponsors, 

investors and targets (target companies). Each group has its own vested interest in a SPAC 

transaction and their perspectives, needs and concerns differ from the other groups. They 

complement the existence of each other in a SPAC and ensure that operational efficiency is 

achieved and there is minimum amount of disruption in the execution of a SPAC transaction. 

Let us get acquainted with the modus operandi of these three groups: 

1. Sponsors – The sponsors constitute the first group that brings a SPAC into existence. 

A sponsor may be an individual or a team that has expertise in a particular line of business and 

 
2 Bazerman H. Max, Patel Paresh, “SPACs: What you need to know”, Harvard Business Review, July-August 

2021 
3 Shell corporations are corporations without active business operations or significant assets. 
4 Private investment in public equity (PIPE) is the buying of shares of publicly traded stock at a price below the 

current market value (CMV) per share. 
5 An escrow account is a third-party account where funds are kept before they are transferred to the ultimate party. 
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has a well-known management team that has experience in Mergers and Acquisitions and also 

the know-how of the market forces in order to effectively raise capital through public offering. 

They are the ones who invest their capital into a SPAC in the form of non-refundable payments 

which are in turn paid to corporate lawyers, accountants, underwriters and bankers to cover the 

operational expenses. Since they sponsor a SPAC in its pre-IPO stage, they generally hold 

approximately 20-25% stake in it which is an amalgamation of shares and warrants. Their 

importance can be understood by the fact that the capital that is drawn from the sponsors is 

generally around 7-7.5% of the IPO in the form of a private placement. It is incumbent upon 

the sponsors to ensure that the SPAC identifies a target company and acquires it within the 

two-year time frame. Otherwise, the SPAC will get delisted and dissolved and investors’ 

money would be returned to them. Thus, the stakes are high for the sponsors in the event of 

failure of a SPAC as it would not only result in their loss of capital but also their expertise, 

time and effort that they invest in it. Even after raising money through public offering, if the 

sponsors are of the opinion that additional financing needs to be obtained, they may opt for 

other alternative sources of finance. They may also resort to funding the SPAC transaction 

through a PIPE and purchase shares of a publicly traded stock below the existing market value. 

A significant point to be looked at is that, in case a SPAC succeeds, the sponsors are in a 

position to earn 20% of the capital raised from investors through the shares of the combined 

corporation. However, the responsibility of attracting a cult of successful and promising 

investors, exploring the complexities of the market, identifying a target company, ensuring the 

availability of alternate sources of finance, and convincing the target company of the fiscal as 

well as strategic implications of the merger is immense. What further makes their role pivotal 

is their ability to effectively negotiate the terms involved in a SPAC transaction more 

competitively and ensure that all the investors are in consonance with the idea and have utmost 

belief in the project that is sought to be achieved through the public offering and the subsequent 

merger. They also have a responsibility towards the SPAC as well as the target company and 

they have to chaperone both of them in such a way that there is no sense of hostility or doubts 

regarding the sustenance of the proposed merger. With intensifying competition and the 

proliferation of SPACs, the road to a successful path for sponsors is a difficult one to tread on. 

The sponsors find themselves, at times, in extremely precarious situations where the task of 

identifying the targets and attaining the confidence of investors becomes a humongous task. 

Thus, there is a necessity to bridge the gap between the idea of executing a SPAC transaction 

and the final objective they seek to attain. This can only be possible, if there is a strong 
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foundation upon which the entire project idea is based and this requires synchronization 

between all the stakeholders involved in a transaction. 

2. Investors – Investors are the soul of any SPAC. Without their investment, the survival 

of a SPAC would not be possible at all. The majority of investments that a SPAC receives is 

primarily from institutional investors which often involve hedge funds6 that are specially 

constituted for investment in a particular domain.  The initial investors in a SPAC display an 

interest in being a part of the SPAC transaction before the SPAC actually identifies a target 

company and in furtherance of this, they purchase the shares of the company. Just like the 

sponsors, the Investors too are amenable to two classes of securities in the form of common 

stock and warrants which come along with a condition that enables them to buy the shares of 

the combination once the acquisition is completed post IPO allotment at a specified price. The 

risk of the SPAC is thus determined by the amount of warrants it issues to its early investors. 

Therefore, the manner in which the securities are to be offered to the investors must be done in 

an impeccable way as the number of warrants issued would be directly proportional to the risk 

that is involved in a SPAC transaction. Not all investors remain in the sojourn of a SPAC and 

many a times it happens that because of differences in the perspectives of investors and 

sponsors, the former pull out of the deal. However, they get to keep their warrants which 

assures that their investment is returned back to them with interest. Generally, the sponsors 

actively engage with the investors and ensure that their interests will be duly taken care of in 

future as well when they merge with the target company. To persuade them to stay, the SPACs 

resort to offering certain financial benefit that may keep them engaged with the company. The 

sponsors try to accommodate varied interests of the investors and ensure that there are a variety 

of alternatives available at the disposal of the investors in terms of return on investment, risk 

management and investment timeline. The ultimate goal of investors is duly taken into 

consideration and their interests are honoured. 

3. Targets – The companies who are new players in the corporate world and are willing to 

test the waters of the equity market look at various options for achieving that. This can be in 

the form of pursuing a conventional IPO route, a direct IPO listing, conducting a sell-off to a 

Private Equity firm, or raising funds from myriad sources including institutional investors, 

hedge funds, and also the private equity entities. However, the regulatory demands surrounding 

such sources of finance coupled with mediocratic valuations and higher dilutions may be some 

of the obstacles that a company needs to deal with. Here is where the role of SPACs comes 

into picture. They can indeed be a more viable source of financing than the late-round ones 

 
6 Hedge funds pool investors’ money and invest the money in an effort to make a positive return. 
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mentioned above. In practice, it is generally seen that most of the companies that are identified 

as targets by SPACs are start-ups and these have come into inception after going through the 

Venture Capital process. SPACs can enable them to gain access to increased funding and 

liquidity as they offer them variety of investment options and ensure that there are lesser 

regulatory demands, more certainty and transparency regarding the entire SPAC transaction, 

less dilution of capital which in turn ensures that the public equity that is raised has 

comparatively higher valuation than other financing methods. They simplify the process 

through which a nascent company can raise additional capital for the expansion of its business 

operations and enhancement of its goodwill.  

IV. SPACS: AN INDIAN PERSPECTIVE 
Innovation and excellence are the two forces that have been driving the Indian economy past 

the challenges over the last decade. There has been an inception of new business lines, 

synergistic alliances, and technical expertise. All these aspects have been complemented by 

change in the outlook of the existing business models through disruption in the business 

economics. There has been a constant rise in the efficiency of processes due to the development 

in the technological landscape and logistical support. If we look at the Indian start-ups and their 

exponential growth over the last fifteen years, we will understand how these aspects have 

proven to be beneficial in their survival and also in value creation. It is because of this 

consistent approach that Indian start-ups have been able to understand the global sentiment and 

have thus ventured into many areas that were previously unexplored. The ever-increasing 

number of Indian start-ups in the fields of e-commerce, FinTech, healthcare and logistics over 

the last decade has made India a favourable destination for investment. Since the concept of 

SPAC has not gained a prominent place in the Indian business discourse, an evaluation of its 

benefits can certainly help the upcoming and the nascent companies. A SPAC would not only 

enable these start-ups to gain access to growth capital but it would also ensure that they are 

identified on the global platform and their presence is felt in the global markets. In this era of 

globalization, it is extremely important that products and innovations transcend beyond the 

national boundaries, and this can only be ensured when there exist intermediaries who can 

actually make that happen. These intermediaries are the sponsors and investors. The Indian 

start-ups can gain access to the public market by merging with a SPAC and refrain from the 

tedious and time-consuming process of getting listed via a traditional IPO. Generally, the 

people who are responsible for giving birth to a start-up are the ones who do not have much 

exposure to the global markets and as a result their business model and policies have a limited 
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reach and are only able to cater to the domestic population. Through a SPAC, the start-ups can 

get an opportunity to interact with sponsors with diverse expertise who have experience in 

different domains and they can guide these companies how to leave their mark in the global 

market. Thus, if a start-up is truly willing to go beyond the contours of established domestic 

boundaries, it is necessary that existing management bandwidth is expanded and room is made 

for people with global knowledge. The sponsors can also prove to be beneficial for start-ups in 

engaging trustworthy investors who believe in the idea of their business and can bet on them 

for their expansion. In the present times, when the capital markets are extremely volatile and 

for disrupting any business or technology, consistent flow of capital is needed, SPACs by 

engaging favourable institutional investors, hedge funds, private equity investors, etc. can 

allow a company to pursue its growth objectives without being hindered by the paucity of 

capital. However, not every merger with a SPAC can prove to be useful if not done at the right 

time and in the right manner. Thus, before opting for an Indian or overseas listing, a start-up 

must ensure that entire pre-IPO exercise is gone through and there is a proper organisation of 

the corporate and legal structure, compliance with governance norms and effective due 

diligence of financials as well. This will help them in tapping the opportunities at the perfect 

time. 

V. REGULATORY CONSIDERATIONS FOR SPACS 
Presently, there are no existing regulatory considerations for SPACs in India. However, the 

Company Law Committee, which submitted its recommendations for incorporating fresh set 

of measures and bringing amendments to the existing Companies Act, 2013 in 2019, has 

recommended the introduction of several provisions that will enable SPACs to get listed on a 

domestic or international exchanges. However, this has been held up because of bureaucratic 

and technical aspects. The Securities and Exchange Board of India (hereinafter referred as 

“SEBI”) is now examining the possibility of introducing a regulatory framework for SPACs in 

India. Indian companies cannot get directly listed on a foreign stock exchange. The only 

available options for financing are the American Depository Receipts (ADRs) and the Global 

Depository Receipts (GDRs) which can be listed in the overseas markets. 

SEBI, in 2018, had constituted a high-level committee to examine the possibility of allowing 

Indian companies to get listed on the foreign equity markets and gain larger access to foreign 

capital7. In furtherance of this, an amendment was made to Section 23 of the Companies Act, 

 
7 https://www.sebi.gov.in/media/press-releases/jun-2018/expert-committee-for-listing-of-equity-share-capital-

of-companies-incorporated-in-india-on-foreign-exchanges-and-vice-versa_39254.html - PR No.: 16/2018 
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20138. This amendment enabled the Indian companies to get listed on foreign exchanges of 

certain permitted jurisdictions. However, a holistic framework is the need of the hour and it is 

required that there is unanimity in the approach of the Government as well as the regulatory 

bodies to lay down a holistic framework for the foreign listing of Indian companies. This could 

mark a turning point in India’s corporate scenario as the Indian companies will get an exposure 

to the global market and attain global visibility.  

Let us now understand the business combination options that are available at the disposal of 

Indian companies. There can be two possible situations when an Indian company is evaluating 

a merger with a SPAC. Firstly, if an Indian company is proposing a merger with a foreign 

company (e.g., SPAC), then it can ask its resident as well as non-resident shareholders to sell 

their shares to the foreign company, and in return they would be issued ordinary shares of the 

foreign company. If this arrangement is brought into motion, all the selling shareholders would 

then hold a stake in the foreign company and consequently, the Indian company will become 

its subsidiary. However, this exercise might require prior approval from the RBI under Foreign 

Exchange Management Act (hereinafter referred as “FEMA”), especially for the shareholders 

who are Indian residents. Compliance with the FEMA regulations and seeking prior approval 

from the RBI, enables the resident shareholders to be exempted from FEMA ODI Regulations 

and LRS9. The second category of companies, are the ones whose headquarters are situated 

overseas. In this case, if the procedure of share-swapping is adopted, it may prove to be 

challenging for the resident shareholders to sell their shares to the SPAC as regulatory approval 

may also be required for opting for the said mechanism.  

When we are discussing on the lines of regulatory considerations, we also need to understand 

the legal framework that an Indian company needs to comply with when opting for a merger 

or reverse merger. The Foreign Exchange Management (Cross Border Merger) Regulations, 

2018 and Section 234 of the Companies Act, 2013 regulate the transactions involving merger 

or reverse merger of an Indian company with a SPAC. It is thus important for an Indian 

company to understand the intricacies involved in the transaction and also understand the legal 

implications of such merger or reverse merger. It is important to understand that the identity of 

an Indian company shall be determined by the ‘branch office’ of the merged entity where 

effective business operations shall be carried out.  

VI. TAX CONSIDERATIONS FOR SPACS 
The tax implications by which a SPAC transaction would be bound arise from the Income Tax 

 
8 The Companies (Amendment) Act, 2020, No. 29 of 2020 dated 28 September 2020 
9 Under FEMA, remittance through LRS is limited to USD 250,000/- per financial year. 
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Act, 1961. Tax consideration exists for every stakeholder that is a part of a SPAC transaction 

– shareholders/investors, SPACs, targets and sponsors. For the shareholders, when the process 

of deSPACing, i.e., when the shareholders of an Indian target entity swap their shares with a 

SPAC or when the merger between the SPAC and the target company takes place, it constitutes 

a ‘transfer of shares’ on which capital gains tax may be applicable. This will be in excess of 

the fair market value which is over the cost of acquisition incurred by the selling shareholders. 

This may vary between 10-40% plus applicable surcharge and cess. Accordingly, a SPAC is 

also obligated to comply with the tax obligation, whether on account of merger or a swap of 

shares. For the Indian target companies, the change in ownership becomes an important factor 

in deciding the tax implication. If the voting rights of the shareholders change by more than 

49%, then it will have an effect on its unabsorbed tax losses. It will result in the lapse of the 

unabsorbed tax losses and the same cannot be carried forward. The tax implications for a SPAC 

sponsor depends upon the date and timing of deSPACing and also upon the conversion of 

shares from class to the other. Considering both the aspects, tax shall be evaluated as per the 

indirect transfer rules. 

VII. CONCLUSION 
The future of SPACs in India looks to be glorious. Since the Government and the regulatory 

bodies are now being pro-active and exploring the possibilities of accommodating SPACs 

within the domestic culture, it gives the companies, especially the start-ups, to explore the 

options of going global with their business model. The pandemic has taught the corporate sector 

how the flow of capital can become an indispensable element of a business and this task, though 

looks to be a doddle, is a gigantic one given the current global economic landscape. It is here 

where the SPACs can exercise their influence and pool the like minded sponsors and investors 

who truly believe in the idea of entrepreneurship and are willing to place their bets on the 

success of a nascent company. Understanding the goals and motivations of the multiple parties 

involved in a SPAC transaction is extremely important, and this is what needs to be assimilated 

by every party in its mind who is privy to a SPAC. There should be a consistent effort for value 

creation that would not only attract investors to invest in a company’s prospects but would also 

give the targets an opportunity of competing with the global players. All the workstreams must 

be managed effectively in order to ensure that a SPAC sails through adversities smoothly. Since 

venturing into the waters of equity market is in itself a critical process, using it to maximize a 

company’s success prospects is another. Therefore, the cohesion between all the stakeholders 

is extremely necessary throughout the course of a SPAC transaction.      
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