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[Corporaie Finance]

What’s trendy on Wall Street?
Shell “companies” that

go public with no business plan
other than to buy an existing
brand with sharcholders’
MONEY, &Y ERNIFER RERGOLD

OV CHARNEY, CEO
and founder of Ameri-
cun Appared, has never
been much of 4 tradi-
tionalist, He produces
his casual clothes in
the TS, when virtu- : 5 _ i

~ally all his competi- f T : PROVOCATIVE

tors offshore them, His ad cam- American Apparel’s
paigns look more like nudic Charpay pushes the
mags than the Neiman May- envefone with bis ads—
cus cutalog, Soitshouldcome and an unorthodox deal,

as nosusprisethat Charney has

mmaged o take his compan
» publicusingaredgy technique
8 thal, likesome ofhis ideas, is
$ fast hecoming trends.

O Pec. 18, 2008, Charney
suid he was selfing American
Apparel 1o an already-public
company called Endeavor Ac-
quisition for $384.5 million in
# restricted stock, cash, and debt. En-
2 deavor ia SPAC, ar speciul purpese
§ acquisitioncompany-—an enlity that
¢ has gone public for the sole parpose
# Of buying andther company in the
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future. Aceording to Dealagic, 87
SPACs have beguh trading In the
118, sinoe the end of 2003, buying
some welb-known companies Hie
smouihie purveyor Jamba Juice. Last
year akme, 40 SPACs worth §3.4 bil
tion were announced, up from $484
million tan years eardier,

SPACS are essentially shell com-
panies. FThey go public with lte
more toshow investors than a man-
ageroentteam and an agreement that
the money rajsed will i
he uged to fund an ac-
quisition ina particuler
secior, suchas retail, or
Eran emerging market
like Chinsa, Brgo, o
SPAC s a rolf of the
dice. “Imagine paying ;
$50 10 gor o a Broadway show, aud
you have no idea what'y behind the
curtain” says lwyer Mitchell Lits
man of Littman Krooks LLP, who
works with s lot of SPACs. “You are
relying on the fortune and integrity
of the management teant.” OGnoe a
deal is compieted, the SFAC’ man-
ngers {who typieally receive 20% of
the pubfic shares as compensation)
are free fo sell their holdings, usualty
after s jockup perind.

Today’s SPAC boom harkens
hack to the flurry of “blanlk check™
companies that sprang up in the
19805, Those were widely disered-
ited by a wave of scamis it which
Traudsters would toke a shell com-
pany publie, arnounce & merger,
pamp the stock, and then dump it
brefore everyone realized that the
hot target ciunputy was anything
hul: Investors have a lot more pro-
tection with SPACY, which must
hotd almogt all the money in escrow
antil & deal is done,

From Chasney’s perspective,
there isno downside Lo the arrange-
ment. It fets fsin raise cashrelutively
quickly, remain the largest share-
holder, aud avold baving to sefl other
Envestors on hisvision untilalter his
company is already publicly traded.
“Pmin a hwery (o get the noney,”
he says, citing his plan to expand be-
yond hiscurrent 43 stores. “Whats
great about the SPAC is,it's kind
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of mreverse. First you get publicly
traded, then you do the compliance
stufll Agd ifyou brought in private
eouity; they might want foran the
comipany 1 a more feautious) -

“nen” he says, referring w American

Apparels risgué image,
Kedpingcontrolis porticalarlyine

portait for a guy whi s the dreative

toree beliind the brand, aswell as

- one whose flamboyant management
style--there is one sexual-harass-

henl suit eutsianding
against im by aformer
employes; two others
haveheen dismissed—
. might seare off many
investors, “Heds very
tatented,” says former
J.C. Pengiey CHO Al
len Cuesirom, 3 pariser i private-
equity fivm Lee Equity Partners,

“hut hie is.a meshugana [vead: nutty]

type guy. Itk very diffieult tosoe him
in a pulitic sphere.” (Charmey, for his
part, dismisses the talk about his
veputation as “all tabloid, ™)
Charneys.now badfellows don't
wppedar conterned, ever if they're
mrore Hkely (o wear dark suits than
American Apparel’s colorfuf leg-
gings. Endedvor’s president, Jone-
than Ledecky, is familiar with ue-
usual financing vehices; e founded
1.5, Office Products, the once-hot
rollup that went hanksugtin 2001
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(long after Ledecky cashed o),
Boidfaeed names on the board
include Kesry Kennedy, Bobbys
daughter, and Edward Maihias, a
managing director at the Carlyle
Group. On Jan. 31 the same gronp
formed a new $250 mitlion SPAC,
Victory Acqaisition, underwritten
by Citi, Fhe filing notes that it could
compete directly with Endeavor.
And as with Endesvor, once Vie-

‘tory goes public it will pay a Ledecky

“alfiliate™ §7.500 monthiy to runits
Manhattan office.

Hedge funds are draws to these
investmenty, Sinca SPACK typically
modl announce a deal within 18
months of heir IPOs or retun the
money mised, with interest, hedglos
se¢ them as safe places 1o park cash
while potentinily profiting from the
price fuctuations between a deal’y
announcement and dsckse—a sort
of arbitrage play, That muy bo why
Steven Cohen’s $12 billion hedge
fund SAC Capital snapped up 879
of Endeavor’s stock when the dead
wasanaeuaced,

Hven i investors are SPAC.
Tppy, not all regulutors are: So Tar
only the American Stock Exchange
Hsts SPACs, and many bashers and
lwrvers say the SEC i defiberatety
taking its time vetting deals, hop-
ing to slow down the pace of offer-
ings. SPACs are probably best feft ta
those, ke Charney, who like to Hve
life on the edge, B
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UNHEALTHY
RETURN Since
smoothie chain
Iamaba Julce
went public in
Novembervia g
SPAC, ifs shares
have fatlen 19%.
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