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The Zero Hour

More Liquidations Possible as Early Batch of SPACs Near Deadlines

China Mineral Acquisition Corp.’s (CMAQ.OB) announce-
ment fast month that it would Houidate marks a pivotal point
for the fledgling specified purpose acquisition market. A
SPAC liquidation was likely to happen at some point, and
China Mineral’s dissolution is putting the SPAC structure

to the ultimate test, giving alternative investment experts a
clear picrure of the concept’s integrity. But it also highlighits a
critical time for a growing

months, of the SPAC’s IPO. Yet on another level, a spate of
liquidations may speak even mote to the current environment
in which SPACs are operating, he adds.

“With all the private equity transactions going on in the last
year or two, good private companies are very expensive,” he
says. “So whether liguidations would mean the time period
[to announce and complete a merger] was too short or the
managernent team wasn't
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The success or failure of the SPACs to consummate
a deal ultimately could influence investor intevest
in the modern day blank check market going
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tell. But if | was a director
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be in the position to say
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ing four that have only

until the end of February. Meanwhile, 12 SPACs that have
announced acquisition targets must complete their deals
by next April, including five which must get shareholder
approval and execute a merger by the end of this year.

Mercator Partners Acquisition Corp. (MPAQ.OB), however,
just beat the deadline when it announced on Oct. 16 that

it had completed its acquisition of Global Internetworking
and European Telecommunications & Technology. Mercator
raised $59.5 million in April 2005 and announced the targets
in late May this year.

SPAC experts are waiting to see if more blank check com-
panies will match Mercator's buzzerbeater. “The next few
months are critical,” says Floyd Wittlin, a partner with the
Bingham McCutchen faw firm in New York. “There will be
more announcements coming and hopefully those will get
approved, but I dor’t have a crystal ball as to what the votes
are going to be.”

The success or failure of the SPACs to consummate a deal
ulrimately could influence investor interest in the modern
day blank check market going forward. It may also lead to
changes in the structure or how SPACs search for targets.

Mitchell Littman, a partner with law firm Littman Krooks
in New York who specializes in SFAC offerings, contends
it's much too early to predict how a rash of liquidations may
affect the future of SPACs. On one level, break ups would
simply demonstrate to the market whether the structure will
work as promised: Blank checks agree to keep funds in trust
and return the funds to investors with a small gain if they
fail to reach a definitive agreement with a target, usually
within 18 months, and complete the combination within 24
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rather than take a crap-
shoot with something which I don’t think is really worth it.””

Indeed, as SPACs have grown larger and pushed into a
middle-tier M&A market dominated by flush private equity
funds, some blank check promoters have begun touting a
“junicr SPAC” concept, in which a blank check company
would raise around $5 million or $6 million. But the
structure would not escrow the funds, require shareholder
approval or focus on a particular industry, says David
Feldman, an attorney with Feldman Weinstein & Smith who
specializes in reverse mergers and alternative IPOs. Pius, he
says, the rime limit could be as fong as three years to complete
a deal.

The junior SPAC would target a market of smaller companies
that larger SPACs aren’t serving, Feldman adds. And creating
a smaller blank check firm rather than a Form 10-SB shell
would give investors a way to markto-market their invest-
ments. Thus far, however, all those interested in the junior
SPAC concept want somebody else to pursue it first, he says.

A continuing SPAC evolution certainly wouldn’t surprise
SPAC experts—on average, SPACs are raising nearly five times
more today than when they first appeared in the mid-1990s,
for example, and managers are taking bigger stakes in the
companies than ever before through private placements.
“SPACs are responding to the market,” Littman says, “Think
about what they looked like two years ago and what they look
like now.”

But how much evolution can take place! In some cases,
experts say, investors are likely to resist change. Case in point:
Wittlin doubts whether conventional SPAC investors would
want to tie up their money longer in restructured SPACs 1o

2006 Q4



