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When a Special Purpose Acquisition Company (SPAC) identifies a potential target for a business
combination, the decisions made around the structure of the business combination can significantly
affect both the SPAC (pre-combination) and the surviving entity (post-combination).

SPAC business combinations are typically structured using reverse merger recapitalization or
forward mergers, both of which can have varying financial consequences or lack thereof for the
current SPAC. This structure is preconditioned by many elements that factor into the evaluation of
the accounting acquirer, which could be the SPAC itself or the target entity.

In a SPAC merger transaction, an imperative accounting judgment is the determination of which
entity is the accounting acquirer. The accounting acquirer is the entity that obtains control of the
reporting entity and may be different from the legal acquirer. If the transaction is between entities
under common control (for example, the same entity or individual controls the target company and
the combined entity after the transaction), acquisition accounting would not apply.

If the SPAC merger is effectuated primarily by transferring cash or other assets or by incurring
liabilities, the SPAC is usually the accounting acquirer. If the target company is a variable interest
entity (VIE), the entity that is the primary beneficiary and consolidates the VIE is the accounting
acquirer (i.e., if the SPAC becomes the primary beneficiary as a result of the merger, the SPAC
would be the accounting acquirer).

For accounting purposes, the acquirer is the entity that has obtained control of another entity (the
“acquiree”) and consummated a business combination. While the SPAC is ordinarily the “legal”
acquirer in the combination, it does not always meet the criteria to be classified as the accounting
acquirer. This is because the determination of the accounting acquirer is driven by “control” of the
post combination company, regardless of which entity is legally acquiring the other.
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If the voting interest model applies and the SPAC merger consideration is equity or a
combination of cash and equity, it may not be clear which entity is the accounting acquirer and
further evaluation may be required. These situations require consideration of all pertinent
facts and circumstances. The guidance in ASC 805-10-55-11 through ASC 805-10-55-15
includes factors that may indicate which party is the accounting acquirer, including:

• Relative voting rights in the reporting entity,
• Existence and size of a single minority voting interest in the reporting entity,
• Composition of the governing body of the reporting entity,
• Composition of senior management of the reporting entity,
• Terms of the exchange of equity interests (entity that pays a premium), and
• Relative size of the entities.

No one factor is determinative. In some cases, determining the accounting acquirer may
require significant judgment. If the SPAC is the accounting acquirer, it would recognize the
assets and liabilities of the target company at fair value in accordance with ASC 805, Business
Combinations.

The pro forma financial information included in the proxy statement will reflect purchase
accounting and will require a valuation of the operating company’s assets and liabilities. If an
operating company is determined to be the accounting acquirer, the accounting for the
transaction will be similar to a capital transaction. This is because the only asset of the SPAC is
typically cash obtained from IPO investors.
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KNAV International Limited is a global association of independent firms. Its key
objective is to serve accounting and consulting member forms with an internationally
recognized presence as a charter international umbrella organization experienced in all
phases to offer a complete suite of public accounting services which includes set up,
accounting, assurance, taxation, international transfer pricing, global risk consulting, and
business advisory services. It also aims to facilitate seamless business growth through
mergers and acquisitions. In assurance services, it offers attest (audit under various
country GAAS and certification services) and accounting advisory (US GAAP, IFRS,
Indian GAAP, IND As, various country GAAP & accounting opinions). Under Tax &
regulatory services, it provides domestic & international, direct & indirect tax advisory;
compliance and outsourcing (including payroll, accounting & secretarial); transfer pricing
(including documentation study and country by country reporting, global search,
accountant’s report); and inbound & outbound. Further to that, KNAV offers specialist
advisory services for transaction support (due diligence & valuations), lead advisory,
strategic advisory & fiduciary services. KNAV also provide risk advisory services, which
encompasses internal audits & management assurance; assessment of internal financial
controls (IFCs/IFCR in India, SoX, SOC); enterprise-wide risk management; forensic &
investigative services; primary and secondary research services and human resource
advisory (including recruitments).

KNAV refers to one or more member firms of KNAV International Limited, which itself is a not- for- profit, non- practicing, non- trading corporation
incorporated in Georgia, USA. KNAV international limited is a charter umbrella organization (‘The Charter Association’) that does not provide services
to clients. Each firm within KNAV's association of member forms, is a legally separate and independent entity. Services of audit, tax, valuation, risk, and
business advisory are delivered by KNAV's independent member firms in their respective global jurisdictions. All member firms of Charter Association
in India, North America and the United Kingdom are a part of US$ 2.01 billion, US headquartered Allinial Global, which is an accounting firm
association that provides a broad array of resources and support for its member firms across the globe.


