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SPACs (special purpose acquisition companies) face many hurdles as they go through the IPO and the subsequent 
M&A process. With some smart planning and the help of the right advisors, insurance can move from being a 
hurdle to a strategic asset.

SPAC Life Cycle
When thinking about insurance for a SPAC, it is helpful to think in terms of the SPAC’s life cycle. From an 
insurance perspective, there are three main phases: 

The insurance needs of the SPAC are different at each of these phases, as illustrated and further discussed below.

Phase One: IPO
The main assets of a SPAC as it goes through the IPO process are its management team, the management team’s 
investment strategy, and the SEC’s approval of the SPAC Form S-1 registration statement. 

Need for D&O Coverage
The SPAC’s sponsor selects the SPAC’s directors before the IPO, and other directors are appointed soon 
after. The fact that the common stock of the SPAC is publicly traded after the IPO makes the management team 
and the SPAC’s directors particularly vulnerable to lawsuits from public investors. Operating companies that go 
through an IPO process are sued frequently and for a variety of reasons. Lawsuits are brought by stockholders 
against a company’s management and directors and usually allege material misstatements and omissions in the 
IPO registration statement. Given that SPACs are not operating companies, their IPOs see far less litigation than 
most—but lawsuits are still a possibility. (e.g., Welch v. Meaux et-al.). 
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Phase Two: SPAC Business Combination
After the IPO, the SPAC has the funds to purchase or merge with another company. The SPAC’s management team must find an 
attractive target and complete the merger or acquisition, typically within 18 to 24 months after the IPO. When the management 
team approaches potential acquisition targets, which are typically private companies, it must consider and plan for D&O insurance 
coverage of the post-business combination entity.

D&O Insurance Coverage
As soon as the parties close on the business combination, the D&O coverage of the SPAC and that of the target entity are no longer 
in effect. The new entity’s directors and officers must be covered by a new D&O insurance policy.
Specifically, there are three different D&O policies that need to be addressed before the transaction closes: (1) the SPAC company’s 
D&O Policy, (2) the target company’s D&O policy, and (3) the D&O insurance that needs to be put in place for the new combined 
entity (which is, of course, a new publicly traded company). 
The issue with the first two policies is making sure that there is coverage if a claim arises after the merger transaction closes but the 
activities in question took place before the closing date. These two policies need a “tail policy” added to them, which is to say that 
additional premiums have to be paid to the D&O insurance carriers so that the policies will continue to respond after the closing 
date. This cost is typically a one-time payment of 150% to 300% of annual premium. The tails for both the SPAC and the target 
company will cover past acts from the date of inception for a 6-year going forward period and will require a one-time premium to 
be paid at the closing of the business combination for each respective policy. Note that the cost of the D&O tail for the SPAC is 
typically negotiated when placing the initial D&O insurance policy for the SPAC IPO.
The D&O policy for the going-forward public company will cover the newly combined company for claims based on actions taking 
place after that transaction closes. This looks and feels like the D&O insurance policy of any new, publicly traded operating 
company.

Phase Three: SPAC Operations
At this point the combined company is up and running—and carrying with it all the attendant risks of an operating public 
company. As such, the company needs to be ready for public company scrutiny, which calls not only for ongoing compliance with 
all necessary regulations, but for a review and usually an upgrade of the company’s overall insurance coverage. This can mean 
upgrading everything from the company’s property insurance to the company’s cyber liability insurance.

Ongoing D&O Coverage
The operating company must establish a process around its annual D&O insurance renewal. Starting the renewal process early with 
an expert D&O insurance broker saves on time, aggravation, and premiums. Companies optimize the process when they are 
prepared. Getting up to speed on the litigation environment and the current state of the insurance market is a key step. A great 
resource for this can be found in the Woodruff Sawyer 2022 D&O Looking Ahead Guide. 
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STRUCTURING SPAC D&O COVERAGE

Typical Structure
Target/Operating Private Co. Policy – Placed Into Runoff 

SPAC Policy – Also Placed Into Runoff 

Combined Public Company Policy – SPAC Exclusion and/or Prior Acts Exclusion

Significant Issues

1) Maintaining Continuity for Target/Operating Co.

2) Clarifying Insureds Under the Policy (i.e., SPAC Sponsor, Operating Co. Name Change, etc.)

3) More Limited Entity Coverage Going Forward for Target/Operating Co. (Securities Claims Only)

Additional Relevant Coverage Features

Advancement of Loss Within Retention  

Bump Up Exclusion

Aiding & Abetting Language

Unearned Premium Credit Against SPAC Runoff Premium

Policy Period Extension If Merger Not Effected Within 2-Year Policy Period

gisidro
Cross-Out
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About Woodruff Sawyer
As one of the largest insurance brokerage and consulting firms 
in the US, Woodruff Sawyer protects the people and assets of more than 4,000 
companies. We provide expert counsel and fierce advocacy to protect clients 
against their most critical risks in property & casualty, management liability, 
cyber liability, employee benefits, and personal wealth management. An active 
partner of Assurex Global and International Benefits Network, we provide ex-
pertise and customized solutions to insure innovation where clients need it, with 
headquarters in San Francisco, offices throughout the US, and global reach on  
six continents. 

For more information
Call 844.972.6326, or visit woodruffsawyer.com 
Find out why clients choose to work with Woodruff Sawyer

Subscribe for Expert Advice and Insights
Sign up to receive expert advice, industry updates and event invitations related 
to Employee Benefits and/or Business Risks.
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