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My last two articles discussed the lack of liquidity and the public’s non- participation in the nanotechnology industry – two primary reasons restraining commercial nanotech development in the U.S.  I also suggested a solution – nanotech focused TACs – a series of public Targeted Acquisition Companies (further explained below).  The time has come to involve the public in nanotech industry growth. There are many promising nanotech investment opportunities today and public investor involvement solves much of the nanotech liquidity problem.

Although venture capital investments are rapidly increasing, most VCs are ignoring the nanotech space.  If you are a nanotech entrepreneur you need to look elsewhere for additional funding.  As Matthew Norden of Lux Research said recently in Taiwan, “VC investment in nanotech last year amounted to less than 5% of the total amount invested (including government and large company investment) in nanotechnology.” That should come as no surprise. Green MBA’s (I teach them every week) are the primary screeners at most VC shops. With high probability, your wonderful nanotech “opportunity” is going into the VC “circular” file and will never reach the key decision makers at a VC firm. Why? First, the initial screeners have no experience on which to make visionary strategic nanotechnology investment decisions. Second, there is as yet no model of a successful “IPO exit” for a VC’s nanotech investment and these young screeners need a model they can copy. Since there is no evidence of nanotech investment liquidity (there’s that word again!) they punt on most nanotech investment opportunities. 

The other funding option, government funding, is equally discriminatory.  Although significant Government monies are available for nanoscience, little government money (except for military needs) is available for the commercial (products and market) exploitation of nanotechnology. No VC money. No Government money. How, then, does a commercially focused nanotech company raise sufficient funds to get its exciting new products rapidly to market and to exploit its commercial opportunity quickly and profitably? How do we increase the visible liquidity in the industry and get everyone involved? 

The only practical way is to obtain those growth funds from the public investor! My sources have identified large amounts of private individual funds waiting to invest in nanotech opportunities.  As a wizened investment professional recently said to me, “Nanotechnology is the perfect ‘For the Grandchildren’ investment. If available, you can buy nanotech company stock today at low early prices and, if you invest with good advice, (say using NanoClarity’s NALA Index strategic rating of nanotech companies as a guide) within the next five to ten years, you might own stock in a nanotech version of Xerox, IBM, Microsoft, Oracle, Qualcomm, etc. for your grandchildren’s (or your own) future wellbeing.” No one takes issue with most pundits’ assessments that major money can made in nanotechnology investments. The investing public however is stalled … waiting for Wall Street to give them publicly accessible nanotechnology investment vehicles. 

I’m convinced that public investor involvement is the quickest path to industry wide nanotech growth. Why? Because there is nothing like a daily public stock price to act as a report card on entrepreneurial management success or failure.  When your nanotech business progress is out there for all to see, and smart investors are deciding whether or not you are winning or losing, you become a much better and more focused manager of your company. You make sure that you get your nanoproducts in the field ASAP. You make sure that those products respond to real customer needs and can generate growing sales and profit curves. You bet your job on that price every day. All interests are aligned. 

Where are those nanotech investment vehicles that allow the public in, and why aren’t the investment banks (IB’s), especially the middle-sized IB’s, creating those vehicles? The opportunities to make significant money in underwriting fees and commissions for these financial institutions are very attractive! There clearly is not an active IPO market for nanotech companies and little interest from IB’s in taking immature nanotech companies public until the industry proceeds to a more profitable level. However I want to inspire them to act now. Let’s get $250 -300 million in public money looking for nanotech deals to close within two years.

That leads me directly to the unique public vehicle I propose we use to increase nanotechnology company liquidity … SPAC’s or Special Purpose Acquisition Companies (also known as TAC’s or Targeted Acquisition Companies). These are simply publicly traded “buy-out” “blind-pool” companies targeting particular industries.  Currently (according to the recent article in the NY Times business section) there are 37 SPAC’s at the SEC proposing to raise over $2.9 billion ($88 million/SPAC) to pursue acquisitions in specific industries, none of which include nanotechnology. 
SPAC’s raise “blind pool” money (80-90% of which is put in a trust) from the public for an unspecified merger with, or acquisition of, a company or companies in the targeted industry (in nanotech!).  A SPAC is sold in $6 units.  Each SPAC unit consists of 1 share of common stock (to be publicly traded) and two warrants for purchase of additional publicly traded shares. The average money being raised by the 33 SEC filed SPAC’s is $88 million per SPAC.  

SPAC management has two years to complete a merger or acquisition with a nanotechnology company(s). The shareholders then, after all terms are negotiated, have to approve the acquisition, or the SPAC trust money is given back to the original shareholders (less acquisition expenses).  The value of the acquisition(s) must be 80 – 85% of the net value of the SPAC at the time of close. A successful SPAC overnight creates a publicly traded nanotechnology company. 

In sum, SPACs do the IPO first and then find a private company in the targeted industry that fits the IPO’s needs, pay it either stock or cash for its equity and use the rest of the SPAC money to build the company. It is a backdoor IPO.   Neat, eh? Do you see how important SPAC’s can be for the nanotech industry?

My proposal for our industry, therefore, is to inspire or create a series of Nanotech focused SPAC’s to begin to increase nanotech industry liquidity.  Let’s get the Merrill Lynch’s and the smaller underwriters of the world to do at least twelve 5 million unit nanotech SPACs during the next year at $6 per unit or $30 million per SPAC.  One a month would be just fine. 

These 12 publicly financed vehicles will create $360 million (less expenses) chasing investments in nanotechnology companies with a 2-year drop-dead time limit.  It is the time limit that spurs the industry on.   Those SPACs will immediately approach commercially focused nanotech firms, will press to do deals that will finance needy nanotech companies and, in the process, awaken the general investing public to the commercial progress in nanotech. Once this process gets started, other IB’s will search out companies to IPO in the normal process using as guides the valuations negotiated by the SPACs with the companies the SPACs are acquiring. The models will be available for all to see. In addition, perceived industry liquidity improves with each SPAC or IPO.

I have posted a more extensive discussion of nanotech SPACs on my website www.nanoclarity.com in the subscriber section (but only for those who subscribe to NanoClarity).  

In sum, my proposed SPAC cycle, once started, should solve nanotech’s liquidity problem and free one constraint on the nanotech industry that currently prevents it from reaching its potential.  This simple process will increase the number of public nanotech companies by at least 33%, make money for all involved, and will accelerate the commercialization of nanotechnology.  Call your local investment banker and educate him on the potential of nanotechnology focused SPACs. 
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