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Ireland's mergers and acquisitions market experienced a record number of inbound deals in the
first half of 2017, despite the uncertainty of Brexit and the new U.S. administration, according to
a recent report. But is the sector starting to show cracks ahead of U.S. tax reform?

A midyear M&A review released August 17 by William Fry in association with Mergermarket
says that in addition to inbound success, the first half of 2017 was marked by an influx of
transactions by international buyers that helped Irish private equity activity reach a 
Mergermarket record at 18 transactions worth €7.5 billion.

It’s clear from M&A activity during the first six months of 2017 that Ireland continues to be an
attractive destination for international investment, according to the report, which gives an
obligatory nod to the country’s “competitive and transparent taxation regime.”

Overall though, deals were down by both count and value. In the first half of 2017, there were
60 deals worth €8.2 billion announced, down from 73 deals worth €18.9 billion in the first half of
2016, according to the report, which described activity as steady, considering that the 2016
figure included Johnson Controls' €15 billion acquisition of Tyco International .

But Johnson Controls’ inversion wasn’t such an outlier, historically speaking. That deal
happened the same year that Virginia-based Towers Watson completed its merger with
London’s Willis Group Holdings to form Irish-domiciled Willis Towers Watson in a transaction
valued at $18 billion. Previous years have seen Medtronic, Auxilium Pharmaceuticals, Allergan,
Actavis, Forest Laboratories, and Perrigo, among others, move their tax domiciles from the U.S.
to the Emerald Isle, often in multibillion-dollar fashion. In 2015 the effect of cross-border
megamergers on the Irish GDP was so great that the country  revised its economic growth
indicators for 2016.

Most of Ireland’s 2017 first-half-year deal value came from the financial services sector, which
accounted for 86 percent of deal activity by value but only 15 percent by volume — €7.1 billion
was spent across nine deals. “Brexit represents an opportunity for Ireland, particularly within the
financial services sector,” the report states.

“The U.S. remains the most active acquirer into Ireland” by deal count, and accounted for four
of the top 10 deals in the first half of the year. The highest-valued deal in the consumer sector,
which saw the largest increase in value compared to the first half of 2016, was U.S.
manufacturer Church & Dwight’s acquisition of supplement producer Viviscal from Irish beauty
supply company Lifes2good for €150 million, the report said. The U.S. also factored notably in
the technology, media, and telecommunications sector, where the top two deals in the first half
of 2017 were acquisitions by U.S. firms.
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The direction of the new administration’s policies will be a key influence on  Irish M&A at the
top end of the market, the report states. While Trump’s proposed policy changes on
repatriation, trade restrictions, and tax inversions may affect Irish-U.S. transactions in
the near term, “there are strong indicators that dealmakers will not change their
business plans based on a presidential term,” it says.

Maybe not. Executives at some of the world's largest multinational companies have expressed
different views about the wisdom of proceeding with major business development before
Trump’s tax proposals pass, or fail. A number of practitioners in the U.S. have said they haven’t
seen much, if any, change in M&A activity this year, though clients are asking about what to
expect in terms of tax reform.

But Alan Connell of Eversheds Sutherland in Dublin said the prospect of U.S. tax reform
“certainly had some U.S. clients adopting a ‘wait and see’ approach earlier this year in terms
of their overseas expansion projects.” The border adjustment tax could have resulted in a
significant challenge to foreign direct investment and investment into Ireland, and clients are
viewing the abandonment of that proposal as a positive development for continued U.S.
investment in Ireland, Connell said. The border adjustment tax jettison also raises questions
about how a reduction of the U.S. corporate tax rate to 15 percent can realistically be funded,
he added.

Still, attractive new U.S. corporate tax incentives on the heels of the decline in inversions and
BEPS would likely have some effect on cross-border dealmaking. Just the promise of a lower
corporate rate may already be influencing major investment decisions.

Intel and Pfizer have both announced multibillion-dollar, job-producing U.S. investments this
year that President Trump has attributed to his policy proposals. On September 8 Synopsys,
Inc. announced that its board has approved a plan to repatriate between $775 million and $850
million in cash being held offshore during the fourth quarter of fiscal 2017.

“The repatriation is planned in anticipation of potential corporate tax reform,” according to
a press release, which added that Synopsys should be able to use research and development
tax credits to reduce its tax liability on the repatriation. But a spokesperson for Synopsys told
Tax Analysts that the company plans to repatriate the cash independent of tax reform and
confirmed that the driving motive is the availability of tax credits. The company said it expects to
record a one-time tax expense of approximately $160 million to $180 million with a tax payment
of around $40 million to $50 million, after credits.

Synopsys’s most recent quarterly report says that as of July 31, the company had $108.3
million in cash, cash equivalents, and short-term investments in the U.S. and almost $1.2 billion
in its foreign subsidiaries, indicating that the planned repatriation is a sizable reallocation. While
Synopsys declined to comment on where the cash is coming from, the quarterly report discloses
that a significant amount of the company’s foreign earnings are generated by Irish and
Hungarian subsidiaries.

While a theory espoused by Stephen Moore of the Heritage Foundation that a cut in U.S.
corporate tax rates would cause a flood of companies from Ireland and other countries to come
back to the U.S. was roundly critiqued in the aftermath of the 2016 presidential election, it may
not be far-fetched to surmise that the administration’s plans to lure U.S. investment could have
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some effect on Ireland’s economy.

Ireland will continue to be a bridge between the EU and the U.S., said Fintan Clancy of Arthur
Cox in Dublin, citing the merger of Connecticut-based Praxair Inc. with Germany’s Linde AG.
Irish corporate law is familiar to U.S. lawyers, and retaining an EU domicile is vitally important to
some EU companies, he said, adding that “in the past, the U.K. would have been a competitor,
but with Brexit, this is no longer an issue.”

Ireland's fundamental structural advantages, such as its highly educated workforce, English-
speaking populace, common law, and commitment to the EU, aren’t affected by “the vagaries
in tax policy of any particular country,” Clancy said.

Clancy noted that he saw a slowdown in activity while companies examined the implications of
the OECD's base erosion and profit-shifting project, but now sees a number of transactions
structured to be BEPS-compliant. In general, that means that jobs and other activities of
substance are located in a jurisdiction with a low tax rate and sufficient infrastructure to support
the activity — jurisdictions such as Ireland, he said.

A significant cut in the U.S. corporate tax rate could make setting up operations outside the U.S.
relatively less attractive, “but the fact that not all business can or ought to be conducted from
the U.S. will remain,” Clancy said. Cash repatriations out of Irish companies owned by U.S.
parents will have an effect in the quarter that they occur, but they’re unlikely to significantly
affect economic activity because companies that have cash stored outside the U.S. are not
typically short of cash in the U.S. , Clancy said. “Repatriating the cash to the U.S. will not make
an investment that is uneconomic suddenly become economic,” he said.

Connell agreed that existing incentives for U.S. multinationals to conduct certain operations in
favorable jurisdictions will probably continue. Ireland remains a good choice for U.S.
multinationals looking to establish a European base, particularly post-Brexit, he said.
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