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Corporate tax inversion, a strategy where a company 
relocates its headquarters to a country with a lower tax  
rate, has dominated headlines lately. At the center of  
all the controversy are US-based companies who are  
re-domiciling to escape the country’s higher tax rates.  
Toppan Vite, a leader in financial printing, commissioned 
Mergermarket to examine the hot-button issue.

Mergermarket (MM): What is causing the 
significant uptick of tax inversion deals?  
Do you expect this trend to slowdown soon? 

CB: The difference between US corporate  
and foreign tax rates has widened, and the US  
is the only country that taxes its corporations  
on their worldwide profits. As difficult as it is to  
invert, the benefits from a tax-saving standpoint  
are just too great for many corporations to ignore. 
This is particularly true for companies that have 
profits driven by intellectual property (IP) and 
have corporate structures set up in a way that, 
by having IP held and profits generated abroad, 
the cash resulting from those profits is unable to 
be repatriated. It’s very complex to set up these 
structures and an inversion simplifies the process.

SS: Inversions are driven more by sophisticated  
or larger companies. In some cases, they may  
not be large, but they have a CFO or management 
team that is fairly sophisticated. Within large 
multinational corporations in the pharmaceutical 
and medical technology sectors, a focus on tax 
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J. William Dantzler Jr. 

“Inversions are 
fundamentally 
motivated by an effort 
by US companies to 
level the playing field 
with their foreign-
owned competitors.”

efficiency is pretty common. So, even before this 
most recent increase in interest in tax inversions, 
these companies were already good at minimizing 
their tax rates. Why the inversions these days?  
It is probably because growth has slowed a bit  
in the pharmaceutical sector and there is cash 
offshore that’s unable to be repatriated to the  
US to be used for acquisitions.

JG: There are a couple reasons for the recent 
uptick. Firstly, companies are realigning portfolios, 
particularly in the pharmaceutical space. There  
has also been a bit of a herd mentality. Inversions 
are not necessarily new and have been in the  
tax code for a long time. In fact, one of the first  
was in 1983 for a company called McDermott 
International. Pfizer’s attempt to buy AstraZeneca 
certainly highlighted this opportunity and people 
took notice. However, the market has already  
seen a slowdown given the risk of negative press 
coverage, regulatory uncertainty and potential 
scrutiny from US government agencies.

WD: Inversions are fundamentally an effort by 
US companies to level the playing field with their 
foreign-owned competitors. The recent boost in 
M&A activity has also fueled these deals, but there 
is also the perception that the window is closing 
on these transactions. Inversions are already 
slowing down, which partly comes from the fear 
of potential change in the law on inversions. 
There is a feeling that January 1, 2015 is a natural 
change point. The new Congress cranks itself up 
in February and could pass something in March 
and make the law retroactive to January 1 without 
inviting too much criticism. Although Congress  
has the ability to apply laws retroactively, it has  
to answer to the public and it is unfair to change 
the law retroactively in general. Yet, the M&A clock 
is ticking and at this point in 2014, it would be 
difficult to cut a deal and get it closed before the 
end of the year.
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MM: Why are many of the inversion deals 
happening in the pharmaceutical space?  
Are there any other sectors where tax  
inversion deals are flourishing?

CB: Pharmaceutical companies have a significant 
amount of sales and IP-driven assets outside the  
US. These firms have set up creative transfer  
pricing methods so the profits can be generated 
offshore. Pfizer, for instance, over the past few  
years has generated its profits offshore while 
losing money domestically. It cannot use the  
cash abroad for dividends or buybacks without 
paying US corporate taxes when they repatriate 
that cash. Technology is another industry where  
we’ve seen IP and cash held abroad.

JC: There is consolidation happening in the 
pharmaceutical sector right now and it’s an  
active industry in terms of M&A. There are many  
very successful midsize and large operators in  
the industry, particularly in Europe. A number 
of US-based participants have a substantial 
amount of their sales outside the US without 
accompanying hard operations that require 
significant investment there causing funds to 
be trapped outside the US. The pharmaceutical 
industry is like the perfect storm for tax inversion 
because if these companies do not invert, they 
keep generating cash outside the US that gets 
trapped. An inversion relieves that because future 
growth outside the US can be underneath the 
foreign parent, which is not subject to US tax  
on its worldwide operations.

SS: Companies with global sales have, for many 
years, been focused on reducing taxes through 
different methods. For instance, a US-focused 
consumer product company that only had sales 
in the US would be much more focused on sales, 
marketing and growth, while global healthcare 

companies for the last decade or so have  
been more focused on minimizing costs,  
both operational and financial.

JG: There is continued consolidation of global 
pharmaceutical companies that are trying to 
realign their portfolios to capture growth in certain 
segments and get out of other areas where they 
are weak. Inversions can happen in any industry 
with companies that have significant non-US 
operations, or where companies are looking  
to expand outside the country such as the  
industrials space.

WD: In the long term, an inversion is beneficial 
because it allows companies to grow a new 
business offshore permanently outside the US  
tax net. This is of particular interest to tomorrow’s 
emerging global firms. Companies that are about 
to go global in a big way, including technology 
firms, would find an inversion very attractive 
because a large part of their future growth lies 
offshore. If that offshore growth can be outside 
the US tax net, it would fuel their ability to grow 
offshore a lot faster than they otherwise could.

MM: What is tax inversion’s impact on 
shareholder tax liabilities (e.g. capital gains tax)? 
Are the liabilities big enough to prevent tax 
inversions from happening?

JC: Shareholders incur liabilities in inversions,  
even though they are nominally invested in the 
same company, because there is still a change  
of control. The question of whether it is big 
enough to prevent tax inversion is a case-by- 
case basis, because it is going to depend on  
the shareholder profiles. For short-term investors,  
it will probably never be a big enough liability  
to prevent this, but it can be for long-term 
investors with significant appreciation.
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CB: It will depend upon the individual shareholder.  
All of the deals are going to be subject to a 
shareholder vote because of the change-in-control 
aspect. It can become a purely economic decision for 
shareholders who will look at their current cost basis, 
the capital gains they have to pay and the future value 
of the stock once it is under a different tax regime.

JG: Shareholders of the inverting company 
experience a taxable event, which means there 
are taxes to be paid without generating any cash 
to pay for those taxes. So, for the shareholder 
that is a taxable entity, this can certainly be a 
material consideration. However, the institutional 
shareholdings of companies are generally close  
to 70%-80% and most of these institutions are  
non-taxable entities. Senior executives of the 
inverting company are also experiencing a taxable 
event on unexercised options in other management 
incentive programs, which can be rather significant.

WD: Most inversions are taxable at a shareholder 
level. However, many shareholders are tax free, 
such as pension plans and foreign investors, or tax 
indifferent, such as index funds or even managed 
mutual funds — unless they happen to be tax 
managed, which is a very small subset of the mutual 
fund industry. The inversion also increases the value 
of the company and its stock price. If shareholders 
do not care too much about the transaction’s 
taxability, but care about the stock price, share-
holder taxability will not be a real impediment to 
inversions, although there are exceptions when it 
comes to privately held companies and companies 
with historic, long-time shareholders.

MM: What are the challenges related to doing  
a tax inversion deal?

CB: Companies planning inversions need to find  
the perfect target or counterparty that is interested 
in the transaction, and is between 20%-40% of 
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their fair market value, to comply with inversion 
rules on continuity of interest. Firms need to  
get shareholder approval for the transaction.  
These deals are not easy to execute, can cause  
quite a bit of disruption to the business, and are 
relatively expensive in terms of taxes as they 
involve taxes on asset transfers. Companies  
also have to be comfortable that the new  
domicile has the appropriate governance  
and legal regimes. 

JC: Considerations in a tax inversion include  
the other implications of being a corporation 
domiciled and headquartered in another  
jurisdiction. In the US, firms are comfortable  
with what is allowed in terms of deal protection  
and employing corporate defenses including 
staggered boards and poison pills. This is not 
necessarily true in other jurisdictions. Other 
considerations might include what a different 
domicile means for a firm’s capital raising abilities 
and reputational impact in the US. It is also an 
administrative burden in a jurisdiction that requires 
financials based on the International Financial 
Reporting Standards, which may then have to be 
reconciled to the US’ Generally Accepted Accounting 
Principles (GAAP) if the company is listed in the US.

WD: The big challenge is the uncertainty as to  
when and what is going to happen in the tax law. 
If a deal is signed and priced today and takes  
six months to close, then the firm has that time  
to worry if the law will change before closing.  
The law change can make inversions still possible,  
but not as advantageous, or possible only if  
the transaction is structured differently. Even  
if there is some form of breakup clause, that  
would be hard to address. If anything comes  
out of Congress, it will likely be a tightening  
on the rules and not a ban on inversions. 
But it would be hard to define a breakup  
clause in terms of the extent of the tightening.

JG: There is the negative press coverage and 
scrutiny involving the US President talking about  
how unpatriotic it is to engage in an inversion 
transaction. These deals can also raise the ire 
of various US government agencies, especially 
against companies involved in hospital or medical 
reimbursement from the government.

MM: How do these tax inversion transactions 
differ from regular cross-border deals?

CB: A cross-border deal is hard to do from the 
perspective of looking at assets that are in different 
jurisdictions, regimes and cultures. On top of all 
these other difficulties, an inversion means moving 
company headquarters and domicile to a new 
jurisdiction and forming a new subsidiary.

JC: All the things you think about in a regular  
cross-border deal come into play, including 
compliance and cultural issues. But with an 
inversion, the parent company is now domiciled  
in another jurisdiction where it may or may not have 
experience, an additional education that has to  
be given to shareholders, which is not necessarily 
the case in a regular cross-border acquisition.

WD: An inversion involves two parties in two  
different countries but, almost always, the  
new holding company will be in a third country.  
That is one thing that makes it harder and more 
complicated than a standard two-country, cross-
border deal. It is more like a three-party deal,  
which is a different deal to negotiate, or more  
like two sequential deals involving a merger  
and a movement to the new country. In either  
case, it is just more complicated than a standard  
cross-border two-party or country deal.

JG: Inversions are largely going to be the same  
as any cross-border deal where two companies  
are merging to attain synergies, although under  
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a different tax structure and regime. This revolves 
around the cash that gets trapped offshore that  
these companies are unable to bring back into  
the US without paying US taxes, even though 
there were already taxes incurred in the foreign 
jurisdiction. In most of these tax inversion deals, 
the company still maintains a large US presence, 
and most of the senior management team is  
going to remain in the US.

SS: The issue of domicile and a lower tax  
jurisdiction is much more important for larger 
companies.Tax has not been an issue in the 
US$100m-US$200m deals Wedbush has been 
involved in. Additionally, if I’m a US company  
and I want to do an inversion outside of the US, 
there has to be an equity component. This is  
another difference from regular cross-border 
deals, because many of the smaller cross-border 
transactions involve straight-cash purchases.

MM: What will it take to implement a provision 
in the Obama administration’s budget, making it 
harder to do inversions? Is there a timetable for 
Congressional action on inversions?

JC: The government is trying to make it more 
difficult to do inversion deals. One proposal is  
to ensure that 50% of a company’s shareholders 
after a transaction are foreign, which is a 
high standard compared to the current 20% 
requirement. Given the rhetoric that’s been going 
on over comprehensive tax reform in general,  
I don’t think this extremely complicated issue  
is going to be resolved in the near term. 

WD: The Obama administration’s budget, if passed, 
would have cut down considerably, although not 
fully eliminated inversions. It required legislation that 
only Congress can pass. There is no timetable for 
that or any clarity as to whether Congress has the 
will to agree on controversial legislation and get it 

Scott Smith 

“This idea of inversions 
will become an issue for 
the upcoming elections, 
but for now I do not 
think anything will be 
done legislatively on 
inversions other than 
executive action.”
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Until then, the government would have to resort  
to short-term fixes. The Treasury Department has 
already taken a hard look at inversions, and has 
relatively wide latitude to issue regulations outside  
of Congressional action. Congressional committees 
are already talking about tax code changes 
and making them retroactive, which has made 
companies hesitant given the prospect of having 
to retroactively pay larger taxes. Many of these 
transactions have breakup fees triggered by tax 
law changes that make a transaction no longer 
economic. Companies are being realistic since  
the government is looking at a lost revenue  
source that it wants to get its hands on.

passed in the near term. The administration recently 
cut back on one of the tax benefits to inversions—
accessing cash that is trapped offshore—but the 
other benefits remain. Even this limited step was 
controversial and, probably because of that, was 
not made retroactive. 

JG: The provision of the Internal Revenue Code 
that specifically allows for inversions was an act 
of Congress. There are inherent challenges for 
the executive branch to take away from what 
Congress has allowed. Any of those actions are 
liable to be challenged by parties that want to take 
advantage of inversions. Eliminating them is going 
to require an act of Congress, and I don’t see 
that happening unless the makeup of Congress 
changes significantly. In the interim, the Obama 
administration, on the fringe, has made it a bit  
more challenging to do these deals. 

SS: Inversions will become an issue for the 
upcoming elections, but for now I do not think 
anything will be done legislatively on them other 
than executive action. A new Congress has to 
be set in place before anything can get done on 
the matter. One issue that needs to be looked 
at from a public policy perspective, aside from 
tax considerations, is sending research and 
development (R&D) offshore staffed by highly 
educated employees. If I were a policymaker,  
I would want to keep the talent in the US,  
which adds another element to this issue.

CB: There is political pressure as in the case  
of Walgreens, which is susceptible considering  
how much of its profits are driven by Medicare/ 
Medicaid. Other companies that are less influenced 
by political pressure will only stop looking at this 
structure if regulations change. The long-term 
solution will involve comprehensive corporate tax 
reform, which is a near impossibility considering  
the jams in Congress and the administration.  
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Toppan Vite, a leader in financial 
printing, is part of the Toppan 
Printing Group, the world’s largest 
printing group, headquartered in 
Tokyo with approximately US$18 
billion in annual sales. 

Our expanding U.S. operations 
deliver a hassle-free experience for 
mission-critical content for capital 
markets transactions, financial 
reporting and regulatory compliance 
filings, investment companies and 
insurance providers. 

Toppan Vite has been a pioneer 
and trusted partner in the financial 
markets for three decades, 
serving the financial, legal and 
corporate communities with 
meticulous, responsive service and 
unparalleled local market expertise 
and capabilities. 

For more information, please contact one of the following Toppan Vite representatives: 

Ed Vaccaro
VP of Operations
EdVaccaro@toppanlf.com

Jeff Riback
President
JeffRiback@toppanlf.com

About Toppan Vite

For more information, please go to www.toppanvite.com/us
Stay connected with our linkedin and blog webpages.
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