
‘Astonishing’activityset tocontinuefor
specialpurposeacquisitioncompanies
DANIELLEBARRON

Special purpose acquisition
companies (SPAC) are increas-
ingly being used as a tool to ac-
quire or merge with existing
companies. For example, it
was recently announced that
23andMe, the hugely popular
consumer genetic testing com-
pany, was to go public via a
SPAC, and Bloomberg even car-
ried a heading in January warn-
ing of a “SPAC frenzy”. But
what are they and how do they
aid mergers and acquisitions
(M&A) activity?

Although the criteria can be
quite loose, SPACs are essen-
tially empty blank-cheque com-
panies who look for M&A tar-
gets based on investment crite-
ria that is usually aligned with
their founders’ expertise and
announced on listing, explains
Matt Cole, corporate partner
at DLA Piper Ireland.

The SPAC and its chosen tar-
get enter into a merger but
then the SPAC structure essen-
tially falls away, leaving a more
traditional listed operating
company. For various reasons,
this approach to listing is very
attractive to all stakeholders –
founders, SPAC investors and
target companies, Cole ex-
plains.

“There is a limited initial cap-
ital requirement from found-
ers and most of that investment
is not at risk. Also, because the
SPAC has no operating history
at IPO its listing process is
much quicker, cheaper with
much more execution certain-
ty than would be the case for a
normal commercial company,”
he says. When compared to a
private equity investment,
SPAC investors will also see

greater liquidity and a much
easier exit, he adds.

SPACs also give smaller in-
vestors, who normally would
not be able to buy into hedge
funds or private equity funds, a
participation route into the ac-
quisition of private companies.
“Even if the SPAC ends up fail-
ing to consummate a deal, their
IPO proceeds are protected
and ultimately returned if the
SPAC cannot secure an invest-
ment,” explains Cole.

Potential
As for target companies, at a
time when funding is challeng-
ing, it can be a fast and cost-ef-
fective way of accessing capital
as reversing into a SPAC pro-
vides access to public markets
minus the uncertainty associat-
ed with the traditional IPO
route. “Crucially, instead of ex-
iting the business completely
by way of a traditional sale,
shareholders in the target can
retain upside potential and ben-
efit from holding liquid stock in

a public company,” he says.
But once they list, SPACs are

effectively working against the
clock. Their terms dictate that
they will be liquidated, and
funds returned to shareholders
if they do not make an acquisi-
tion within a set time period
known as its “outside date”,
which is usually within 18-24
months.

Cole points out that SPACs
are “not new”, and they have
seen a steady growth in popu-
larity since 2017.

“However, by any measure,
SPAC activity in 2020 was as-
tonishing. There were 240
IPOs of SPACs in the US in
2020, which represented a
fourfold increase over 2019. In
January of this year alone there
were 90,” he says, adding that
DLA Piper’s SPAC lawyers in
the US have been working
“around the clock” for the past
12 months. He also notes that
the coronavirus pandemic has
been instrumental in their rise.
“It has forced companies to

seek additional capital but at
the same time brought volatili-
ty to equity markets making
the successful completion of
traditional IPOs unpredicta-
ble.”

IPOactivity
“They’re super attractive be-
cause they allow the lead inves-
tors to co-invest with well-cre-
dentialed sponsors and access
capital much more quickly,”
adds Anya Cummins, head of
Deloitte Private and a partner
within Deloitte’s M&A Adviso-
ry.

She also points out that
these vehicles in the US and UK
could still potentially look to
Ireland for acquisitions “so
even though they’re not listed
on an Irish market they could
still be relevant from a
deal-making perspective”.

The UK is seeking to boost
IPO activity following Brexit
and SPACs are top of the list for
review – Ireland could yet bene-
fit from this, Cole adds. “It will
be interesting for Ireland if the
UK changes its listing regime
and London becomes a Europe-
an hub for SPAC listings.”

Given the volume of SPACs
looking for targets, all working
to broadly the same outside
date, it is inevitable that 2021
will be a record year for SPAC
M&A activity, he says. Most US
SPACs are sector-focused and
those tend to be sectors where
Ireland is very strong including
technology, pharma, fintech,
energy and life sciences.

“We can predict that US
SPAC acquisitions are likely to
be a feature of Irish M&A in the
next two years in some form.
What we don’t know is whether
that will be a trickle or a flood.”
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The economic devastation
wrought by the coronavirus
pandemic was reflected in a dis-
mal performance for global
M&A activity in the first half of
last year. Having started bright-
ly on the back of good news re-
garding Brexit and the US econ-
omy, deals activity slowed to a
near halt in the sectors most im-
pacted.

According to M&A data pro-
vider Mergermarket, the num-
ber of deals fell 15.5 per cent to
17,545 from 20,767 during the
same period in 2019. Total deal
value up to the end of June was
a disappointing $971 billion
(¤799 billion).

The recovery in the second
half could hardly have been
more dramatic. The $2.2 tril-
lion (¤1.8 trillion) worth of
deals was the highest ever re-
corded by Mergermarket while
the $1.2 trillion (¤990 billion)
announced in the final quarter
was the highest for a single
quarter since the second quar-
ter of 2007.

The net result was an overall
drop of about 5 per cent in deal
value for the year. Not bad con-
sidering the enormous disrup-
tion over the 12-month period.

In Ireland, there are reports
that the value of M&A activity
actually increased due to the ex-
ceptionally strong recovery in
the final quarter, while the
number of deals involved was
about the same as in 2019.

“Once sellers and buyers
saw the stability of the econom-
ic fundamentals of many com-
panies, deals got up and run-
ning again,” says A&L Good-
body head of M&A Mark Ward.
“Almost all parts of a deal, oth-
er than visiting a premises, if

there is one, can happen re-
motely.”

“It was a funny year in the
sense that we went into it with a
high degree of optimism,” says
Davy corporate finance direc-
tor Michael Hussey. “At that
stage the Brexit risk had been
taken off the table by Johnson
winning an overall majority
and concluding the withdrawal
agreement. One of the big risks
in 2019 was a no-deal Brexit
and that was gone. And while
many of us mightn’t have liked
President Trump, the US econ-
omy was doing pretty well.”

But then the virus hit. Ac-
cording to Hussey, deals involv-
ing companies in sectors such
as hospitality and aviation
which were directly exposed to
the coronavirus restrictions
were effectively dead. Other
deals in sectors like engineer-
ing and construction were
paused while buyers took stock
of their own situation. But
there was a third category
which included sectors such as
technology, communications
and healthcare, which was ef-
fectively immune from the im-
pact of the pandemic.

Composure
“Certain sectors, such as
healthcare, technologies and
IT services were particularly re-
silient,” says Patrick Quinlan,
corporate partner at Maples
and Calder (Ireland), the Ma-
ples Group’s law firm. “We
were involved in a number of
deals that were successfully
completed in these sectors,
such as the sale of Brindley to
Orpea, Version 1’s acquisition
of Singlepoint and the sale of
Asavie to Akamai Technolo-
gies. More generally, in the
marketplace, there were some

interesting deals like the sales
of Evros, Arkphire, Openet
and Inflazome.”

While activity resumed
when buyers recovered their
composure, it wasn’t all plain
sailing. “On a practical level,
we probably saw deals being
harder to complete in 2020 as a
consequence of buyers, lend-
ers and other financial spon-
sors being more cautious and
carrying out more detailed due
diligence than perhaps they
would have in the past,” Quin-
lan notes.

“Our experience was that
lenders were, understandably,
taking more time to commit
capital,” he adds. “Of course,
execution itself became more
challenging in the absence of
face-to-face meetings. Debate
concerning material adverse
change conditions and assess-
ing the impact of Covid-19 was
also a common feature. The
combination of these factors re-
sulted in transactions taking
longer from start to finish.”

That longer process is also
noted by Ward. “Some transac-
tions slowed down a bit as both
buyers and sellers were more

cautious. We had a lot of deals
on the books before the lock-
down. They slowly almost all
fell away or got ‘parked’, but, as
everyone worked out that they
could still execute deals and
that much of the economics
still worked, they slowly came
back one by one. Also, new
deals for other reasons
emerged and it picked up
strongly in Q3 and Q4. So, a fac-
tor that surprised me was how
deal flow and type, after a few
months break, came back to
normal levels.”

Unusualfeature
But it wasn’t exactly the same.
“An unusual feature was that
there was less of a push to close
all deals out by year end,” says
Ward. “We acted on a few
transactions that would nor-
mally have completed by
year-end, but instead drifted
into 2021 with a very good pipe-
line as a result.”

One feature of the Irish
M&A market during the year
was the high level of private eq-
uity activity.

“This was a key driver of ac-
tivity during the year,” says De-

loitte corporate finance part-
ner Anya Cummins. “We
spend quite a bit of time work-
ing on that space. Private equi-
ty has more dry powder than
ever before and all the firms
have been raising funds. We
saw a number of take-privates
supported by private equity
during the year. These includ-
ed the sale of plastics company

IPL to Madison Dearborn, CPL
being sold to Japanese group
Outsourcing, and Applegreen
with the support of Blackstone
Infrastructure Partners. The
CarTrawler acquisition by Tow-
erBrook was another major
deal during the year.”

She also points to UK private
equity firm Livingbridge’s high
level of activity in the market

during the year which saw the
firm take a stake in Chill Insur-
ance and communications pro-
vider Welltel. Cummins be-
lieves those companies will
probably use the cash to look at
acquisitions of their own.
“Those deals will probably re-
sult in more M&A activity.”

Ward notes another trend in
private equity. “It is looking be-

yond the typical larger markets
of the UK, France and Germa-
ny for less competitive deal pro-
cesses and that benefits Ire-
land,” he says. “Quite a few new
private equity names appeared
in Ireland for the first time.”

One thing we haven’t seen a
lot of during 2020 is that usual
feature of troubled markets,
distressed sales. “We didn’t see
a lot of distressed sales,” says
Jan Fitzell, a partner within De-
loitte’s M&A advisory team.
“Government supports and for-
bearance by the banks have
kept a lot of businesses going.
There is a question around
what will happen when those
supports wind down.”

Rationalise
“Many businesses have taken
the opportunity to rationalise
their operations, reduce costs
where required and improve
their online offering,” Quinlan
adds. “We hope that this will en-
able those businesses to excel
in the future. The CityJet exam-
inership is one such example
and, unfortunately, examiner-
ships and insolvency process-
es, with the inevitable job loss-
es that follow, are likely to be
more common in the next 12
months.”

An interesting feature of the
market during the year was
some of the sales that didn’t
happen, according to Hussey.
“One thing we’re seeing is
start-up firms from five years
ago rejecting offers of ¤10 mil-
lion or ¤15 million for their busi-
ness and going for their own
funding rounds to continue
growth. That’s very positive
news for Ireland.”

Mergers&
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Nearly a year on from the first
Covid lockdown and M&A
activity remains remarkably
resilient, according to BDO
corporate finance partner
Katharine Byrne. “After the
initial stop to transactions in
Q2, the rebound in M&A
activity was much better than
expected in Q4 of 2020 and
this looks set to continue into
2021,” she says.

Many deals that had stalled
are closing or back on track,
although the practicalities of
working during the lockdowns
has made the transaction
process longer, with innova-
tive approaches required.

“Despite these challenges,
we are seeing increased
activity in ‘hot’ sectors such as
technology, healthcare and life
sciences as well as businesses
such as food retail that have
boomed over the last 11
months,” she adds. “Overall
valuations remain high despite
market uncertainties, but we
are seeing shift in deal struc-
tures with increased focus on
earnouts and share transac-
tions to mitigate some risk.”

However, things can change
quickly. “Confidence under-
pins M&A activity. We need

confidence in political stabili-
ty, in the vaccine rollout and
the capital markets. A sudden
change can quickly undermine
confidence and disrupt M&A
transactions, so it’s really
important for buyers and
sellers to recognise this at the
outset and be ready to react.”

Byrne foresees key trends
for M&A . The first is the role
of private equity as a driving
force behind deals with an
increased focus on take
privates and corporate
divestments. “Across SMEs,
succession planning is to the
fore, with MBOs and consolida-
tion across sectors under-
pinned by private equity funds.

“The second half of the year
will see an increase in the sale
of distressed assets and
opportunistic takeovers as
businesses run out of road
when Government supports
cease and funders call in their
loans. Digital transition, which
was accelerated by Covid-19,
will continue to drive activity
across all sectors and size of
companies, as businesses
rethink strategies and look to
acquire new technologies.”

Environmental, social and
governance factors will
become a pillar of the M&A
strategies of large corporates
and global equity providers.
“This will quickly filter into the
M&A plans of Irish companies
as funders will seek out ESG
investment opportunities.”

And finally, Brexit. “Ireland
remains an attractive region
for international investors and
the fallout from Brexit is still
driving activity as corporates
look to secure their supply
chains and access to the EU.”

Maples & Calder corporate
partner Patrick Quinlan is
relatively optimistic about the
prospects for M&A activity in
2021. “As with many areas of
the economy, we expect there
to be considerable pent-up
demand for M&A this year,” he
says.

“The fact that a Brexit deal,
for better or worse, has now
been completed will be a
contributing factor. Private

equity funds, venture capital
funds and other financial
buyers, both domestic and
international, have continued
to successfully raise funds
which they are now actively
seeking to deploy.”

The firm also expects
consolidation to be a big feature
with larger companies in
financial services and other
sectors seeking to strategically
acquire smaller competitors
who may not have weathered
the storm quite as well.

“Ryanair for example, have
referenced the opportunities
for growing market share,
which they expect to emerge as
the recovery begins. We also
expect new technologies and
businesses to emerge from the
current crisis to, for example,
capitalise on decentralisation
and the reality of working from
home.”

More traditional businesses

such as those in the residential
construction industry are also
likely to benefit from the
changing nature of the work
environment as people begin to
see homes as workplaces as
well, he adds.

Unfortunately, as with the
2009 financial crisis, distressed
M&A and corporate restructur-
ings will be a theme in the next
12 to 24 months as investors
look to source opportunistic
deals.

“We don’t expect there to be
a fire sale of Irish assets to
international investors as we
experienced to a degree after
the last financial crisis,” says
Quinlan. “Instead, we antici-
pate that there will be a more
measured approach with the
recently reported sale by AIB of
650 distressed residential
mortgages to the Irish Mort-
gage Holders Organisation
hopefully being a positive

omen.”
There will also be areas of

positivity in 2021, he predicts.
“Ambitious Irish technology
companies will continue to
attract strategic acquirers and
for many others, private equity
backing may provide the fuel
for Irish companies themselves
to be active buyers.

“There are certainly signs
that we have a generation of
private equity backed platforms
in the Irish technology sector
that will drive more and more
activity in the future. Sustaina-
ble and green investing will also
be high on the agenda for
investors.”

“Even without widespread
vaccination, we expect that the
patterns of the second half of
2020 are likely to be repeated
in 2021 with strong businesses
looking to make sensible and
value-enhancing acquisitions,”
he concludes.

Focus Capital director Alan
Kelly believes improved
political stability, capital
availability and other factors
will result in a busy year for
M&A. “In 2020, we had a
massive year of volatility,” he
says. “We now have a new US
president, Brexit complete and
a vaccine rollout plan that
should lead to a less volatile
market. With private equity
firms estimated to be sitting on
$1.4 trillion in dry powder
coupled with multiple corpora-
tions looking to grow faster
through acquisition, we believe
2021 will be quite strong for
M&A activity. We have seen a
strong start and we expect this
to build through the year.”

Focus Capital has experi-
enced a surge in inquiries from
private equity firms and North
American software companies
regarding companies for which
it holds mandates. “We have
been very busy in the health-
care, engineering, renewables

and technology sector over the
past couple of years and we see
these sectors continuing to be
very active in 2021.

“Our experience in dealing
in the low to mid-market
sector, where a lot of Irish
family companies operate, has
been that following a financial
crisis a lot of business owners
reassess their lives and often
look at their options, including
an exit or partial exit,” Kelly
continues. “We expect that to
be the case in 2021 and there
are so many more options
available now to family compa-
nies relative to 10 years ago.
We are seeing a large volume of
private equity sponsored
management buy ins, manage-
ment buyouts and PE minority
investment where owners can
take some cash out and stay in
for a second bite of the cherry.
The options weren’t as plenti-
ful in the past.”

Focus Capital also raises
equity for growth companies.
“We have built up a network of
high net worth individuals who
are seeking opportunities to
invest and get involved in a
business they can put energy
into and add value.

“We believe a combination
of a more stable macro market,
increased capital available for
acquisitions and multiple exit
options for business owners
should result in strong activity
in 2021 and we are growing our
team to capitalise on this.”

The brisk start to 2021 is
likely to continue in the
opinion of Deloitte M&A
advisory team partner Jan
Fitzell.

“We are optimistic for the
year ahead,” he says. “And we
are quite happy with the
pipeline of deals we have
coming through. The levels
are very good with trade deals
and private equity activity
both very strong.”

Unlike previous recessions
and periods of economic
volatility, distressed sales
haven’t been a significant
feature of the market thus
far.

“That’s something we
haven’t seen yet. It may be
because a lot of companies in
distress have been receiving
supports from their banks
and the Government. If
either or both of them are
turned off the owners may
decide to exercise their
options. They may choose to
sell or take in new equity.”

And there will be no
shortage of potential acquir-
ers given the amount of
private equity out there and
trade buyers with strong
balance sheets, he adds.

External buyers aren’t the
only option, of course.
“Management buyouts
[MBOs] will be another
theme during the year,” says
Deloitte corporate finance
partner Anya Cummins.

“Founders whose business-

es have been adversely
impacted by Covid may not
want to double down and go
through the process of
rebuilding the business. They
may look at selling to the

existing management team.”
And then there are those

businesses which are still
doing well.

“Ireland has a lot of
disruptive and massively
scaling technology business-
es and some of them have
actually benefitted from the
pandemic, particularly those
in the e-commerce, fintech,
and life sciences sector,” says
Cummins.

“We are seeing evidence of
this in the Deloitte Fast 50
Awards ranking of the
country’s 50 fastest growing
technology companies. When
we looked at those companies
in 2020 during the pandemic
the growth rates have been
phenomenal. They are riding

the wave of disruption and
have built up significant
levels of capital. Many of
them are raising capital to
make acquisitions in order to
internationalise and acceler-
ate growth. That’s good news
for Ireland.”

Valuations may present
difficulties, however.

“Earnings are quite
volatile at the moment,” she
says. “That makes valuations
very difficult and deal
structures quite challenging.
We will see more earnouts
and deferred considerations
to bridge the gap between
owners’ and buyers’ expecta-
tions.

“Earnings forecasts are
quite difficult so paying for
future potential as a buyer
usually would is a lot more
complex.

“You need downside
protection for buyers but
there will be upside opportu-
nities for sellers as well.”

Those difficulties will ease
over time, according to
Fitzell. “When we see the
vaccine rolled out and life
getting back to normal,
valuation may be a bit easier.
As we see other sectors like
hospitality and transport
businesses opening up again,
we may see people selling or
spotting opportunities for
acquisitions. You will have
winners and losers and that
will lead to more M&A.”

Patrick
Quinlan

There is growing optimism
for a busy M&A market in the
year ahead, according to
Mark Ward, partner and head
of M&A with A&L Goodbody.
“We had a healthy pipeline
flowing out of last year, so it’s
been very busy,” he says.
“Dealmakers and corporates
have worked out that M&A
processes can continue and
close out in a lockdown. That
and the impact when the
vaccination rollout begins to
take effect and consumer
confidence increases are
causes for optimism. Some
sectors, particularly retail and
hospitality, will face severe
after-effects of the current
lockdown, so we could see a
flurry of restructuring and
acquisitions later this year
despite the Government
supports. Last year held up
well, and we’d be optimistic
for this year.”

Activity is likely to be
broadly spread. “There has
been a lot of the talk about
healthcare, pharma, biotech
and the technology, media,
and telecom [TMT] sectors.
But the statistics show it’s
across most sectors – some
will be positive stories, some
distress.

Ireland has more than its
share of good companies.
Owners of some of those
companies have for example
become sellers over the last
year, having maybe gone
through a few recessions and

being keen to not go through
another. We still have a
fantastic TMT ecosystem
here. Some tech deals are of
very young companies selling
at large multiples of revenue
to the right large corporate
buyer. Restructuring of
distressed businesses may
follow later in the year too
once government supports
begin to dry up.”

Covid-19 will continue to
influence the market. “Pro-
longed lockdowns will
continue to create uncertain-
ty in the market and further
depress certain sectors. While
this presents challenges it
could also create opportuni-
ties if valuations suffer.
Although we are tempted to
say we could see a buyer’s
market in 2021, there is still a
lot of both trade and private
equity interest in buying good
assets so sales processes by
sellers to maximise price will
continue.”

Brexit and other geopoliti-
cal factors will come into play.
“We may see a bit more
activity this year off the back
of Brexit, but its yet to emerge
as a big driver of M&A,” he
notes.

“The main impact from the
US and elsewhere is that
Ireland is now much more
attractive, post Brexit, as an
EU hub. That’s whether or not
a regulated licence is needed
for trading with the rest of the
EU or even more generally for
trading and certainty reasons.

“We’ve already some
interest in inward investment
into Northern Ireland from
companies who see the
benefits of the current NI
protocol for business,” he
adds.

“A more outwardly looking
US administration will benefit
direct investment into
Ireland, although we didn’t
see much of a falloff with the
previous administration.”

Katharine
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quite happy

with the pipeline
of deals coming
through. The
levels are very
goodwith trade
deals and private
equity activity very
strong
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The right conditions are in
place for a good 12 months

Peter
Bennett

“It’s looking like a very strong
2021 in terms of M&A vol-
umes,” says Peter Bennett,
head of technology corporate
finance with Davy. “Three
things will propel the market
in 2021. The risk associated
with three key uncertainties
has been removed. The US
election is behind us; Covid-19
vaccines are here and being
rolled out; and Brexit is largely
over and done with. Those
things hung over the market
and are now out of the way.”

Some uncertainties persist.
“The Biden administration
stance on some areas is still
unclear. For example, the
stance in relation to Russia
and China is important. We
saw when Trump took action
against China the markets
reacted negatively. Virus
mutation is another uncertain-
ty. And there is the extent of
the economic damage caused
by Covid-19 which has yet to be
revealed. That might make
industry a little more nervous
in relation to M&A.”

There are supporting
factors. “The corporate
landscape is back in good
health. The consensus of
analyst opinion is that equity
markets will be supportive of
M&A activity. M&A is typical-
ly undertaken with a view to
growth and investors are
willing to pay a premium for
growth . And the capital
markets are open. If you look
at market analysts and their
targets for the S&P 500 in the
year ahead, they are expecting
growth of 7 to 11 per cent. If
you are a CEO with that level
of certainty below you, you will
go and do M&A. That’s a very
strong backdrop for M&A.”

He foresees economy
companies acquiring new
economy firms. “Companies
need to be technology ena-
bled. Last year we saw Visa
trying to acquire fintech Plaid
to increase its position in the
technology market. We will
also see trends driven by the
Covid experience. Companies
will be using M&A to grow and
become more resilient to
withstand future shocks.
Another theme is increased
shareholder activism. There is
a new breed of activists
focusing on ESG. They are
agitating for companies to
become more ESG compliant
and that will put pressure on
institutional investors.”

The growth of technology
M&A will continue. “Technolo-
gy accounted for 6 per cent of
deal volume in 2010, now it is
23 per cent. We will see strong
activity in tech sub-sectors like
fintech, cleantech and any-
thing with a strong SAAS
[software as a service] or cloud
flavour.”

A very
strong
backup for
M&A

FocusCapital

There will be considerable pent-up demand

A&LGoodbody

A busy year in prospect
thanks to changing factors

‘‘
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Fitzell

Crystalball:Predictionsandtrends inM&Afor2021
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Ireland still attractive to
international investors

Deloitte
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Lockdown lessons point
to bright year ahead
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Mergers are a bit like marriag-
es. Very few of them are made
in heaven and it takes a lot of
hard work in advance to give
them a good chance of success.
In fact, according to Aswath Da-
modaran, professor of finance
at New York University’s Stern
School of Business, about half
of all mergers end up in divorce
within 10 years of the deal.

Going in with both eyes wide
open is critically important, ac-
cording to BDO transaction ser-
vices partner Rory O’Keeffe.
“Both corporate and private eq-
uity buyers need to have clear
growth strategy for the future
and an equally clear under-
standing of the role of M&A
within it,” he says. “Are they
looking at M&A to try to ex-
pand markets, win new custom-
ers, acquire new technologies
or some other reason. You
need to know why you’re invest-
ing in another business and
what you can expect.”

This points to the impor-
tance of carrying out proper
due diligence in advance of any
deal. “Buyers need to know as
much as possible and knowl-

edge up front is key. Due dili-
gence can take many forms –
commercial, tax, IT, operation-
al, HR. The buyer needs to ask
all the questions and get all the
answers to ensure the target is
the right fit before signing on
the bottom line. They need to
know how the business oper-
ates and the key drivers behind
its performance. They should
look at how it has performed
historically, how it was affected
by Covid-19, and how the man-
agement team responded to
that.”

Challenge
Looking at it from the seller’s
perspective, Alan Kelly of Fo-
cus Capital says it can often be
a challenge for a founder to in-
tegrate into a larger corpora-
tion. “Going from a position of
‘calling all the shots’ to a posi-
tion whereby you are now an-
swerable to a new boss can be a
culture shock. This can be
de-motivating and frustrating
and often results in a deal not
being optimised. It’s important
that a buyer is aware and sym-
pathetic to this challenge.”

These problems can be avoid-
ed. “We believe it’s really im-

portant that key team mem-
bers of both the buyer and the
seller get to know each other as
much as possible during the
transaction process so that
they all get to discuss and un-
derstand their roles and respon-
sibilities post-transaction,” Kel-
ly advises. “Often a hitch in the
process can be a positive as
both sides get to really know
each other when there is an is-
sue.”

O’Keeffe agrees, saying that
the people aspect is critical to
the creation of a successful
combined business. “You need
to get to know who you’re go-
ing to be working with and
share common goals. You have
to figure out who the key peo-
ple are and incentivise them to
continue to work with you. And
you need to look at the people
who may not be required or
may not wish to continue to
work in the business and man-
age how you deal with them as
well. Letting people know their
roles and responsibilities post-
transaction is key. There
should be no ambiguity.”

That personal connection
can be quite difficult to achieve
in a remote-working environ-

ment, according to Kelly. “The
‘fireside chat’ has been a chal-
lenge over the past 12 months
due to social distancing and the
lack of physical meetings. Do-
ing a management presenta-
tion over video conference can
be effective from a fact-finding
point of view but being in a
room with the management
team, having the small talk and
reading body language can’t be
matched by video calls. As
much time as possible should
be invested in the fireside chat
as the transaction progresses.”

Advisers
This shouldn’t hold up the for-
mal due diligence process, how-
ever. “Formal commercial, le-
gal, tax and financial diligence
should be handled by the advis-
ers on both sides, who should
be well briefed to really under-
stand the commercial drivers,
synergies and potential impedi-
ments of the acquisition,” Kelly
adds.

DANIELLEBARRON

Last year was a tumultuous
one for M&A across the globe
but, as 2021 begins, geopoliti-
cal events will see the various
markets affected in different
ways – both positively and nega-
tively.

There is no doubt that Q1
2020 witnessed one of the big-
gest and most sudden disrupt-
ing events the global M&A mar-
ket has ever experienced, says
Éanna Mellett, head of Corpo-
rate, DLA Piper Ireland.

“But, just as it has with all ge-
opolitical events to date, the
M&A market has adapted and
recovered.”

Mellett has seen different
trends emerging as the recov-
ery continues. “‘Locked box’
pricing mechanisms have al-
ways been rare in US transac-
tions. Outside the US, many
predicted there would be a sig-
nificant shift away from locked
box pricing mechanisms to-
wards completion accounts.
But, although our statistics
show that there has been a
move to completion accounts
away from locked boxes, the
change has not been as signifi-
cant across non-US deals as
many expected.”

Ed O’Dea, private industry
commercial director with
Davy, says, overall, global
M&A reduced year on year
with M&A value down by
18 per cent and volume down
14 per cent compared with
2019. “For the first time in liv-
ing memory, a global pandem-
ic was new to all market partici-
pants and this led to a reduc-
tion in confidence and hence
deal-making.”

But conditions are now
strong for a resurgence in deal
activity in each market, he be-
lieves. “We understand Covid
implications on companies’
performances, stock market
valuations are exceptionally
strong, vaccine rollout is start-
ing, investors are seeking re-
turns in a low-yield environ-
ment and credit is cheap which
leads to higher valuations for

strong well-diversified compa-
nies.”

Anya Cummins is head of De-
loitte Private and a partner
within Deloitte’s M&A Adviso-
ry. She says that as the impact
in M&A activity has been large-
ly sector-specific to date, this
will continue to be the case,
and similar trends have been
seen across the US, Asia and
Europe, such as the hugely en-
hanced digitalisation of busi-
nesses and services making its
mark.

“When we talk to our M&A
colleagues globally, there are
very similar themes with pri-
vate equity driving deal volume
around the world and a huge
availability of capital,” says
Cummins. “There’s always go-
ing to be domestic-specific fac-
tors which will influence trans-
actions and transactional activi-
ty but, overall, I think our view
is a strong deal-making level in
2021.”

Rebound
The hope is that 2021 will bring
stabilisation across the differ-
ent markets but Katharine By-
rne, partner in corporate fi-
nance at BDO, does not think
the recovery will be so equal.
While many regions experi-
enced a remarkable rebound in
transaction levels in the last
quarter of 2020, there are
some regions that are still lag-
ging such as Australasia, Latin
America and Africa, she says.

“This is attributed to the sec-
ond wave of Covid-19 com-
pounded by ongoing political
uncertainties in some of these
regions. The uptick in M&A is
expected to continue into 2021
for countries with a vaccina-
tion rollout plan and where gov-
ernment supports continue to
sustain businesses. Any fur-
ther vaccination delays or mis-
guided government policies
will certainly impact on confi-
dence levels which, in turn, will
stall M&A activity.”

And, more broadly, as an in-
creasing number of countries
introduce tough travel restric-
tions, this lack of face-to-face

deal-making will hinder the re-
bound of cross-border transac-
tions, Byrne says.

“Increased use of AI and
data analytics as well as digital
execution of contracts has
helped streamline the M&A
process but where people and
management teams are driv-
ing the business, the personal
interaction is key to the success
of the transaction, especially
where the management teams
need to implement integration
plans. It is likely that mid-
market M&A activity will slow
down if borders continue to
remain closed for long peri-
ods.”

TheAmericas
The final quarter of 2020 saw a
huge rebound in investor activi-
ty, no doubt buoyed by a
change in leadership in the US.
Events such as the divisive
American presidential election
and US-China relations had an
impact on M&A activity, says
O’Dea. “The Democrat win is
seen as a positive for investor
confidence on which M&A
transactions thrive.”

The resurgence of deal activi-
ty in the fourth quarter of 2020
was driven by a number of
“megadeals”, including S&P
Global’s $44 billion (¤36.4 bil-

lion) acquisition of IHS Markit,
AstraZeneca’s $43 billion ac-
quisition of Alexion Pharma,
and Salesforce.com’s $29 bil-
lion acquisition of Slack Tech-
nologies. However, North
America, which had seen its
global market share steadily ris-
ing over the years, saw its deal
value decline substantially
(from 50.5 per cent to 41.9 per
cent) while remaining the
same on deal count (33.3 per
cent).

Asia-Pacific
The biggest gainer in 2020 was
Asia (including Japan), which

saw its global market share rise
in both value and volume (up
by 7.4 per cent and 2.2 per cent
respectively). Many observers
believe the region to be leading
the way out of the crisis, mirror-
ing its relative success in con-
trolling the pandemic. China
has eased restrictions on specif-
ic industries as it seeks to boost
foreign investment. And, al-
though Australasian M&A ac-
tivity remained low in 2020
due to the pandemic, activity in
2021 is largely expected to in-
crease as investor confidence
improves from the vaccine roll-
outs, greater political stability
in the US and businesses adjust-

ing to the “new normal” work-
ing environment.

EMEA
Europe also saw its share of
global deal value increase to
26.8 per cent (from 23.7 per
cent) while registering a small
decline in overall deal count.
Total M&A deal values in the
EMEA region were higher in
the second half of the year than
in the first half, but lagged be-
hind compared with Asia-Pacif-
ic and the Americas as the conti-
nent was forced to engage in
rolling lockdowns. Brexit, of
course, had a huge impact on

certainty but, as the market set-
tles and following the agree-
ment of a trade deal, this may
be addressed. Indeed, accord-
ing to a BDO report, the UK
and Ireland remains an attrac-
tive region for international
overseas investors, with eight
out of the 10 top mid-market
deals by size in Q4 2020 involv-
ing overseas bidders. Africa, by
contrast, experienced a signifi-
cant slump as a resurgence in
Covid-19 activity hit deals.

Mergers&AcquisitionsASpecialReport

■Due diligence can take
many forms – commercial,
tax, IT, operational, HR.
PHOTOGRAPH: GETTY

Conductingduediligencebefore
mergerdealvital forbusinesses

KeytrendsemergeasM&Arecoverycontinues
Whatcanweexpect nowthat conditions
arestrong for resurgence indeal activity?

■Many regions experienced
a remarkable rebound in
transaction levels

THE IRISH TIMES
Friday, February 19 , 2021 3



DANIELLEBARRON

Despite the widespread eco-
nomic devastation wrought by
Covid-19, some sectors have
not only survived but thrived. It
has had an uneven impact, say
many analysts in the M&A
field, who predict that 2021 will
see this pattern repeated.

The Mergermarket Global &
Regional M&A Report 2020
notes that when the pandemic
first impacted deal-making,
the sectors that held up best
were pharma, medical, biotech
and technology/media. Most
other sectors experienced a sig-
nificant decline in the first half
of 2020 but since then, there
has been a strong recovery in
business services, energy, min-
ing and utilities, industrials
and chemicals and real estate,
the report states.

According to Éanna Mellett,
head of corporate with DLA
Piper Ireland, while the vast
majority of businesses have
been adversely impacted, “for
some the impact has been mini-
mal and for others it has been
positive. Those businesses al-
ready riding the wave of techno-
logical or societal change have
seen that change accelerate
and the value of their business-
es grow. We have seen this re-
flected in the market.”

Different sectors have had
very different pandemics,
agrees Alan Kelly, director of
Focus Capital.

“Healthcare and technology
have performed strongly
through 2020 and into the ear-
ly part of 2021. We have com-
pleted a number of transac-
tions in medical supply and dis-
tribution and also digital
health. On the technology side,
we have seen strong activity in
software as a service business
and also artificial intelligence
companies.”

As 2021 begins, Focus Capi-
tal sees a strong deal flow in re-
newable technologies, medical
distribution, technology, and
compliance. “We see these sec-
tors as being robust due to mac-
ro factors such as a move to im-
pact investing, large health-
care budgets and growing regu-
latory environment,” says Kel-
ly.

Richard Duffy, director in
Corporate Finance with BDO,
says 2020 was a “stop-start
year” for M&A due to the virus,

“but proved in the end to be re-
markably resilient for deal-
making considering all the un-
certainty”. As expected, there
was greater activity within
those sectors least impacted by
the virus; technology, health-
care, biotechnology and life sci-
ences, as well as financial ser-
vices which were the corner-
stone sectors for deal activity in
the mid-market space.

“For example, despite Cov-
id-19, we saw the continued con-
solidation of the nursing and
care home sector with French
group Emera acquiring a 70
per cent stake in Irish nursing
homes operator Virtue, Span-
ish care home operator Domus-
Vi purchasing the trading busi-
ness of Trinity Healthcare and
Cardinal Capital buying Mow-
lam Healthcare,” Duffy notes.

In contrast, media and
“bricks and mortar” have had a
very challenging year, Kelly
says.

“Food service businesses
also have obviously struggled,
particularly where they are ex-
posed to corporate catering.
Some manufacturing sectors
have also been hit badly.”

Restrictions
Other sectors impacted by the
lockdown restrictions and par-
ticularly where discretionary
spend is involved were most
negatively impacted, such as
hospitality/leisure, tourism
and travel, and the motor indus-
try, says Duffy. He suggests
there will likely be some
“forced” M&A transactions in
these sectors as companies
who will not be able to recover
from the crisis start to look for
buyers. “This will probably oc-
cur towards the second half of
the year when Government
supports are reduced and pres-
sure comes from funders for
loans to be serviced and/or re-
paid.”

Generally, Duffy sees a simi-
lar outlook for 2021, with the
strongest sectors likely to have
the most deal activity and con-
tinuing to attract strong inter-
est from international buyers
in both trade and private equi-
ty.

Overall, technology will re-
main one of the most active
M&A sectors, as buyers look to
secure technologies to support
their growth plans and/or help
protect themselves from dis-

ruption ongoing in the market,
he says.

“Covid has proven compa-
nies need advanced digital ca-
pabilities that they cannot repli-
cate in-house in order to re-
main competitive or indeed de-
liver growth. The ongoing fall-
out of Covid-19 has accelerated
the requirements for digitalisa-
tion by revolutionising the way
companies operate, forcing
them to completely rethink the
way they work and service cus-
tomers.”

Mellett echoes Duffy, saying
technology has been the most
active sector for DLA Piper Ire-
land, accounting for more than
a fifth of their post-Covid-19
transactions. “The pandemic

has required businesses to look
at their business models and
how they need to adapt to the
new world in which we live.
This has caused many business-
es to seek to accelerate their fo-
cus on digitalisation and use of
technology, making technolo-
gy companies attractive to buy-
ers,” he says.

The consumer goods, food
and retail sector has also seen
significant activity, says Mel-
lett. “However, much of this
has been in the food manufac-
turing sub-category of this sec-
tor, as opposed to food service,
and there has been little retail
M&A activity other than in dis-
tressed scenarios.”

Duffy also expects to see an

increase in activity in M&A
within the agri/food sector for
2021. Although activity was
somewhat muted in this sector
during 2020, already there are
some potentially high-profile
deals in play: Kerry Group Plc
is reportedly considering stra-
tegic options for its consumer
food division and Capvest is
thought to be considering the
sale of Valeo foods. “Both will
attract strong international in-
terest from trade and private
equity buyers,” he says.

Supplychain
Some M&A activity will be driv-
en by companies looking to
remedy supply chain problems
and Duffy says there is every

chance we will see cash-rich
retailer/food groups moving
into the supply chain via acqui-
sition, in order to procure cer-
tainty of supply for some food
products. Companies looking
to develop an international
footprint, as they seek out new
customers and markets, will
also be ripe for activity.

“Irish companies will also
look to the UK market for op-
portunities – 33 per cent of our
food/drink exports go to the
UK. Acquisition is the quickest
way to secure new customers
and products and ensure mar-
ket entry etc. Similarly, UK and
international players will con-
tinue to look to high quality
Irish food and drink compa-

nies, who can provide EU mar-
ket access to its 380 million
population.”

But the virus has had a pro-
found effect on consumer pur-
chasing, and food and drink
businesses will be trying to un-
derstand if these changes are
permanent and if they need to
adjust their businesses accord-
ingly in a post-Covid-19 world,
he adds.

SANDRAO’CONNELL

All sorts of rules of thumb are
used to establish business valu-
ations, but gut instinct and a
crystal ball still play a huge
part. That has never been the
case more so than now.

“Right now buyers are put-
ting a premium on resilience,
on businesses that have proven
to be resilient through the pan-
demic,” says Anya Cummins,
lead partner at Deloitte Private
Ireland.

That is currently to the ad-
vantage of businesses that are
in any way related to digital
transformation, as well as
those in healthcare, certain
kinds of medtech, life sciences
and renewables.

While some sectors have
flourished, others have flat-
lined, including non-food re-
tail, hospitality and travel.

On top of that come fluctuat-
ing earnings across all sorts of
businesses, sometimes driven
by successful, and unsuccess-
ful, pivots, all of which is mak-
ing it harder than ever to estab-
lish accurate valuations.

And not alone has market
volatility to be factored in, but
the impact of Government sup-
ports must be stripped out.

“Trying to get a handle on
sustainable profitability and
the outlook for the future is
more complex in terms of valu-
ing businesses,” says Cum-
mins.

There is appetite out there
for deals, including pent-up de-
mand from private equity firms
who sat on their hands for the
early half of last year and who
are now out scouting for profit-
able, established businesses to
invest in.

One way to respond to cur-
rent uncertainty is to structure

deals so that they contain a
high level of deferred consider-
ations, including delayed pay-
ments, loan notes and perfor-
mance-related earn-outs.

For the seller, agreeing to
such terms can help achieve a
better price, while for the buy-
er they provide greater down-
side protection if things don’t
work out as they hope.

Marketrecovery
There aren’t as yet distressed
companies coming to market,
but buyers still have to take a
view on market recovery, says
Jan Fitzell, partner Mergers
and Acquisitions at Deloitte.

Some businesses have seen a
bump such as, for example,
those connected to the roll-out
of vaccines. “Buyers are taking
a view whether or not that is

sustainable,” he says.
Adding to their difficulty is

knowing which sectors are like-
ly to remain permanently al-
tered.

“It is difficult to form a view
as to when, or at what rate, peo-
ple will travel at in the future,
for example,” says Cummins.

“When it comes to leisure,
will we all stick with Netlix or
go back to the cinema? And
what about the low-cost gym
around the corner from the of-
fice? There are definitely ques-
tion marks about the new nor-
mal and changing consumer
habits.”

She says most of these busi-
nesses are not even trading
now but are in “hold mode”.
Only when the Government
takes the stabilisers off will we
know which businesses will

start moving again, and which
will wobble and fall.

Even then there are challeng-
es, not least because for busi-
nesses currently preserved in
aspic, starting back up again
costs money, putting pressure
on cash flow. Working capital
issues will likely emerge, and,
as most companies fail not for
want of sales but for want of
cash, the great reopening will
in itself be a time of commer-
cial concern.

Even in normal trading con-
ditions, when there are all sorts
of multiples people can use in

relation to EBITDA, profits or
revenue, as well as handy secto-
ral standards for reference, in
the end “there is no exact sci-
ence to a valuation”, says John
Bowe , partner in Mazars Cor-
porate Finance.

Conflicting interests be-
tween buyers and sellers com-
pound the issue which is why it
can help to bring in a third-par-
ty adviser, both to take the emo-
tion out of the room and to en-
sure the deal is structured in
such a way as to maximise val-
ue for both parties.

Taxefficient
That includes tax efficiencies,
says Bowe, who suggests that
for the seller this could include
setting up a holding company
as a tax efficient way to handle
the proceeds of a sale.

The holding company sits on
top of the business. When you
sell the business instead of be-
ing hit by 33 per cent capital
gains tax, the money from the
sale goes to the holding compa-
ny, giving the seller more mon-
ey overall and more options
about what to do with it.

It is of particular use to busi-
nesses worth well in excess of
¤1 million. For businesses
worth less than ¤1 million En-
trepreneur Relief allows the
owner to sell at a tax rate of just
10 per cent. Such considera-
tions can be factored into a busi-
ness valuation.

The biggest risk for the sell-
er is leaving money on the ta-
ble. It’s why all owners are ad-
vised to run their business as if
they were preparing to sell it
even if they are not.

“Preparation is the key to val-
ue,” says Bowe. “The more
preparation you have done, the
easier it makes for others to val-
ue your business.”

There’snoexactscienceto
valuingyourcompanyforsale

Mergers&Acquisitions

■A third-party adviser can
ensure a deal is structured in
such away as tomaximise
value for both parties.
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Covid-19has
accelerated the
requirements for
digitalisationby
revolutionising the
waycompanies
operate, forcing
themtocompletely
rethink theway
theywork

‘‘

Covidhas
haddifferent
impacton
businesses
Majorityhavebeenadversely impactedbut
somehavebenefitted frompandemiccrisis
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■ Technologywill remain
one of themost activeM&A
sectors, as buyers look to
secure technologies to help
protect themselves from
disruption ongoing in the
market. PHOTOGRAPH: ISTOCK

4 THE IRISH TIMES
Friday, February 19 , 2021



SANDRAO’CONNELL

In an ideal world small- and me-
dium-sized businesses would
be able to fund acquisitions in-
ternally. In the real world they
need someone else to provide
the readies.

Happily, “there is a lot of li-
quidity in the market pent up
from last year”, says Robert Ad-
ams, managing director of Fo-
cus Capital.

On the debt front, as well as
the pillar banks the Govern-
ment has been weaning SMEs
off since the financial crisis,
there are specialist providers
too. These include companies
such as DunPort Capital, a pro-
vider of flexible debt capital to
businesses, including those
looking to grow through acqui-
sition.

Beechbrook Capital’s Ire-
land SME Fund provides debt
capital to support acquisitions
to companies with a turnover
of ¤3 million to ¤25 million,
and minimum Ebitda (earn-
ings before interest, taxes, de-
preciation, and amortisation)
of ¤1 million.

Crowd-based investment is
on the rise too, growing into a
viable option for those looking
to amass a war chest for expan-
sion.

‘Smartmoney’
Recent successes are Spark
Crowdfunding – which handles
equity investments, not
peer-to-peer lending. Akkure
Genomics, a medtech plat-
form, recently broke its record
by securing ¤1.2 million, for 11
per cent of equity, in just over a
week. The business’s promoter
had gone in looking for half
that.

Some people prefer the
“smart money” an angel inves-
tor brings. HBAN, the Halo
Business Angel Network, esti-
mates there is now ¤125 billion
sitting in people’s bank ac-
counts, earning negative inter-
est rates, which could be back-

ing Irish businesses. About
¤30 billion of this was amassed
in the past year, as a result of
coronavirus restrictions.

HBAN’s business angels in-
vested more than ¤14 million in
2020, mainly in start-ups, but
the growth of its specialist an-
gel syndicates, whose deeper
domain expertise – and pock-
ets – has seen angels increas-
ingly “follow the money” on
into a business’s growth stage
too.

There are a number of
growth funds active here too,
including Development Capi-
tal and MML Growth Capital
Partners, which provides
growth capital for acquisitions
and will contribute between ¤5
million and ¤15 million.

While most funds operate on
timelines of three to five years,
some such as BGF operate a
“patient capital” model. The
Government’s Ireland Strate-
gic Investment Fund, AIB,
Bank of Ireland and Ulster
Bank are all investors in BGF,
whose ¤250 million SME-fo-
cused fund provides equity in-

vestments of between ¤1 mil-
lion and ¤10 million.

The biggest change in the
business landscape has been
the proliferation of private eq-
uity providers such as Cardinal
Capital, Kish Capital and Rena-
tus.

“Private equity is very active
at the moment and is actively
out there seeking good compa-
nies to back,” says Adams.

Funds
Among the most active are
those from the United States.
“There is an estimated $1.4 tril-
lion in dry powder in US equity
funds right now,” explains Ad-
ams’s colleague Alan Kelly.

“There are billions of euro of
unspent private equity money
out there that can’t get a return
elsewhere. A lot of the private
equity houses are sitting on
this, with a lot of Irish funds
raised too. Cardinal, MML and
BDO have all raised new mon-
ey and are keen to put it to use,
with debt funds and alternative
lenders operating too,” says
Jan Fitzell, partner, mergers

and acquisitions at Deloitte.
“We are also seeing people

who have sold their own busi-
ness and who have the money,
and the interest, to invest. We
are even seeing historically
wealthy family offices taking
shares in private companies
now too.”

Despite the uncertain envi-
ronment, businesses are taking
advantage of the availability of
capital to “double down on op-
portunities”, says Anya Cum-
mins, lead partner at Deloitte
Private Ireland.

Some have spotted new
growth opportunities, others
want to take out competitors
and others still are being en-
couraged by the private equity
companies that have invested
in them and who see acquisi-
tions as a way to “superscale
the growth of the business”,
she says.

BARRYMcCALL

With the investment communi-
ty increasingly taking environ-
mental, social and governance
(ESG) factors into account in
their appraisal of companies,
the green agenda is playing a
much more significant role in
decision-making on mergers
and acquisitions (M&A). After
all, the last thing a company
wants to do is buy a bad reputa-
tion for itself when making an
acquisition.

Companies can also use stra-
tegic M&A to earn ESG kudos
by acquiring firms with innova-
tive environmental technolo-
gies or superior labour practic-
es, but this has yet to become a
feature of the Irish market.

Barry Dixon, who leads
Davy’s newly established re-
newables team, says there hav-
en’t been many climate-driven
M&A yet, but that may change
in years to come.

“What we are trying to do is
see if we can support business-
es in their decarbonisation ef-
forts,” he says. “Most business-
es are being impacted in some
way. Over the last 20 years we
have been making some gains
in relation to our decarbonisa-
tion targets but we have to do a
lot more. The target for Eu-
rope is a 55 per cent reduction
by 2030.”

That will require businesses
to develop new technologies
and ways to reduce emissions.
“That’s going to require fund-
ing,” Dixon says. “Capital ex-
penditure budgets will have to
align with decarbonisation tar-
gets and strategies. The ques-
tion is if they develop the tech-
nology themselves or acquire
it. We are not seeing much
M&A to acquire decarbonisa-
tion technologies at the mo-
ment. The technologies are not
there to acquire. Most are at
very early stages of develop-
ment and will have to become
more mature before we see a
lot of M&A.”

Deloitte M&A advisory part-
ner Jan Fitzell agrees: “It
might be early days from an
Irish perspective, but we are
seeing some large corpora-
tions who are maybe a little less
flexible and innovative doing
some of it. It makes sense for
them to acquire technology
and capability that they don’t
have internally, but it doesn’t al-
ways work out. We have also
seen some companies set up
their own corporate venture
capital funds to invest in future
prospects in this area.”

Increasedactivity
BDO corporate finance part-
ner Katharine Byrne foresees
increased activity in the renew-
ables sector in the near term.
“Since the results of the first Re-
newable Electricity Support
Scheme auction were awarded
in September 2020, we are see-
ing the development of renewa-
ble energy projects that have
been stuck in planning for a
number of years and this in
turn will drive more M&A activ-
ity, with international buyers
seeking to buy up majority
stakes in Ireland’s green mar-
ket. Similarly, there is a lot of in-
vestment and cross-border ac-
tivity in the cleantech sector
with global tech companies
and tech-focused funds looking
to back the next disruptor.”

Deal structure could be a
challenge, however. “As ESG
continues to dominate the
headlines from both a global-
corporate and private-equity
perspective, the challenge for
many deal makers is to formu-
late an M&A strategy that can
adapt to meet the needs of the
buyers,” Byrne says. “Innova-
tion underpins the growth of re-
newable energy and investors
need to recognise the balance
between the long-term nature
of infrastructure and the dis-
ruption of new technologies.
And while sustainability goals
and targets are set at global
and local levels, regulators and
government support schemes
are only catching up, which
makes it harder for valuations
and funding structures to be
agreed.”

These challenges are not
having a negative effect on valu-
ations, however. “We are see-
ing premium valuations for
companies involved in renewa-
bles and the broad green agen-
da,” says Deloitte corporate fi-
nance partner Anya Cummins.

Sustainability is also being
taken into account for deals
across the M&A spectrum.
“Sustainability is part of due dil-
igence no matter what you are

buying and ESG will affect valu-
ations,” she says.

In effect, all companies re-
gardless of sector now have an
ESG score, and a low score will
depress their value. “All busi-
nesses now need to have clear
sustainability programmes
and policies. The sustainability
of their products and process-
es, how they engage with em-
ployees and contractors, and
governance issues like cyberse-
curity, bribery and corruption,
and diversity policies all mat-
ter. Buyers want to know if a
company represents a business
risk to them when it comes to
ESG.”

Hardtargets
M&A activity will ramp up as
technologies mature, accord-
ing to Dixon. “One of the only
hard targets for 2030 is 70 per
cent of electricity to be generat-
ed from renewable sources,”

he says. “When it comes to en-
ergy-storage solutions, hydro-
gen is the big one. Technolo-
gies are being developed to use
wind energy to crack water mol-
ecules to manufacture hydro-
gen. You can inject the hydro-
gen into the gas grid, use it for
electricity generation or for
transport fuel.”

It might be early days yet,
but the technology could have
a profound impact on the ener-
gy sector. “How will that work
in supply chain?” Dixon says.
“There will probably be a re-
quirement for a hydrogen refu-
elling infrastructure for trans-
port. Filling station operators
will have to decide whether
they want to invest in hydrogen
capacity or EV [electric
vehicle] charging points. It
could get to a point with the
technology where you pull into
the station in your car and con-
nect a water point and an elec-

trolysis device to your car and
manufacture the hydrogen on
the spot. That’s a fantastic con-
cept but it’s a while off yet.”

Profound
But when the concept does ma-
terialise, its effects could be
profound. “We might see M&A
along the chain,” says Dixon.
“We might see the formation of
renewable majors in the same

way as the oil majors were
formed. At the moment the sup-
ply chain is very fragmented.
Perhaps it needs to be more in-
tegrated. We will also see elec-
tricity generation companies
moving more into the renewa-
ble generation technology
space. Capital allocation strate-
gies will have to be rethought.
These companies may invest in
renewables firms rather than

return the money to sharehold-
ers in the form of high divi-
dends. We will also see private
equity and other funds going
into these areas to look for
growth and to improve green
credentials.”

This activity is set to in-
crease in the coming years.
“It’s an exciting space,” says
Dixon. “It is being driven by
consumer demand, the Europe-

an Green Deal and our own Cli-
mate Action Plan. We are see-
ing the evolution of an indus-
try, but it will need to be subsi-
dised initially. It is not viable on
a standalone basis yet.”

Weareseeing
premium
valuations for
companies involved
inrenewables and
thebroadgreen
agenda

■ There is a lot of liquidity in
themarket pent up from last
year, according to Focus
Capital. PHOTOGRAPH: GETTY

Theoptionsavailablewhenitcomesto
fundingyouracquisitionambitions
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Greenagendanowplayssignificantrole inmergers
Companiescanearnenvironmental kudos
bybuying firmswith sustainablepractices

■All businesses now need to
have clear sustainability
programmes and policies.
PHOTOGRAPH: GETTY
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Fans of the eponymous TV se-
ries might be forgiven for think-
ing succession is all about fami-
ly. It’s not. For many business
owners looking to exit, finding
a member of the next genera-
tion willing, or able, to take
over may not be an option. The
solution may be in the office
next door.

“It depends what the moti-
vating factor for the exit is. If it
is about the founder being at
that stage in life, and facing a
succession issue where there is
no one in the family coming
through, a management
buy-out (MBO) can make
sense,” says John Bowe, part-
ner in Mazars Corporate Fi-
nance.

Selling to staff brings a num-
ber of advantages. Once you
can agree a valuation it can
take less time than a trade sale.
If the management team can
fund the MBO, there is less due
diligence involved. It also
avoids news of a trade sale seep-
ing out, which can be a blow to
staff morale and raise both cus-
tomer and supplier concerns.

On the flip side, cautions
Bowe, if value and price is the
owner’s main motivation, the
management team might not
be able to raise the highest
price. Speed is not guaranteed
either. “If the management
team is backed by a private eq-
uity house it will undertake its
own due diligence anyway,” he
says.

There are other risks, includ-
ing the nightmare prospect of a
failed MBO, after which a disen-
chanted top team jumps ship
or, worse still, stays on.

“For the MBO team coming
in it is generally their first trans-
action. If the seller is the busi-
ness founder, very often it is his
or her first sale too, so every-
body is really nervous,” says
Katharine Byrne, head of the
BDO Corporate Finance
Team.

The good news is that be-
cause the stakes are so high if it
goes wrong, “once they go

down the MBO route both
sides tend to be very much wed-
ded to the process”, says Byrne.

The best way to ensure good
relations is to be open and
transparent from the outset.
Then work towards a
“win/win”’ for both sides.

“The MBO team will want to
buy the business at the best pos-
sible price so that they can
make some money when it
comes time for them to exit in a
few years’ time. If it is a corpo-
rate seller, what they might
want most is a nice smooth pro-
cess. If it is a founder that is sell-
ing, there will be legacy issues
involved. They will typically
want the business to continue
to grow, and so will be a lot
more supportive of the MBO,”
says Byrne.

Topteam
Some 95 per cent of Irish busi-
nesses are small and medium
sized enterprises, many of
which are owned by their
founder. Grooming a top team
capable, and willing, to step
into the owner’s shoes takes
many years, a good recruiting
and personnel development
policy and a willingness to dele-
gate, something which can be
difficult for founders.

Ensuring the business is not
too closely attached to the own-
er in the mind of its customers
is important too. “The prep
time for the MBO team can take
longer, but the transaction can
be quicker,” says Byrne.

The fact that the manage-
ment team knows the busi-
ness’s weaknesses will also give
them some leverage in negotia-
tions, however – they know its
weaknesses – so the best strate-
gy for the seller is to address
such issues head on.

Just make sure the manage-
ment team has its funding in
place before fully engaging
with it. “It seems unfair, but it
suits the management team
too, because it gives them time
to get their funding organ-
ised,” says Byrne.

Historically MBO teams re-
lied on debt from banks or spe-

cialist lenders to finance the
transaction. The global finan-
cial crisis provided a painful les-
son on the risks inherent in
highly leveraging a growing
business, “if something hap-
pens”, says Byrne.

It is, she says, important to
capitalise the deal correctly by
assessing what level of appro-
priate and sustainable debt the
business can afford.

Next establish what the fund-
ing gap is and how best to fill it,
whether via friends and family,

the Employment Incentive In-
vestment Scheme (successor
to the old Business Expansion
Scheme) or via another joint
venture partner.

Legalside
The use of private equity to
fund MBOs has become much
more popular in recent years,
says Eanna Mellett, partner in
the corporate department of
DLA Piper. The world’s second
largest law firm opened an of-
fice in Ireland in 2019.

Selling to the management
team means less time – and
money – spent on the legal side
of the deal, such as negotiating
warrantees.

While with any sale the busi-
ness owner is advised to first
tidy up loose ends, such as out-
standing legal proceedings,
with an MBO that is often less
urgent “because in many cases
it would be down to the man-
agement team to sort them any-
way”, says Mellett.

Moreover, “they already

know what is involved, so are
less likely to get spooked by
them than a third-party buy-
er”, says his colleague and fel-
low partner Matthew Cole.

However, both confirm if
your MBO team is backed by
private equity the funder will
want to satisfy itself on all such
matters before giving the
green light.

There are two parts to a pri-
vate equity-backed MBO – the
negotiations with the seller,
and the equity negotiations be-

tween the team and the funder.
In this scenario the MBO team
will typically be looking to
make its money on its own exit
three to five years later.

The proliferation of private
equity houses operating here
since the financial crash is
changing the way MBOs are
done, and mostly for the better.
Private equity is willing to ac-
cept more risk than traditional
trade buyers or debt funders,
says Mellett.

For the MBO team it can also

mean its liability is capped. If
things go pear-shaped in the
business, such caps may leave
the MBO team members on the
hook for “a couple of years’ sala-
ry”, but they don’t run the risk
of personal guarantees. “Pri-
vate equity is much more busi-
ness savvy,” says Mellett.
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■ The use of private equity to
fundMBOs has become
muchmore popular in recent
years. PHOTOGRAPH: GETTY
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