
There’s life left in the oldmarketyet
By Dave Boland

A par t from
some major
s p i ke s i n
20 0 6 and
2007, the Ir-
ish mergers

and acquisitions (M&A) mar-
ket has been increasing stea-
dily since the early part of the
21st century.These spikes were
caused by some high-profile
multibillion euro deals, the
likes of which had never been
seenbefore in this small econo-
my.Because of prevailing mar-

ket conditions, they may hold
the record for some time.
The largest ever M&A deal

to involve Ireland came in
2006, with the e7.2 billion de-
merger of credit reporting
agency Experian by Great
Universal Stores, a British-
based retailing giant.
However, given that the Ex-

perian transaction covered Ire-
land, Britain, Jamaica and
Kenya, the largest single Irish
deal came towards the end of
last year, with the acquisition
of Depfa bank by the Hypo
Real Estate GroupAG inGer-
many.

The third largest deal to be
struck in Ireland was arguably
the highest profile of the three
^ the buyout of Eircom by
BCM (Babcock & Brown),
which came to well in excess
of e3 billion.
But, even without these

spikes, M&A activity has been
solid, if not spectacular. Ac-
cording to a report published
by M&A specialist Merger-
market and featuring expertise
fromA&LGoodbody,Bankof
Ireland, IBI Corporate Fi-
nance and Kennelly & Two-
mey, since 2004, it has been
established that 83 per cent of

the disclosed Irish deals took
place in the e5 million to e100
million bracket.
Only six deals went higher

than e500 million. But it is
these small to medium deals
which form the bread and but-
ter of the Irish market and
while anything under e20 mil-
lion could seem like relatively
small beer, for those involved
(at least on the selling side), it
will probably represent the sin-
gle greatest business transac-
tion of their lives.
However, certain threats

have begun to emerge which
could jeopardise the M&A

market in the near future.
Some are domestic ^ our stal-
ling economy has taken some
of the optimismoutof business
transactions ^ while others are
external ^ the global credit
crunch has made bank finance
that much harder to come by.
This latter factor is becom-

ing the cause ofmuch concern,
as the ability to borrow to buy
has been a feature of the Irish
market; but it has never been
as great a feature as it has in
other markets,where highly le-
veraged deals are far more the
norm.
But buying a company, or

part of a company, is not the
same thing as buying a house.
The credit crunch may have
led to a situation whereby fi-
nancial institutions are less free
with the money when it comes
to purchasing a property, but it
will have far less effectonprop-
erly structured deals concern-
ing company disposal or
acquisition.
Bankswill continue to trade,

albeit with perhaps more cau-
tion than had been shown dur-
ing the boom times. The fact
that the global party now ap-
pears to be over does not mean
that lenders have shut up shop

completely ^ quite the oppo-
site, in that they will be more
than happy to finance a deal
which comes with the right
numbers and the rightbusiness
fundamentals.
There are,of course,other fi-

nancing options. A major fi-
nance provider comes in the
shape of VC funding, while
other transactions are carried
out using funds provided by in-
terested investors, many of
whom will have benefited sig-
nificantly from the boom
years. As long as the deal is
right, finance should be no
problem.

A more significant impedi-
ment could come in the form
of negative market sentiment,
but even this seems to be over-
played by the media.
Asking transactions to cease

is akin to asking business to
stop, and while there may be a
certain amount of a wait-and-
see attitude in the market at
present, there is also the unde-
niable fact that, of the respon-
dents to the Mergermarket
survey, about a third stated
that they would plan to possi-
bly take part in some form of
M&A activity over the next
three years.

MERGERS & ACQUISITIONS

Markets are down,as generally
are valuations. However, this is
not necessarily bad news for
the mergers and acquisitions
(M&A) sector, where one per-
son’s cloud is another’s silver
lining. Lower valuations will
often mean better value for a
purchaser, and this is particu-
larly apt for those considering
a transaction such as a man-
agement buyout (MBO).
An MBO is where the exist-

ing management of a company
pools together to purchase the
company itself. There are a
number of advantages to this,
especially considering that the
management in situ has a un-
ique view on the potential of

the company (which makes it
different in style to a manage-
ment buy in,where an external
management group bids to
take over the company).
But there are also certain ca-

veats when it comes to an
MBO: there may be an emo-
tional attachment to the com-
pany among the management,
which could obscure certain
underlying problemswithbusi-
ness model, issues which could
be identified with a more dis-
passionate eye.
Generally, though, the ad-

vantages for an MBO transac-
t i o n f a r o u t w e i g h t h e
disadvantages. It’s particularly
beneficial in a situation where

valuations are lower than they
have been for some time, and
some companies begin to look
at whether or not they can off-
load all, or at least parts, of the
business.
‘‘It often happens in a con-

tracting market, that busi-
nesses take a close look at
what it is that theydo,’’ saidHe-
len H Whelan, department
head in Corporate Law at
O’Rourke Reid Solicitors.
‘‘They find that, during the
boom era, they may have taken
on parts of their business, for
valid reasons at the time,which
are not core parts of the com-
panies themselves.
‘‘Maybe, they bought a com-

pany because of a property
portfolio, but also took on an
ancillary business. But when
the market becomes tighter,
companies may look to re-
structure their business, and,
in doing so,will look to conso-
lidate the corebusiness. It is the
ancillary parts that will be ex-
cluded.’’
These ancillary parts of the

company will not necessarily
be loss-making; they could ac-
tually be quite profitable, but
may not be contributing signif-
icantly enough to make them
worth hanging onto.This will,
in turn, create opportunities
for the ancillary businesses in
and of themselves.

‘‘In these circumstances,
there is a very good opportu-
nity for management to take
ownership of the business it-
self,’’ said Whelan. ‘‘They are
already part of the culture of
the business, they know and
understand it, and they see
where the profits will come
from.’’
From a legal perspective,

this familiarity with the under-
lying business does not really
create any differences in terms
of the advice that is required ^
although, as an adviser,Whe-
lan does have some specific
suggestions for the principals
involved.
‘‘Ultimately, the considera-

tions are the same,’’ Whelan
said. ‘‘But I often have to re-
mind people that they are deal-
ing with an existing business,
one which they have to run on
a day-to-day basis.When com-
pleting the transaction, they
mustn’t forget to run the busi-
ness, or they could end up with
a loss-making business when
they were profit-making at the
beginning of the process.
‘‘So I would suggest that one

or two members of the man-
agement team actually do the
buyout, and the rest should get
onwith running the business.’’
Of course, a scenariowhere-

by a company is disposing of
one of its non-core sections is
just one possibility when it
comes to MBOs ^ it is equally
possible for the management
to purchase the entirety of an
organisation, perhaps because
it is simply time for the foun-
ders or owners of a business to
move on. But, whatever the
scenario, management teams
can possibly avail of the better
value tobe found in the current
market, at a juncture where the
current ownersmay not see the
possibilities inherent in the
business.
‘‘But you have to be realistic

in your valuation of the busi-
ness,’’ said Whelan. ‘‘Just be-
cause you see the opportunity,
the valuation has to be realistic
both to you and to the business
that is funding the deal.
‘‘My advice for clients inter-

ested in an MBO who are ap-
proaching banks and VCs
would be to sit down and
crunch the numbers, because
how you go about the figures
will be important in securing
funding. Again, it’s about
being realistic.’’
In terms of the actual pur-

chase itself, somemanagement
teams could be facilitated in
the transaction by already
owning a portion of the com-
pany, through executive share
option schemes and the likes.
But, wh i le c er ta in share
schemes could be attractive in
terms of adding to amanager’s
wealth, they will usually be
fairly limited in the overall
scheme of company owner-
ship.
In addition,they could apply

only to the portion of the busi-
ness itself, while any assets re-
main as expensive as they
would have beenwithout share
options involved. So any exist-
ing ownership will probably be

a small consideration when it
comes to anMBO.
In any case, often in the case

of an MBO, the funding raised
is not going to go simply on the
purchase of the company ^ it
will also be used to develop
the business.
‘‘Being involved as a man-

agement team can be advanta-
geous, in that the members of
the team can look closely at
the business in terms of profit
and loss, and it can also look at
the existing asset base,’’ said
Whelan. ‘‘So it may be a case
of borrowing to buy the busi-
ness, or it could be a case of
borrowing to add to the asset
base, and to expand and to
grow the business.’’
However, this can also be a

pitfall for management teams,
who, through their familiarity
with the company, may be
blinded to any downsides that
comewith ownership.
‘‘There is a danger that the

management team can be-
come so enthusiastic that it
ignores the possibility that
things can go wrong,’’ Whelan
said. ‘‘It is essential for people
involved in an MBO that they
weigh the risk of what they are
doing ^ just because it is an ex-
isting business, that doesn’t
mean that it can’t fail.
‘‘If it does fail, then it’s yours

^ and it’s much more personal
when you own the thing. By
getting involved in buying a
company, you will be taking
on a substantial risk ^ and of-
ten that risk is personally guar-
anteed.’’
While there have been some

major MBOs in the Irish mar-
ket, O’Rourke Reid tends to
specialise in the small-to-med-
ium market,which is really the
bread and butter of the M&A
sector. According toWhelan,
whether or not an MBO suc-
ceeds, is down to two essential
elements: firstly, the team
which does the buyout, and
secondly, whether they have

the fundamentals of the busi-
ness right.
‘‘Even in tight circum-

stances, opportunities do ex-
ists, especially if you can see
an opportunity that others
can’t,’’ she said. ‘‘If the research
is right, and if you can con-
vince the bank, then an MBO
could have a greater chance of
success than a similar type of
acquisition, because of famil-
iarity with the business and an
existing client base. But it is vi-
tally important to have things
structured across three areas ^
financing, tax and legal.
‘‘You must structure your

transaction properly, and enter
into contractual agreements
which will assist the purchase.
Because, if you get your legal
structures right at the begin-
ning, then, when it comes to
two to three years down the
line andyoumightwant to take
the VCs out of the equation,
you will have the legal basis to
do so. But, to do it right, and
that includes exit strategies,
you need to put things in place
at the beginning.’’
The d i f f i cu lty is com-

pounded by having 14 com-
pany acts to contend with, and
anything relating to a company
has to have aproper legal basis.
‘‘The number of people who

start a business without know-
ing what they are doing is as-
tonishing,’’ saidWhelan. ‘‘But,
in the case of an MBO, at least
we are starting with a base of
knowledge. These people will
still need some specific advice,
and, for example, when they
borrow money, there are very
strict statutory requirements
that have to be followed.
‘‘Unless the law is properly

complied with, contracts are
voidable ^ so, if people haven’t
taken legal advice at the begin-
ning, they will probably have
breached some section of the
Companies Act, and they
could end up in the High
Court.’’

Helen H Whelan, department head in Corporate Law at O’Rourke Reid Solicitors

Aprime time for MBOs

A good indicator of the cur-
rent state of the markets
across Europe is an initial
public offering (IPO) study.
According toPricewaterhou-
seCoopers (PwC), while
there was a fall in activity in
the fourth quarter of 2007
(compared to the same peri-
od in 2006), the IPOmarkets
remained strong.
PwC’s latest quarterly IPO

Watch Europe survey, which
tracks the volume and value
of IPOs on Europe’s main
stock exchanges, showed
that, in the October to De-
cember period, there were
227 IPOs on European mar-
kets, compared to 288 in the
fourth quarter of 2006.

The total offering value of
IPOs was e29 billion in the
fourth quarter of 2007, a de-
crease of 17 per cent com-
pared with e35 billion in the
same quarter of 2006 ^ the
highest quarterly figure since
the IPO Watch Europe Sur-
vey began in 2001.
‘‘The year finished rela-

tively positively with a strong
last quarter, albeit down on
the record fourth quarter of
2006,’’ saidDavidTynan, cor-
porate finance partner with
PwC.
‘‘Looking at the year over-

all, Europe had another good
12 months, with 801 IPOs
raising e80 billion, slightly
down on 2006.’’

But the outlook for IPOs
in 2008 is far more uncertain
than it has been for a number
of years.
‘‘The continuing credit

crunch and the threat of re-
cession in major western
economies provide a gloomy
backdrop for investors,’’ said
Tynan. ‘‘However,the picture
is far from bleak, as the lack
of credit is driving more
companies to consider the
equity markets.
‘‘Our view is that the IPO

pipeline is still healthy.We ex-
pect to see a continuance of
the trendof natural resources
and energy companies from
developing economies look-
ing to IPOs in 2008.’’

Amanagement buyout offers a number of key advantages to all
parties to the deal, writesDave Boland

Solid future for IPOs

Commercial ReportM14 THE SUNDAY BUSINESS POST
FEBRUARY 24 2008


