
ACCOUNTING

Preventing Corporate Inversions May
Risk U.S. Economic Health
There seems to be somewhat of a general misconception that it is the “inversion”
itself, in other words the acquisition of a U.S. corporation by a foreign acquirer, which
creates the favorable tax structure for multinationals.
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The U.S. Treasury Department’s continuing attack on inversions claimed its latest
victim this week, ending the deal between US based fertilizer maker, CF Industries,
and its smaller Dutch counterpart, OCI. The recently announced proposed tightening
of the rules relating to the tax deductibility of interest payments also led last month
to the termination of P�zer’s proposed $160bn takeover of Ireland based Allergan.

There seems to be somewhat of a general misconception that it is the “inversion”
itself, in other words the acquisition of a U.S. corporation by a foreign acquirer,
which creates the favorable tax structure for multinationals. In reality, it is only
following the inversion that an inverted U.S. company looks to reduce its taxable
income in the US, often through post-acquisition restructuring or re�nancing, and
regularly via internal debt structures.  The most recent efforts of the Treasury
Department take a different approach by focusing on the foundational aspect –
interest deductibility – of these transactions. 

However, by focusing not on the unique aspects of inversions (being the acquisition
of a U.S. corporation by a foreign acquirer) but, instead, on interest deductibility, the
Treasury Department will likely have a more sustained impact on the viability of
inversion transactions.  It is also having a collateral impact on all foreign based
multinationals with subsidiaries in the US.  The logical result will be an increased US
tax burden for these companies.  Whether this was an intended outcome for the
Treasury Department cannot be said with certainty, but it is hard to believe that they
were not aware of this likely impact. 
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How it will affect foreign investment into the U.S. will only become clear with time. 
In particular, there has been a fair amount of public discussion of the U.S.
“infrastructure de�cit” and the desirability of attracting foreign investment capital
into infrastructure projects, particularly from large pools of foreign capital such as
pension and sovereign wealth funds.  The anti-inversion restrictions as they
currently stand cannot be helpful in that regard.

———

Tim Wach is Managing Director of Taxand and a Taxand Board member. He works across
all of Taxand ensuring an enhanced and seamless cross-border service, with knowledge
sharing and best practice at heart to deliver �rst class services to multinational clients.

 

Accounting  • Mergers and Acquisitions

CPA Practice Advisor is registered with the National Association of State Boards of Accountancy
(NASBA) as a sponsor of continuing professional education on the National Registry of CPE
Sponsors.

© 2024 Firmworks, LLC. All rights reserved

Hello. It looks like you’re using an ad blocker that may prevent our website from
working properly. To receive the best experience possible, please make sure any blockers
are switched off and refresh the page.

If you have any questions or need help you can email us

http://www.taxand.com/
https://www.cpapracticeadvisor.com/section/accounting/
https://www.cpapracticeadvisor.com/section/mergers-acquisitions/
mailto:info@cpapracticeadvisor.com

