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What is the issue?
Corporate divestitures are common but complex transactions that are often poorly
planned and executed.

Why is it important?
Without proper planning and adequate resources, the divesting company is likely to
impair the value of the transaction and, ultimately, reduce the value of the company.

What can be done?
A properly structured approach enables organizations to efficiently and effectively
manage corporate divestiture transactions while optimizing their value.
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Applying a Five-Step Process
Corporate divestitures are merger and acquisition (M&A) transactions that involve the sale of part of
a business, such as a subsidiary, business unit, division, or product line.

Divestitures have characteristics that differentiate them from other M&A transactions, such as the
need to separate or “disentangle” a business being sold from the parent organization. Managers who
have only participated in acquisition transactions may see divestitures as a mirror image of acquisi-
tions and fail to understand the fundamental difference between the sellers’ and buyers’ perspectives.

After the decision to sell has been made, the seller will focus on planning the transaction and preparing
the information for the transaction. The acquirer will focus on reviewing, analyzing, and validating the
information provided by the seller. In addition, the announcement of the sale generally occurs months
before the identity of the buyer is known, resulting in a period of uncertainty during which the busi-
ness unit is vulnerable to lack of employee motivation, loss of productivity, and erosion of its assets.
These factors make divestitures challenging transactions to execute effectively.

Why Organizations Choose to Divest

As market conditions change, organizations need to adjust their strategies and business portfolios
to ensure they are optimizing shareholder value. This adjustment process may include disposing of
business units in order to free up finite financial and managerial resources that can then be utilized
to pursue higher value opportunities such as acquisitions, internal investment projects, or stock
buybacks.

What is RAISE and How does it Apply to Divestitures?

In the current global economy, the business environment is always changing. Some changes are so
dramatic that everybody notices them but others may slowly creep up over the years until they can
no longer be ignored.

Fortunately, divestitures are one such tactic (in an arsenal of many) that an organization may employ
to address how it will respond to these ever-evolving business challenges. Divestitures can also ensure
an organization focuses on what matters most (versus reactively responding to “fires” or “crises”) —its
customers or core stakeholders—in an effort to respond to external market forces and focus an orga-
nization’s efforts.

A useful ideology for showcasing the importance of divestiture transactions is CPA Canada’s RAISE
philosophy (Where Resilient + Adaptive + Innovative = Sustainable Enterprises). By adopting a resilient,
adaptive and innovative philosophy as a foundation for our profession, we will not only be poised to
take advantage of the present landscape of unprecedented change but also uniquely position us to
champion the creation of sustainable enterprises for years to come. Ultimately, the RAISE philosophy
can help guide CPA’s and organizations (or enterprises) towards a unique strategy that provides an
ongoing sustainable edge. The key drivers are explored next.
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Organizations today must demonstrate their resilience in the face of constant turmoil and disruption.
They need to respond quickly to these constant and unexpected external changes while at the same
time sustaining regular business operations. Divestitures refocuses an organization’s efforts back to
what is important as these crises arise and enables organizations to isolate such problems proactively
so that strategic focus and awareness are maintained.

Organizations more than ever need to be adaptive in their ability to adjust to these ongoing market
shifts in the competitive landscape. Given this changed environment, they need to be nimble and
flexible enough to “proactively” respond to any and all competitive or market changes. Divestitures
employs methods to adapt.

Opportunities to innovate are typically a primary contributor to organizational success and longevity.
However, it is one area that many fail to adequately explore or execute upon. Divestitures are one such
vehicle that can be leveraged to communicate the importance of innovation in achieve its strategic
and operational objectives.

Embracing such drivers as key components of an organization’s strategic and operational plans and
decisions, ensures an organization’s (or enterprise’s) sustainable competitive edge. Combining the
resilient, adaptive and innovative drivers of success results in a unique and robust strategy for adopt-
ing and implementing divestitures as explored throughout the course of this guideline.

An Overview of Corporate Divestitures

Divestitures are complex transactions that consume resources. They regularly occur and are material
in size. Over the last decade, there have been over 3,000 divestitures per year in North America. The
average sales price of these divested businesses was $175 million. Given their frequency and size, the
efficient and effective execution of divestitures requires a high degree of discipline and structure.

Figure 1 presents an overview of a five-step model that provides the basis for optimizing results. Each
of these five steps, in turn, is comprised of a series of sub-steps, herein referred to as tasks. The associ-
ated tasks are listed beside each step in bullet form.
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FIGURE 1: DIVESTITURE PROCESS MODEL

FIVE-STEP PROCESS TASKS

* Analyze business portfolio
STRATEGIC » Identify divestiture candidates

ASSESSMENT « Validate divestiture decision

» Structure the transaction

* Obtain corporate approval
* Create organization plan
DIVESTITURE * Create retention plan
PLANNING « Assemble divestiture team
* Develop divestiture plan

* Develop communication plan
* Engage external resources

¢ Determine sales process

. ¢ Develop selling materials
Sales preparation

¢ Prepare data room

DIVESTITURE

PREPARATION .
Disentanglement

preparation

¢ Create a cross-functional team

FEEDBACK y ° Identify interdependencies
LOOP * Resolve interdependencies
« Announce intent to sell * Present financials of business
DIVESTITURE * Manage the sale for sale
EXECUTION * Negotiate transaction

* Close transaction

* Reassemble divestiture team

RETROSPECTIVE » Critique performance
ANALYSIS « Record and disseminate
findings

STEP 1 Strategic Assessment

Figure 2, the strategic assessment tasks in the divestiture process, consists of an analysis of the
organization’s business portfolio, the identification and qualification of divestiture candidates, valid
divestiture decision and the determination of the optimal form of the transaction.

FIGURE 2: STRATEGIC ASSESSMENT TASKS

Analyze business Identify divestiture Validate divestiture Structure the
portfolio candidates decision transaction
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Analyze Business Portfolio

This analysis generally takes place within the context of the strategic planning process. An aspect of
the planning process is the evaluation of all business units to determine their compatibility with the
long-term objectives of the organization.

Identify Divestiture Candidates

In attempting to determine the compatibility of the various elements of their business portfolios,

individuals conducting the analysis should ask the following questions:

¢ Are the markets served by the individual businesses stagnating or contracting?

¢ Are there macro-level forces such as changes in demographics, technologies, or regulations that
will cause businesses to stagnate or contract in the future?

¢ Are there competitive dynamics that will reshape the market to the organization’s disadvantage?

¢ Are any businesses in isolated market positions that have no synergistic relationship with the
broader portfolio?

The answers to these questions will indicate if any business units are incompatible with the organiza-
tion’s strategic objectives and long-term growth goals. Occasionally, divestiture candidates may also
be targeted for financial or other non-strategic reasons, such as the need to generate cash or the inability
to integrate a previously acquired business.

Validate Divestiture Decision

Poor performance may indicate, but does not necessarily equate with, strategic incompatibility. Other
factors such as poor management, underinvestment, or market disruption may have impacted the
business unit’s performance. In such cases, it is desirable to address the underlying causes rather than
divest that property. In fact, the decision to divest should be supported by strong evidence that it is
the preferred course of action—one that is based on a thorough analysis of the transaction’s strategic
and financial implications. In addition, given divestments require a significant amount of managerial
time, resources, and risk, it is necessary for the organization’s management team to commit to making
the divestiture a success.

Structure the Transaction

Once a preliminary divestment decision has been made by management, the next step is to determine
the form and structure of the transaction that is most likely to optimize after-tax proceeds of the pro-
spective divestment.

The available divestment options include the:

1. outright sale of the property or properties to be divested

2. creation of a separate entity in which the corporation may or may not retain an ownership interest
3. swap of assets with another corporation, which may include other considerations such as cash

Creation of a separate entity can be a very attractive option under certain circumstances. This is the
situation when the business unit being divested is relatively large, that is, the unit is truly a stand-alone
entity (a free-standing division or subsidiary with its own support infrastructure), and the value generated
is materially greater than an outright sale. The major benefit of this option is that unlike an outright
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sale which can generate substantial tax liabilities, creating a separate entity generally results in a
non-taxable transaction. However, this type of transaction requires substantial legal, regulatory, and
advisory costs, as well as management attention. Because of all the factors noted, company spinoffs,
while an attractive option in certain situations, are relatively rare. Asset swaps only make sense when
even more rare conditions (mutually beneficial exchanges of properties) are met. As a result, the most
common form of divestiture is the outright sale of the asset.

Taken together, the strategic assessment fulfills both the resilient and adaptive drivers in RAISE as the
assessment evaluates the organizations options from a strategic and long-lasting standpoint, able to
withstand and adapt to the ever-evolving demands of both customers and the changing dynamic of
the market.

STEP 2 Divestiture Planning
Once there is preliminary agreement that a divestiture is desirable, the planning step in the process
should be initiated. Figure 3 illustrates the major divestiture planning tasks.

FIGURE 3: DIVESTITURE PLANNING TASKS

Obtain Create Create Assemble Develop Develop

corporate organization retention divestiture divestiture communication
approval plan plan team plan plan

Obtain Corporate Approval

Approval to move forward on a divestiture typically takes the form of a document that presents a
well-considered recommendation to the corporation’s CEO and the board. Its major components
would be the strategic rationale underlying the recommendation, a background discussion of the busi-
ness and its markets, valuation estimates, a description of alternative transactional approaches that
were considered, and a description of the planned divestiture process contemplated, as well as a
timeline for planning, preparing, and executing the transaction.

Create Organization Plan

It is not uncommon that business units that are candidates for divestiture have been part of the parent
organization’s portfolio for an extended time. As a result, an environment of functional interdependency
and shared operational infrastructures is likely to have evolved over time. A major objective of untan-
gling the two entities is to present the business unit being divested as a stand-alone entity to the
greatest extent possible so its sales potential can be optimized by making it attractive to the broadest
possible range of potential buyers. The initial effort to rationalize the infrastructures is the establish-
ment of an organizational plan that includes:

 Determining business unit leadership. This would typically include the business unit’s chief execu-
tive and senior management team.
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* Performing an operational analysis. This process consists primarily of identifying all the customer-
related operations and functions.

* Performing a preliminary infrastructure analysis. Although a detailed evaluation of shared ser-
vices will not be done until a dedicated team is assigned later in the process, the basic functions
necessary for the unit to approximate a stand-alone business should be identified.

* Assigning employees. Based on the operational and infrastructure analysis, a preliminary deter-
mination of those individuals who will staff the unit and those who will be retained by the parent
organization should be made.

Create Retention Plan
To ensure that any potential for business erosion is minimized all key individuals should be identified
as early as possible in the process. A plan should be formulated to reward them for staying with the
business unit until it is sold.

Assemble Divestiture Team

A critical element of the planning process is the creation of the team that will help formalize the dives-
titure plan, drive the divestiture process, and ensure it stays on track. The divestiture team is typically
composed of a core team of senior executives; external consultants and advisors; selected internal
experts and managers; and is led by a clearly empowered designee of the CEO of the parent organiza-
tion. An outline of the divestiture team structure is illustrated in Figure 4.

FIGURE 4: DIVESTITURE TEAM STRUCTURE

Team R

leader 4 Le9a
CORE TEAM
Divestiture
Human ) .
business unit
resources .
executives
EXTERNAL Broker/ Accounting (014,1-13
RESOURCE banker firm specialists
. o Parent
INTERNAL Information Facilities/ executive
RESOURCE technology operations

management
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Develop Divestiture Plan

After the team is formalized, it needs to develop a detailed divestiture plan under the direction of the
team leader. This detailed plan should:

¢ Outline the key activities in the transaction;

¢ |dentify all material tasks, deliverables, and milestone accomplishments for the transaction;

¢« Assign responsibility and establish deadlines for those tasks, deliverables, and milestones;

¢ ldentify key decision points associated with making and executing decisions; and

¢ |dentify any major risks associated with the transaction.

The value of the divestiture plan comes to the fore when the past is not a good predictor for the future,
and disruptive change occurs (which demonstrates an organization’s need to demonstrate their
resilience —as part of the RAISE philosophy).

Develop Communication Plan

Implementation of the communication plan, including the actual announcement of the prospective
transaction, does not occur until the execution step (Step 4: Divestiture Execution) of the process.
However, development of the communication plan should begin as soon as possible after the decision
to sell has been made and the team has been assembled.

The communication plan consists of two major elements: (1) messages directed at external constitu-
encies such as customers, suppliers, shareholders, lenders, and the larger investment community; and
(2) messages directed at internal constituencies, such as the management and employees of both the
organization being divested and the parent organization.

Although this messaging should be customized to address the issues relevant to each discrete
audience (as described in Announce Intent to Sell), the selling organization will want to convey the
following core points to all constituencies:

*  The announcement of the intent to sell

¢ The strategic rationale for the divestiture

¢ The attractiveness of the property being sold

¢ The identity of the financial advisor assisting in the sale

¢ An indication of the anticipated timing of the transaction

STEP 3 Divestiture Preparation

The preparatory step runs on two distinct, but concurrent, tracks: (1) getting resources and materials
mobilized for the sale (i.e., sales preparation); and (2) preparatory measures to ensure the controlled
separation of the business being sold from that of the seller and the resultant impact on financial
statement presentation (i.e., disentanglement preparation). The tasks that comprise the first of these,
preparing for the sale, are illustrated in Figure 5. The ensuing discussion is followed by a description
of the disentanglement activities and the development of the financial statements of the unit being
divested on a stand-alone basis.
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FIGURE 5: SALES PREPARATION TASKS

Engage external Determine sales Develop selling Prepare

resources process materials data room

Sales Preparation

 Engage external resources. The main external resources required to effectively divest an asset are
a financial advisor (a business broker or investment banker) and an independent accounting firm. It
may also be desirable to engage other professional resources, such as advisors with regulatory or
legal expertise.

The financial advisor is engaged to advise and manage the transaction. Advice generally takes

the form of guidance on the valuation of the business, the structure of the transaction, the selling
approach employed, and buyers to be targeted. The advisor also develops the selling materials and
orchestrates the sale.

Independent accountants are engaged by the seller to perform specified procedures relative to
the financial information that will be provided to buyers. The nature and extent of the procedures
will depend on the intended use of the financial information. More often than not, audited financial
statements (for up to three years) may be required by buyers seeking to comply with the require-
ments of their lenders or regulators, while less intensive review procedures may be sufficient to
provide comfort to buyers not requiring audited financial statements.

« Determine sales process. The core divestiture team members and the financial advisor typically
collaborate on identifying potential purchasers of the business unit. The divestiture team will have
an informed view of the potential market by virtue of having been a market participant. The advisor
should be equipped to supplement that view. The advisor may also have relationships with poten-
tial financial buyers (e.g., private equity firms) that are unknown to the divestiture team.

From their collective reading of the market and the preferences of the selling organization, the
divestiture team and the advisor can determine whether it is best to bring the business to market
via an auction, or rather entertain a pre-emptive bid by a single buyer. The auction process is the
most common sales approach employed by sellers and is described in detail in Step 4: Divestiture
Execution.

« Develop selling materials. Selling materials typically consist of the following three elements:
(1) a “teaser,” (2) an offering document, and (3) a management presentation.

A teaser is a document that contains information on the business, along with an abbreviated finan-
cial profile.

The offering document (also referred to as an offering memorandum or prospectus) contains
a substantive description of the business, its historical financial performance, and its strategic
potential.
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The management presentation, typically a PowerPoint presentation, mirrors the content of the
offering document and is the basis for live presentations to selected potential buyers by the execu-
tive management team of the business being sold.

¢ Prepare data room. The financial, legal, and operational information subject to review by potential
buyers is housed in a data room. The examination of this information provides an opportunity for
bidders to assess the veracity of data underlying the seller’s representations.

Disentanglement Preparation

In relatively rare instances, the disentanglement process is simple. This is the case when the business
unit being sold is a stand-alone business, such as a free-standing subsidiary, or a division of the seller
that has its own supporting infrastructure. However, in order to get the business unit ready for sale, it
must be disentangled from the seller’s infrastructure.

In an effort to separate the business unit from the seller, certain infrastructure gaps will almost certainly
result. In these situations, the seller is faced with a decision of whether to fill those gaps and create a
self-sufficient entity or do nothing. The competing forces at work in that decision-making process are
the desire to maximize the size of the buying market and the potential sales price, and the desire to
minimize the costs associated with filling gaps in the business unit’s infrastructure.

Generally, the closer the seller can get to the presentation of a stand-alone business, the greater the
pool of potential buyers and the greater the upward pressure on price. Those business units with
significant gaps in their infrastructure will be faced with a limited pool of operating companies
(e.g., strategic buyers) with sufficiently robust infrastructures to support the unit being acquired.

As the infrastructure gaps are narrowed, the field will generally expand to include smaller strategic
buyers and possible financial buyers (e.g., private equity firms with operating businesses in their port-
folios). If the business unit can be presented as a self-sufficient entity, the number of potential buyers
may expand to include other financial buyers that do not possess the capability to provide infrastruc-
ture support.

The tasks of the disentanglement effort are illustrated in Figure 6.

FIGURE 6: DISENTANGLEMENT PREPARATION TASKS

Create a cross- Identify Resolve Present financials

functional team interdependencies interdependencies of business for sale

¢ Create a cross-functional team. Before interdependent relationships between the two entities can
be resolved, the seller must engage in a thorough information-gathering effort that starts with
creating a cross-functional team soon after the decision to divest is made. This team should
be charged with responsibility for identifying all material interdependencies between the selling
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corporation and the business unit being sold. It should include representatives of all relevant
support functions from both the seller and the business unit and be led by a member of the core
divestiture group, ideally a finance professional.

This team leader should: (1) have a broad-based understanding of both businesses, (2) have suffi-
cient organizational influence to direct a cross-functional project and make key decisions, and
(3) be capable of quantifying the effects of those decisions on both entities.

« lIdentify interdependencies. The most obvious interdependencies involve functions such as HR,
accounting, information technology, and other “back office” support services provided by the
parent organization to the unit being divested. However, there are less obvious interdependencies.
These include items such as commercial agreements or intellectual property rights, which benefit
more than one of the seller’s business units. In addition, there may be services, agreements, or
assets provided or owned by the business unit that are also utilized by business units the seller
will retain. The first task of the disentanglement team is to perform a comprehensive review and
identify these interdependencies.

* Resolve interdependencies. The seller must decide whether it is in its interest to transition the
business unit self-sufficiency, or if it is preferable to do as little as possible and have the acquirer
assume the burden of providing that support. The answer to that question strongly influences the
seller’s perception of the benefits that self-sufficiency (or near self-sufficiency) offers in terms of
the number and quality of additional organizations that might join the pool of potential acquirers.

¢ Presenting financials of business for sale. The final disentanglement preparation task is the devel-
opment of stand-alone financials. Potential buyers of a business being divested usually expect the
seller to present financial information on a stand-alone basis (i.e., as if it were a self-supporting
business, without the operational and administrative support of its corporate parent, and therefore
closely representative of the business to be acquired).

In addition, many buyers will want to obtain financial statements that have been audited by an
independent accounting firm as part of its own due diligence or to satisfy lender or regulatory
requirements. As previously noted, this often presents a challenge for the seller because in many
cases the business being divested has been integrated into, or shares support services with, a
larger entity. Further, its financial records are unlikely to have been subjected to a dedicated audit,
but instead only reviewed as a component of the parent organization’s consolidated financial
accounts.

To satisfy the requirements of potential acquirers, the seller will usually engage in a multi-step pro-
cess in which the internal financial records are subjected to a specialized audit (often referred to as
a “carve-out audit”). This, in turn, is used as a basis for developing pro-forma financial information

that presents the business on a stand-alone basis.

It is important to note that carve-out financial statements present the results of operations of the busi-
ness as owned by its corporate parent. This means that although costs for items like shared support
services are allocated to the business unit, these costs are not representative of the costs the business
would incur if it were truly a stand-alone entity.
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Prospective acquirers usually expect sellers to provide additional financial information prepared on

a “stand-alone basis” to enable analysis against comparable businesses on a like-for-like basis. Con-
sequently, sellers normally prepare stand-alone pro-forma financial information to complement the
audited financial statements. In addition to presenting the business as if it operated on a stand-alone
basis, this information also highlights any unusual or non-recurring transactions in the historical results,
so prospective acquirers can base their valuations on the true ongoing “run rate” of the business. For
prospective acquirers to understand the differences between the audited and pro-forma financials,
sellers customarily prepare a reconciliation or bridge schedule, such as the one below (Table 1), that
itemizes and explains each difference.

TABLE 1: ILLUSTRATIVE BRIDGE SCHEDULE

Revenues Expenses Net Income

Audited carve-out income statement $x $x $x
LESS: Internal cost allocations for services - $x + $x
provided by other business units
ADD: Estimated costs to provide services

N + $x - $x
on a stand-alone basis
+/- Non-recurring or unusual items +/- $x +/- $x +/- $x
Pro-forma income statement on a stand-alone

$x $x $x

basis

STEP 4 Divestiture Execution
Once the preparation step has been completed, the next step is for the team to initiate the sales effort,
which consists of the following tasks (Figure 7):

FIGURE 7: DIVESTITURE EXECUTION TASKS

Announce Manage Negotiate Close

intent to sell the sale transaction transaction

Announce Intent to Sell

Up to this point in the divestiture process, most of the planning and preparatory activity has been
conducted by a relatively small team in a confidential setting. After a public announcement of the
impending sale, the environment changes dramatically.
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Shareholders will want to understand the impact of the divestiture; potential buyers will want to know
whether the business being sold presents them with an attractive opportunity to expand their market
presence; customers of and suppliers to the business being sold will want to know how the prospec-
tive transaction will impact their relationship with the unit being divested; and employees of both the
selling corporation and the business being divested will want to know what this means for them.

These concerns present a challenging environment for the divestiture team. Actual announcement-day
activities are divided between the external announcement to the public and internal communications
with employees. The corporation would typically make the public announcement through a press
release. Very large divestitures by major corporations may require a more elaborate announcement
process and include discussions with analysts who track the markets in which the divesting company
participates. Post-announcement activities will also include communication with customers and ven-
dors. The basic message to these constituencies should be “business as usual,” with emphasis on
continued superior customer service and supplier relations.

Employee announcements generally require more detailed logistical and thoughtful planning. The
employees of the business being divested should be informed of the prospective sale, preferably in per-
son by a senior executive of the selling organization at a pre-scheduled employee meeting. Employees
of the selling organization should be informed at the same time. This constituency’s interest will gener-
ally focus on whether the divestiture portends further divestment activity in the near future that may
affect them.

Once that concern is satisfied, the potential for distraction among this group is sharply reduced. Employ-
ees of the business being sold will invariably require more attention. It is good practice to distribute a
package of information at the time of the announcement that addresses employee concerns and make
HR personnel available to answer questions right after the announcement. In addition, a mechanism to
receive and respond to employee inquiries, such as a dedicated email address or website for questions
and/or periodic updates by business unit senior managers, should be considered.

Manage the Sale

Unless there is a preference for keeping the transaction confidential and closing it quickly (a relatively
rare situation), the divestiture team will execute a highly structured and deliberate auction sale. This
will entail soliciting initial bids, qualifying those bidders, inviting those who have been qualified to
perform due diligence, soliciting final bids, and selecting a “winner.”

« Soliciting initial bids. Initial bids are solicited after distributing the teaser. Firms who respond to
the teaser with an expression of interest would be required to execute a non-disclosure agreement
(NDA), which is an agreement not to disclose aspects of the transaction or to solicit employees
of the seller. Those bidders that clear this initial hurdle then receive the offering document with a request
for an initial bid and a description of how the bidding process will be managed.

* Qualification of bidders. Although bids made at this stage are non-binding, they do indicate a
measure of bidder seriousness and will be evaluated by the seller and the financial advisor. The
seller will rely heavily on the advisor’s ability to evaluate the credibility of the bidders, their ability
to obtain financing, and their commitment to closing a deal.
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¢ Invitation to proceed. A limited number of bidders will be invited to proceed to the preliminary
due diligence stage of the transaction. Although there is no ideal number of qualified bidders, the
field will generally consist of several, perhaps a half- dozen, interested parties. Due diligence will
consist of a management presentation and interaction with the business unit’s senior management,
the opportunity to gain access to a data room, and possibly a tour of the business unit’s facilities.
At this stage of the auction, limits may be placed on the data provided in the data room, such as
by redacting proprietary information about specific customers or product development activities.
After the field has been narrowed to a single buyer in the final stage of the bidding, that informa-
tion would be released as part of what is generally termed confirmatory due diligence.

¢ Final bids. Participants in the auction will be asked to make their best and final offers after the pre-
liminary due diligence phase of the process. Frequently, they will also be asked to markup a copy
of the purchase agreement that has been prepared by the seller’s legal team. The seller will then
deter- mine the winning bidder who will be accorded an opportunity to perform confirmatory due
diligence. The determination of the winning bidder will be made based on price, other major terms
of the transaction, and confirmation of the buyer’s ability to finance the transaction. Although sale
price is the major determinant, a lower bid may be entertained if the high bidder responds with
serious modifications of the agreement, or if there is any doubts regarding the bidder’s ability to
obtain financing.

Negotiate Transaction

After a single finalist has been determined, the negotiation of the contracts and ancillary agreement
begin in earnest. These normally include the purchase agreement and disclosure schedules to the
purchase agreement. They may also include a transition services agreement (TSA), a commitment of
the seller to provide certain support and back-office services to the acquirer for a limited period while
the buyer transfers the business unit to its ownership.

The purchase agreement is the definitive legal document governing the divestiture. It sets forth

the financial and legal terms of the transaction. The disclosure schedules list all the disclosures the
selling corporation has made, and itemizes any exceptions to its representations and warranties.
ltems included in the schedules are cross-referenced to the appropriate section of the Agreement,
effectively modifying that section. For example, a representation that there is no litigation except as
disclosed in the corresponding schedule can have a material impact on the transaction. Disclosures,
therefore, mitigate the seller’s legal and financial risk.

¢ Contract negotiation. The initial version of the purchase agreement is drafted by the seller’s legal
team. By creating the first draft, the seller sets in place its preferred transaction structure and
establishes the initial allocation of risk between the parties.

* |terative process. What follows is an iterative process whereby the buyer marks up the contract,
the seller reviews and edits it, and then routes it back to the buyer. These iterations shift risk and
costs back and forth between the parties until they reach a mutually acceptable agreement. After
all contractual issues are negotiated and resolved, the parties can move to the closing of the
transaction.
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Close Transaction

The closing of the transaction can occur immediately upon signing the purchase agreement or, after a

defined interval, following satisfaction of certain conditions or requirements. Simultaneous signing and
closing are common with smaller transactions. Frequently, though, it is necessary to separate the two.

This is the situation when one or more of the following conditions must be met:

* Buyer financing needs to be finalized. If third- party debt will finance the transaction, a period of
time will generally be needed to finalize these arrangements.

¢ Government approvals must be obtained. Transactions above a certain size or with certain char-
acteristics may require governmental approval. These requirements generally relate to assessing
any potential impact of the transaction on competition (i.e., anti-trust concerns).

¢ Third-party consents are needed. In some cases, consents of third parties other than the govern-
ment are needed before the transaction can close. If the transaction is structured as an asset sale,
certain material contracts may not be assignable without third-party consent.

STEP 5 Retrospective Analysis

Retrospective analysis of the entire transaction by the core divestiture team is a straightforward but
often overlooked opportunity to institutionalize what was learned from the experience. A modest
investment in time will allow the organization to reap the benefits of lessons learned from the recently
closed transaction. This can take the form of a one-day meeting of all team members at which all
major aspects of the transaction are reviewed.

Questions such as the following should be used to stimulate team member inputs:

e What went well and why?

e What could have gone better and why?

e How did the external advisors (particularly the financial advisor) perform? Should they be used
in the future?

e Was the communication plan effective? How might it be improved?

e How did the internal team perform? What measures (such as training) might be taken to improve
staff performance?

Discussions around these types of questions should generate observations and recommendations
about process improvement and improved utilization of resources in the future. The team leader should
distill this input into a process feedback report that captures important observations and recommen-
dations, and ensure it is distributed to the appropriate personnel and properly archived.
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In Summary

Corporate divestitures are usually complex and time- and resource-consuming transactions. They are
also important opportunities for organizations to adjust their strategies and business portfolios in ways
that can create value for their shareholders. When implemented correctly, a divestiture transaction
can serve as an effective and powerful initiative. To optimize these transactions, organizations must
recognize the importance of employing a highly structured and disciplined process led by a properly
resourced and empowered team, in which the professional accountant in business can assist with.

It represents a cohesive set of assumptions that describes a view of the future that is then used to
develop a forecast or to test a strategy, plan or strategy. Such future foresight ultimately represents
an operating philosophy that governs the mindset, decisions and actions of an entire organization.
All organizations have an opportunity to leverage such a philosophy in their organizations to mitigate
some of the uncertainty, volatility and unpredictability they face and in turn, derive unprecedented
and ongoing value. The tools, techniques and steps provided in this guideline enable organizations to
effectively and efficiently conduct their own divestiture transaction should the organization be ready
to undertake such an onerous process to yield optimal shareholder value.

Divestiture transactions has applications in all sectors (i.e., private, public, not-for-profit, and government).
Professional accountants in business by their very nature can leverage their know-how and expertise
in guiding organizations towards implementing such a unique customer-centric and competitive strat-
egy. The ability of divestitures to drive alignment and focus across an organization demonstrates how
powerful a tool (or program) it can be (if implemented correctly).

This facilitates the ability for an organization to maintain and sustain itself as a resilient, adaptive, inno-
vative and sustainable enterprise (per the RAISE philosophy) in competitive marketplaces. Ultimately
these drivers will aid both the professional accountant in business and organizations in ensuring suc-
cessful adoption while equipping themselves to engage in the Canadian ideal of good business.
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