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Introduction
Since most companies are designed to acquire businesses (although there are many that are not - see “Acquisition of SME’s”), few develop the capability to dispose of them, leading to expensive mistakes in when and how to divest. When a disciplined divestment strategy is adopted, sharpens strategic focus on the core of the business as well as increasing returns to shareholders from the sale.
To achieve this, 4 rules should be followed:
· Establish a dedicated full-time divestment team, similar to that used by acquirers – see the paper acquisition of SME's
· Establish objective criteria for determining divestment candidates. Avoid panic leading to selling cheaply at the wrong time
· Work through all details of the de-integration process before divestment
· Ensure that the benefit to the buyer is clearly articulated, and how staff will be motivated to stay until the deal is done

In identifying divestment candidates, the vendor should consider the strategic core; this means that if a highly cash-generative unit is non-core, it should still be considered for divestment.
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Establish a dedicated team
The paper “Acquisition of SME’s” is intended to illustrate how to maximise value from an acquisition, and the establishment of an acquisitions team is a key part of that strategy, If divestment is the mirror image of this, then a divestment team should be created for the same reason - to create value on divestment through planning and rigour.
The team should scan the organisation’s portfolio (say annually?) for likely candidates with the intention that they optimise the timing and method of the divestment. They should be specialised in understanding how to separate out a business in terms of its accounting, HR and establishing service level agreements. In the same way that acquisition teams develop and acquisitions pipeline, so there should be a divestment pipeline for those not meeting the definition of core business.
Another part of this team’s role is to identify potential buyers - corporations or private equity, and of the transactions that have taken place in the market place. This should be done to enable the company to act quickly and decisively as opportunities arise to minimise disruption to the other business units. In addition, the team should maintain relationships with investment banks, as a supporting role, for their knowledge of potential buyers, particularly if these are outside the seller’s primary market or if the business is to be sold of piecemeal.

Back to contents
Test for fit and value
The time to sell is when there are potential buyers that have an opportunity to extract value and re-ignite growth, however when faced with the choice of sell, milk or transform, many opt for “milk”, and where they are unable to provide the investment required to support the business, the “sell” option is considered many years down the line after any remaining value has been lost.
To avoid this trap, divestors should be disciplined in applying consistently the criteria of both fit and value:
· Is keeping the business unit essential to positioning the company for ling-term growth and profitability (fit)?
· Is the business worth more held as part of the company’s portfolio than it is somewhere else (value)?
This means that both divestments and acquisitions should be considered when its best for the company (strategic) rather than because of a reaction to the business cycle (operational). The market is much more forgiving of strategically planned rather than reactionary cyclical divestment as it results in higher growth post-disposal and a better price can be gained because its the company that’s in control and not the market.
Note that a business may that is not core but is being better managed by the company than anyone else could fails one of the tests, so should not be disposed. Alternatively, a non-core business that is creating greater competitive advantage elsewhere in the business, or one that hands superior advantage to a competitor, should not be disposed. Sacred cows are not exceptions to this test, whatever the place that the particular business unit holds in the company’s history, particularly if the investment needed is outweighed by the growth potential.
“Value” can be determined by applying 3 tests:
· The long-term fundamentals of the business unit must be sound - what is the attractiveness of each market of the business unit, and what is the unit’s competitive strength?
· Is the company’s target growth in intrinsic value for all business units attainable by the unit in question? Note that the corporate strategic planners need to challenge the unit’s managers on who this is to be attained
· Will the unit reach the company’s target revenue threshold within the foreseeable future?
These tests require the company to have an in-depth knowledge of the unit’s long-term profitability and growth prospects and also the value that outsiders would place on this. A good benchmark of this capability would be a private equity firm.
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Plan for de-integration
There are a number of methods of sale, and all have different advantages and costs:
· Trade sale, sometimes to a suitably benign competitor
· Sale to private equity
· Spin-off or carve-out a separate entity
The careful structuring of the method is as important as any other stage, as is the determination of a number of implementation choices that the company has around defining the boundaries around the company:
· Products
· Geographical regions
· Customers
· Facilities and specific asset groups
· Shared brands, patents and overheads
· Company-wide systems and processes
These factors need to be unravelled very carefully or possibly shared with the new owners for a transition period, particularly where these features are embedded with those of the parent and the definition of these boundaries is particularly difficult. This may even include a period of shared ownership. Such transition arrangements usually require the careful establishment of service level agreements and these may be required in some or all of the operational and back-office operations of the divested unit.
Finally, the divestment should be timed to coincide with the use of the cash arising from the transaction: if cash is retained in the business, the company may become a takeover target. These uses will include the following:
· Share repurchase
· Debt restructuring
· Investment in another strategic business unit
· Acquisition of a business unit that meets both the fit and value tests
This last point usually catapults the company’s value by disposing a “fit-and-value” business and acquiring another at just about the same time.
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Providing a compelling logic for buyer and employees
Clearly, this logic should be properly communicated and is achieved by the convincing and honest answering to these four questions:
· What actions should be taken to improve the profitability of the divestment candidate or fuel its growth?
· How long will it take the buyer to achieve the deal’s full potential value (clearly the quicker this is, the higher the transaction price)?
· How should the value be unlocked through divestment be split between buyer and seller?
· How will the people in the business be motivated to keep the business moving whilst the transaction is negotiated and closed?
This honesty needs to extend to poor historic performance, poor strategic fit with the old owners, the amount of investment required, new products that need to be brought on line etc. To achieve this, it’s best to create a scenario where both the buyer and the seller win through an appropriate allocation of value. An example would be to tie a transaction where the seller succeeds only if the buyer succeeds.
Apart from the strategic planning behind the conclusion of the transaction, the buyer wins / seller wins scenario needs to extend through to the motivation of staff. Very often, there are retention packages for key executives to ensure that they stay until after the transaction is concluded and that severance packages are generous enough to tie employees until the new owners have had the chance to integrate the business. Also, there should be a non-poach agreement between buyer and seller to prevent the buyer from losing good staff to the seller. In other words, treat staff fairly and reward them for their contributions.
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Making separation pay
Since corporations are not private equity firms, they are not set up to buy and sell assets, but they still need to know how to construct a divestment transaction and who would be the likely candidates to buy the business unit.
The How
Once the divestment of a unit is decided upon, the how can be decided by answering two questions:
· Is the consideration for cash or shares? Usually, cash is the best option, but sometimes shares can be better if there is no use for the cash or because a spin-off would produce higher post-tax returns. Note that if the cash is not used, the company may become a takeover target itself.
· Is the business to be sold in whole or in part? Its best to sell as a whole, but this may not always be feasible, particularly if the value of the parts is greater than the whole.
The Who
Having identified the how, the who should be considered in the light of the answers to two further questions:
· Who will pay the highest price? Generally, this is the buyer that views the asset as the most strategic, but it is the case that buyers are not always able to understand intuitively their own strategic advantage and nor can the seller rely on the investment banks and other advisors to tout the transaction effectively. Always, its best to see the transaction through the buyers eyes and to tailor the pitch accordingly - a sort of “reverse due diligence” that identifies the synergies of the business for the buyer
· From a strategic standpoint, is one buyer better than another? Selling to the highest bidder should always provide the maximum shareholder value for the seller, however this would not be the case if that highest bidder were to present, post acquisition, a greater strategic threat to the seller.

In summary, structure the transaction so that on successful divestment of the business, both the buyer and the seller win.
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