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Doing Divestitures Right
By Randy Myers, August 30, 2011

RELATED LINKS
The Optimal Exit Strategy Advice on selling a
business from Corporate Finance Associates,
an investment banking firm.

The Association for Corporate Growth A
professional organization for middle market
M&A dealmakers and business leaders.

M&A Spotlight: Divestitures How to address
the burden placed on the finance function -
This 2009 report from Big Four accounting
firm KPMG explores issues a divestiture
raises for a company’s finance organization.

Divesting for Success: Strategies for Building
Value This KPMG report includes information
relevant to companies contemplating a
divestiture.

You’ve got an underperforming division or product line. Should you sell?

Perhaps, but only if you get the process right. Too often, merger-and-acquisition experts warn, companies decide to sell a piece of
their businesses and then go about it like they are taking out the trash.

“There are large psychological differences between acquisitions and divestitures,” says John McPhee, a partner with Big Four
accounting firm KPMG LLP and global leader of the firm’s sell-side services practice. Acquisitions are seen as positive events, like
getting married. C-level executives want to be at the closing dinner and say they were part of the deal, McPhee says. “Divestitures can
be viewed as negative. Senior management will look at a product line or division and say, ‘You know, this is just not giving us the
margins we hoped for or it’s diluting earnings, and we’ve got to get rid of it.’”

Once a business is characterized in that unflattering light, it’s easy to pass off getting rid of it to a junior-level executive with little
knowledge of the business and even less in mergers and acquisitions. “Management finds a guy named Joe, and Joe’s skill set is
availability. He has time to deal with this,” McPhee says.

Not surprisingly, the consequences can be unfavorable. Companies may fail to get top dollar for the operation they’re selling or
complete the deal in a timely manner, if at all. They could wind up selling a business when, with a few changes, it would have been
smarter to keep it.

KPMG once advised a company that wanted to sell a business unit that wasn’t as profitable as its other operations. When the advisors
reviewed the unit’s income statement, they found that almost every line item represented a share of corporate expenses
disproportionately larger than what the unit was really consuming. “Once we started to peel back the layers, we found that the
business wasn’t unprofitable at all,” McPhee says. “It was simply overburdened by the company’s corporate cost structure.” The
company ultimately sold the unit because it wasn’t a strategic fit. But based on the research, it was able to show a better profit
statement with prospective buyers.

In another case, McPhee represented a client that was bidding on assets another company wanted to sell and then lease back from
the buyer. The seller had devoted considerable energy to calculating a fair sale price, but neglected to thoroughly assess what a buyer
would charge to lease the assets back. As it turned out, that amount was far more than the seller anticipated, so the deal was
scratched.

For companies contemplating selling a business unit or product line, McPhee and other experts offer the following tips:

1. Give the assignment to a pro. If you don’t have someone on staff with significant experience overseeing divestitures, hire a
business broker, investment banker or accountant. “You want someone who can tell you which things will impact the value of the
transaction,” McPhee says.

“Mid-sized companies a lot of times don’t have teams that specialize in this type of activity, yet they still try to handle it internally to
save costs,” says business broker Scott Bushkie, president of Cornerstone Business Services in Green Bay, Wisconsin. “That’s penny
wise and pound foolish.”

2. Be objective about how much the business is worth. Like homeowners, business owners and managers often attach more value
to their operations than outsiders. But going to market with outsized expectations can jeopardize your credibility and push away
potential buyers. Failing to understand the flaws in a business causes problems too. “You don’t want to highlight the negatives when
you’re selling something,” McPhee says, “but you should be aware of issues that will be thrown at you and have an answer for them.”

3. Define what you’re selling. Detail the physical assets and intellectual property you’re selling and which managers are likely to join
the buyer’s organization. “If you haven’t defined which assets and liabilities you’re selling and distilled that into the legal agreements,
you will probably have an issue when it comes time to close the transaction,” McPhee says. “You may be headed for post-acquisition
disputes, too.”

4. Create stand-alone financial reports. A business unit’s financial results often are commingled with those of its parent company.
Before a divestiture, break out those results to create a stand-alone income statement and balance sheet a prospective buyer can
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Case Study: Due Diligence Helps
Company Complete Sale
For some time, Pittsburgh-based
construction company dck worldwide LLC
had pondered whether its 90-employee
construction-management division might
have a brighter future under different
ownership. The division accounted for only a
small fraction of the company’s
approximately $500 million in annual
revenue, and construction management
wasn’t its core business. In addition, the
division’s operations were concentrated in
two states, Pennsylvania and Ohio, where it
faced extensive competition.

Before putting the division on the block,
Chief Financial Officer John O’Reilly
performed a thorough assessment of its
strengths and weaknesses to get a better
idea of its value to potential buyers. He
compared the likely return on its sale to what
it would earn, given its growth prospects, if it
remained a part of the organization. Finally,
O’Reilly made a formal presentation to dck
worldwide president and CEO Stephen
D’Angelo and then to the executive
management team. “It wasn’t just two people
sitting in a war room coming up with this
analysis,” O’Reilly says. “We let people
throw darts at it.”

Once D’Angelo and O’Reilly agreed selling
was the best option, D’Angelo put O’Reilly in
charge of the divestiture based on his
extensive experience with mergers and
acquisitions in a prior job. O’Reilly identified
a number of potential suitors and in 2010
sealed a deal with Hill International Inc. of
Marlton, New Jersey, one of the nation’s
largest construction-management firms. It
was a relatively smooth transaction, with dck
worldwide getting a price it liked and Hill
International winning entrée into two states
where it didn’t have a significant presence.

That rigorous presale process is exactly
what merger-and-acquisition experts
recommend. “We approach the sale of a
division much the same way we approach an
acquisition,” O’Reilly says. “I want to get a
feel for what I would be looking for if I was
trying to acquire the company.”

“Mid-sized companies a lot
of times don’t have teams
that specialize in this type
of activity, yet they still try

to handle it internally to
save costs. That’s penny
wise and pound foolish.”

Scott Bushkie, president, Cornerstone
Business Services

study. “The more assumptions a buyer has to make, the more risks they see,” Bushkie says. “The more hard facts they see, the more
opportunity they can see. That can lead to a higher price.”

5. Refine your sales pitch. Understand what the business unit you’re selling is all about, including its core competencies and the
strategic values it offers potential buyers, Bushkie says. “You want to understand why someone would want it, so you can emphasize
that in your presentations.”

Every company wants a top sales price for an operation it’s divesting. Companies that do their homework improve the odds of getting
it.
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