Key points:

» Understand the priorities and needs
of potential buyers

» Cultivate more than one buyer when
possible

» Consider structuring alternatives to a
direct sell-off

Turning adversity into opportunity
Divesting for value in a buyer's market, no.2

Transaction strateqgy
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by Tony lanni and Blake Pilgrim

Yesterday's sellers’ market has gone the way of easy credit, fast
economic growth and high multiples. Investors and companies blessed
with both cash and nerve have their pick of distressed and healthy asset
offerings, often at bargain prices. Navigating this environment calls for
strategic selling.

First off, sellers must take extra care to understand buyers' profiles
and needs. Financial buyers, motivated by cash flow and near-term
economic benefit, generally are looking for fire-sale assets today.
Strategic buyers tend to capitalize acquisitions with more equity and
less leverage. In today's credit-constricted marketplace, they therefore
will often outbid financial players.
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Strategic selling means knowing the asset
inside and out, anticipating obstacles,
understanding potential buyers and, when
possible, developing a “Plan B."”

Divesting for value in a buyers' market




Sellers should prepare for multiple
contingencies — cultivating more than one
buyer or preparing alternative transaction
structures or both. In such a “multi-track”
approach, companies determine the
number of options needed, given closing
risks and the needs of specific buyers.

Understanding buyer needs can help a seller
reduce closing risk by making the deal more
attractive. Proactively offering transition
service agreements and support for such
functions as HR, legal, treasury, auditing and
finance may help persuade some buyers.

A willingness to develop interim operating

Thoroughly understanding the business structures may accelerate closing timelines by

or assets is critical to clarifying planning
options as well as to managing the deal
time frame.

Closing risk

Closing risk is the possibility that a buyer
will withdraw a bid near the final stages

of a deal owing to financing difficulties,
requlatory issues, the risk of pricing shares
in the current market or some other factor.
A major closing risk today is that the

buyer will back down from an agreed-upon
purchase price. Closing risk means a seller

minimizing regulatory requirements. Sellers
also are exploring a range of structuring

options, such as Reverse Morris Trusts (RMT),
share swaps, joint ventures or partnerships that
offer alternatives to deals highly dependent on

cash or credit financing.

Clearly sellers face fundamental trade-offs
in planning and executing divestitures
today. Strategic selling means knowing the
asset inside and out, anticipating obstacles,
understanding potential buyers and, when
possible, developing a “Plan B." v

Observations from a
recent EY/Economist
Intelligence Unit
global divestiture
survey

Due to the financial and economic conditions
of the past 18 to 24 months as compared to
the prior 24 months:

> 53% of respondents are more likely to

might expend time and resources, exposin . . .
g P P 9 consider a divestiture, and

its business to potential competitors, only
to have the deal fall through.

Tony lanni is a member of the
Transaction Advisory Services practice
of Ernst & Young LLP. He is based in
Toronto, Canada.

> 48% are more likely to pursue a “multitrack”

. strategy
Where possible, sellers should focus on

a principal buyer while at the same time
maintaining communications with additional
buyers. Those “waiting in the wings”
provide a safety valve should an offer be
reduced or pulled.

Of the respondents’ most recently executed
divestitures, 29% were alternative structures
and not direct sell-offs to third parties.

Blake Pilgrim is a member of the
Transaction Advisory Services practice
of Ernst & Young LLP. He is based in
Chicago, lllinois.

Who were/will be the main buyers of your
company's assets in the ...

... last two years | ... next two years

Conflicting agendas of buyers and sellers Domestic 1% —

strategic

Foreign 29% 35%

Common goals strategic -

) Seller control » Preserve value Buyer control R developed
N e . . " country
Maximize realistic value > Reduce Lower price
uncertainty Foreign
» Competitive tension " » Highlight liabilities and risks .
) > Efficient tax strategic -
> No surprises from structure > Challenge run rates and emerging
bidders' DD forecasts market
. > Minimize o :
> Certainty and transparency distractions > Mammag_ reps, warranties, Private
> Minimize reps, warranties, » Separate indemnifications equity
md?m.mﬂcatlons smoothly Sovereign
> Optimize TSA structure » Minimize wealth fund
< post-closing > ! ! )
disputes Sellers expect more divestitures to emerging

markets buyers and SWFs, and less to PEs and
domestic strategics.
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About Ernst & Young

Ernst & Young is a global leader in
assurance, tax, transaction and advisory
services. Worldwide, our 135,000 people
are united by our shared values and an
unwavering commitment to quality. We
make a difference by helping our people,
our clients and our wider communities
achieve their potential.

For more information, please visit
www.ey.com.

Ernst & Young refers to the global
organization of member firms of
Ernst & Young Global Limited, each
of which is a separate legal entity.
Ernst & Young Global Limited, a UK
company limited by guarantee, does
not provide services to clients.

Transaction Advisory Services (TAS)
Our Transaction Advisory Services team
works with some of the world's largest
organizations, fastest growing companies
and private equity firms on some of the
biggest and most complex cross-border
deals in the global market. We can help
you achieve the growth, performance
improvement and returns your
stakeholders expect.

We offer integrated, objective advisory
services that are designed to help

you evaluate opportunities, make

your transactions more efficient and
achieve your strategic goals. We have

an extensive global reach, with 8,700
transaction professionals worldwide,
and the experience of thousands of
transactions across all markets and
industry sectors. We can bring together
the people you need, wherever you need
them, to focus on helping you achieve
success throughout the transaction
lifecycle — and beyond. Whether

it's a merger, acquisition, strategic
alliance, divestment, equity offering or
restructuring, we offer you the advice
you need to help you make the right deal
at the right price at the right time. It's
how Ernst & Young makes a difference.
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