How can divesting
fuel your
future growth?

Global Corporate Divestment St

ey.com/divest

.
HEE ,

Building a better

uestion. The better the answer.
working world

rid works.




ur perspective

It's been another turbulent year — from an improving, synchronized global
economy to ongoing political disruption — making boardroom discussions
more complex. But one theme stands out in our latest Global Corporate
Divestment Study: digital transformation. It's one of the biggest
influences on the C-suite in 2018, both in terms of capital strategy and
operating model decisions. Digital disruption, transformational shifts in
customer preferences and sector convergence are forcing companies to
make bets on future technology now.

Paul Hammes The result of this focus is a significant increase in companies divesting
EY Global assets to fund digital growth strategies. And those that understand how
Divestment Leader evolving technology will affect their business over the next 12 months,

are three times more likely to achieve an above-expectation valuation
multiple on their remaining business post-divestment.

Companies should understand what is changing in their sector. If you
can't articulate that story, how can you decide whether to hold on to
that business? And if you can't demonstrate value to potential buyers,
you risk leaving money on the table. And that story depends on data -
specifically, the ability to distill large amounts of data and create a
detailed picture of your portfolio. This data-led approach is essential,
whether you're divesting for bottom-line cost efficiencies or pursuing
technology driven top-line opportunities.

As always, we produce the Global Corporate Divestment Study to provide
suggestions of how your company can maintain a competitive advantage.
This year especially, that means using analytics to maintain a persistent
view on your portfolio. It also means understanding potential changes

to tax implications — especially in light of US tax reform — as well as
bringing your functional areas together to build a strong value story and
developing an operational separation plan early.

All of these critical steps will ultimately improve divestment decisions,
maximize sale value and help transform your company — here and now —
into what you want it to look like tomorrow.

About this study

The EY Global Corporate Divestment Study focuses on how companies should approach portfolio strategy, improve divestment execution and
future-proof their remaining business amid rapid technological change.

The 2018 study results are based on 1,000 interviews with 900 senior corporate executives and 100 private equity executives. The survey was
conducted between October and December 2017 by FT Remark, the research and publishing arm of the Financial Times Group.

» Executives are from companies across the Americas, » Executives have knowledge of or direct hands-on experience
Asia-Pacific, Europe, the Middle East and Africa. with their company's portfolio review process and have been

» CEOs, CFOs or other C-suite-level executives make up 85% of involved in at least one major divestment in the last three years.

executives surveyed. » About a quarter of corporate executives represent
companies with annual revenues of US$S1b-USS$5b, and 42%
represent companies with revenues that exceed USS$S5b.



Key findings

%

of companies plan
to divest within the
next two years.

Our annual Global Corporate Divestment Study reveals that divestments are now
a strategic imperative for senior corporate executives in every sector, and that
technology — both as threat and an opportunity — is influencing their thinking.

Market forces

4%

say the changing technology
landscape is directly influencing
their divestment plans.

Strategic reviews

56%

say they held onto assets too long
when they should have divested.

80%

say tax policy changes
are a geopolitical driver in
their plans to divest.

64%

struggle to identify a team with
the right analytics and technical
skills to drive portfolio reviews.

Divestment planning and execution

60%

continued to create value in a
business they planned to divest.

42%

say not presenting the business
as stand-alone “scared off"
buyers or prompted lower bids.
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Lessons learned:

Consider how technology is
changing your business model

Divest to get a competitive edge

Understand tax implications
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Lessons learned:

Develop an always-on approach
Build a decision analytics platform

Ramp up analytics skills
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Lessons learned:

Create value ahead of
the sale process

Tailor the synergy opportunity
Prepare for separation early

Improve communication




What is driving the
appetite for divestments?

A record number (87%) of companies are planning to divest in the next two years — strikingly

higher than the 43% reported in our 2017 study. Companies are facing intense pressure to evolve
their business models using rapidly advancing technology. And they continue to navigate ongoing
macroeconomic and geopolitical issues like the recent US tax reform and Brexit. All of these pressures

are placing divestments at the core of their growth and transformation strategy.

Technology is evolving
business models

As new technologies power innovation, business models
in almost every industry look starkly different than they
did just a few years ago. Cloud computing is prompting

a wholesale shift to the platform economy, where the
"as-a-service” model now dominates. Digital technologies
such as social and mobile have significantly changed

the way consumers interact with many businesses. In
manufacturing, 3D printing promises to transform supply
chain and logistics practices, negating the need to ship
parts that can simply be printed on-site. And automated
processing is driving efficiency savings in every part of the
service economy.

As companies revisit their business model, around three-
quarters (74%) of executives agree that the changing
technology landscape is directly influencing their
divestment plans, up from 55% in 2017. The challenge
today's companies face is deciding what, where and when
to divest. When should they dispose of a business that no
longer fits into the future business model? Do they need
capital to invest in new technology? Should divestment
proceeds be invested in a different sector to enhance their
product line or operating model?

Companies that expect to initiate their next
divestment within the next two years

2018
I 859
Global 85%
87% 83%
90%
2017
I 419
Global 4%
43% 36%
50%
B Americas Asia-Pacific EMEA Global average

Sector convergence trends may widen the pool of potential
buyers, but it also creates more competitive tension among
sellers. Sixty-five percent of companies expect to see
divestments related to industry consolidation over the next
12 months.

As aresult, sellers should take an outside-in perspective
of their business portfolio — understanding shifts in
customer expectations, future revenue models and growth
trajectories, as well as competitive positioning.




What is driving the appetite for divestments?

Divest to get ad Con\petitive edge Q  Which triggers prompted your most recent
major divestment? Select all that apply.
The key divestment driver continues to be a business unit's

relative weakness in competitive position in its marketplace - Unit's weak competitive position in the market
cited by 85% of companies in the latest findings, up from 49% Global | —— 8%
in 2017. Half of companies (50%) planning a divestment say 85% 82%
they intend to use the proceeds to fund investment in new 86%
technology.

Opportunistic (including unsolicited approach by a buyer)
Companies who divest in order to focus on top-performing Global | NG—— 68%
assets, particularly where new technology can provide a 71% 71%
competitive edge, are 21% more likely to achieve an above- 4%
expectation sale price than opportunistic divestments.
Companies that divest to fund new technology investments Geopolitical uncertainty/macroeconomic volatility
are 48% likelier to achieve a higher valuation multiple on the Global | NG 4T%
remaining business post-divestment than those that divest 47% 41% ,
opportunistically. 1%
Those companies divesting to fund technological change are Need to fund new technology investments
primarily looking to improve operating efficiency (82%) and T ———l
address changing customer needs (80%) in their remaining 43% A44%

0,
businesses. However, investment in technology that will 42%

deliver product innovation — currently a focus for only 43% of

. . Shareholder activi
companies — may deliver greater long-term value. arenoideractivism

I  20%
11%
17%

Global
For example, one Fortune 500 company recently divested 16%

a non-core business unit to invest in a start-up business
with technologies that would increase the company’s direct
relationship with the patient, both in and out of the hospital. B Americas Asia-Pacific EMEA Global average
In less than two years, the company increased its revenues by

more than 12% via cross-selling opportunities enabled by the

acquisition.

“In addition to supporting our R&D activities, we continue to look
for additional opportunities for innovation through business
development which remains a priority for [the company] going

forward ... along with driving value.”
CEO, large
health care company

Drive innovation through

: Companies that divest to fund new
alternative deal structures ompanies that divest to fu
technology investments are
Another way companies are addressing the need to compete, likelier to achieve a higher
and making up for technology shortcomings, is by taking a valuation multiple on the
more creative approach to divestments. As businesses pursue remaining business post-

new technology-driven opportunities, more companies are
considering cross-sector deals and alternative structures.
Almost half of companies (46%) recently opted for alternative
structures, including partial divestments, joint ventures, and
revenue sharing and collaboration agreements, nearly twice as
many as in our 2017 study. Such approaches are often driven
by the need to invest in emerging technologies resident in
young, innovative companies with little market presence but
with the potential to transform a buyer’s business model.

divestment than those that
divest opportunistically.




What is driving the appetite for divestments?

Expect macroeconomic and
geopolitical issues to persist

While the pace of technological change affects every sector
and market, 62% of companies say that macroeconomic and
geopolitical triggers are driving their divestment decisions.
But these companies were less likely to achieve the valuation
multiple they anticipated on the remaining business, or
complete the deal within the expected time frame.

A staggering 86% of companies cite labor and immigration laws
as a geopolitical trigger affecting their future divestment plans.
The recent populist movement away from foreign labor to local
workers is leading to policy shifts, particularly in the US, UK
and Australia. This presents uncertainty for companies around
how to best manage foreign investments and the key labor and
workforce planning behind it. Coupled with the potential impact
of cross-border trade negotiations from TPP-11 to NAFTA,
divestments may be a viable option for companies that have
not factored new policies into their strategy.

Potential sellers in this environment should be cautious, as
buyers will take a similar view of these macroeconomic and
geopolitical risks. Accordingly, sellers need to evaluate whether
the time is right to divest. To minimize negative impacts on
price, sellers can screen likely buyers and target those less
concerned about macroeconomic and geopolitical impacts.
These buyers may be direct competitors or companies already
operating in the relevant geography. A broad auction may also
help retain pricing tension in the divestment process.

Understand tax reform'’s
ripple effect

More than ever, tax is affecting sellers’ ability to achieve
desired results. Tax policy can make divestment plans less
viable or, alternatively, offer new opportunities to improve
value. Eighty percent of companies highlighted tax policy
changes as one of the most significant geopolitical shifts that
may affect their plans to divest. New policies are reshaping
the tax profile of businesses, from US tax reform to the OECD/
G20 Base Erosion and Profit Shifting (BEPS) project cascading
through Europe.

While 31% of companies claim tax changes are making it

more difficult to execute deals, certain policy changes —

such as the reduction in US corporate rates passed at the

end of 2017 - offer US corporate sellers the opportunity to
significantly increase after-tax cash proceeds. For all these
reasons, understanding tax dynamics is increasingly becoming
essential to the strategic decision of whether and how to
divest in the first place, rather than a detail handled during
execution after the decision to divest has been made.

Bl Americas

Opportunistic divestments on the rise

In an M&A environment fueled by record levels of private
equity dry powder and large corporate war chests, companies
report that 71% of divestments are prompted by opportunistic,
unsolicited bids — up from just 20% in 2014. Therefore, sellers
must have a continuous and deep understanding of even the
smallest assets in their portfolio. It's easy to get caught up in
the excitement of an unsolicited offer that exceeds what you
think the business is worth. But how can companies determine
whether an unexpected offer stacks up? And how can you
prove to stakeholders that you've agreed to a fair price?

For example, a Fortune 500 company received an unsolicited
approach for one of its businesses, with an indication of value
at USS5 billion. The company debated whether to accept

the offer and negotiate solely with this buyer or initiate a full
sales process. The company hired an investment banker and
determined the attractiveness of the asset to both corporate
and private equity buyers. Ultimately, the company elected
to conduct a full auction process, generating significant
competitive tension and negotiated a sales price 20% higher
than the initial valuation.

Q  Which of the following geopolitical shifts may

affect your plans to divest? Select all that apply.

Labor or immigration laws
I 85
Global 85% 0
86% . 89%
85%

Tax policy changes

I 77 %

Global
8?)';; e 8%
T77%
Cross-border trade agreements
I 64Y
GOkl ——— b
64%
Brexit
I 32%
Global
a2y, | W 10%
69%

Bl Asia-Pacific EMEA Global average




What is driving the appetite for divestments?
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China

36%

of Chinese companies
have made three or more
divestments in the past
three years.

o

Japan

36%

of Japanese companies
have made three or more
divestments in the past
three years.

N LA
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United Kingdom

28%

of UK companies have made
three or more divestments in

the past three years.

China as a hotspot

Global companies that built or aquired businesses during China's
high-growth period are revisiting their portfolios to focus on their core
strength due to competition from local Chinese companies. These global
companies are therefore divesting in China, often to local operators,
and investing capital in new growth markets. In addition, State-owned
enterprises are under a Chinese government mandate to push for

a more mixed ownership and competitive business landscape. This
means attracting private capital, and disposing or shutting down non-
performing or non-core businesses.

At the same time, privately-owned enterprises who have greater
flexibility in ownership structure are revisiting portfolio strategy. They
have their own incentives for disposing non-core businesses — to free up
capital for new investment, and to cope with disruption from technology
and sector convergence.
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Japan divests

The corporate governance reform led by Prime Minister Shinzo Abe has
been a major driver of divestment activity in Japan. Large, traditional
Japanese companies are under mandate to appoint external directors and
auditors in their board of directors meetings. This change has brought
increased pressure on internal directors to identify non-core and low-
profitability businesses. The trend is expected to persist, as Japanese
trading houses, with similar business characteristics of traditional
companies already under reform, will likely follow suit.

In addition, since the financial crisis Japanese companies have actively
expanded outside Japan through organic growth or M&A transactions.
Many Japanese companies have had mixed success in their overseas
expansion, prompting management teams to consider divesting operations
that are performing below expectations or facing financial distress.

©0000000000000000000000000000000000000000000000000000000 e0cc0ccccccccccce

UK: wait and see

During this period of political, economic and regulatory uncertainty that
is unlikely to change before 2019, 81% of UK companies expect Brexit to
affect their plans to both invest and divest. For many companies, Brexit is
an existential risk that is hard to quantify or model; the only certainty to
date is it has lowered the value of the pound sterling. Some sectors, such
as financial services, airlines and pharmaceuticals, have had to move even
before the terms of a Brexit deal are known. Either their existing current
corporate structures no longer work, or a waiting game is not possible;
options must be generated to enable trading to continue.

Watch for increased divestments of global groups’ holdings of UK
manufacturing and consumer goods businesses that rely on UK customers.
They will seek to channel capital to other sectors or geographies that
deliver shorter-term margin and volume aspirations. Conversely, capital
within the UK will look to the country’s natural global competitive
advantages: financial services, high tech and health care assets are likely
to be the most active sectors.




How do you make
the decision to divest?

Especially in this fast-moving market, companies need a portfolio review process that makes them
ready to act. Those that conduct portfolio reviews annually are twice as likely to exceed performance
expectations for divesting “at the right time.” However, many businesses are at risk of acting too
slowly — our survey finds 56% of companies indicating they have held onto assets too long.

This may be in part because more than two-thirds (69%) of companies find it a challenge to make portfolio reviews a strategic
imperative, indicating the need for a more formalized approach. And many don't regard divestments as a catalyst for growth, or
want to admit “failure” in one of their business units.

LOOk at the blg piCture Q How frequently do you assess your
portfolio to determine business units or
Companies should start their review process with the brands to grow or divest? Select one.
following questions:
Twice a year

» Do we have the right capital structure 47%

to meet our strategic priorities?
» What is the best way for our company to grow - Annually

s . . 42%

and is it aligned with our core businesses?
» What steps can we take to enhance Quarterly

our portfolio's performance? 6%

i ?
» How can we improve the performance of our assets? As necessary/opportunistically

» Are we the best owner of certain assets? . 4%
The answers will help companies develop their divestment Every two years
road map. This gives the board and the strategy team a B 1%

framework for further discussion — and action.

“You have to be very thoughtful about the type of assets you're buying and when
you decide to sell other assets you own ... When major changes are afoot, it's not

guite business as usual. CEO, private equity firm




How do you make the decision to divest?

Lead with a data-driven story

Companies should start by assessing their proprietary
financial and operational data alongside relevant external
data. This combined view supports their ability to understand
current valuation, manage company growth objectives, assess
the impact of various scenarios, and allocate and manage the
return on capital.

of companies leveraged advanced

78% analytics to understand the true

value of a non-core asset in their
last divestment.

Build an “always-on" review process

Businesses that assess their portfolios to determine business
units or brands to grow or divest twice a year — rather than on
an opportunistic basis — are 41% likelier to achieve a sale price
above expectations. They are also three times more likely to
complete an exit sooner than expected.

But, with reqgular reviews now the norm, the future of portfolio
reviews is a real-time process that captures the exponentially
increasing amount of external data available to companies and
their competitors. Portfolio optimization requires timely and
frequent feedback through a decision analytics platform that
transforms data into insight. Ideally, this “always on" approach
should be results driven and include the ability to manage
tactics throughout each phase of portfolio optimization.

In their approach, companies must define what they want to
accomplish through portfolio review: Do they need to evaluate
at a business unit or geographic level? Or do they need to dive
deeper, looking at the category or brand level? What will be
the key metrics used to make decisions?

Once a business has applied data to the agreed upon metrics,
it can then take an unbiased perspective of its assets. This
provides greater confidence in divestment decisions, as well
as better results.

Companies that apply data-driven analytics consistently
to drive decision-making are 33% likelier to exceed price
expectations in their divestments.

Phase 1:
Current portfolio
assessment/
valuation

Phase 3:

Portfolio

execution Phase 2:

Scenario development/
recommended actions

This always-on review process should be supported by
three types of analytics: performance (descriptive), applied
(predictive) and decision modeling (prescriptive) analytics.

Key steps of the portfolio review Analytics to support your portfolio decisions

Phase 1

Phase 2

Phase 3

Define your strategic objectives

Develop key metrics

Agree on ratings and weightings for metrics
Collect and analyze data

Develop base-case valuation and dashboard
Build or customize scenario model

Assign business units to preliminary buckets:
grow, exit, fix, sustain

Evaluate standalone impact of potential actions

Combine actions into plausible scenarios for value assessment
Evaluate pro forma range of metrics

Recommend portfolio strategy and execution plan

Execution through divestments, acquisitions, joint ventures,

tax structurings, margin enhancements and enterprise
cost reductions

Performance (descriptive) analytics focuses on
the base business and its historical performance,
including strategic, financial and operational levers.

Applied (predictive) analytics provides insight
into the likely future performance of the business
and helps optimize decision-making — based on
predictions and other broader market factors.

Dynamic decision-modeling (prescriptive) analytics
helps make strategic and operational decisions
based on predictive scenarios to optimize portfolio
performance — including divestment decisions.




How do you make the decision to divest?

Automating decisions

A large pension fund with key investments in life sciences, retail, business services, technology and energy needed to create an
automated review process to better understand industry convergence and remove management bias from historical performance.

The fund created a real-time platform that combined industry benchmarks, public domain data (e.g., news feeds), syndicated data,
financial filings and a comprehensive set of financial/operational data with machine learning based algorithms.

As a result, they can predict performance of the overall portfolio and a subset of companies, drive the capital allocation process and
measure return on invested capital. The fund is also able to simulate growth-related scenarios to stress test any investment thesis. By
identifying underperforming parts of the portfolio earlier in the process, the fund is able to provide adequate time to resolve issues or

prepare for divestment.

Ramp up analytic skills

Nearly two-thirds (64%) of companies struggle to find people
with the right blend of technical and analytics skills to lead a
data-driven portfolio review process.

Given that a complete set of these skills is rarely found in
one person, we recommend building teams with a mix of
deep business knowledge, specialized functional skills (e.g.,
strategy, finance, marketing, supply chain) and analytics

skills, including data management, modeling and visualization.

With analytics skills in particular, companies will need to
consider all options in finding the right talent. Do you hire?
Acquire a company with the expertise? Outsource? Retrain
your workforce? Companies should consider a combination of
these options based on timeline, budget and sector-specific
requirements.

Scrutinize your business levers
with performance analytics

Performance, or descriptive, analytics can summarize a
company'’s historical data to unearth critical, value-driving
insights. Performance analytics enables companies to learn
from past behaviors - whether around customers, cash

flow, logistics or workforce - and understand how they may
affect future outcomes. For example, companies can analyze
historical customer buying patterns to determine product
preferences, which can be used to streamline the sales cycle.

Performance analytics and visualization tools can also be
applied to portfolio decisions, helping to define divestment
parameters and presenting them clearly and efficiently to the
board and the strategy team. Companies that use these tools
are 24% likelier to achieve a sale price above expectations,
and 20% likelier to complete the deal faster than expected.

Q What do you consider a challenge associated
with your portfolio reviews? Select all that apply.

Understanding how technology impacts the value of our business
80%

Making the portfolio review process a strategic imperative
69%

Identifying the right team to drive the process (i.e., the right set of
skills from a business, technical and analytics perspective)

64%

Overcoming emotional attachments to assets or conflicts of interest

I 61%

Improving communication between board or strategy team and M&A team

I —  59%

Consistently applying data-driven analytics to drive decision-making

I — 54%

Consider applied analytics
as no longer optional

Strategy teams are making greater use of applied, or
predictive, analytics capabilities in their portfolio reviews.

In particular, they are using applied analytics to:

» Understand impact on various divestment
scenarios in real time

» Help identify incremental investments or operational
improvements to position the business for sale

» Identify how to re-invest capital generated by the
divestment and measure its impact on growth

Companies with effective predictive analytics capabilities
are 81% likelier to achieve a sale price that exceeds their
expectations and 35% likelier to close their deals ahead
of schedule.
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How do you make the decision to divest?

Optimize performance with dynamic decision modeling analytics

Dynamic decision-modeling, or prescriptive, analytics can help companies determine how to optimize performance across
their portfolios, by taking action on operational data outputs and feeding results back into the model.

Companies should use prescriptive analytics to understand their current portfolio’'s performance and valuation, and how to
best allocate and raise capital. For example, prescriptive analytics can help identify where to make investments as well as
potential divestments, and where the capital raised can be reinvested in the portfolio to drive growth.

In our survey, more than two-thirds (69%) of sellers say
they expect to make greater use of prescriptive analytics
for portfolio decisions over the next two years. Those that
use these analytics are 76% likelier to achieve a higher than
expected price for the business being sold.

Dynamic performance boost

A technology company decided to divest several product
lines in its hardware business. It then applied dynamic
decision-modeling analytics to identify actions that could
improve the overall performance of the divested assets pre-
sale, to increase its value. These included changing suppliers
to optimize the supply chain, and using new distribution
channels to reduce overall cost. These actions not only
helped the seller improve the performance of its hardware
business, they helped determine how to best combine
products from various product categories to generate value
and interest from buyers. The seller obtained a higher-than-
expected price and positioned the remaining business for
increased profitability.

Seek out social metrics

Social media is often overlooked as a vital source of data,

despite its potential value to companies — especially those with

a strong connection to consumers. Social media can reveal
market sentiment, key stakeholder perceptions and trends
that may not be evident from internal data. For example, what
are customers, suppliers and employees saying about the
company's reputation? What product or pricing strategy is
generating positive feedback from customers and the media?

Just over half (51%) of companies expect to make greater

use of social media analytics in the future — more than double
the number in our 2017 survey. Removing functional silos
between a company's marketing teams that may be managing
social tools, and the strategy team that can benefit from
access to the data, will unlock the value of social media in
portfolio decisions.

Q Within the next two years, will you use
the following more, less or same?

Predictive or applied analytics (e.qg., statistical techniques,
machine learning, and data mining that analyze current and
historical facts to make predictions about future outcomes)

Prescriptive or dynamic decision modeling analytics
(e.qg., algorithms that suggest actions to benefit
from predictions and respective implications)

Social media analytics

Descriptive or performance analytics (e.g., historical-based analysis)

Financial modeling

More H Same Less

Sweet smell of success

A luxury brand company was preparing to divest several
fragrance product lines. It used social media metrics in
pre-sale preparation to analyze the volumes, sources,
sentiments, demographics and geographic footprint

of conversations for key fragrance brands and their
competitors. The analysis included 2.3 million posts

over 24 months, showing that the brands being divested
had the highest net positive sentiment, but that a main
competitor had a much higher share of voice. In advance
of the divestment, the company activated a targeted social
media campaign. The result was additional product sales,
an increased share of voice, and overall improvement in the
value of the assets ahead of the sale process.

11



Do you have the right tools
and talent to maximize
your divestment outcome?

While most companies (78%) prioritized securing the best Q What was your main priority
price over speed of execution in their most recent divestment, in your last divestment?
achieving that expected value can be a significant challenge. 22%
Most sellers think the price gap between buyer and seller

expectations is between 11% and 20%.

Strengthening the business to be divested, developing the equity story and
executing a seamless separation process should be the highest priority for any seller.
However, many companies fail to address key value drivers.

In this section, we'll address how companies should think differently about how to Value Speed

maximize divestment value.

Executives often tell us:

"Why should we invest in a business that we are going to sell?"
“There's little benefit to tax planning when we don't know who the buyer is.”

"It doesn't make sense to begin separation planning until we
know the buyer."”

"We can't involve many people in the sales process — we don't want
employees to panic, or customers to find out the business is for sale.”

12



Do you have the right tools and talent to maximize your divestment outcome?

Value can be lost
as quickly as found

Many companies miss out on opportunities to improve value

in their divestment process. For example, 62% of companies
commonly lose value by not fully developing diligence
materials and not being flexible with the sale structure. And
42% say that not presenting the business as stand-alone entity
‘scared off’ potential buyers, or it prompted them to estimate
more conservative stand-alone costs and offer lower bids.

Companies that continue to create value
in a business they intend to sell are

more likely to beat
their sale price
expectations.

Make improvements before
you start the sale process

Companies that continue to create value in a business

they intend to sell are 27% likelier to beat their sale price
expectations, highlighting the importance of showing
sustained improvements to the business before buyer
diligence begins. Analytics can also help companies create
value pre-sale. Those sellers that leveraged analytics in their
pre-sale preparation were 59% likelier to achieve a sale price
above expectations. For 21% of sellers, the initiative that
created the most value was providing potential buyers with
the output of their advanced analytics; it enables buyers to
identify growth opportunities that support higher valuations.

Analytics can also help companies shorten the diligence
period, minimize the need for transitional service agreements
(TSAs) and demonstrate the business has been capitalized,
operationalized, and properly prepared for sale. By using
analytics pre-sale, companies help buyers identify where

they can generate future growth opportunities. This could
include identifying opportunities to grow revenue, such as new
customers or markets; improving operations to deliver better
margins; or rightsizing or outsourcing the workforce.

Q What do you see as the causes of value erosion
in your last divestment? Select all that apply.

Lack of fully developed diligence materials (including product
or service road map), leading buyers to reduce price

62%
Lack of flexibility in structure of sale
61%
Lack of preparation in dealing with tax risk
61%

Lack of focus/competing priorities

I ———— 56%

Performance of the business deteriorated during the sales process

I A A%,

Business was not presented stand-alone meaning financial buyers
were ‘scared off’ or had to estimate their own conservative
stand-alone costs (leading to lower bids)

I — 42%

Lack of new technology development or implementation
because we don't have the expertise

17%

Did not shore up cyber defenses
10%

Food for thought

As part of divestment planning, a food delivery company
used analytics to uncover key insights into its profitability
by days of the week. They found their lowest-demand
day was Tuesday, when they often operated at a loss. By
restructuring the driver workforce to reflect this lower
demand, rather than keeping the same staffing levels as
the other days, the company improved productivity and
drove three incremental points in margin, resulting in a
stronger valuation.

Splitting for strength

When a medical device company decided to divest a
business, its first step was to get a clear picture of what the
workforce would look like post-separation. The company
then used analytics to complete operational improvements:
synthesizing financial reporting, benchmarks and
operational information to increase EBITDA. In doing so,
the company was able to capture a sale price 18% above
expectations for the business.

13



Do you have the right tools and talent to maximize your divestment outcome?

Tailor the synergy opportunity

Presenting synergy opportunities is one of the top ways sellers say they created
value in their last divestment, and buyers from other sectors are part of that
equation. With 41% of companies expecting the number of buyers outside of their
sector to increase, how can you make the most compelling case to the widest
potential pool of buyers?

Sellers must combine the necessary sector and technical expertise to put
themselves in buyers’ shoes — particularly those in another sector — to understand
the benefits of the acquisition. Sellers can increase deal value by identifying:

» Customer overlap and related cross-sell opportunities

» Supplier alignment to highlight potential purchasing synergies

» Operational footprint and cost base to identify potential
rationalization opportunities and ultimately cost savings

Potential buyers expect detailed information on business value drivers — so sellers
should determine what data is needed and share it. Only 57% of sellers presented
synergy opportunities to buyers, but this was the activity that the largest group of
sellers we surveyed (26%) say created the most value.

Prepare for separation early

Creating a clear vision of a post-sale stand-alone business is vital to deal value:
42% of companies say failing to do so was a source of value erosion in their last
divestment. Here we outline common separation mistakes and why it's so critical to

Different buyers,
different perspectives

A diversified products company
leveraged analytics to position

a carve-out of its technology-
based medical device business

to buyers across the health care,
life sciences and technology
industries. Combining financial and
operational data from the carve-
out with different types of industry
data, the seller was able to develop
two different deal perimeters. One
aligned to the software sector, with
industry-specific key performance
indicators (KPIs), and the other
aligned to the health care/life
sciences space, with associated
medical device KPIs. Through this
flexible, data-driven approach,

the seller was able to attract a
larger and more diversified pool

of buyers, keep them interested
longer and ultimately drive a higher
sale price than initially expected.

take the right separation approach.

Common seller missteps

Not preparing a detailed view of stand-
alone costs for key functions (e.qg., IT),
with variations by buyer type/platform

Why it is critical to do this right

Stand-alone cost estimates allow sellers to prepare to negotiate the
incremental cost based on buyer type and platform. Left to their own
estimates, buyers generally take a conservative view that decreases
valuations.

Failing to be clear about the scope of
assets included in the deal

By developing a bespoke, optimized operating model for a business and
highlighting potential synergies, sellers can articulate its value in the
hands of a new owner.

Not preparing an estimate of one-time
separation costs

In carve-outs, companies that take this step are 21% likelier to achieve a
sale price above expectations. Buyers often overestimate one-time costs
and therefore decrease their valuation.

Not starting separation planning

early, with consideration to both the
transaction perimeter and the transition
of the business

Early separation planning helps identify potential areas of entanglement
that affect the TSA framework (services, pricing, etc.), the magnitude of
stranded costs and the buyer integration model. Long lead-time activities
can delay closing for months if not appropriately addressed.

Underestimating the legal and requlatory
requirements to close

Certain countries require long lead times to close, due to extra steps
demanded by complex requlatory environments (e.g., operationalizing
legal entities, setting up product registration, marketing authorizations).
Unexpected delays may require implementation of different Day 1 models
in different geographies that will be ready at later dates.

Not contemplating the financial
information needs of different buyers

Buyers may need audited carve-out financials early to obtain financing, as
well as deal-basis financials that align to the deal perimeter. Buyers also
need to get comfortable with what they would be inheriting on Day 1, and
sellers must address these information needs to show the business in the
best light.
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Do you have the right tools and talent to maximize your divestment outcome?

Q  Which of the following steps did you undertake before
putting the business up for sale? Select all that apply.

Provided potential buyers with access to data
and/or output of advanced analytics

72%
Completed operational improvements to reduce
costs/improve margin (not including workforce)
71%
Rightsized the organization (i.e., workforce)
70%

Identified and mitigated stranded costs
(those which remain with parent following divestment)

I 65%

Presented the synergy opportunity for each likely buyer

I 5T %

Pre-sale preparation to mitigate price reductions for tax risk

I ———— 56%

Identified the intellectual property (IP) of the business
34%

of companies who
completed a carve-out
created a stand-alone
operating model to
reflect the buyer pool.

provided an
estimate of one-time
separation costs.

Move quickly on tax assessment

Sellers should complete their tax assessment before the buyer
develops its own quantified model. For example, a seller can
highlight tax efficiencies and opportunities associated with the
supply chain structure (e.g., reduced-rate principal structures
or tax holidays) to enhance value in the buyer’s eyes. In our
survey, 35% of executives indicated that over the last 12
months highlighting tax upsides to purchasers better enabled
them to drive value. We recommend that companies take the
following approach:

» Conduct exit workshops to identify potential buyer
types and any tax data they may require, before a buyer
is identified

» Present both tax challenges and upsides — early, and
in detail — to make buyers more enthusiastic about the
potential of the purchase and less likely to propose a
conservative price

» Assign resources to assess tax exposures across multiple
work streams and geographies

» Understand how the tax operating model and effective tax
rate associated with the business's supply-chain structure
will affect a buyer's effective rate and cash flow post-
transaction, on both income taxes and indirect taxes
(e.qg., VAT, sales tax, customs)

» Investigate the largest jurisdictions that are material to the
deal when resources or time is tight

» Emphasize the upside by building out a buyer’s potential
tax benefits

In light of recent global tax policy changes, sellers must
stay agile in their approach to divestments. In particular,
companies should remain flexible about deal structure,
keeping the buyer’s tax position in mind (e.qg., asset sale
versus a stock purchase) to mitigate tax risk and secure
superior value.
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Do you have the right tools and talent to maximize your divestment outcome?

Improve execution through
communication

Nearly one-third of sellers say they need better communication

strategies during deal execution. Communication fosters
greater collaboration and performance across functions, from
tax to human resources to corporate development.

Create a stakeholder communication plan

Only 53% of companies say they created a stakeholder
communications plan. This should be a universal feature

of the divestment process — preparing communications for
all constituencies, including investors, staff, management,
customers, suppliers and the market in general. Sellers
must consider that confidentiality, timing and content will be
different for each constituent. Overall, companies should:

» Clear the right people early to make timely decisions

» Establish protocols to continue communication with
stakeholders of any divested assets after the deal is done

» Couple communications with other strategies,
such as incentives that reward executives on
various measures of transaction success

» Consider your audience and use channels (e.g., social
media) that align to their communication preferences

Focus on the management team

Surprisingly, another area where a majority (70%) of
companies say they have fallen behind is in the quality of the
management team in the divested business.

In selecting management teams, sellers should consider their:

» Deep familiarity and track record with the
business and its competitive positioning

» Key customer relationships

» Vested interests, and the potential for reinvigoration
of these leaders by the potential sale (i.e., a unit
that has been underinvested or micromanaged, may
offer new “freedom” to the management team)

» Ability to develop the go-forward strategy and passionately
and credibly present it, with a clear linkage to the forecast

» Willingness to go with the business upon sale and
be locked up for an appropriate time period

Once a buyer is identified, the management team's allegiances
will naturally begin to shift toward the buyer. Companies
should have governance in place to ensure those aligned to the
divested business are not acting in a manner inappropriate to
the seller.

Q In your last major divestment, which of the
following internal communication strategies
did you undertake? Select all that apply.

Conducted ongoing discussions around portfolio review findings
83%
I 11%

Explained the vision for the separated business
and listened to employee concerns

67%
I 16%
Aligned work streams between internal
stakeholders and service providers

66%
I 12%
Presented appropriate models, timelines
and milestones related to transaction

63%

I 18%

Incentivized key executives to effectuate a successful transaction

63%
N 8%

Created a stakeholder communication plan
53%
I 18%

Focused on the quality of the management
team in the divested business

30%
I 17%

I Step not taken but would
have been beneficial

Step taken

Key communications during a divestment

Pre-announcement:

Create a compelling and clear vision of the

desired end-state

Develop communications on team structure, strategy
and targeted messaging for seller audiences

Prepare for announcement, including development of
press releases and website messaging

Post-announcement:

Identify labor requirements and implement a localized
communications approach

Prepare the seller's customers, suppliers and vendors
for Day 1

Develop and execute a talent retention plan

Focus on engaging leadership in two-way conversations
with employees
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Conclusion

If you are part of the 87% of companies planning to divest
within the next two years, what steps should you take now
to maximize shareholder value? Here's what our data and
experience suggest:

Consider how technology affects your core business

Technology is both a divestment driver and a lever in accelerating top- and bottom-
line growth. Sellers who understand how evolving technology affects their business
are more likely to beat expectations on the valuation multiple of their remaining
business. It's a fast-moving market, so don't wait too long to accept that a business
may be better off in the hands of another owner.

Take an “always-on" approach to strategic reviews

Data and analytics capabilities enable an “always-on" approach to strategic reviews
and more informed decisions about your growth strategy. Companies that invest in
tools to extract and process data, and people with the skills to manage a data-driven
decision process, are more likely to extract value from their divestments — including
opportunistic deals or those driven by macroeconomic or geopolitical shifts.

Focus on critical value drivers in divestment planning
and execution

Companies are more likely to exceed expectations on divestment performance when
they spend time up-front to properly capitalize and operationalize the business for
potential buyers. Sellers can improve negotiations through greater transparency and
using analytics to avoid learning something from the buyer about their business that
they should already know. In addition to preparing a strong value story, creating an
effective stakeholder communication plan and focusing on a quality management
team can improve divestment speed and value.



How EY can help

EY's dedicated, multifunctional divestment professionals can help you improve portfolio
management, divestment strategy and execution. Our work with corporate and private
equity clients includes a variety of divestments, including sales of the entire company,

carve-outs, spin-offs and joint ventures.

Portfolio strategy

Using advanced analytics, we first help you understand
your business performance compared to that of your
peers and its contribution to the rest of the portfolio,
including assessing the quality of information and
developing more reliable data for the evaluation. We
advise on which businesses are worth investing in and
which may be worth more to others. We then collaborate
with you to determine where capital can be released
and reallocated toward growth and digital innovation.
And we help you understand dis-synergies and one-time
costs which may result from a potential divestment.

Our sector-focused teams can also help you understand
the effect a divestment could have on your remaining
company'’s growth, brand and stakeholders.

Improve sale value

Next, we work with you to prepare for a divestment
and become an informed negotiator. We can help

you improve transaction value by articulating a clear
value story and guiding you through preparation

and execution — removing any potential bumps in

the road before buyers get involved. Whether it be
the preparation of financial statements and related
deal-basis information, designing a tax structure to
benefit buyer and seller, helping to optimize working
capital, designing a communication plan, evaluating
forecasted performance or providing a complex global
separation and stand-up plan, our dedicated divestment
professionals will work with you along the journey.

Finally, we assist with negotiations and Day One
readiness, and advise on managing your remaining cost
structure so you can focus on future growth.

Increase success with EY's divestment platform

EY's real-time divestment data and analytics platform provides a broad view of your transaction life cycle. It helps
companies to collaborate across three often siloed functional areas: project management, finance and operations;
and it alleviates the need for data reconciliation. In particular, our technology can help you:

» Conduct ongoing portfolio reviews via a structured framework that removes management bias
Create deal-basis financial statements based on multiple deal perimeters within tight transaction timelines
Identify tax structuring opportunities by integrating financial and tax data
Seamlessly operationalize legal entities across the globe by tracking sequential milestones

and country and regulatory requirements

Manage day-to-day interdependencies and milestones with real-time reporting in order to

quickly resolve issues

In summary, our technology drives better decisions, a quicker time to close and reduces business disruption

throughout the divestment lifecycle.
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EY is a global leader in assurance, tax,
transaction and advisory services. The
insights and quality services we deliver help
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About EY's Transaction Advisory Services
How you manage your capital agenda
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