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Final assignment:

“Efficiency from within - How organizations grow taneet their needs for focus”.

Abstract:

Acquisitions, alliances and divestitures represgmnategic alternatives, “along a continuum of govance modes”.
When organizational changes are needed, acquisitaord alliances may occur (boundary expansion;amplete
analogy with the rationales for divestitures anticeices (boundary contraction), even though thedtives may differ.

Firm-shaped assets optimization can be indeed aséfavorable” ways to reflect remodeling (focugpabilities of
firms, from within, for further growth. Focalizaticthen allows to conduct business with lower tratisa costs than
beforehand. The following “overview” will analyzeolWw “inward strategic growth” can help corporate fegpe
themselves, to be in better positions to matcldiffierent operational stages they, and their busges, shall be in.

- Most corporate restructuring is implemented thgbuhe use of spin-offs and sell-offs. When re&iring is necessary,
spin-offs more than sell-offs best mitigate therimation uncertainties created by the close, camatid, and interactive
management of strategic control systems. Spinsothén a way to improve shareholder values, byeasing the
efficiency of capital allocation, eliminating negeg synergies, while the “alignment of managersd atockholders’
interests will maximize the combined equity offtiras that emerge from a spin-off”. For conglomesitthat have
traded at a persistent discount, a structural rgatnent of businesses, including restructuring astisuch as a spin-
off, may be warranted.

- In a multi-faced business environment, sharehrsldealue is optimized through the continuous atiient of the
company’s portfolio of activities, agencies, tractian costs and resources allocations. Profit ara4d. Centers are
closely monitored, characterized and managed, tpkito consideration as well the weight and agenfithe main
shareholders, and their consideration for restruicty. Subsidiary divestment decisions are affebiedubsidiary-level
and network-level factors, the lower the synerdies higher the “chance” of restructuration, theghiest the degree of
“difference”, the highest the likelihood for divéste, either by voluntary sales or liquidation. Asesult, subsidiaries
performing badly or activities unrelated to thetresthe group will be likely candidates for a ditieure.

- The “managerial” or “business strategy” perspeeti of the firm, emphasizes diversity in firms’ dafites and

strategic approaches as the major determinant efdispersion in profitability across firms. Variamt performance
across firms is not solely the result of industiyictural factors. Focusing attention toward thedthess Units and
treating both the corporate parent and industrywhich a business unit is embedded as environmdmnithvaffect

business units profitability, may be the best apploto investigation of performance. Recombinatibrunits is

precursor to divestment, while simultaneously |eaging longevity of resources and activities, tinm fattempting

reconfigurations while realigning its resources.

- Intellectual Property Righ@nd out-Licensing can be used to leverage brandusmngue capabilities, for quicker ways
to expand and extend. Those action levers cangsgiprate revenues and leverage the brand with até@dyrisks, when
business and brand strategy are aligned. A bram lo& used to retain rights to the name in a foreigarket, and
licensing can accomplish this at a lower cost tltrect entry. Licensing royalty rates might diffecross country
markets, and act as a leverage against opportunigniie protection of brand property must be giveportance in the
discussion of marketing assets. If the licensedlyrts is to be phased out, no significant writs-af§sociated with
internally developed product failures will be metda as targeted demographics are outside of corsiness
demographics, little to no impact will occur to there business.




Introduction

High failure rates of Merger & Acquisitions (M&Ahave been well documented over several decades and
unanimity has been reached to assess the rateuaits80 percent of failure post-merges, even thologimumber

of M&A over the years is still on the increase. ékfltatives, such as Joint-Ventures (JVs), and Aleanhave
been shown as more successful, yet they answerefitf needs and requirements than M&A. Rationalijra

and outcomes behind such “outward strategic growtbVes are many, and will not be a direct part wf o
discussions.

Acquisitions, alliances and divestitures have ttoug common to represent strategic alternativeknta a
continuum of governance modes”, as cited by Viliglm and McGahan (2005), whereas greater integration
achieved through acquisitions, less integratioough divestiture, with a middle ground found witsJand
alliances, which often are intermediary steps towfarther acquisition or divestiture (Kogut, 199hi, 2000;
Folta & Miller, 2002). That reasoning leads to beé that when organizational changes are needesd, &
transactional perspective, acquisitions and alBarmmoay occur (boundary expansion), in completeogyakith
the rationales for divestitures and alliances (lawuy contraction), even though their motives maffedi
(Villalonga & McGahan, 2005). Sanders (2001), vidvaequisitions and divestitures as “alternative sviy
increase the value of stock options”, with own sgres, agency theories and transaction castsofale).
Extended literature sees the need for divestitara aonsequencedtured of prior acquisitions (Porter, 1987;
Ravenscraft & Scherer, 1987; Kaplan & Weisbach,21®erger & Ofek, 1996), and as a substantial iwact
(outcomé of M&A activity (Gilmour, 1973).

I have chosen though to carry the following invgetiion from an “inner dynamic approach to growths, a
counter argument for agency theory where “manageng engage in boundary-spanning transactions ..n eve
when the transactions may be detrimental to sh&dehwalue” (Jensen & Meckling, 1976; Jensen, 19B&in-
shaped assets optimization (e.g. spin-off, saEgymbination, licensing...) can be seen as “favoralégys to
reflect remodeling (focus) capabilities of firmsorm within, for further growth where focalizationlallow
(leaner) firm to conduct business with lower tranigm costs than previously met within the compdnyave
dubbed my “approach” to the topic as the “Corpomgtewth diamond” as illustrated dRigure 1, with a
dedication to the “inward strategic growth” partitof
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Figure 1: Corporate growth diamond

Further to the “limitative” (in my views) traditi@h efficiency argument, assessing that (reconfigumaview
argues) “divestiture of unneeded assets is a keyopthe post-acquisition reconfiguration proceféillalonga



& McGahan, 2005), | will aim at covering how carrporate reshaping help companies lift themselvesaipo

better match the different operational stages taeg,their businesses, are and shall be in. Canimsearch for
higher efficiencies for stake- and share- holdeddits, will aim at sustaining healthy and succabk$lusiness
processes, looking at strategic growth and effyenom within.

| will successively look at Public Assets Apportiants, Profit and Loss Centers, Strategic Busibess and
Intellectual Property Rights, assessing for eaelr ttationale, nature and outcomes, with the airdrafving a
“Haspeslagh & Jemison-inspired” relatedness andraumy matrix, which | will call the “4-step focusheel”,
as shown offrigure 7, at the end of the document.

Public Assets Apportionments

Diversification strategy is, in part, reflected thwe relatednedf a firm’s business lines (Bergh et al., 2008). |
general, firms have one of five different portfaliof business lines: single, dominant, related-caimed,
related-linked, and unrelated business (Rumelt,41%®ergh, 2001). The single, dominant, and related-
constrained businesses receive the overwhelmingrityapf their revenues and incomes from a singteupg of
related business lines, while the related-linked anrelated businesses are highly diversified dtehtimes
resemble holding companies and conglomerate fiBasgh et al., 2008).

Research shows that most corporate restructuriingplemented through using spin-&fend sell-offé (Bruner,
2004; Gaughan, 1999). Rationale, nature and outsdaredivestiturescan differ and must be analyzed under
several perspectives. Indeed Academics spin-offs {em Universities, Scientific Laboratories) ames needs
which are differing from pure voluntary Corporapersoffs (e.g. assets optimization), while diffegias well (in
lesser ways though) to Individuals (employees) -fis, where employees leave a company to stait ¢ten
venture within the “vicinity” of scope (opportunigpin-off) of their former company. | will focusetfollowing
exposure on voluntary Corporate and Individualsgyfis (as opposed to “necessary”’ spin-offs), fasee of
demonstration. Forced (necessary) divestitures cluvaracterized by different contexts, motivationsd an
performance implications (Boudreaux, 1975; KudlaMglnish, 1981), which are mapped dfigure 2,
summarizing the possible categorization of corposgin-offs.

1 Noun:The state of being connected or associated, the sfehaving developed from the same orifietrieved March 12, 2014 from
http://www.collinsdictionary.com/dictionary/englisblatedness

* 1 will here call spin-offs “divestiture” (for easd reading) even though they are not necessaiilysted from the portfolio owned by the firm’s
share-holders.

2 The creation of an independent company througisate or distribution of new shares of an existimginess or division of a parent company
Retrieved March 12, 2014 frohitp://www.investopedia.com/terms/s/spinoff.asp

3 The rapid selling of securities, such as stockedsand commaoditieRetrieved March 12, 2014 frohitp://www.investopedia.com/terms/s/sell-

off.asp
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Figure 2: Categorization of Corporate spin-offs

Rationale

When restructuring is necessary, spin-offs mora g&ll-offs best mitigate the information uncert&is created
by the close, coordinated, and interactive managemiestrategic control systems. Spin-off is theway to
improve shareholder values, by increasing the iefficy of capital allocation (Gertner et al., 2002nd by
allowing “heterogeneous business units to estalsligtital structure that are better suited to theneaof their
assets or growth prospects” (Mehrota et al., 20B8}ential gain is then attained by separatingriass with
different optimal capital structures (Hite & Owefd€983; John, 1993; Jongbloed, 1998), eliminatingatige
synergies (increase of future cash flows), while thlignment of managers’ and stockholders’ interasill
maximize the combined equity of the firms that egeerom a spin-off” (Mehrota et al., 2003). Casheation,
elimination of unrelated businesses or poor peréssnand securing clearance for future acquisitfévso et al.,
1992), are also motivations for the divesting firm.

More dynamic than a sell-off (one off) when cashasthe main driver for sales (asset sales aenoftotivated
by liquidity constraints or a desire to pay dowibt)eit allows to refocus on corporate synergy andsually
beneficial in terms of investors’ welfare (Hakansst982). “When firms that have high specializatzom low

levels of diversification (e.g. single businesgksninant businesses, related constrained busiresd@st spin-
offs, the implementation method that mitigatesrteeurces of asymmetries, they tend to realizedrifhancial

performance than when such firms use sell-offs. MWhns that have low specialization and high levef

diversification (related-linked, unrelated busiresgause sell-offs, they tend to have higher finammerformance
than their peers that adopt spin-offs” (Bergh gt2008).

Large spin-offs (i.e. equity value at least 10%market value of firm’s common stock) have “strongesitive
effect on shareholder wealth, relative to smalhsyfis” (Miles & Rosenfeld, 1983). Significant almnaal
announcement returns on the announcement of sp{higher for “larger” spin-offs than for “smallednes) is
expectedly attributed to improved managerial egficiy, reduced information asymmetry, and relaxgdlegory
and tax constraints. The elimination of negativeesgies is the most commonly cited reason for pasgtock
price reaction to spin-offs.

Spin-offs thus reduce information asymmetries #rate in strategic control systems, transfer diffito-value
assets to a capital market where they become payenyestments, and improve the transparency Hiokeacy
of the restructuring firm. Decrease in informatasymmetry will lead to an increase in the totateadf the firm
and its spun-off subsidiaries (Habib et al., 199W)jle spin-offs benefit the firm since, after thpin-off, the
equity values of the securities traded provide a&hriigleaner” signal of managerial productivity thahnen the
two divisions were part of a combined firm (Allehad., 1995). It also shows that the equity of diviged firms
is traded at a discount compared with single bssifiems.



Finally, spin-offs attain a greater gain in autoyotian sell-offs as per the nature and diversityheir new
owners (known quantities), while facing a lowerafeial burden (restrictive covenants and substantierest
payments) than for instance Leverage Buy*Queavy debt financing).

Nature

Historically many sectors have expanded througm-effi in their early years (e.g. automobile indystr
construction industry, consulting firms, advertgiagencies, rock music...), while highly technolotioa
scientific, longer term, yet highly radical, inndams have often been based on fundamental acadmmiic
research laboratory works. Academics tend throygh-aff to pursue a business application of thegearch,
and bridge the gap between the frameworks assdcwith their status as “Public” entities and thghar
outcomes potentially offered by a spin-off in tHerivate” business world, developing further the owercial
possibilities of their research. For “Private” (gorate) spin-offs, reasons for voluntary divesétwan be
endogenous (e.g. better suiting external, tharrriatebusiness model) or exogenous (e.g. share-staicek-
holders pressure, competitive or individuals movégsand beneficial for all stakeholders involvedt ¥eemains
important to keep looking at it under the “trangarticosts” magnifier, as indeed “relative efficigraf internal
and external capital market transactions is acafielement in defining the boundaries of the fi(i@base, 1937)
whereas the “mechanism by which capital is allatateross and within lines of business” (MacKie-Maso
1990) can play a significant role.

Individual (opportunistic) spin-off is occurring wh an individual (or several) is pursuing a proj&dhis own,
outside of the direct scope of his company, yeatlase connection (e.g. know-how, expertise, patgnuery
often within the same industry and/or geograpHmadtion. Among the many reasons to it, are thioged with
the “entrepreneur” meeting with a kind of consesratfrom the established company, unwilling to pers
untested opportunities, leading to frustrationtrer feeling that a greater financial reward canehmed by
running one’s own company (technological or maniaiskill-based beliefs). Alternatively, proximifglustep)
with peers, suppliers, logistics, customers, fugdand (relatively important as well) the “mothedmpany (e.g.
attitude, name, reputation and goodwill) may eagecreation of a start-up, lower its risks (acdesmarket
information) and associated costs (e.g. productiocation, distribution...). Entrepreneurial spin-of
substantially different (and usually smaller) froorporate spin-off and is often to be found in egireg markets
and/or technology applications in their early growstage, whereas competition is mainly based oduygto
attributes. Technologies involved in opportunitynspffs are mainly “readily transferable” while thedustry's
critical design and production techniques shallf'drabodied in skilled labor rather than in physicapital”
(Garvin, 1983).

For an (established) company, even though many geasanay see spinning-off by one of their own, &md
of betrayal and as an emergence of a new competdore more “forward-thinking” firms will see it:as

(@) a “cheap” way to enter a new market (withditttdirection of management resources),

(b) a possibility to fill-in a gap left open (nowe activity) in an existing/new market segmenttlivdgomehow
differing business and/or transaction costs mo@aisequired by technological changes and “newitaathres
of revenue”), reinforcing the parents' competitiees, whereas mother firms may devote their ressuectheir
core activities/competencies and outsource topivedfs less important activities (Ferreira, 2006)

(c) a possibility to “retain” (affiliation) key ergpreneurial employees within the network of thenf{centrality),
(d) a way to continue to hold equity control ovke tsubunit's operations, in a larger (yet closejirtass
connection network (“parenthood”),

4 The acquisition of another company using a sigaiftamount of borrowed money (bonds or loans) tetrtie cost of acquisitiofRetrieved
March 12, 2014 fromttp://www.investopedia.com/terms/l/leveragedbuyas

5 Noun:A group of similar things or people positioned acorring closely togetheRetrieved March 12, 2014 from
http://www.oxforddictionaries.com/definition/endti€luster?q=cluster




(e) a way to improve managerial efficiency (SchipfeSmith, 1983), by reducing the size and divgrsit the
firm’s operation, thus reducing agency costs wipileviding clearer objectives, while (for larger rsmffs)
allowing the firm to “compete in the external CEADor market for talent that would have been unmgllio lead
a division of a diversified company” (Seward & Wal4996).

As Porter (1980) notes:

“this interdependence among firms has clear imglmas for entry strategy: While it may sometimes
be appropriate to respond to competitors vigorouslthe emerging phase, it is more likely that the
firm's efforts are best spent in building its oviresgths and developing the industry. It may ewen b
appropriate to encourage the entry of certain cotiipes, perhaps through licensing or other means.
Given the characteristics of the emerging phasehe firm often benefits from having other firms
aggressively selling the industry and aiding inhtealogical development. The firm may want
competitors doing this who are known quantities”.

The contemporary perspective that firms should entrate on their core competencies (Hamel & Prahala
1990) justifies that mother firms do not expandexploit all emerging business opportunities, evérenvthe
managers identify these opportunities. Motivatidois divestitures are many, but can be summarizetbas
“improve the parent firm's strategic, organizatioswad financial performance” (Hite & Owers, 1983jlé&4 &
Rosenfeld, 1983; Montgomery et al., 1984; Schipp@83), as illustrated drigure 3.
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Figure 3: Potential Benefits from Spin-offs. Source: Citi

Further to it, Hendry et al. (2000) noted that “whacumbent firms withdraw from non-core activitieésey
create space for spin-offs”.

Outcomes

In complete and perfect capital markets, spin-offl increase firm value only if they eliminate tea
diseconomies, the source of value in spin-offsearfsom optimal allocation of debt among the congmbtirms
and the resulting improved investment policies QJd®93). Yet, Rosenfeld (1984) found that annonresgs

of spin-offs generated larger Cumulative AbnormefuRn$ (CAR) for the parent than sell-offs announcements.
Alexander et al. (1984) attributed this differema@ positive information effect. Their observatwas that spin-
offs generally occurred after a period of positalormal returns, while sell-offs tended to follperiods of
negative abnormal returns. Wheatley et al. (20@53essed though that “when segment informatiorois n

6 A term used to describe the returns generated diyen security or portfolio over a period of tinfet is different from the expected rate of
return. Retrieved March 12, 2014 frohitp://www.investopedia.com/terms/a/abnormalre&sp.




disclosed in prior financial statements, manageay tre perceived as having concealed an under-parfgr
segment through their lack of disclosure”.

For conglomerates that have traded at a persidisobunt, a structural realignment of businessaduding
restructuring actions such as a spin-off, may beaméed” (Khorana et al., 2011). As seen previgustyporate
spin-off will improve management efficiency by dimshing the scope of the “mother” and “clarify” thigibility
(asymmetry reduction) of the spun-off. It is thuseserse of a pure merger and differs from Assletss&plit-
ups, Split-off$, Equity Carve-Oufs Starbursts (multiple concurring spin-offs). Ire longer run, Dittmar and
Shivdasani (2001) looked at the change in investinenavior of parent companies after they divestriesses.
They find that “these firms seem to improve theitinal allocation of capital and that they tendntarease their
rate of investment, using the proceeds of the titwes for funding”.

On the other side, even though related subsidiaiiesee more appropriate goals and evaluationswes, \Woo
et al. (1992), found that “unrelated subsidiare®r to divestiture, are more likely to have congakeon a stand-
alone basis and have been evaluated on their m&ndial contributions. Hence the administrative stndtegic
contexts of unrelated subsidiaries would experidass disruption than those of related subsidiariesieed,
potential to succeed in adopting more appropriatéracts (than previously, as a division), in aotoy, will
depend on previously agreed organizational arraegésrand costs of changing these. One shall thbeghin
mind that divestitures have often been undertakdrenefit the parent firm, rather than the subsydia

Tax implications, as shown by Miles and Woolridd®949), are also a prominent criterion governing the
distribution of shares to investors through spifs.of hey are almost always structured as a taxtfeeesaction
with no cash flow implications to the parent, spffi-or shareholders (Gertner, 2002). The distrdiuis deemed
tax free to both the parent organization and itsediolders if the spin-off meets certain conditimg. holding

of less than a 20 percent stake in the child fitimf is why it is quite unusual (and costly) fgparent firm to
retain higher than this percentage, post spin@fhtracts can though be structured such that the-sff asset
and the restructuring firm can maintain mutuallydfecial post-restructuring relationships. Suchoasgions
may be particularly appealing for assets residmgimary and related businesses, given their pialeto
contribute to the restructuring firm’s value chéito, 1995). Moreover, the restructuring firm ame tspun-off
assets can continue to maintain relationshipsgbwo in a more efficient manner than before (895).

But parent oversight may limit the autonomy of tdstensibly independent child firm and hamper iti$itstkio

adapt to its new status. It was found that contirsignificant ownership by the parent firm is néggy related
to the child’s long-term stock market performan8erfadeni & Cannella, 2011). With the spin-offs certie
relinquishing of residual rights to the child, allmg control of the child to pass directly to shaslklers. If,
however, the parent retains an ownership blockéncdhild firm, the relinquishing of residual righiecomes
much more ambiguous. One possible rationale tad@s $hat the parent believes the post spin-affigpemance
of the child will be significantly improved, leadjrto an appreciation in the value of their bloclargls and
potentially allowing the parent to sell the shaka premium (Barclay & Holderness, 1989; 1991 ;2)98nother
rationale, put forward by Kang and Sorensen (1983Jat block shareholders wish to retain inflleeoger the
firm, with the aim of influencing how the child ages post spin-off. This approach may also bentékensure
that the child firm does not outshine or overshatlwsvparent, or even become a competitor of therpdirm.

7 A corporate action in which a single company spiite two or more separately run compani@strieved March 12, 2014 from
http://www.investopedia.com/terms/s/split-up.asp

8 A means of reorganizing an existing corporate gtrteein which the stock of a business division sairy or newly affiliated company is
transferred to the stockholders of the parent comypa exchange for stock in the latt®etrieved March 12, 2014 from
http://www.investopedia.com/terms/s/split-off.asp

9 Sometimes known as a partial spinoff, a carve-catics when a parent company sells a minority (Ug21% or less) stake in a subsidiary for an
Initial Public Offerings or rights offeringRetrieved March 12, 2014 fronmitp://www.investopedia.com/terms/c/carveout.asp




Profit and Loss Centers

In a multi-faced business environment (e.g. mufiarket, industries, divisions...), management froenghrent
company has to optimize the shareholders’ valueutfh the continuous adjustment of the companytfqlm
of activities, agencies, transaction costs anduress allocations. Change of structuration of theug may
become mandatory, either through acquisition oestiment. It is thus of the utmost importance tlaaheProfit
Centet®, or more commonly Profit and Loss (P&L) Centerréhealled a subsidiary) is closely monitored (withi
and across the group, as with parents and othiargsh, characterized (e.g. intra-firms’ role, intlependencies
and group relatedness), and managed (from cemtalogal perspectives) taking into considerationvel the
weight and agenda of the main shareholders, amdddwesideration for restructuring.

As exiting a market is typically the last resont &firm, it is necessary to pay more attentiohdw firms attempt
to change their strategies and keep their subg@diatable. We will here focus on possible divesatof non-
profitable (for the parent) wholly owned P&L cenfes a difference with partially owned P&L suchJagnt
Venture, alliance, minority holding), when facedtwiestructuring challenges. Accordingly, oncedhestment
decision had been taken, the choice will have tmbée between a sale and liquidation. Corporatrsification
theory holding that divestiture can be interpredsda reversal of past diversification (Benito & \t¥gl1997;
Haynes et al., 2003; Madura &Whyte, 1990; Madursldrdock, 2012).

As for Public Assets Apportionment, we will looktanrationale, nature and outcomes for P&L Centers
realignments, and how they can differ and mustriadyaed under several perspectives.

Rationale

In a perfect business world, with well-functioniagtors, all subsidiaries (children) will generageanue that is
then surrendered to the parent for redistributioternally (Scharfstein & Stein, 2000). Sources witHer
financing will then come from the parent companyhte child, as per agreed request procedures amegses
(transaction costs and agency theory), based ocatibns, synergies and an internal financial madkached

to it, some kind of autonomy will be granted (engarketing activities), including organizational ustture
(Chandler, 1962; Williamson & Bhargava, 1972), pliswg and control systems (Ouchi & Maguire, 1975il€h
1984), selection of managers (Gupta & Govandardj@84; Hambrick & Mason, 1984) and a competition
between business lines for those additional resesungll expectedly occur, thereby improving thaaéincy of
each, and the performance of the overall firm (Bezgal., 2008). Within the confined environmenttad group,
each P&L Center will have access to a common wgrkiame aimed at optimizing support and cross kedgé
and technology sharing, while revoking the needfor entity to directly liaise with external comséncies such
as shareholders or securities analysts. Acquisitiifi go through an acquisition integration apmtoaas the
one proposed by Haspeslagh and Jemison (1991), avitlear rationale for the preferred outcome among
absorption, preservation, symbiosis or holding.

When facing the need for restructuring, “divestnaztision will be taken on the “relatedness” of shbsidiary
with other members of the group” (Praet, 2011) ddsb on the level of synergies between the subyidilae
parent and the other companies in the group (fowetsve). Therefore, subsidiary divestment decisiaresnot
only affected by subsidiary-level factors but bywark-level factors. The lower the synergies, tighbr the
“chance” of restructuration, the highest the degfedifference”, the highest the likelihood foristiture, either
by voluntary sales or liquidatidh as illustrated offrigure 4. Under the managerial capabilities motive, or the
efficiency motive (Schlingemann et al., 2002), ngaraent will try to use its skills and abilities opally and

10 A branch or division of a company that is accourftecbn a standalone basis for the purposes ofipeaiculation Retrieved March 12, 2014
from http://www.investopedia.com/terms/p/profitcentre.as

11 The shareholder vote allows the company to liq@dastassets to free up funds to pay deRedrieved March 12, 2014 from
http://www.investopedia.com/terms/v/voluntary-lidation.asp




will restructure those subsidiaries that are nofjalonger, compatible. Lang et al. (1995) arguimgugh that
management will “pursue its own objectives and gdll assets if that provides them with the chejoesls”,
searching for those assets that best fit theiiti@siland can be run efficiently.

A
w
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w

restructuration
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Figure 4: Subsidiary restructuration-divestiture rationale

Needs for divestiture will have their source intoahcial constraints and declining performance ifJetal.,
1992; Kang & Shivdasani, 1997), where firms wilspend to financial distress by using predominantly
contraction policies, which refers primarily to essales, divestitures, spin-offs (involving théesaf plants,
divisions or subsidiaries), employment reductiod amphasis on core business. The dominant shaerfs\ill

have the power and the incentive to monitor managenand consequently management could be forced to
divest assets when it is in the interest of theedi@ders. Prior to it, management will interveneorder to
improve the controlling firm’s focus or when subarg performance imposes a burden on the groupantial
situation (Praet, 2011), adding that “performingrsethan the industry, which could be indicativelai
managerial capability”, has no significant impawctdivestiture likelihood.

Nature

In a multi-faced business environment (e.g. muttarkets, industries, divisions...), risk is diversdiand
lowered (spread) by multiplying the revenue streabyseconomizing financial synergies, and by assmn
professional managers to underperforming firms §Bef997; Trautwein, 1990). Financial control syseare
run utilizing internal capital markets to lower anfnation asymmetries and reduce opportunistic hehav
(Williamson, 1985), while subsidiaries are estdi#d as individual profit centers, with decentraliziecision
making, and evaluated for performance using objectieasures (Hill & Hoskisson, 1987; Hill et aP92; Hitt
et al., 1996). Praet (2011) assessing further“th@abtential benefit of the presence of a blockdeol(owning
more than 75 percent of shares) is the increasatdtonimg ability”. Holding a substantial stake ctes an
economic incentive to monitor the management intehsand reduce agency costs (Demsetz & Lehn, 1985

Additionally, an added and influential factor t@thcan be the intra-firm spillovéfghat arise when the actions
and choices of one unit affect the optimal behaaiod performance of other units. It can be posifiween
subsidiaries’ incentives are aligned with each Qthend impose few organizational demands (subsdia
benefits from coordination), or negative (when sdibsies’ interests are not aligned) and requireerective
intervention by headquarters to facilitate coortdorabecause the optimal behavior of subsidiar@#radicts
each other (Galunic & Eisenhardt, 1996). When ihithe case, neither the full centralization ofisiens to
headquarters, nor giving full autonomy to the sdiasy would be effective in managing negative spirs
because it is necessary to coordinate activitiezssacsubsidiaries and, simultaneously, provideididyges with
the requisite autonomy and flexibility to adapttheir local environments (Nohria & Ghoshal, 1994uB &
Greve, 2001).

Addressing that gap, which is “whether, and howltirimdustry firms reconcile the need to delegag¢eidion-
making to subsidiaries with the need to coordinamgitimarket competitive strategies in the design of
relationships between headquarters and subsidiargengul and Gimeno (2013) coined the notion of

12 Noun:An instance of overflowing or spreading into anotheea. Retrieved March 12, 2014 from
http://www.oxforddictionaries.com/definition/endtispillover?g=spillover




“constrained delegation”. They argued that muldistry firms manage multimarket competition by daleng
most business-level decisions to subsidiaries, evbiinultaneously limiting their action space fosaerce
commitments, through constraints on the scope ctam rights, and constraints on available resesirc

Firms with high diversification are expected totresture by sell-offs rather than spin-offs, aslditto no

information asymmetry exists about the earningeasts of each profit center or division, has panby

Chandler (1962), Hoskisson (1987), Hoskisson €f18P3). Sell-offs allow value to be created byr{dgling the
firm of assets that are not meeting performanceativies, and (b) generating proceeds from thetbatecan be
injected into the firm’s internal capital marketefgh et al., 2008). Further to that, the sell-ofigess will allow
assets to be restructured via a bidding proces$é#sathe potential to maximize the sale value.

Outcomes

Firms with foreign operations, that is Multi-NatedrCompanies (MNCs), can offer their affiliatesk{sidiaries)
better flexibility than purely mono-national ones, they will have additional options for cross dos intra-
firm trade, productions, logistics and support,l#img each entities (and thus the group) to redumesaction
costs and enhance its efficiency (Feinberg & G@@9). Parent MNCs may regard troubled subsidiages
targets for global restructuring, which can invoteeminating the subsidiary’s operations (Benitd02;, Fisch

& Zschoche, 2011; Hennart et al., 1998; Mata & tgat, 2000). Yet, as stated by Song (2014), “even
subsidiaries troubled by high production costs &hbe kept alive instead of being divested, wité telp of
their operational links to other subsidiaries”. Hguments that “in cases in which a foreign subsydis
operationally linked to other affiliates througlettame MNC network, the investments that it engagesay
become irreversible, and thus may not be easy amdin even in unfavorable economic situations ist ho
countries. The irreversibility of investment assted with intra-firm trades among affiliates mayigheen
hysteresi&, which may deter changes in established invessyiuring a certain period of time”,

More successful multimarket firms develop bettestesns and processes to increase the breadth, fregusnd
quality of the information shared (Jayachandraalet1999), yet incentive systems that encourapsidiary
managers to match the firm’'s objectives can alqupsu the effective execution of multimarket stops,
because incentive regimes that reward attainimg-favel objectives can be a partial substituteciemtralized
decision making (Aghion & Tirole, 1997; Rivkin & @jelkow, 2003; Rantakari, 2008). To be sure, mutual
forbearance can be achieved when subsidiaries dliagmo and capable of coordinating their straésg
voluntarily (Neubauer, 2001). Yet this would be tiase only when there are mutual benefits (possipiovers)
from coordinating activities (Alonso et al., 200&8onsequently, sharing information is not suffiti¢a
coordinate competition.

As a result, subsidiaries performing badly or atés unrelated to the rest of the group will bely candidates
for a divestiture. If a firm is confronted with &ncial constraints because of an industry-wide lshibe other
firms in the industry will be short of cash resexteo. Since these competitors are the most lik@hdidates for
buying the assets, asset liquidity will be low. Tdssets may not be sold under these conditionseaprice
received would be too low as compared to the mte=ared. If industry demand is low, however, thebability
of plant closures increases since it will be optitndiquidate less productive plants. If the secsacharacterized
by high growth, a lot of competitors and thus adbpotential buyers and/or a lot of transactiansale is most
likely. In the reverse case, liquidating the sulasidwill be the optimal decision.

John and Ofek (1995) report that the industry-adpisash-flow performance of the remaining assepgaves
significantly after a focus-increasing divestituvéernerfelt and Montgomery (1988) and Comment arckl
(1995) also find that increases in focus resufigrformance improvements. Jongbloed (1994) ardwditms

13 Refers to systems, organisms and fields that haweany .... the consequences of an input are expedenith a certain lag time, or delay
Retrieved March 12, 2014 frohitp://www.investopedia.com/terms/h/hysteresis.asp




that combine units with different investment oppaity sets are more likely to divest units by meaha spin-
off or an equity carve-out. He also predicts thatanits that will be divested are either the omigls the fewest
or the highest growth opportunities. This way thea-firm variation of the investment opportunitied! be

reduced most strongly.

Strategic Business Units

As stated by Martin and Eisenhardt (2010), a Bussingnit (BU) is defined as (a) a “distinct and sapée

organizational entity with authority over key BU## strategic decisions (including resource allmcet), (b)
selling distinct products that customers may puseh@ndependently of those offered by other BUtheésame
firm) and (c) an entity managed by a General Manég®) with an executive team. Return on Investn{&dI)

and Return on Sales (ROS), can measure its pribfiyab

From a classical viewpoint, the firm is envisioreh single-business entity whose performancedaimentally

a function of the structural factors of the indygBain, 1968) in which the firm competes. Thiswpsint implies
that the most pertinent variance occurs acrosssings and that industry effects are of primary anignce to
understanding performance. The “managerial” (Schnsde, 1985) or “business strategy” (Rumelt, 1991)
perspective, in contrast, emphasizes diversityinms capabilities and strategic approaches as ntiagor
determinant of the dispersion in profitability agsdirms. “It implies that variance in performara@oss firms

is not solely the result of industry structuralttas, but rather that business unit (Rumelt, 198¢¢GGahan &
Porter, 1997) and corporate characteristics (Adneelfat, 2003; Bowman & Helfat, 2001; Brush & Brday,
1997) are the most relevant to explaining firm perfance”, as underlined by Misangyi et al. (2006).

As for any acquisition/divestiture, the acquisitiminan external BU is the result of the divestit(li@arve-out”)

by another firm. Reasons can be many, but as skatdcimeister et al. (2012), “reasons include gjenin

organizational focus or strategy, weak economitoperance or a need for capital. Antitrust regulasior other
contractual obligations are also reasons for omgdions to sell business units”. In high technolsggtors, large
firms often make multiple acquisitions or alliancésmall targets, using a real options strategyoteer different
potential trajectories (Bowman & Hurry, 1993; Puanet al., 2006). These firms may later divest sanits,

as they did not plan on incorporating them all pamemtly (Karim, 2009; Villalonga & McGahan, 2005jhus,

these smaller units may not benefit from collogatio related operating experience; these units tmgh be

deemed worthy of parental attention (Bouquet & Biskaw, 2008).

As for previously seen Apportionment and Realignime® will look into rationale, nature and outconies
business units reshaping, and how they can diffdmaust be analyzed under several perspectives.

Rationale

Theory suggests that business units are nestéeintredded” (Granovetter, 1985), within both corpiores and
industries, where corporate hierarchies replacertket as a coordination mechanism across busiaegsen
market governance is inefficient at attenuatingaspmism (Williamson, 1975). As firm performanceries

across industries, corporations, and businessasitisuggests as well that the levels of varianeeeaated in a
nested manner such that business performancesis-nested within corporations as well as indus{hésangyi

et al., 2006).

Market-share has long been used as a measurenmpretitive performance at the business unit lealwhich
profitability measures are often unavailable (Bleteal., 1975; Stigler, 1958). Demsetz (1974) Ruodnelt and
Wensley (1981) argued that both market share aofitadyility might be driven by a common underlyifagtor,
such as the efficiency of a firm. Firm-level resmes that generate competitive advantage, sucltlasdiegy or



brand equity, will result in high levels of both rkat share and profitability (Chang & Singh, 200@garket share
is then seen as a reasonable measure for compegtéformance.

Now small BUs will rely more heavily on the parentvolvement, whether through access to internaltabp
skills transfer (e.g. management) and manageralsoimplying higher transaction costs than lafgeosre or
less) self-sufficient business units, where thecess of transfer of skills had already occurreds lthough
important to specify that BUs can be either growterinally (internally developed) or acquired (ertdly
developed) and that consequently, some firms mamte successful than other in growing small bussine
while some other firms may have a larger experi@fiaategrating, or recombining, external businesgs into
their organizations.

In larger firms, (strategic) business units areegelty of larger sizes and in higher numbers tobeyl are
relatively autonomous from either each other, onfthe parent firm. Roquebert et al. (1996) founthe same
connection, that corporate effects increase asflrave a smaller number of SBUs. Many business wiiihin
medium-sized companies may depend substantialbpgorate-level resources. Frequent acquisitiodssati-
offs will thus require that each business unit Wédle to be “self-contained and readily salabldig@y & Singh,
2000), with low corporate-level effects for wellt@slished SBUs.

BU modularity (recombination) will enable execusven multi-business organizations to adapt to chmang
markets by adding, removing, and recombining fiesources (Galunic & Rodan, 1998; Helfat & Eisenhard
2004). Adaptation will occur as single BU evolve, morph (Rindova & Kotha, 2001), and as corporate
executives “re-architect” (patching) their BU polibs by (a) creating new BUs (Burgelman, 1983;b6ii,
2005), (b) shifting product market charters frone @U to another (Galunic & Eisenhardt, 1996; 20@y (c)
eliminating, splitting, and combining existing BWBrown & Eisenhardt, 1998; Eisenhardt & Brown, 1999
Karim, 2006). This adaptation is both a delibemateess (led by corporate executives) and an emigpgecess
by which BU members serendipitously change thraurgss-BU collaborations.

Nature

The structural features of an industry (e.g. ebamwiers, concentration, differentiation, and dedhgrowth), can

affect the competitive position and profitability all participating business units in the industBhang and
Singh (2000) have found that “business units aeerttain reservoir of resources that generate cotiyeeti
advantage, which in turn leads to higher marketeshand higher levels of profitability. Corporaten@rship

can exert far greater influence on value creatiotiheir smaller business units (especially whemgrg), than

they can in their established business units”.

However, Govindarajan and Fisher (1990), determitiesd output and behavior control are to be seen as
alternative control strategies, in the light ofamgzation theory (Ouchi, 1979) and agency theogjr(i&n, 1982).
The three important relevant relationships aréh@)the strategy chosen by an SBU influencesyheaf control
chosen (Govindarajan, 1988), to be tailored tostin@tegy of individual SBUs, (b) that the utility @esource
sharing among SBUs depends on their strategic xten{Borter, 1985), and (c) that the degree of thsdurce
sharing affects the choice of controls (Pitts, 198&ncil, 1980).

Further to it, Kownatzki et al. (2013) showed tt@t the one hand, corporate headquarters mighagditional
burdens on SBUs, slowing down their decision preegswhich consumes time and energy, while onttier o
hand, the corporate level may accelerate SBUs'saetimaking by giving advice and/or direction and b
initiating and sustaining momentum for difficultatiegic decisions. In addition to that, Porter @& gued that
resource sharing can enhance differentiation byritring to the uniqueness of an activity and dyéring the
cost, while on the other hand, resource sharingddoenefit a SBU practicing differentiation by cobtiting to
the uniqueness of an activity and by lowering tbstg of differentiation, especially in areas in evhflexibility

iS not critical.



Porter's (1980) framework (low-cost and differeintia strategy), showed that for a low-cost SBU, an
organization will employ output control (focused e measurement of the outcomes of behavior) haree
effectiveness, and for a differentiation SBU, itllwemploy behavior control (based on direct, peadon
surveillance of behavior). Behavior control hadtheen shown as being most effective for firms wathtively
low degrees of diversification (Goold & CampbeB8T), in which SBU success requires extensive ¢oatidn,
cooperation, and resource sharing (Hill et al.,2199ill & Hoskisson, 1987; Lorsch & Allen, 1973; Wall,
1978).

Outcomes

With regard to the assessment of the relative itapoe of industry, corporate, and business undcesf
Misangyi et al. (2006) suggest that “the relatimgportance of business unit effects far outweiglusehof
corporate or industry effects, and that theserlatiects are of similar relative magnitude. Astsuiocusing
attention toward the business unit and treatin@ blo¢ corporate parent and industry in which aress unit is
embedded as environments which affect businesgpuofitability, may be the best approach to invgsion of
performance”.

More intrinsically, the “origin” (i.e. internal veus external) of the business unit plays an impogart into the
role it serves within the organization. Indeed,wasitjons come to the firm with an existing setfpobducts and
business systems, and are perceived as being arceso the acquirer’s units, allowing for expenrtaion
(reconfiguration), through addition, deletion ofitarfrom the firm, and recombinati&hof units within the firm,
pursuing new opportunities and/or greater efficien©Original units will very often keep their idetytiand
represent the foundation of the firm (building s Karim (2006) has found that usually, the exdéunits are
more often, sooner and several times more, reaardtgthan the “native” ones, while more frequefiterged”
into the pre-existing business urktgure 5 illustrates the “reconfiguration-recombination @ees” occurring at

business units level.
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Figure 5: Business Units reconfiguration-recombination process

It has also been shown that recombination of uisifgrecursor to divestment (stepped process)eveltithe same
time it lengthens longevity of units’ resources autivities within the firm, which is dynamicallyttampting
reconfigurations while realigning its resource. iRefnents to internally developed units tend to Imgo
incremental changes (cumulatively) to existing jpidd and systems, rather than extensive reconfigara
(Nagarajan & Mitchell, 1998). Firms will often netmlundertake extensive reconfiguration of acquureis in
order to divest resources that are not neededcaretdmbine units in ways that improve businessities.

On the other side, dissolving an internally devetbpnit is more radical than adding elements oéotimits to
an internally developed unit, whereas the revergelead to “exaggerated integration problem@8ack of
familiarity with the targets’ routines and resowgcdRecombining acquisitions together may senadate more
value or opportunities than keeping the acquis#tisaparate, and be about building critical magseaally if
the resources in the unit are different.

14 Noun:The natural formation in offspring of genetic condtions not present in parents, by the processesssing over or independent assortment.
Retrieved March 12, 2014 frohitp://www.thefreedictionary.com/recombination




Lastly, several reasons as of why firms utilize toilisiness organization can be (a) better decisiaking

(Chandler, 1962; Galbraith, 1973), (b) superiortamnof opportunism (Berle & Means, 1932; Willianmso
1975), and (c) enhanced value creation throughsdrasiness-unit collaboration (Helfat & Eisenha&fi04).

Collaboration can be a significant source of ecaocovalue for business units and their parent catons

(Bowman & Helfat, 2001), even though the econonailug of multiple businesses is often not realiZgdm

the perspective of social network theory, BU mamagee more likely to find opportunities for coltaation

with other BU managers with whom they already hpeesonal ties, and these collaborations are lit@lye

easier to execute given familiarity and trust (Hans1999; Tsai, 2000; 2001). Thus, rich social nekt®&increase
the formation and performance of cross-BU collabores.

Intellectual Property Rights

Intellectual Property Right3(IPRs), out-Licensint§ and in-licensing agreements, Contract Manufactuing.
private label¥’, Original Equipment Manufacturé), Franchise®... are some of the tools a firm can use to
leverage its brand and unique capabilities (e.gki®w-how), especially at time of increasingly kdmaging
business environment and/or requirements for quiskes to expand and extend. Those action levers hdwt

in common (notably limited transaction costs) am ¢an help generate revenues (“proven return on
investment”), (b) leverage the brand (treated asrategic asset) with (c) mitigated risks (usudlicked by
legally structured agreements), when business eardtltstrategy are aligned.

Firms can leverage brands for growth by launchig products or entering new geographic marketsgStava

et al., 1999), under their own patronages, or eahthe brand to an external entity, through czerising. Brand
owner (the licensor) enters into an agreement anthther firm (the licensee) to manufacture, propdistribute,

or sell products using the brand name (Batterst8ir&on, 2010), against a previously agreed paynwrérae
(royalty). The brand can be strengthened (e.ghéurpromotion and placements), expanded (demogrsiphi
more lucrative (new revenue streams), extended (@ewv market segments/industries), while providing
mechanisms for further collaboration (e.g. alligreguisition, partnerships...). On the other siddidensing
provides a low cost, effective means of achievifigotive market segmentation with minimal cannibation of
the core brand.

However as a limitation to some of the previousgntioned leverages, and as Sherman (2004) obsémves,
licensor's interest is normally limited to supemisthe proper use of the license and collectingltees. The
franchisor, however, exerts significant active conbver the franchisee's operations”. Franchidailenthe
sharing of a business model (proprietary knowledgegjrocess (know-how) and engage into a dual inade
promotion, leading to higher agency and transastawsts than in licensing.

15ntellectual property rights refers to the genetaim for the assignment of property rights thropgttents, copyrights and trademarks. These
property rights allow the holder to exercise a mpoly on the use of the item for a specified periRetrieved March 12, 2014 from
https://stats.oecd.org/glossary/detail.asp?1D=3236

16 This term refers to a written agreement entered byt the contractual owner of a property or actigiving permission to another to use that
property or engage in an activity in relation tathproperty.Retrieved March 12, 2014 frohitp://www.investopedia.com/terms/l/licensing-
agreement.asp

17 Noun: A retailer's name, as used on a product sold by ritailer but manufactured by another compaRgtrieved March 12, 2014 from
http://www.oxforddictionaries.com/definition/endtiprivate-label?q=private-+label

18 A company that buys a product and incorporates esbrands it into a new product under its own namRetrieved March 12, 2014 from
http://www.investopedia.com/terms/o/oem.asp

19 A type of license that a party (franchisee) acasibe allow them to have access to a business'dréhehisor) proprietary knowledge, processes
and trademarks in order to allow the party to selproduct or provide a service under the businesa®ie.Retrieved March 12, 2014 from
http://www.investopedia.com/terms/f/franchise.asp




We will thus focus on Intellectual Property Rightghe following, and look into rationale, natumedaoutcomes
for brand management through the prism of licensand how modalities may differ and must be analyreder
several perspectives.

Rationale

As summarized by O’Neill (2007), and illustratedragur e 6, “the primary objectives of licensing programs are
to (a) promote the bran@dquity and awarenelqb) to protect the brandttengthen the core business, minimize
resource requiremenitsand (c) to produce revenue as a result of tardbgrowth iew growth platforms More
specific objectives such as reaching new demogeapbikpanding channels of distribution, revitaligatired
brand, or growing beyond organizational core coemet and resources, are other examples of viable
aspirations”. Brand extensions leverage the investsa company makes in its existing brand namgsaage
against the risk of new product failures (hampeffutgre performance of the business), while extepdhe
brand without the expense of a direct entry (Caletal., 2008). These “extendibility” advantagegngicantly
contribute to a brand’s financial value becausg these the estimate of its future revenues (Kef603).

Licensing
opportunity

Figure 6: Brand opportunities in licensing
Source: Licensing Journal

When developing a strategic licensing plan, braeldted information should be surveyed, among witeh
brand’s essence, attributes, and brand elastiggriission” to extend into new areas), its contpm®tj and the
marketplace overall. The best categories for iniic@nsing consideration are those considereds&lo core”,

those which are extremely near to the brands lmsigpetency and essence. A sound strategic licempsamg
shall be complete with identified categories fotemsion, phasing, pricing, positioning, target dgraphic

detail, and distribution, and will serve as an @ifee road map for the licensing journey. For eiifex

implementation, an assessment of operational reaslinvithin the licensor’'s organization and a caafer
commitment to licensing is just as important (O'IN&I007).

Additionally, Jayachandran et al. (2013) indicdtat t‘intellectual property protection laws stipgdahat mere
registration of the brand in a market is not enotgghaintain brand ownership after a grace perioithr@e to
five years (World Intellectual Property OrganizatigVIPO] 2013). Therefore, it is often necessanyfiions to
use a brand to retain rights to the name in adorebuntry market, and licensing can accomplisé @hia lower
cost than direct entry. Further to that, as meetibby Andal-Ancion et al. (2010), “brand owners magh to
protect their intellectual property from infringenten categories not covered by their core producervices”.

Used appropriately, licensing can help enhancebthed's equity in new markets. As more firms arerrib
global" (attractive to worldwide consumers), thg@artance of retaining rights to the brand (withagngotential)
through licensing, makes it an appealing and a#fokelinstrument. A new firm might opt to licensebirand in
strategic overseas markets to simultaneously baiid,protect its brand.



Nature

An existing brand name from another category wtlafnew product category if there appears to beaech at
the level of concrete attributes or based on attsim@agery or personality attributes (Batra et B993; John &
Loken, 1993; Park et al., 1991). Abstract assamatare easier to extend than concrete associatiods brand
name that is too strongly identified with onlygrent category (relative to an abstract qualiy sipans multiple
categories) can be more difficult to extend outsitecategory (Aaker & Keller, 1990; Farquhar et 5992).

Abstract associations are inherently more inclusanel superordinate (or broader, and thus fit intmrem
product/service categories) than concrete assoomati

The business model of licensing allows for mitiggtthe risk for the firm of doing it on its own. &lfinancial
risk are lowered (e.g. absence of shipping, warsingyuand distributing), and moved away to thersae (new
stakeholder in the brand), in exchange for takimgduced margin (royalty). This allows focus on tine’s
“core” business, while giving the licensor furthmssibilities of exponentially expanding its pragrélimited
level of capital expenditure), which will serve bbsth the emerging and/or restructuring firms.

Jayachandran et al. (2013) add, that “in situatianshich a firm does not want to enter a countirgatly, it
might be helpful for it to license the brand toaiatbrand rights. Perfect alignment of interestsvben the
licensor and the licensee may be rare in branddiog. In many cases, revenues should be secotudanguring
that the brand is not diluted through unsuitabbersing arrangements (Bass, 2004). The viabilityrahd
licensing depends as well on reducing the possibdf such opportunistic behavior by either pamythe
agreement, which will vary across countries (Ladome & Oxley, 2001; Marron & Steel, 2000). For arstes,
market size increases the risk of opportunisticabgdr (leading to licensee paying higher royaltyesato
incentivize the licensor), so will contract duratiand exclusivity (lower royalty rates), too. Braltensing
royalty rates might indeed differ across countrykats.

Outcomes

When IP rights are offering sufficient protectiona market, the licensee is incentivized through ftoyalty
rates. When IP rights are not well protected, ke are compelled to monitor more extensivelybi@nd
violation and factor the cost of monitoring intogher royalty rates. Brand violation devalues thaniy
compromises revenues, and reduces a marketeity abifully leverage the equity of the brand (D&@11).
Therefore, the protection of brand property musgilben importance in the discussion of marketirgets In an
era of global brand management, when brand assetften the most significant part of a firm's \&al{Day,
2011), it is important to evaluate strategies tgut such assets.

Finally, when (agency theory) parties to the cartrengage in moral hazard (i.e. opportunistic beigv
suboptimal outcomes may result, the royalty rateng@s a popular form of compensation, especrallgs in
international brand licensing. However, independeh the outcome, almost no risk inherent to thent or
core business is linked to licensing. If unsucadsshe licensed products can be phased out witloet
significant write-offs associated with internallgwe@loped product failures and (because targeteagi@mphics
are outside of core business demographics) with br no impact to the core business.




Conclusion

I have successively looked at Public Assets Apportients, Profit and Loss Centers, Strategic Busibests
and Intellectual Property Rights, to assess, fongiheir rationale, nature and outcomes, withaiheof mapping
their respective relatedness and autonomy on d@€f@®cus wheel”, positioned on an adapted “Acqoisi
Integration Approaches Matrix” (Haspeslagh & Jemist991), as illustrated below &ingure 7.
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Figure 7: 4-step Focus wheel

Adapted from Acquisition Integration Approaches Haspeslagh & Jemison (1991)

When opting to voluntarily divest assets, a compaiflychoose between spin-offs and sell-offs, oa basis of
the relatedness of the firm’s business lines aisohcentives for cash generation. Corporate sfiswill though
increase value of the overall firm (parent & chijltjcrease the efficiency of capital allocationjgHowering
transaction costs. A “cleaner” (agency) signal @negerial and entities productivities will emergjle the
opportunistic spinning-off, by employees, will erga the firm’s network’s centricity, provided aagVely high
degree of autonomy is granted to the spun-offstmatterfere with their perspectives of “outerbgrths and
profit generation.

Operating on the base of already “tweaked” agendyteansaction cost models, P&L Centers will orirtben
remain quite dependent on the “parent” to suppair tactivities, where they will have access toitzdphrough
an “imperfect” internal market. Operational autoryomay be granted, for better match with their megkeith
cross (international) subsidiaries synergies, atigvior ongoing adjustments across the organizafivtime of
divestiture, for financial constraints and declmperformance, decision will though be taken orftbkatedness”
of the subsidiary with other members of the groomrrelated by a network-level factor. Divestiturdl w
predominantly use contraction policies.

Acquisition and divestiture of business units &glsuch be a standard technique of strategic marsgewhere
mostly “non-natives” units will go through reconfiigition and recombination processes, to be blewitadore-
existing ones. Not all “acquired” units are meanbé kept and/or combined, their owners keepingthaller
ones readily “salable”, while the largest units naaguire enough autonomy and synergies within ¢mepany
and other units. However theory suggests that basinnits are nested, or “embedded” within bothba@tions
and industries, and as such rely predominantly raeir tcorporate hierarchies, to act as the cooridinat
mechanism across the firm’s businesses.



Finally, brand licensing will grant the “Intelle@uProperty Rights” owner, access to new marketstaand
equity increase, at a relatively mitigated risk &rashsaction cost. Royalty and IP protection levalsgo hand
in hand to balance opportunism from both sidegiisor and licensee), whereas in case of unsuctkssfising
no significant write-offs will have to be borne the firm. Furthermore, while leveraging (and aecating) the
firm’s expansion program, it will still allow it tkeep a focus on its “core business”. As such téchrelatedness
of business and a high autonomy will be charadtesis

Attime of increasingly challenging business enwvinent and/or requirements, “inward strategic groivhould
be more thoroughly looked at, as indeed “Corporgtewth diamonds”, from within, may be spotted and
nurtured.
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