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Capital Market Implications of Spinoffs

Recent enhancements to S&P Global Market Intelligence’s S&P Capital 1Q platform include
click-through capabilities for spinoff activities. Now professionals have the capability of
drilling-down into spinoff details.

Spinoff activities have picked up in recent years; in 2015, more than $250 billion worth of
spinoff transactions were closed globally (Figure 1), the highest level in the last 20 years.

Figure 1 Total Transaction Value of Completed Spinoffs
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Source: S&P Global Market Intelligence Quantamental Research. Data as of 03/05/2017.

This report analyzes the short- and long-term performance of spun-off entities and their
parent companies in the U.S and international markets. We also examine a related but
distinct corporate restructuring activity — equity carve-outs, which separate a subsidiary
through a public offering. The main findings of this research include:

e Within the U.S., spun-off entities generated long-term outperformance after
the spinoff. In the 1-year (3-year) period following the closing date, spun-off
entities outperformed their industry peers by a cumulative 8.39% (22.08%) on
average, despite underperforming by more than 2% in the initial 30 days.

e In the U.S., parent companies outperformed their industry peers between the
announcement date and closing date. The average daily excess return was 5
basis points, significant at the 5% level. Over the three-year period following the
closing date, only parents that divested subsidiaries in a different industry1 showed
outperformance.

e OQutside the U.S., spun-off entities and their parents demonstrated similar
return patterns as those in the U.S.

e Carve-outs are difficult to profit from, unless the investor participates in the
initial stock offering. On average, the first day price jump over the offering price
was 21.48% (62.22%) above industry mean in the U.S. (outside the U.S.). Long-
term excess returns of carve-outs were not statistically significant.

e A strategy of buying U.S. companies that were spun off in the past three years
outperformed the market by 0.48% per month between 1998 and 2016.

! Industries were determined using the Global Industry Classification Standard (GICS) 6-digit code. See

Appendix A for more details on the Global Industry Classification Standard.
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CAPITAL MARKET IMPLICATIONS OF SPINOFFS

1 Introduction

A spinoff occurs when a parent company distributes the shares of a subsidiary pro-rata
among its shareholders. Following the spinoff, the subsidiary trades as a separate public
company, and the shareholders of the parent hold shares in both companies. As a result of
tax-free treatments in the U.S., spinoffs have been a popular method of divestiture. Studies
have found that companies involved in spinoffs tend to outperform. Miles, et al. (1983)
documented a positive announcement effect on the parent company’s stock price.
McConnell, et al. (2004) showed economically significant long-term excess returns for spun-
off entities following the closing date.

While previous research has focused largely on the U.S. market due to data availability, in
this report we extend the analysis to international markets, leveraging S&P Global
Transactions data. This research also examines carve-outs, another form of corporate
restructuring. In a carve-out, the parent company sells a portion of a subsidiary through a
public offering, thus receiving cash and incurring taxes upon the sale. Unlike in a spinoff,
the parent typically retains substantial ownership in the carved out entity.

Figure 2 shows the number of spinoff (blue bars) and carve-out (red bars) transactions by
calendar year available in the database. Spinoffs are more prevalent in the U.S. than carve-
outs (top chart), while carve-outs have caught up with spinoffs outside the U.S. in recent
years (bottom chart). A regional breakdown of spinoff/carve-out transactions in international
markets (Appendix B) shows that the Asia/Pacific region is the largest contributor to the total
number of deals outside the U.S.

Figure 2 Number of Spinoffs and Carve-outs by Year — U.S. and International
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Source: S&P Global Market Intelligence Quantamental Research. Data as of 03/05/2017.
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CAPITAL MARKET IMPLICATIONS OF SPINOFFS

Figure 3 shows the distribution of spinoffs/carve-outs by transaction size for the U.S. and
international markets. In the U.S. (top chart), spinoffs tend to be larger, with nearly one-third
of all transactions above $1 billion dollars. Carve-outs, by contrast, tend to be smaller, with
three-quarters of all carve-outs below $500 million. Transactions outside the U.S. tend to be
smaller in size (bottom chart).

Figure 3 Number of Spinoffs and Carve-outs by Size — U.S. and International
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2 Do Spinoffs Create Value?

Using an event study framework, we examine the short- and long-term performance of spun-
off entities, as well as their parents following the transaction closing date for both U.S. and
international markets. A spinoff is considered a U.S. transaction if the spun-off entity is
traded on a U.S. exchange. We also examine the performance of parent companies
between the announcement date and closing date. All returns are calculated in excess of
GICS 6-digit industry level average within the Russell 3000 Index for the U.S. and S&P
Global Broad Market Index (“BMI”) excluding U.S. for international markets®. To ensure that
a security has at least one year of pricing data after the closing date, we focus on
transactions closed before the end of 2015.

2.1 U.S. Spinoffs
Table 1 summarizes the industry excess returns for all U.S. spinoffs between 1989 and

2015. The top half of the table shows the average cumulative industry excess returns

% See Section 5 for more details on data and methodology.
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CAPITAL MARKET IMPLICATIONS OF SPINOFFS

following the closing date for the spun-off entities, along with their hit rate®. The bottom half
shows the same information for the parents, in addition to the average daily excess return
between the announcement and closing date in the first column.

Table 1 Industry Excess Returns for U.S. Spinoffs (1989 — 2015)

All Events (N = 516)

Forward Forward Forward Forward Forward Forward Forward

Spun off 5-Day 30-Day 3-Month 6-Month 1-Year 2-Year 3-Year
Entity Return Return Return Return Return Return Return
Average S1.37%*** -2.28%*** 1.18% 3.29%* 8.39%***  10.20%** 22.08%***
Hit Rate 39.5%***  42.9%*** 51.2% 54.1%* 53.1% 49.6% 48.9%

Average Daily
Return between  Forward Forward Forward Forward Forward Forward Forward

Parent Announcement 5-Day 30-Day 3-Month  6-Month 1-Year 2-Year 3-Year
Company and Closing Return Return Return Return Return Return Return
Average 0.05%** 0.24% -1.36%* -1.39% -0.39% 3.28% -2.20% -1.26%
Hit Rate 54.9%* 53.8% 43.4%***  A44.5%** 47.3% 48.4% 43.9%**  42.3%***

=+ 104 level of significance; ** 5% level of significance; * 10% level of significance®

Source: S&P Global Market Intelligence Quantamental Research. All returns and indices are unmanaged, statistical
composites and their returns do not include payment of any sales charges or fees an investor would pay to
purchase the securities they represent. Such costs would lower performance. It is not possible to invest directly in
an index. Past performance is not a guarantee of future results. Data as of 03/05/2017.

Spun-off entities initially underperformed their industry peers. The cumulative excess
return was -2.28% in the first month after the spinoff, significant at the 1% level. This initial
underperformance could be due to selling pressure from index funds that have to dispose
their holdings in spun-off entities not included in a tracked index, or from institutional
investors complying with mandates that specify the characteristics of holdings such as
dividends or market capitalization thresholds. Over the long term, spun-off entities
outperformed the industry. The one-year excess return following the closing date was
8.39% on average, significant at the 1% level. Spun-off entities continued to generate
positive excess returns in the 2-year and 3-year period after the spinoff.

Parent companies experienced positive announcement effects. The average daily
industry excess return was 5 basis points (bps) between the spinoff announcement and
closing date, significant at the 5% level. This suggests that market participants view spin-
offs as positive news as this action may enable the parent company to be more focused on
its core operations post divestiture. Long-term performance after the closing date did not
demonstrate statistical significance.

2.1.1 Does Transaction Size Matter?

To examine the impact of transaction size on spinoffs, we examined the performance for
both parent companies and spun-off entities separated by the transaction size of the spinoff
(Table 2)5. As with the overall sample, spun-off entities underperformed their industry peers
initially, but outperformed over a 1-year period, irrespective of transaction size. Parent
companies also yielded positive excess returns between the announcement and closing
date, significant at the 5% level in both sub-samples.

% Hit rate is the percentage of events with a positive excess return.

“ This annotation applies to all tables in the paper.

® We chose 500 million U.S. dollars as the threshold for U.S. spinoffs as it breaks the sample into roughly two
halves. We confirmed that all calendar years are well represented in both sub-samples to ensure there is no
regime bias by using this cutoff.
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Table 2 Industry Excess Returns for U.S. Spinoffs by Transaction Size (1989 — 2015)
Forward Forward Forward Forward Forward Forward Forward
Spun off 5-Day 30-Day 3-Month ~ 6-Month 1-Year 2-Year 3-Year
Entity Return Return Return Return Return Return Return
Average -1.23%***  -1.03% 3.20%**  4.61%** 6.22%* 6.62% 22.30%**
Hit Rate 37.6%*** 48.5% 55.4% 57.5%** 52.6% 46.2% 51.8%
Average Daily
Return between  Forward Forward Forward Forward Forward Forward Forward
Parent Announcement 5-Day 30-Day 3-Month 6-Month 1-Year 2-Year 3-Year
Company and Closing Return Return Return Return Return Return Return
Average 0.04%** 0.82%** -0.48% -0.73% 1.82% 2.50% -0.37% 2.00%
Hit Rate 55.7% 58.4%** 45.7% 44.7% 53.6% 51.9% 49.7% 48.5%
Forward Forward Forward Forward Forward Forward Forward
Spun off 5-Day 30-Day 3-Month  6-Month 1-Year 2-Year 3-Year
Entity Return Return Return Return Return Return Return
Average -2.24%***  -4.44%***  -0.50% 1.22% 10.44%** 10.64% 17.79%
Hit Rate 39.4%***  34.7%*** 45.3% 50.0% 49.4% 46.7% 42.5%
Average Daily
Return between  Forward Forward Forward Forward Forward Forward Forward
Parent Announcement 5-Day 30-Day 3-Month 6-Month 1-Year 2-Year 3-Year
Company and Closing Return Return Return Return Return Return Return
Average 0.08%** -0.68% -2.28% -2.27% -1.78% 4.38% -0.76% 3.36%
Hit Rate 58.5%** 47.3% 42.3%** 43.3%* 41.6%** 45.3% 41.3%** 41.1%**

Source: S&P Global Market Intelligence Quantamental Research. All returns and indices are unmanaged, statistical
composites and their returns do not include payment of any sales charges or fees an investor would pay to
purchase the securities they represent. Such costs would lower performance. It is not possible to invest directly in
an index. Past performance is not a guarantee of future results. Data as of 03/05/2017.

2.1.2 Cross-Industry and Within-Industry Spinoffs
A frequently quoted motivation for companies carrying out spinoffs is the need to increase

corporate focus®. To investigate whether a “focus increasing” transaction creates more
value, we consider two types of spinoffs:
e Cross-industry spinoffs — transactions in which the parent and spun-off entity belong
to different industries (GICS 6-digit level).
¢ Within-industry spinoffs — transactions where the parent and spun-off entity belong
to the same industry.

We use the former type as a proxy for focus increasing transactions, since subsidiaries in a
different industry are more likely to be non-core assets for a parent. We examine the
performance of both parents and spun-off entities for cross-industry and within-industry
spinoffs, respectively, and report the results in Table 3.

Cross-industry spinoffs created more value for parent companies than within-industry
transactions did in the U.S. The industry excess return between the announcement and
closing date was 7bps per day for parents that spun off a subsidiary in a different industry,
significant at the 1% level. The long-term performance following the closing date was
positive for parent in cross-industry spinoffs, compared to the negative industry excess
returns for those in within-industry spinoffs, albeit not statistically significant. The difference
in the cumulative 3-year excess returns between the two groups of parents was 21.68%,
significant at the 10% level.

® Daley, et al. (1997)
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Similar to the overall sample, spun-off entities underperformed their industry peers initially
and later outperformed in the longer term following the closing date in both cross-industry
and within-industry transactions.

Table 3 Industry Excess Returns for U.S. Spinoffs by Focus (1989 — 2015)

Cross-Industry Transactions (N = 233)

Forward Forward Forward Forward Forward Forward Forward

Spun off 5-Day 30-Day 3-Month ~ 6-Month 1-Year 2-Year 3-Year
Entity Return Return Return Return Return Return Return
Average -1.11%* -1.56% 3.73%**  5.07%**  8.30%** 11.25%*  20.22%**
Hit Rate 41.3%**  42.7%** 53.2% 57.8%** 52.8% 51.0% 45.2%

Average Daily
Return between  Forward Forward Forward Forward Forward Forward Forward

Parent Announcement 5-Day 30-Day 3-Month  6-Month 1-Year 2-Year 3-Year
Company and Closing Return Return Return Return Return Return Return
Average 0.07%*** 0.04% -0.42% -0.57% 2.04% 4.44% 2.30% 11.61%
Hit Rate 55.1% 54.2% 48.5% 46.2% 49.1% 48.4% 45.2% 45.0%

Within-Industry Transactions (N = 191)

Forward Forward Forward Forward Forward Forward Forward

Spun off 5-Day 30-Day 3-Month  6-Month 1-Year 2-Year 3-Year
Entity Return Return Return Return Return Return Return
Average -2.10%***  -3.42%***  -0.49% 2.48% 8.47%* 5.70% 28.33%***
Hit Rate 35.4%***  42.3%** 48.9% 51.1% 51.4% 44.5% 53.8%

Average Daily
Return between  Forward Forward Forward Forward Forward Forward Forward

Parent Announcement 5-Day 30-Day 3-Month  6-Month 1-Year 2-Year 3-Year
Company and Closing Return Return Return Return Return Return Return
Average 0.04% 0.79%* -1.41% -1.09% -0.84% 3.35% -2.95% -10.07%
Hit Rate 54.7% 54.1% 38.1%*** 44.1% 48.3% 50.6% 45.3% 42.9%

Source: S&P Global Market Intelligence Quantamental Research. All returns and indices are unmanaged, statistical
composites and their returns do not include payment of any sales charges or fees an investor would pay to
purchase the securities they represent. Such costs would lower performance. It is not possible to invest directly in
an index. Past performance is not a guarantee of future results. Data as of 03/05/2017.

2.2 Spinoffs in International Markets
Companies involved in international spinoffs demonstrated similar return pattern as

those in the U.S. Table 4 shows that spun-off entities traded outside the U.S. generated
negative industry excess returns in the first 6 months after the spinoff, which were
statistically significant. However, there was a reversal in performance subsequently and
spun-off entities outperformed their industry peers in the 2-year and 3-year window following
the closing date. The parent companies yielded positive and significant excess returns
between the announcement and closing date, similar to our U.S. findings.

Table 4 Industry Excess Returns in USD for International Spinoffs (1993 — 2015)

All Events (N = 666)

Forward Forward Forward Forward Forward Forward Forward

Spun off 5-Day 30-Day 3-Month ~ 6-Month 1-Year 2-Year 3-Year
Entity Return Return Return Return Return Return Return
Average -1.12%**%*  -3.20%***  -2.85%**  -3.46%** -0.33% 7.08%* 13.71%**
Hit Rate 40.0%*** 37.5%*** 39.7%*** 40.9%*** 41.8%*** 44.4%** 43.9%**

Average Daily
Return between  Forward Forward Forward Forward Forward Forward Forward

Parent Announcement 5-Day 30-Day 3-Month  6-Month 1-Year 2-Year 3-Year
Company and Closing Return Return Return Return Return Return Return
Average 0.06%*** -0.50%  -2.17%*** -3.13%***  -2.72%* -0.10% 2.60% 7.58%
Hit Rate 53.1% 43.6%***  42.2%***  A41.2%***  A41.2%***  39.7%***  36.7%***  37.8%***

Source: S&P Global Market Intelligence Quantamental Research. All returns and indices are unmanaged, statistical
composites and their returns do not include payment of any sales charges or fees an investor would pay to
purchase the securities they represent. Such costs would lower performance. It is not possible to invest directly in
an index. Past performance is not a guarantee of future results. Data as of 03/05/2017.
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Table 5 summarizes the performance for transactions above and below 100 million U.S.
dollars in size’. Spinoff transactions with a size below $100 million destroy value for
both parents and spun-off entities in international markets. Both parents and spun-off
entities underperformed their industry peers in all return horizons we examined, with hit rates
significantly below 50%. One possible reason for this observation could be due to the fact
that less than 43% of transactions below $100 million were focus-increasing, cross-industry
spinoffs, as opposed to 50% for spinoffs with transaction value larger than $100 million. We
next investigate whether cross-industry spinoffs indeed created value for international
parents as we found in the U.S.

Table 5 Industry Excess Returns in USD for International Spinoffs
By Transaction Size (1993 — 2015)

Transaction Size > $100M (N = 258)

Forward Forward Forward Forward Forward Forward Forward

Spun off 5-Day 30-Day 3-Month 6-Month 1-Year 2-Year 3-Year
Entity Return Return Return Return Return Return Return
Average -0.43% -1.50% -0.11% 1.48% 3.49% 11.17%** 24.53%***
Hit Rate 42.5%**  40.2%*** 45.7% 46.3% 47.2% 52.0% 51.1%

Average Daily
Return between  Forward Forward Forward Forward Forward Forward Forward

Parent Announcement 5-Day 30-Day 3-Month 6-Month 1-Year 2-Year 3-Year
Company and Closing Return Return Return Return Return Return Return
Average 0.07%** 0.14% 0.25% 0.42% -0.37% -0.67% 3.03% 9.72%
Hit Rate 57.6%** 48.3% 49.4% 51.9% 47.7% 44.1%* 43.2%* 46.9%

Transaction Size < $100M (N = 266)

Forward Forward Forward Forward Forward Forward Forward

Spun off 5-Day 30-Day 3-Month 6-Month 1-Year 2-Year 3-Year
Entity Return Return Return Return Return Return Return
Average -2.46%***  -6.79%*** -8.79%*** -12.90%*** -12.39%***  -3.72% -3.87%
Hit Rate 34.4%***  30.3%***  30.3%*** 31.1%*** 32.3%*** 35.2%*** 35.0%***

Average Daily
Return between  Forward Forward Forward Forward Forward Forward Forward

Parent Announcement 5-Day 30-Day 3-Month 6-Month 1-Year 2-Year 3-Year
Company and Closing Return Return Return Return Return Return Return
Average 0.07%* -0.68%  -4.02%*** -6.09%*** -5.60%** -5.60% -5.67% -7.73%
Hit Rate 47.5% 39.6%***  37.6%*** 32.2%*** 33.8%*** 31.2%*** 26.3%*** 25.5%***

Source: S&P Global Market Intelligence Quantamental Research. All returns and indices are unmanaged, statistical
composites and their returns do not include payment of any sales charges or fees an investor would pay to
purchase the securities they represent. Such costs would lower performance. It is not possible to invest directly in
an index. Past performance is not a guarantee of future results. Data as of 03/05/2017.

Table 6 summarizes the performance for cross-industry and within-industry spinoffs,
respectively. Consistent with the U.S. results, we observe a stronger long-term
performance for parent companies following the closing date of cross-industry
spinoffs in the international markets. Forward 1l-year and 2-year industry excess returns
were positive, while those for within-industry spinoffs were negative (although both were not
statistically significant). Unlike in the U.S., spun off entities that operated in the same
industry as their parents did not produce superior long-term returns relative to their industry
after the spinoffs in the international markets.

" As in the U.S, the $100 million threshold was chosen to break the international sample into roughly two halves.
We also confirmed that all calendar years are well represented in both sub-samples to ensure there is no regime
bias by using this cutoff.
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Table 6 Industry Excess Returns in USD for International Spinoffs
By Focus (1993 - 2015)

Cross-Industry Transactions (N = 259)

Forward Forward Forward Forward Forward Forward Forward

Spun off 5-Day 30-Day 3-Month 6-Month 1-Year 2-Year 3-Year
Entity Return Return Return Return Return Return Return
Average -1.18%**  -3.31%***  -3.17%* -2.91% 1.07% 8.16% 19.40%**
Hit Rate 40.6%*** 34.6%*** 39.7%***  43.7%* 45.7% 48.7% 48.3%

Average Daily
Return between  Forward Forward Forward Forward Forward Forward Forward

Parent Announcement 5-Day 30-Day 3-Month 6-Month 1-Year 2-Year 3-Year
Company and Closing Return Return Return Return Return Return Return
Average 0.07%** -0.57% -1.25% -1.83% -1.20% 2.34% 3.61% 11.82%
Hit Rate 56.3%* 41.7%** 47.1% 43.5%* 43.8%* 45.7% 41.6%**  42.7%**

Within-Industry Transactions (N = 302)

Forward Forward Forward Forward Forward Forward Forward

Spun off 5-Day 30-Day 3-Month 6-Month 1-Year 2-Year 3-Year
Entity Return Return Return Return Return Return Return
Average -1.60%*** -4.11%*** -4.17%** -5.32%** -3.97% 2.80% 5.90%
Hit Rate 36.8%***  37.2%***  37.2%***  37.6%*** 38.0%*** 40.1%*** 39.8%***

Average Daily
Return between  Forward Forward Forward Forward Forward Forward Forward

Parent Announcement 5-Day 30-Day 3-Month 6-Month 1-Year 2-Year 3-Year
Company and Closing Return Return Return Return Return Return Return
Average 0.07%** -0.33% -2.49%**  -4.53%***  -4.11%* -4.13% -0.39% 1.36%
Hit Rate 53.6% 45.1% 39.8%*** 38.0%*** 39.2%*** 33.9%*** 32.2%*** 33.6%***

Source: S&P Global Market Intelligence Quantamental Research. All returns and indices are unmanaged, statistical
composites and their returns do not include payment of any sales charges or fees an investor would pay to
purchase the securities they represent. Such costs would lower performance. It is not possible to invest directly in
an index. Past performance is not a guarantee of future results. Data as of 03/05/2017.

3 Carve-outs Event Study

In this section, we discuss the performance of carve-outs in the U.S. and international
markets. We focus on carved-out entities themselves due to limited information on parent
companies in our database. Since carve-outs are a special type of IPO (initial public
offering), we also calculate their price gains on the first day of trading in excess of industry
average, using the close price on the first day of trading and the IPO prices.

Table 7 summarizes the results for all U.S. carve-outs between 1992 and 2015, as well as
for large and small transactions, respectivelyg. Similar to standard IPOs, U.S. carved-out
entities experienced a large jump on the first day of trading, which on average was
more than 21% above industry mean, with 78% of carved-out entities outperforming their
industry peers. After the first day, carved-outs performance did not show any statistical
significance for either large or small transactions.

Table 8 summarizes the same analysis for international carve-outs. The first day price
jump is also evident in the international sample, while the longer-term performance of
the carved-out entities exhibits some difference between large and small transactions.
Large carved-out entities outperformed their industry peers throughout the 3-year period
following the transaction, with the cumulative excess return peaking after one year at
13.87%, significant at the 1% level. Small carved-out companies did not show statistically
significant outperformance in the long term.

® See Section D for more details on data and methodology.

® The $200 million threshold was chosen to break the U.S sample into roughly two halves. We also confirmed that
all calendar years are well represented in both sub-samples to ensure there is no regime bias by using this cutoff.
The same applies to the international cutoff in Table 8.
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Table 7 Industry Excess Returns for U.S. Carve-outs (1992 — 2015)

All Events (N = 179)
Forward Forward Forward Forward Forward Forward Forward

Carved-Out Initial Day 5-Day 30-Day 3-Month  6-Month 1-Year 2-Year 3-Year
Entity Return Return Return Return Return Return Return Return
Average 21.48%*** 0.01% 0.42% 2.20% 3.31% 3.15% 10.41% 14.20%
Hit Rate 78.3%*** 46.6% 51.7% 49.4% 50.6% 48.8% 46.8% 45.9%

Transaction Size > $200M (N = 92)
Forward Forward Forward Forward Forward Forward Forward

Carved-Out Initial Day 5-Day 30-Day 3-Month 6-Month 1-Year 2-Year 3-Year
Entity Return Return Return Return Return Return Return Return
Average 15.33%*** 0.20% 1.46% 1.96% 0.63% 1.76% 7.01% 9.89%
Hit Rate 79.8%*** 45.5% 56.8% 51.1% 50.0% 49.4% 45.6% 43.5%

Transaction Size < $200M (N = 87)
Forward Forward Forward Forward Forward Forward Forward

Carved-Out Initial Day 5-Day 30-Day 3-Month 6-Month 1-Year 2-Year 3-Year
Entity Return Return Return Return Return Return Return Return
Average 27.85%*** -0.19% -0.64% 2.44% 6.05% 4.58% 13.82% 18.67%
Hit Rate 76.7%*** 47.7% 46.5% 47.7% 51.2% 48.2% 48.1% 48.3%

Source: S&P Global Market Intelligence Quantamental Research. All returns and indices are unmanaged, statistical
composites and their returns do not include payment of any sales charges or fees an investor would pay to
purchase the securities they represent. Such costs would lower performance. It is not possible to invest directly in
an index. Past performance is not a guarantee of future results. Data as of 03/05/2017.

Table 8 Industry Excess Returns in USD for International Carve-outs (1995 — 2015)

All Events (N = 265)
Forward Forward Forward Forward Forward Forward Forward

Carved-Out Initial Day 5-Day 30-Day 3-Month  6-Month 1-Year 2-Year 3-Year
Entity Return Return Return Return Return Return Return Return
Average 62.22% -1.16%**  -1.79%* -0.65% 1.83% 6.44%* 10.40%* 5.47%
Hit Rate 74.5%*** 41.4%** 44.2%* 48.4% 48.4% 45.5% 45.8% 36.2%***

Transaction Size > S100M (N = 137)
Forward Forward Forward Forward Forward Forward Forward

Carved-Out Initial Day 5-Day 30-Day 3-Month  6-Month 1-Year 2-Year 3-Year
Entity Return Return Return Return Return Return Return Return
Average 87.70% 0.47% 1.88%* 3.83%** 6.18%** 13.87%*** 12.88%** 8.00%
Hit Rate 75.0%*** 50.8% 57.3% 61.3%** 55.6% 52.0% 51.0% 44.0%

Transaction Size < $100M (N = 123)
Forward Forward Forward Forward Forward Forward Forward

Carved-Out Initial Day 5-Day 30-Day 3-Month 6-Month 1-Year 2-Year 3-Year
Entity Return Return Return Return Return Return Return Return
Average 29.62%***  -2.98%*** -6.13%*** -6.00%** -3.14% -2.24% 9.20% 1.55%
Hit Rate 74.7%*** 30.6%***  28.9%***  33.3%*** 39.6%* 37.0%** 39.4%* 23.7%***

Source: S&P Global Market Intelligence Quantamental Research. All returns and indices are unmanaged, statistical
composites and their returns do not include payment of any sales charges or fees an investor would pay to
purchase the securities they represent. Such costs would lower performance. It is not possible to invest directly in
an index. Past performance is not a guarantee of future results. Data as of 03/05/2017.

4 Historical Performance of Spinoff Strategies

To explore how investors might leverage these empirical findings, we examine the historical
performance of two portfolio strategies that focus on the outperformance of U.S. companies
involved in spinoffs.

In the first strategy, the portfolio consists of companies that were spun off in the past year,
excluding the ones that were spun off over the past 30 days to avoid the initial
underperformance that follows the spinoff. We also examine portfolios with lookback
windows of 2 years and 3 years. Stocks are market cap weighted and portfolios are
rebalanced at the end of each month.
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In the second strategy, the portfolio consists of parent companies that announced a spinoff
over the past 6 months. Stocks are market cap weighted and the portfolio is rebalanced
monthly. For both strategies, we track the portfolio return in excess of Russell 3000 Index
return between 1998 and 2016.

Table 9 summarizes the historical performance of these strategies. A portfolio that invests
in companies spun off in the last 3 years (skipping the first month) outperformed the
market by 0.48% per month on average, significant at the 5% level. This demonstrates
that investors can benefit from the long-term outperformance of spun-off entities.

Table 9 Historical Monthly Performance — U.S. Spinoff Portfolios
(January 1998 — December 2016)

Lookback Window 1 Year 2 Years 3 Years 6 Months
Excess Return 0.19% 0.38% 0.48%** 0.37%
Hit Rate 56.1%* 58.3%** 60.5%*** 52.2%
# Stocks 22 44 63 12

Source: S&P Global Market Intelligence Quantamental Research. All returns and indices are unmanaged, statistical
composites and their returns do not include payment of any sales charges or fees an investor would pay to
purchase the securities they represent. Such costs would lower performance. It is not possible to invest directly in
an index. Past performance is not a guarantee of future results. Data as of 03/05/2017.

5 Data and methodology

Spinoffs and carve-outs are collected from the S&P Global Transactions database, which
covers the announcement date, closing date and transaction size, among other data items.
For spinoffs, the database also provides information on the parent company through cross-
referencing the company relationships database. For carve-outs, it covers the initial offering
price. We classify a transaction as a U.S. (international) one if the spun off or carved out
entity is listed on a U.S. exchange (a non-U.S. exchange).

In the event studies, we calculate the industry excess return using the difference between
individual security return (winsorized at the 1% and 99% level) and the industry average
return within the Russell 3000 Index (S&P Global BMI excluding U.S.) for U.S. events
(international events). All forward returns are calculated based on the close price on the day
after the transaction closing date. For spinoff parents, the average daily excess return
between the announcement and closing date is calculated by first summing up the daily
industry excess returns from the day after the announcement until the closing date, then
dividing this sum by the total number of trading days between the two dates. For carve-outs,
the initial day excess return is calculated by first dividing the difference between close price
on the first day of trading and the IPO price by the IPO price, then subtracting the industry
average one-day return for the same day. All returns are in U.S. dollar.

6 Conclusions

This report investigates the short- and long-term performance of companies involved in
these restructuring activities around the globe. We documented a positive announcement
effect for spinoff parents in the U.S. and international markets. Spun-off entities initially
underperformed their industry peers but in the long run generated superior returns after the
spinoff. Carved-out subsidiaries experienced a large jump in stock price on the first day of
trading, but long-term performance is not particularly attractive.
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Appendix A Global Industry Classification Standard

The Global Industry Classification Standard (GICS®) was jointly developed by Standard &
Poor's and MSCI Barra to meet the global financial community's need for one complete,
consistent set of global sector and industry definitions. The GICS methodology has helped
pave the way for sector-based investing by providing transparency and efficiency to the
investment process. With GICS, sell-side research and reporting can be organized around
industry data without geographic limitations.

The GICS methodology has been commonly accepted as an industry analysis framework for
investment research, portfolio management and asset allocation. The GICS classification
system currently consists of 11 sectors, 24 industry groups, 68 industries and 157 sub-
industries. The GICS sectors are:

» Consumer Discretionary
» Consumer Staples

* Energy

* Financials

* Health Care

* Industrials

* Information Technology
» Materials

» Telecommunication Services
« Utilities

* Real Estate

Appendix B Number of International Transactions by Region

International Spinoffs International Carve-outs

Latin
America
and
Caribbean

/ ”

North

Latin
America
and
Caribbean

Africa/ 2% . America
Middle East \Mﬁg::aEést 2%
4% 7%
Source: S&P Global Market Intelligence Quantamental Research. Data as of 03/05/2017.
QUANTAMENTAL RESEARCH MARCH 2017 11

WWW.SPGLOBAL.COM/MARKETINTELLIGENCE



CAPITAL MARKET IMPLICATIONS OF SPINOFFS

References

Boreiko, Dmitri and Murgia, Maurizio, European Spin-Offs: Origin, Value Creation, and Long
Term Performance (February 17, 2010). Available at SSRN: https://ssrn.com/abstract=
1554267 or http://dx.doi.org/10.2139/ssrn.1554267

de Vroom, Harald Janssens and van Frederikslust, Ruud A.l., Shareholder Wealth Effects of
Corporate Spin-offs: The Worldwide Experience 1990-1998. Available at SSRN:
https://ssrn.com/abstract=173829 or http://dx.doi.org/10.2139/ssrn.173829

Daley, L., V. Mehrotra, and R. Sivakumar, 1997, Corporate focus and value creation:
evidence from spinoffs, Journal of Financial Economics 45, 257-281.

Goldman Sachs Research, 2016, Investment strategies for spinoffs and carve-outs.

Joel Greenblatt, 1999, You Can Be a Stock Market Genius: Uncover the Secret Hiding
Places of Stock Market Profits.

McConnell, John J., and Outchinnikov, Alexei V., 2004, Predictability of Long-Term Spinoff
Returns, Journal of Investment Management Vol2, 35-44.

Miles, J.A. and J.D. Rosenfeld, 1983, The effect of voluntary spin-off announcements on
shareholder wealth, The Journal of Finance 38, 1597-1606.

Prezas, A.P., M. Tarimcilar, and G.K. Vasudevan, 2000, The pricing of equity carve-outs,
The Financial Review 35, 123-138.

Veld, Chris and Veld-Merkoulova, Yulia V., Value Creation Through Spin-Offs: A Review of
the Empirical Evidence (March 26, 2008). Available at SSRN: https://ssrn.com/abstract=
905137 or http://dx.doi.org/10.2139/ssrn.905137

Vijh, Anand, 1999, Long-term returns from equity carveouts, Journal of Financial Economics
51, 273-308.

QUANTAMENTAL RESEARCH MARCH 2017 12
WWW.SPGLOBAL.COM/MARKETINTELLIGENCE


https://ssrn.com/abstract=%201554267
https://ssrn.com/abstract=%201554267
http://dx.doi.org/10.2139/ssrn.1554267
http://dx.doi.org/10.2139/ssrn.1554267
https://ssrn.com/abstract=173829
http://dx.doi.org/10.2139/ssrn.173829
https://ssrn.com/abstract=%20905137
https://ssrn.com/abstract=%20905137
http://dx.doi.org/10.2139/ssrn.905137

CAPITAL MARKET IMPLICATIONS OF SPINOFFS

Our Recent Research

January 2017: U.S. Stock Selection Model Performance Review

2016 proved to be a challenging year for active investing. Against a backdrop of a sharp
selloff in equities at the beginning of the year and political uncertainty over the course of the
year, valuation was the only fundamental investing style that delivered positive excess
returns. In this report, we review the performance of S&P Global Market Intelligence’s four
U.S. stock selection models in 2016. Given the weak performance of all other fundamental
styles, apart from valuation, it was a difficult year for our models. Three of the four models
underperformed their benchmarks in 2016, the first annual underperformance since the
models’ launch in January 2011.

November 2016: Electrify Stock Returns in U.S. Utilities

The U.S. utilities sector has performed especially well in the past several years as the
Federal Reserve and central banks around the world enacted accommodative monetary
policies to spur growth. As global active investors flock to the U.S. utilities sector in search of
yields and high risk-adjusted returns, we explore a number of utility-specific metrics from a
unique database that is dedicated to the utilities sector — S&P Global Market Intelligence’s
Energy (Source: SNL Energy) — to ascertain whether investors could have historically made
stock selection decisions within the sector to achieve excess returns.

October 2016: A League of their Own: Batting for Returns in the REIT Industry - Part 2
SNL Financial's (“SNL”) 1 global real estate database contains property level and
geographical market-based demographic information that can be difficult for investors to
obtain. These unique data points are valuable to investors seeking an understanding of the
relationship between property level information and future stock price movement. In this
report, we demonstrate how investors can use these data points as alpha strategies. Our
back-tests suggest that metrics constructed from property level information may provide
insights about future price direction not captured by fundamental or estimates data.
Investors may want to consider incorporating information on a REIT’s property portfolio
when building a robust REIT strategy

September 2016: A League of their Own: Batting for Returns in the REIT Industry -
Part 1

This month REITs (Real Estate Investment Trusts) have been separated from the GICS
(Global Industry Classification Standard) Financial sector into a sector of their own. Even
prior to the sector reclassification, investors have been attracted to REITs' strong
performance and attractive yield. REITs differ from traditional companies in several
important ways. Metrics that investors typically use to value or evaluate the attractiveness of
stocks such as earnings yield or book-to-price are less meaningful for REITs. For active
investors interested in understanding their REITs portfolio, an understanding of the
relationship between REIT financial ratios and price appreciation is instructive. Is dividend
yield relevant? What about funds from operations (“FFQO”), one of the most widely used
metrics?

August 2016: Mergers & Acquisitions: The Good, the Bad and the Ugly (and how to
tell them apart)

In this study we show that, among Russell 3000 firms with acquisitions greater than 5% of
acquirer enterprise value, post-M&A acquirer returns have underperformed peers in general.
Specifically, we find that:
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e Acquirers lag industry peers on a variety of fundamental metrics for an extended
period following an acquisition.

e Stock deals significantly underperform cash deals. Acquirers using the highest
percentage of stock underperform industry peers by 3.3% one year post-close and
by 8.1% after three years.

e Acquirers that grow quickly pre-acquisition often underperform post-acquisition.

e Excess cash on the balance sheet is detrimental for M&A, possibly due to a lack of
discipline in deploying that cash.

July 2016: Preparing for a Slide in Oil Prices -- History May Be Your Guide

With the price of West Texas Intermediate (WTI) in the mid-forties, oversupply concerns and
the continued threat of a global slowdown have led many to fear a resumed oil price decline.
The year-to-date performance of Oil & Gas (O&G) companies, particularly Integrated O&G
entities has been strong, further contributing to concerns that oil may be poised to retrench.

June 2016: Social Media and Stock Returns: Is There Value in Cyberspace?

This review of social media literature represents a selection of articles we found particularly
pragmatic and/or interesting. Although we have not done research in the area of social
media, we are always on the hunt for interesting insights, and offer these papers for your
thoughtful consideration.

April 2016: An 1Q Test for the “Smart Money” — Is the Reputation of Institutional
Investors Warranted?

This report explores four classes of stock selection signals associated with institutional
ownership (‘IO’): Ownership Level, Ownership Breadth, Change in Ownership Level and
Ownership Dynamics. It then segments these signals by classes of institutions: Hedge
Funds, Mutual Funds, Pension Funds, Banks and Insurance Companies. The study confirms
many of the findings from earlier work — not only in the U.S., but also in a much broader
geographic scope — that Institutional Ownership may have an impact on stock prices. The
analysis then builds upon existing literature by further exploring the benefit of blending ‘10’
signals with traditional fundamental based stock selection signals.

March 2016: Stock-Level Liguidity — Alpha or Risk? - Stocks with Rising Liquidity
Outperform Globally

Most investors do not associate stock-level liquidity as a stock selection signal, but as a
measure of how easily a trade can be executed without incurring a large transaction cost or
adverse price impact. Inspired by recent literature, such as Bali, Peng, Shen and Tang
(2012), we show globally that a strategy of buying stocks with the highest one-year change
in stock-level turnover has historically outperformed the market and has outperformed
strategies of buying stocks with strong price momentum, attractive valuation, or high quality.
One-year change in stock-level turnover has a low correlation (i.e., <0.15) with commonly
used stock selection signals. When it is combined with these signals, the composites have
yielded higher excess returns and information ratios (IR) than the standalone raw signals.

February 2016: U.S. Stock Selection Model Performance Review - The most effective
investment strategies in 2015

Since the launch of the four S&P Capital IQ® U.S. stock selection models in January 2011,
the performance of all four models (Growth Benchmark Model, Value Benchmark
Model, Quality Model, and Price Momentum Model) has been positive each year. The
models’ key differentiators — a distinct formulation for large cap versus small cap stocks,
incorporation of industry specific information for the financial sector, sector neutrality to
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target stock specific alpha, and factor diversity — enabled the models to outperform across
disparate market environments. In this report, we assess the underlying drivers of each
model's performance in 2015 and since inception (2011), and provide full model
performance history from January 1987.

January 2016: What Does Earnings Guidance Tell Us? — Listen When Management
Announces Good News

This study examines stock price movements surrounding earnings per share (EPS)
guidance announcements for U.S. companies between January 2003 and February 2015
using S&P Capital IQ’s Estimates database. Companies that experienced positive guidance
news, i.e. those that announced optimistic guidance (guidance that is higher than consensus
estimates) or revised their guidance upward, yielded positive excess returns. We focus on
guidance that is not issued concurrent with earnings releases in order to have a clear
understanding of the market impact of guidance disclosures. We also explore practical ways
in which investors may benefit from annual and quarterly guidance information.

December 2015: Equity Market Pulse — Quarterly Equity Market Insights Issue 6

November 2015: Late to File - The Costs of Delayed 10-O and 10-K Company Filings

October 2015: Global Country Allocation Strategies

September 2015: Equity Market Pulse — Quarterly Equity Market Insights Issue 5

September 2015: Research Brief: Building Smart Beta Portfolios

September 2015: Research Brief — Airline Industry Factors

August 2015: Point-In-Time vs. Lagged Fundamentals — This time i(t')s different?

August 2015: Introducing S&P Capital 1Q Stock Selection Model for the Japanese
Market

July 2015: Research Brief — Liquidity Fragility

June 2015: Equity Market Pulse — Quarterly Equity Market Insights Issue 4

May 2015: Investing in a World with Increasing Investor Activism

April 2015: Drilling for Alpha in the Oil and Gas Industry — Insights from Industry
Specific Data & Company Financials

March 2015: Equity Market Pulse — Quarterly Equity Market Insights Issue 3

February 2015: U.S. Stock Selection Model Performance Review - The most effective
investment strategies in 2014

January 2015: Research Brief: Global Pension Plans - Are Fully Funded Plans a Relic
of the Past?

January 2015: Profitability: Growth-Like Strategy, Value-Like Returns Profiting from
Companies with Large Economic Moats

November 2014: Equity Market Pulse — Quarterly Equity Market Insights Issue 2
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CAPITAL MARKET IMPLICATIONS OF SPINOFFS

October 2014: Lenders Lead, Owners Follow - The Relationship between Credit
Indicators and Equity Returns

August 2014: Equity Market Pulse — Quarterly Equity Market Insights Issue 1

July 2014: Factor Insight: Reducing the Downside of a Trend Following Strateqy

May 2014: Introducing S&P Capital 1Q's Fundamental China A-Share Equity Risk
Model

April 2014: Riding the Coattails of Activist Investors Yields Short and Long Term
Outperformance

March 2014: Insights from Academic Literature: Corporate Character, Trading
Insights, & New Data Sources

February 2014: Obtaining an Edge in Emerging Markets

February 2014: U.S Stock Selection Model Performance Review

January 2014: Buying Outperformance: Do share repurchase announcements lead to
higher returns?

October 2013: Informative Insider Trading - The Hidden Profits in Corporate Insider
Filings
September 2013: Beggar Thy Neighbor — Research Brief: Exploring Pension Plans

August 2013: Introducing S&P Capital 1Q Global Stock Selection Models for
Developed Markets: The Foundations of Outperformance

July 2013: Inspirational Papers on Innovative Topics: Asset Allocation, Insider
Trading & Event Studies

June 2013: Supply Chain Interactions Part 2: Companies — Connected Company
Returns Examined as Event Signals

June 2013: Behind the Asset Growth Anomaly — Over-promising but Under-delivering

April 2013: Complicated Firms Made Easy - Using Industry Pure-Plays to Forecast
Conglomerate Returns.

March 2013: Risk Models That Work When You Need Them - Short Term Risk Model
Enhancements

March 2013: Follow the Smart Money - Riding the Coattails of Activist Investors

February 2013: Stock Selection Model Performance Review: Assessing the Drivers of
Performance in 2012

January 2013: Research Brief: Exploiting the January Effect Examining Variations in
Trend Following Strategies

December 2012: Do CEO and CFO Departures Matter? - The Signal Content of CEO
and CFO Turnover

November 2012: 11 Industries, 70 Alpha Signals -The Value of Industry-Specific
Metrics

October 2012: Introducing S&P Capital 1Q's Fundamental Canada Equity Risk Models
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September 2012: Factor Insight: Earnings Announcement Return —Is A Return Based
Surprise Superior to an Earnings Based Surprise?

August 2012: Supply Chain Interactions Part 1: Industries Profiting from Lead-Lag
Industry Relationships

July 2012: Releasing S&P Capital IQ’s Regional and Updated Global & US Equity Risk
Models

June 2012: Riding Industry Momentum — Enhancing the Residual Reversal Factor

May 2012: The Oil & Gas Industry - Drilling for Alpha Using Global Point-in-Time
Industry Data

May 2012: Case Study: S&P Capital IQ — The Platform for Investment Decisions

March 2012: Exploring Alpha from the Securities Lending Market — New Alpha
Stemming from Improved Data

January 2012: S&P Capital 1Q Stock Selection Model Review — Understanding the
Drivers of Performance in 2011

January 2012: Intelligent Estimates — A Superior Model of Earnings Surprise

December 2011: Factor Insight — Residual Reversal

November 2011: Research Brief: Return Correlation and Dispersion — All or Nothing
October 2011: The Banking Industry

September 2011: Methods in Dynamic Weighting

September 2011: Research Brief: Return Correlation and Dispersion

July 2011: Research Brief - A Topical Digest of Investment Strategy Insights
June 2011: A Retail Industry Strategy: Does Industry Specific Data tell a different

story?
May 2011: Introducing S&P Capital IQ’s Global Fundamental Equity Risk Models

May 2011: Topical Papers That Caught Our Interest

April 2011: Can Dividend Policy Changes Yield Alpha?

April 2011: COA Spring 2011 Conference Notes

March 2011: How Much Alphais in Preliminary Data?

February 2011: Industry Insights — Biotechnology: FDA Approval Catalyst Strateqy

January 2011: US Stock Selection Models Introduction

January 2011: Variations on Minimum Variance

January 2011: Interesting and Influential Papers We Read in 2010

November 2010: Is your Bank Under Stress? Introducing our Dynamic Bank Model

October 2010: Getting the Most from Point-in-Time Data

October 2010: Another Brick in the Wall: The Historic Failure of Price Momentum

July 2010: Introducing S&P Capital IQ’s Fundamental US Equity Risk Model
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