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U.S. Spin-offs Outperform in Year One 
Investment bankers and analysts tout the ability of spin-offs to unlock 
shareholder wealth – But is it true?  Academic studies in the past seemed to 
confirm it1, but most of these studies are now quite dated.  We revisit the 
question, analyzing major U.S. spin-offs over the past 5 years (39 in total) 
and find that: 

 Holding both the parent and the spin-off stock results in: 

 combined outperformance of +13.1% (median) or +16.9% 
(average) from announcement to one year after 

 2/3 of our sample beating the market 12 months after spin-off 

 The spun-out company outperforms the Parent.  When isolating 
performance just to the spin-off itself, we see: 

 median spin-off performance beats the market by 22%,  

 with 70% outperforming after 12 months 

 It’s a volatile strategy!  Although well over half the events outperformed 
the market over 12 months, the average is skewed by some big winners 
and losers. 

 And an unpredictable strategy!  Over 30% of spin-offs reversed from 
market-beating to underperforming (or vice versa) between the first and 
12th month of trading. 

Exhibit 1: Parent and Spin-off Median Returns (Market Adjusted) 
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*Combined return is composed of just the parent return in the period from announcement to spin-off, but is a pro-rata parent+spin-off return from spin-off ex-date to 
1 Year after spin-off. All returns market adjusted vs. S&P 500.  
Source: CS Portfolio Strategy, Bloomberg 
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Key points 
 Our analysis finds that spin-offs seem to 

have a wealth effect, adding around 13% 
to shareholder returns 

 And spun-off companies generally 
outperform the parent (+ 22% in Year 1)  

 Most performance is priced in within days 
of the announcement. Traders should buy 
as soon as possible, or preferably before 
an announcement 

 Both parent and spin-off tend to sell-off in 
the days after the stocks separate.  This 
may present a shorting opportunity as 
institutions sell unwanted new stocks 

 This sell-off also presents a buying 
opportunity for long-term investors willing 
to hold the spin-off all year 

 Upcoming spin-offs include: BIP, AHC 
 Those seeking exposure to spin-offs can 

also trade the spin-off ETF, CSD, which 
beat the S&P by 4% in 2007 

BEFORE SPIN-OFF DATE 

Spin-off: 
outperforms by 

22% in 1st year 

Combined holding earns 
13.1% since 

announcement data

Parent underperforms by  

-1.5% in year after spin-off 
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Trading Strategies 

1. Buy (the Parent) as early possible.   

Most stocks see a revaluation right after a spin-off is announced.  However the 
market does not appear to fully price-in the benefits of the spin-off immediately.  
The bulk of outperformance occurs between announcement date and the start 
of when-issued trading in the spin-off (Exhibit 2).   

Companies progress from announcement to implementation in an average of 
140 days.  Over this time, the parent beats the market by 6% (median) and 
13% (average). 

Because of point 2 below, we recommend traders sell once both stocks begin 
to trade independently. 

2. Post spin-off selling presents a shorting opportunity.  

In the weeks immediately after the stocks trade independently, returns dip.  This 
was more pronounced when the spin-off was not retained in its parent’s index –
most notably the heavily indexed S&P 500. 

Stocks with net index fund selling pressure underperform the market on average 
in the weeks following spin-off date. The prolonged period of underperformance 
leads us to believe that active investors also often sell these stocks after the 
spin-off, either because they fall out of their own universe, or because they no 
longer want exposure to the separated themes.   

3. Buy spin-offs after 6 months. 

Long-term investors should buy spin-offs before the 3rd quarter of trading – 
when returns tend to pick up and volatility decreases. The 3rd quarter of trading 
(6-9 months after spin-off) has a periodic return of 4% relative to the S&P, with 
a lower level of performance reversion (15%) than prior periods (Exhibit 4). 

By this time, spin-offs have established an earnings track record and more 
analysts have initiated coverage on them. This may mark the point where 
fundamental and quant based investors begin to pick up these stocks. 

Upcoming Spin-offs To Trade… 
Two spin-offs are scheduled to occur within the next 30 days: BAM’s spin-off 
of BIP, scheduled for Jan 31, and BLC’s spin-off of AHC, scheduled for Feb. 
11th. Both spin-offs are currently trading under when-issued tickers. 

In addition, several spin-offs have been announced recently (Exhibit 5). One of 
the largest is the proposed breakup of IAC Interactive into 5 spun-off entities. 
IAC is a $7bn S&P 500 constituent, and depending on the ultimate valuations 
of each entity, we could see multiple new entries into various indices. 

…Or Invest in a Spin-off ETF 
Investors seeking broad exposure to spin-offs may want to consider investing in 
CSD, the Claymore/Clear Spin-Off ETF. This ETF tracks the Clear Spin-off 
index, which is comprised of approximately 40 U.S. stocks of companies that 
have been spun-off within the past two years. 

For 2007, the ETF outperformed the S&P 500 by 4.3% (Exhibit 6). However, it 
is currently down 1.7% vs. the S&P for the new year through Jan 23rd. 

Exhibit 2: Buy the parent after announcement 
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Exhibit 3: Spin-offs w/ Inst’l Selling Underperform 
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Exhibit 4: Q3: Good Holding Period for Spin-offs  

0%

5%

10%

15%

20%

25%

30%

35%

Day 1 Week 1Week 2 Week
3-4

Month
2

Month
3

Months
4-5

Months
6-8

Months
9-11

Periodic Returns

-3%

-2%

-1%

0%

1%

2%

3%

4%

5%

6%

7%

% of Sample Reverting From Previous Period (left axis)
Periodic Return (right axis)  

Source: CS Portfolio Strategy, Bloomberg 

Exhibit 5: Upcoming Spin-offs 
 S pino ff 
D ate

Announcem ent 
D ate P arent S p in-off

1/31/2008 7/31/2007 B AM B IP-W
2/11/2008 10/1/2007 B LC A H C -W
TB A 8/29/2007 M O Philip  M orris Internationa l
TB A 11/5/2007 ETR Entergy's non-utility nuc lear assets
TB A 10/16/2007 S SP S cripps Networks Interactive
TB A 10/23/2007 B NT C PEX Pharm aceutica ls
TB A 11/5/2007 IAC I m ultip le  (IAC , H S N, T icketm aster,

 Interva l, LendingTree)
TB A 12/17/2007 C G LTR1
TB A 12/4/2006 M D T Physio-Contro l Inc
TB A 11/19/2007 N X Q uanex B uild ing P roducts
TB A 10/18/2007 W W H orizon Actuaria l Serv ices
TB A 12/13/2006 W IN W indstream  Regatta  H old ing  
Source: CS Portfolio Strategy, Bloomberg 

Exhibit 6: CSD Outperformed S&P 500 in 2007 

 
Source: CS Portfolio Strategy, Bloomberg 
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Market-Beating Returns… 
Our sample of 39 spin-offs from 2001 to 2006 indicates that market-beating 
performance can be achieved either by holding on to the parent stock + spin-
off, or by purchasing the spin-off itself. 

 As seen in Exhibit 2, the parent stock tends to perform well immediately 
after announcement date, earning 6% above the market between 
announcement and spin-off date 

 Spin-offs underperform in the first few weeks of trading, – presumably 
due to selling by Institutional investors who no longer want to hold the 
new company, or can’t because it has fallen out of their universe. 

 But they recover in subsequent months and end up with a +22% median 
outperformance after 12 months (Exhibit 7).   

What factors seemed to affect performance? In our sample, we noticed: 

 Several of the top spin-offs (KRO, TGN) initially had majority ownership 
kept by the parent company 

 The top five (CHAP, TGN, KRO, LYV, IGI) also exhibited similar 
outperformance even after adjusting by sector returns, indicating that 
stock-specific factors played a large role in their one year returns 

 Early underperformance for the worst spin-offs can be attributed to index 
selling (many had parents in the S&P 500 and had to be sold off by index 
funds). But they continued to underperform throughout the remainder the 
year – due mainly to stock-specific factors (adjusting their returns by 
sector performance did not noticeably change the results – except in the 
case of TA) 

…But an Unpredictable Strategy 
The median returns mask what is far from a consistent pattern.    

 The sample size is small, with just 39 major US spin-offs in the past 5 
years 

 The distribution of relative returns is far from normal, with a positive skew 
and several large outliers.  Interestingly, the distribution becomes more 
positively skewed the longer you hold (Exhibit 10). 

 In addition, we see a lot of performance reversion early: 

 Between Day 1 and Day 30, one-third of our sample reverted from 
outperforming to underperforming (or vice versa), with no clear 
pattern 

 And between the 1st and 12th month of trading, a nearly equivalent 
30% revert also (12 of our sample). But most of the reverters move 
the right way, from negative to positive relative performance (Ex. 8) 

 In addition, the reversion slows down after several quarters of 
trading. Between the 6th and 9th months  after spin-off, for example, 
only 12% of our sample reverts (Exhibit 4). This may be due to the 
entry of more buy-and-hold investors mentioned earlier. 

 And In the case of spin-offs that underperformed in the first week 
after spin-off – about 40% of them reverted to flat or 
outperformance by the end of the first month.  

 

Exhibit 7: Spin-offs Year One Outperformance 
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Source: CS Portfolio Strategy, Bloomberg 
 
Exhibit 8: % Outperformers, Underperformers 
and Reverters: Between 1st and 12th Month 
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Exhibit 9: Spin-offs and 12 Month Performance 
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R e l a t i v e  
R e t u r n

C H A P  U S T X I 8 / 1 / 2 0 0 5 2 7 1 . 0 %
T G N  U S C N P 1 / 7 / 2 0 0 3 2 2 8 . 2 %
K R O  U S N L  U S 1 2 / 9 / 2 0 0 3 1 3 3 . 1 %
L Y V  U S C C U 1 2 / 2 2 / 2 0 0 5 9 0 . 7 %
I G I  U S P B I 1 2 / 3 / 2 0 0 1 8 2 . 8 %
M S P D  U S C N X T 6 / 3 0 / 2 0 0 3 6 9 . 2 %
S A I A  U S Y R C W 1 0 / 1 / 2 0 0 2 6 5 . 2 %
E Y E  U S A G N 7 / 1 / 2 0 0 2 5 9 . 9 %
O F L X  U S M C C K 8 / 2 / 2 0 0 5 5 9 . 6 %
N P O  U S G R 6 / 3 / 2 0 0 2 4 6 . 4 %
H B I  U S S L E 9 / 6 / 2 0 0 6 4 4 . 2 %
G H C I  U S N C R X 1 2 / 2 / 2 0 0 3 4 3 . 3 %
P X P  U S 9 2 2 1 8 1 Q 1 2 / 1 9 / 2 0 0 2 4 2 . 4 %
L E V  U S B B X 1 / 2 / 2 0 0 4 4 2 . 3 %
F L B  U S F N B 1 / 2 / 2 0 0 4 4 1 . 9 %
F S L / B  U S M O T  U S 1 2 / 3 / 2 0 0 4 3 8 . 4 %
E Q  U S S 5 / 1 8 / 2 0 0 6 2 7 . 7 %
E P A X  U S A M I E 3 / 1 / 2 0 0 2 2 7 . 7 %
A M P  U S A X P 1 0 / 3 / 2 0 0 5 2 6 . 3 %
P H H  U S C A R 2 / 1 / 2 0 0 5 2 1 . 9 %
B R  U S A D P 4 / 2 / 2 0 0 7 2 0 . 0 %
D L I A  U S A L O Y 1 2 / 2 0 / 2 0 0 5 1 9 . 4 %
A Y I  U S 3 2 9 5 5 6 Q 1 2 / 3 / 2 0 0 1 1 8 . 7 %
M H S  U S M R K 8 / 2 0 / 2 0 0 3 1 7 . 9 %
S B H  U S A C V 1 1 / 1 7 / 2 0 0 6 1 1 . 9 %
P J C  U S U S B 1 / 2 / 2 0 0 4 5 . 2 %
D D E  U S D V D 4 / 1 / 2 0 0 2 3 . 5 %
S E  U S D U K 1 / 3 / 2 0 0 7 - 5 . 1 %
W U  U S F D C 1 0 / 2 / 2 0 0 6 - 5 . 9 %
X E C  U S H P 1 0 / 1 / 2 0 0 2 - 7 . 7 %
M E  U S F S T 3 / 3 / 2 0 0 6 - 2 1 . 5 %
T H S  U S D F 6 / 2 8 / 2 0 0 5 - 2 3 . 8 %
I A R  U S V Z 1 1 / 2 0 / 2 0 0 6 - 2 4 . 2 %
A B D  U S F O  U S 8 / 1 7 / 2 0 0 5 - 2 5 . 3 %
P S R C  U S P A L M 1 0 / 2 9 / 2 0 0 3 - 2 7 . 0 %
N P  U S K M B 1 2 / 1 / 2 0 0 4 - 2 7 . 3 %
E X P E  U S I A C I 8 / 9 / 2 0 0 5 - 4 2 . 1 %
T A  U S H P T 2 / 1 / 2 0 0 7 - 4 5 . 2 %
P C O P  U S A C C L 5 / 3 / 2 0 0 4 - 5 6 . 4 %

M E D I A N 2 1 . 9 %
A V E R A G E 3 2 . 0 %  

Source: CS Portfolio Strategy, Bloomberg 
 
Exhibit 10: Spin-off Returns Distribution 
          After 1 Month     After 12 Months 
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Spin-offs: Attractive Takeover Targets 
Exhibit 12: S&P 500 Acquisition Rate: 2001-2006 
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Exhibit 13: Acquired Spin-offs 
 

Spin-off
Domestic or 
Foreign Acquirer?

Time from Spin-off 
to Acquisition 
Announcement (Yrs)

IGI US Foreign 3.79
GHCI US Domestic - Private Equity 3.13
CHAP US Foreign 1.94
PSRC US Foreign 1.87
TGN US Domestic - Private Equity 1.54
FLB US Domestic 0.58  

Source: CS Portfolio Strategy, Bloomberg 

Six of the 39 spin-offs in our sample were eventually acquired by other firms.  Although an admittedly small sample, on a 
percentage basis, this is nearly 3 times the S&P acquisition rate of 5% over the same time period (Exhibit 12).  Acquirers 
were from a broad cross-section of the market, including domestic competitors, foreign corporations and private equity firms 
(Exhibit 13).   
But the length of time between spin-off and acquisition date generally ranged from 1 to 3 years.  Thus, a long holding period 
is generally required to take advantage of acquisition premiums. 

The Post-IPO and Class B “Spin-offs” 
Exhibit 11: Relative Performance of post-IPO “Spin-offs” 
since Spin-off Date 

15% 16%
6%

-5%

0%

19%

-10%
-5%
0%
5%

10%
15%
20%
25%
30%

Spinoff
Date

+7 +30 +90 +270

Median Performance for post-IPO "spin-offs"
Average Performance for post-IPO "spin-offs"  

Source: CS Portfolio Strategy, Bloomberg 

 

We excluded spin-offs of companies that had previously 
IPO’ed or issued similar shares under another share class, as 
by definition they are not true spin-offs.  However, it is worth 
noting their performance post spin-off date. Of the 19 in this 
sample: 
 We see several similarities to normal spin-offs, including 

early underperformance, dispersion (large outliers), 
reversion tendencies, and ultimately, medium-term 
outperformance 

 However, these quasi-spin-offs do not begin to 
outperform until a bit later than normal spin-offs – 
between 1-2 months after spin-off date 

 Their 1 year performance still beats the market by 16% 
(median), versus 22% for normal spin-offs (Exs. 1,11) 
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Market Commentary Disclaimer 
Please follow the attached hyperlink to an important disclosure: 
http://www.credit-suisse.com/legal_terms/market_commentary_disclaimer.shtml  
 
Structured securities, derivatives and options are complex instruments 
that are not suitable for every investor, may involve a high degree of 
risk, and may be appropriate investments only for sophisticated 
investors who are capable of understanding and assuming the risks 
involved.   Supporting documentation for any claims, comparisons, 
recommendations, statistics or other technical data will be supplied 
upon request.  Any trade information is preliminary and not intended 
as an official transaction confirmation.  Use the following links to read 
the Options Clearing Corporation's disclosure document: 
http://www.cboe.com/LearnCenter/pdf/characteristicsandrisks.pdf 

Because of the importance of tax considerations to many option 
transactions, the investor considering options should consult with 
his/her tax advisor as to how taxes affect the outcome of 
contemplated options transactions. 
 
This material has been prepared by individual traders or sales personnel 
of Credit Suisse and its affiliates ('CS') and not by the CS research 
department. It is not investment research or a research 
recommendation, as it does not constitute substantive research or 
analysis. It is provided for informational purposes, is intended for your 
use only and does not constitute an invitation or offer to subscribe for or 
purchase any of the products or services mentioned. The information 
provided is not intended to provide a sufficient basis on which to make 

an investment decision. It is intended only to provide observations and views of individual traders or sales personnel, which may be different from, or 
inconsistent with, the observations and views of CS research department analysts, other CS traders or sales personnel, or the proprietary positions of CS. 
Observations and views expressed herein may be changed by the trader or sales personnel at any time without notice. Trade report information is preliminary 
and subject to our formal written confirmation.  
 
CS may, from time to time, participate or invest in transactions with issuers of securities that participate in the markets referred to herein, perform services for or 
solicit business from such issuers, and/or have a position or effect transactions in the securities or derivatives thereof. The most recent CS research on any 
company mentioned is at http://www.csfb.com/researchandanalytics.  
 
Backtested, hypothetical or simulated performance results have inherent limitations. Simulated results are achieved by the retroactive application of a 
backtested model itself designed with the benefit of hindsight. The backtesting of performance differs from the actual account performance because the 
investment strategy may be adjusted at any time, for any reason and can continue to be changed until desired or better performance results are achieved. 
Alternative modeling techniques or assumptions might produce significantly different results and prove to be more appropriate. Past hypothetical backtest 
results are neither an indicator nor a guarantee of future returns. Actual results will vary from the analysis.  
 
Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, expressed or implied is made 
regarding future performance. The information set forth above has been obtained from or based upon sources believed by the trader or sales personnel to be 
reliable, but each of the trader or sales personnel and CS does not represent or warrant its accuracy or completeness and is not responsible for losses or 
damages arising out of errors, omissions or changes in market factors. This material does not purport to contain all of the information that an interested party 
may desire and, in fact, provides only a limited view of a particular market. 
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