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At a glance
Success in executing exit 
strategies is a function 
of the deal priorities and 
the unique and specific 
circumstances faced by the 
business in the transaction.  

Choosing the best strategy 
requires an understanding 
of the exit options available 
and the ability to evaluate 
the options against the 
business’ priorities.

When unique circumstances 
and priorities are carefully 
aligned with the right 
exit, the best-fit solution 
will maximize benefits 
to the company and its 
shareholders.
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Various exit structures exist to help 
companies achieve their priority 
objectives as they enter a transitional 
phase. Depending on the exit structure 
and approach taken, the regulatory, 
tax and reporting requirements of each 
alternative can significantly vary and may 
have different timelines for completion. 
Challenges will always exist with 
corporate exit strategies, but with the 
right understanding, strategic planning, 
and managing of priorities, companies 
assessing exit strategies in today’s difficult 
market can achieve their goals and 
maximize deal value.

A practical review of 
corporate exit strategies
In the sections following, we review the 
major types of corporate exit strategies 
available to companies, the reasons why 
one strategy might be more appealing 
than another, and the tactical differences 
in executing various strategies. 
Commentary from participants at recent 
PwC Corporate Roundtable events on 
exit strategies supplement the discussion.  
We have not attempted to discuss the 
specific challenges associated with a 
particular strategy or the solutions to 
over come these challenges as these are 
the subject of other publications of PwC.  
The overview in this paper should be 
read in conjunction with PwC’s other deal 
publications.

Introduction
Businesses have a life cycle. They are formed; they grow; and they 
mature. And, although there is no predetermined end to the life of a 
business, many businesses ultimately experience a transitional phase 
through a change in ownership, a divestiture, a merger, an 
acquisition or a public offering. Such transactions are opportunities 
to generate enormous value for companies and their owners. While 
the current market has proven to be a tougher market than years 
past, with smaller pools of available buyers, increased levels of 
market due diligence, and limitations on the availability of public 
debt and equity capital, it is clear that preparation and value 
generation from deals has never been more important.
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Carving out a business—
financially and 
operationally
Many exit strategies involve a piece of the 
company rather than the entire company. 
Such a transaction is often referred to as a 
“carve-out.” Although there is no official 
legal or accounting definition for a carve-
out business, the term commonly refers 
to the separate financial and operational 
presentation of a component of an entity, 
subsidiary, or operating unit, which may 
or may not be a separate legal entity. 
Information and operations for such a 
presentation is derived or “carved-out” 
from a larger entity or parent company. 
Carve-outs may consist of subsidiaries, 
segments, business units, or lesser 
components, such as product lines of 
a business.

A carve-out business needs to be 
separated from the seller’s existing 
operational and financial infrastructure. 
Often, the business may need to function 
as a standalone entity post-close, 
especially in transactions involving a 
financial buyer, such as a private equity 
fund. Consequently, the operational 
separation and transition service 
arrangements between the buyer and the 
seller that will exist subsequent to deal 
closing are critical components of any exit 
strategy involving a carve-out.

Additionally, standalone financial 
statements for the carve-out business 
may be a due diligence request; appear 
in a securities offering memorandum; 
be used to comply with regulatory 
reporting obligations, such the Securities 
and Exchange Commission’s (SEC) 
requirements for significant acquisitions; 
or otherwise be required to complete 
a deal. The preparation of carve-out 
financial statements is among the more 
challenging financial reporting exercises 
an entity can undertake. Accordingly, 
the need for such information should 
be evaluated early in any deal involving 
a carve-out, so as not to derail 
anticipated timelines.

Taxes upon exit
As discussed further below, companies 
must consider a number of key tax 
issues in connection with any exit 
strategy. By engaging in up-front tax 
planning, a divesting entity is able to 
identify structuring opportunities and 
pitfalls, assess the tax cost of the various 
alternatives, and maximize after-tax 
proceeds. The tax considerations of an 
exit can be simple or complex depending 
on the number of jurisdictions involved, 
the rules pertaining to each jurisdiction, 
and the structure of the transaction. 
Preservation of tax attributes, such as 
net operating loss carry-forwards and 
capital loss carry-forwards, are key 
considerations in an exit transaction. 
Accordingly, pre- deal tax due diligence 
and proper structuring of the transaction 
can be critical to ensuring the seller 
maximizes the value of the deal.

“The preparation of carve-out financial 
statements is among the more challenging 
financial reporting exercises an entity can 
undertake.*”

* This statement was made by a participant at a recent PwC Corporate M&A Roundtable event on 
corporate exit strategies. 
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Common forms of exit 
strategies
The following sections describe some 
of the more common forms of exit 
transactions that have emerged in the 
marketplace over the past decade, 
including the key financial and 
operational considerations associated 
with them.

• Sale to buyer—The most common 
form of divestiture is a “trade sale” 
transaction in which a company or a 
carve-out from a company is sold to 
an independent buyer. Buyers might 
include: 1) corporate strategic buyers 
who often pursue a business because 
it strategically fits with their existing 
strategy and from which they are able 
to harvest financial and operational 
synergies; or 2) financial buyers, such 
as private equity firms, who are looking 
to further develop or restructure the 
business, generally with the goal 
of “taking the business public” via 
an initial public offering (IPO) or 
implementing another exit strategy in 
the foreseeable future. 
 
From the seller’s perspective, this type 
of exit is often financially less onerous 
for the seller than spin-off or split-off 
transactions, which are discussed 
below. From a financial perspective, 
requirements are principally driven 
by: 1) buyer due diligence, 2) buyer 
financing, or 3) a buyer’s SEC reporting 
requirements. Based upon the 
significance of the divestiture, a sale 

may or may not trigger more complex 
SEC reporting requirements, such 
as pro forma or standalone financial 
statements, for the seller. In the case 
of selling an entire company, trade 
sales may also be operationally less 
onerous to the seller if the company 
has standalone operations. 
 
Trade sales are typically taxable 
events for the seller. However, a 
transaction’s tax treatment depends 
on a number of factors, including 
whether the transaction is classified 
as a sale of stock or assets. In a stock 
sale, the seller’s gain or loss is typically 
characterized as a capital gain or 
loss; while a seller’s gain or loss for 
an asset sale can be characterized as 
either a capital or ordinary gain or 
loss, depending upon the nature of 
the assets sold. To the extent that the 
seller has tax attributes, such as net 
operating losses, capital losses, or tax 
credit carry-forwards, consideration 
needs to be given to 1) whether such 
attributes will transfer to the buyer and 
directly impact deal consideration, or 
2) whether all or a portion of the gain 
triggered on the sale for the seller will 
be offset by such attributes. Prior to a 
divestiture being structured as a sale, 
sellers typically analyze the magnitude 
of any tax leakage from the deal, which 
typically includes a detailed analysis 
of how to optimize the tax attributes 
impacted in the deal. 
 
 
 

“A strong pro-forma model, that the buyer  
can use to model its own future expectations 
and anticipated standalone results, is key. 
Doing diligence on your internal model  
before sharing it with the prospective buyer  
is critical.*”

* This statement was made by a participant at a recent PwC Corporate M&A Roundtable event on 
corporate exit strategies. 
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In our experience, trade sales almost 
always take longer than expected. 
In the current environment, it is not 
uncommon for a trade sale to take as 
long as nine to 18 months from the 
time the decision is made to divest to 
the time a deal is closed. Preparation 
prior to marketing the sale is essential 
for a seller to minimize value 
leakage in what can be a lengthy and 
exhausting divestiture process.

• Equity spin-off—An equity spin-off 
involves a pro rata distribution of a 
carve-out entity’s (“spinnee”) stock 
to the parent company’s (“spinnor”) 
shareholders. The effect of this 
transaction is to “dividend-off” a 
piece of the company to its existing 
shareholders. Thus, the spinnee 
becomes an independent, standalone 
company with its own equity structure. 
Although the SEC does not consider an 
equity spin-off to be an “offer” or “sale” 
of securities, if the spinnor is a public 
entity, then the spinnee’s newly issued 
shares do need to be registered with 
the SEC. This is typically accomplished 
by filing a Form 10 for the spinnee, 
with the SEC that includes standalone 
historical, carve-out financial 
statements for the spinnee as well as 
any other historical and pro forma 
financial information required. 

Companies typically use this structure 
to enable separate pieces of a larger 
business to more readily pursue 
individual long-term strategic goals. 
This may include providing the spun-
off business with opportunities to 
access capital under separate, often 
more favorable, terms or to pursue 
strategic merger and acquisition 
activity. It is important to note that the 
spin-off transaction, by itself, does not 
raise capital for the parent or the spun-
off company, nor does it change the 
overall value held by the shareholders. 
However, post-spin, shareholders 
do recognize the impact of separate 
market valuations and borrowing rates 
that otherwise might not have been 
available to the spinnee under the 
combined company structure. 
 
A key factor in assessing equity spin-
offs is whether the transaction is 
classified as taxable or non-taxable 
for the spinnor or its shareholders. 
Typically, to be considered a non-
taxable event, the distribution must be 
completed in compliance with Section 
355 of the Internal Revenue Code 
(IRC). These tax rules were designed 
to prevent parent companies from 
disposing of assets on a tax-free basis 
through a spin-off and then entering 
into a tax-free business combination. 

“You can’t diligence yourself enough. 
Preparation is key. It’s impossible to  
over-prepare!*”

* This statement was made by a participant at a recent PwC Corporate M&A Roundtable event on 
corporate exit strategies. 
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Consequently, spin-offs completed 
as a preliminary step to a merger 
transaction may not qualify for tax-free 
reorganization status. These rules, if 
applicable, would make the spin-off 
taxable to the distributing corporation, 
but not to the shareholders. Because of 
the importance of this determination, 
companies usually pre-clear their 
conclusions with respect to the taxable 
nature of spin-off transaction with 
the Internal Revenue Service (IRS) by 
obtaining a private letter ruling prior to 
effecting the spin-off. 
 
Although there is no standard timeline 
for a spin-off, in our experience, the 
spin-off process often can easily take 
as long, if not longer, than a trade 
sale due to the complexities involved 
with the regulatory filings, the tax 
requirements, and the operational 
separation of the spinee from the 
spinnor. Such complexities may 
include: planning the operational 
separation, drafting the spin-off 
distribution agreement and related 
documents and drafting the Form 10 
required by the SEC. Prior to going 
effective with the spin-off transaction, 
all SEC comments must be cleared, 
which, depending upon the depth of 
the review, can range from several 
weeks to several months. Finally, if 
a private letter ruling regarding the 
tax-free nature of the spin-off has been 
requested from the IRS, the ruling 

process can often take four to six 
months. Typically, the private letter 
ruling process runs concurrently with 
the SEC review process.

•  Equity Carve-Outs—An equity 
carve-out is when a parent company 
(spinnor) carves-out a subsidiary 
from its business (spinnee) and offers 
securities in the carve-out subsidiary 
to the public through an IPO. Often, 
the offering comprises no greater 
than a 20 percent ownership interest 
in the spinee. Therefore, the spinnor 
retains the ability to later spin-off 
the remaining interests to existing 
shareholders at a later date on a 
tax free basis. Equity carve-outs are 
typically undertaken to monetize value 
in a subsidiary while still retaining 
control and an interest in the future 
value of a subsidiary. 
 
Equity carve-outs are not reflected by 
a pro rata distribution to the parent 
company shareholders. Rather, such 
transactions reflect a genuine offer of 
securities to the public. Accordingly, 
equity carve-out transactions for public 
companies are typically reported 
in Form S-1 (IPO document) with 
the SEC. Filing requirements, tax 
considerations, and timelines for 
an equity carve-out resemble those 
described above for an equity 
spin-off transaction.

A spin-off process often can easily take  
as long, if not longer, than a trade sale.
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• Split-off—A split-off is a transaction 
in which the parent company conducts 
an exchange offer, whereby it gives its 
stockholders the opportunity to swap 
some or all of their parent company 
stock for subsidiary stock. Because 
the SEC considers a split-off to be 
an exchange offer for new securities 
under its rules and regulations, the 
exchange offer itself is conducted in 
accordance with the SEC’s tender 
offer rules, typically on Form S-4, 
which includes financial and business 
disclosure for both the parent and the 
subsidiary. Similar to a spin-off, the 
split-off transaction is not inherently a 
capital-raising transaction. In order to 
raise capital, once the subsidiary has 
split off, it can establish a bank line 
of credit, sell securities, or engage in 
an IPO. 
 
The principal difference between a 
spin-off and a split-off is that after 
completion of a split-off, the stock of 
the subsidiary is held by the parent’s 
stockholders on a non-pro-rata basis. 
Some stockholders may hold only 
parent stock, while others may hold 
only subsidiary stock, and still others 
may hold both. Companies may choose 
to transact a split-off over a spin-off 
because in a split-off, the stockholders 
get to decide what combination of 
stock they wish to hold post-split. This 
flexibility maybe important when 
stockholders holding a significant 
interest express preferences for one 
stock over the other. 

Split-offs may have a less dilutive effect 
on parent earnings per share than spin-
offs. In a spin-off, the parent loses the 
benefit of any earnings the subsidiary 
generates and the proportionate 
number of outstanding shares of 
parent stock remains the same. Thus, 
if the subsidiary is profitable, parent 
earnings per share decreases. In a 
split-off, the parent also loses the 
benefit of the subsidiary’s earnings; 
however, the number of outstanding 
shares of the parent stock decreases. 
As such, the earnings per share of the 
parent company may not decrease as 
significantly in a split-off as in a spin-
off transaction. 
 
From a tax perspective, at least 80 
percent of the voting control of the 
subsidiary must be exchanged (or 
distributed) to comply with Section 
355 of the IRC. Assuming all the 
requirements of Section 355 are met, 
the requirement of parent company 
stock in exchange for the carve-out 
entity’s stock enables the parent to 
obtain the benefits of a major share 
repurchase and a tax-free spin-off.  
 
Like spin-off transactions, split-
off transactions can often take a 
considerable amount of time to 
execute. Although the parent can begin 
the exchange after it has initially filed 
its registration statement with the SEC, 
completion of the offer is contingent 
upon the SEC’s review, clearance, 
and declaration that the registration 

Companies may choose to transact a split-off, 
over a spin-off because in a split-off, the 
stockholders get to decide what combination of 
stock they wish to hold post-split.
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statement is effective. And, similar to 
the spin-off, if a private letter ruling is 
sought from the IRS regarding tax-free 
status, the transaction timeline can 
often be extended.

Dual tracking 
It is not uncommon for a organizations 
to pursue one or more of the above 
mentioned strategies, simultanteously. 
This process is commonly referred to as 
“dual tracking.” For example, a company 
may commence an IPO process or an 
effort to spin-off a subsidiary, while 
simultanteously marketing the business 
or subsidary for sale. Though the primary 
transaction,e.g. IPO or spin-off, dictates 
the form and structure, deal documents 
for a dual track process are often tailored 
to accommodate both efforts. Though 
dual tracking places additional strain 
on company and the deal team, such a 
process can help ensure transaction value 
is maximized in a relatively efficient way.

Establishing priorities
In executing any exit strategy, companies 
encounter a number of functional 
cross-dependencies and competing 
demands. Establishing and managing 
primary objectives in this environment 
becomes critical to effective deal 
management. Examples of primary 
objectives a company may have in an exit 
transaction include:

• Valuation—A divestiture strategy 
may be driven by the need to generate 
cash to repay debt obligations, meet 
debt covenants, fund working capital 
needs, or simply for an owner to 
“cash out” of its investment. For this 

reason the divestiture price may be a 
primary concern. Given the complexity 
associated with the transactions 
discussed above, trying to “time” the 
market is often a challenge for sellers 
in the current environment.

•  Speed-to-market or speed-to-
close—Sellers may prioritize speed-
to-market or speed-to-close not only to 
exit a non-core business and redirect 
management focus, but also to capture 
buyer opportunities when and as they 
become available or to limit value 
leakage and deal deterioration over an 
extended period.

•  Tax strategy—The sale of a company 
can have significant tax implications 
both for the divested and retained 
businesses. If tax due diligence and 
structuring strategies are planned 
early, this can result in significant tax 
savings and, ultimately, cash inflow 
for the businesses. Occasionally, 
companies reach the counterintuitive 
conclusion to sell at a loss because of 
advantageous tax consequences.

•  Deconsolidation from seller’s 
financial statements—To help 
ensure the business is no longer 
accounted for on the parent company’s 
books at close, sellers may prioritize 
deconsolidation in their divestiture 
strategy. Certain deal structures may 
preclude deconsolidation from the 
parent company (e.g., seller financing, 
ongoing operational support) and 
therefore require ongoing accounting 
and reporting. Such considerations 
should be fully evaluated early in the 
deal process.

“In the cats-and-dogs argument, sometimes 
your definition of a dog business may mean 
something different to a buyer with a unique 
perspective of what is considered valuable in 
their particular portfolio.*”

* This statement was made by a participant at a recent PwC Corporate M&A Roundtable event on 
corporate exit strategies. 
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Additionally, a company may have 
to contend with one or more of the 
following operational and/or financial 
reporting challenges associated with an 
exit strategy:

•  Operational separation 
complexities—For example, transition 
service agreements in a trade sale 
or spin-off transaction can be time 
consuming and onnerous. Failing to 
have a well thought out plan with 
respect to transition services, including 
the costs to be charged, can adversely 
affect both transaction proceeds and 
time to close;

• Complexities related to incremental 
accounting and reporting 
requirements associated with the 
divestiture transaction—A GAAP 
evaluation of discontinued operations 
treatment can be challenging and 
potentially lead to unintended 
financial reporting consequences if not 
evaluated properly; 

•  Incremental Sarbanes-Oxley (SOX) 
compliance requirements applicable 
to the divestiture or the spin-off—In 
addition to ensuring there are proper 
controls around the divestiture and 
related financial reporting processes, 
a seller may need to augment its post 
divestiture control structure depending 
upon the materiality and impact of a 
divestiture. For a spin-off, the Spinee 
will need to separately consider its SOX 
compliance, prospectively; or

•  Complexities associated with 
related SEC filing requirements 
and disruption to either the core 
operations or retained employee 
base—A divesiture may trigger 
additional filing requirements such 
as Form 8-K or Pro Form Financial 
Information, which can create 
additional stress on and disruption 
to the management team and their 
ability to focus on the company’s 
core operations. Additionally, 
consideration needs to be given to 
a perspective purchaser’s need for 
audited financial statements for the 
target business as carve-out audits are 
complex, costly and often impact the 
transaction timeline.  
 
The company’s ability to identify 
these objectives and challenges early 
in the planning phase, while taking 
into account the key value drivers 
and associated risks of the divestiture 
strategy, will help optimize transaction 
results and generate value from the 
exit strategy.

• Lack of clarity in business 
performance drivers, growth 
rates, and profitability—Divested 
businesses may not have had the focus 
of core businesses, or often a buyer is 
looking for attributes not measured or 
monitored historically. Clear analysis 
and presentation can enhance value 
perceptions. 
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• On carving out assets—“Early on, we had some issues around assigning headcount 
and assets to different businesses, and that really came back to bite us  [in the carve-
out audit]. So, if you’re going to be ealing with a lot of those kinds of inconsistencies, 
you should be doing the diligence upfront in terms of were your assets are—knowing 
that whatever is in your GL is going to be wrong in terms of fixed assets unless you’re 
on of those rare companies that does a good job of tracking assets and how they 
move around.”

• On transition service agreements (TSA)—“The buyer always wants longer TSAs than 
you want to give, and the selling team wants to give them whatever they want.”

• On preparing standalone GAAP financials—“We had a data room with financial 
statements and historical financial data that had been pulled together by the 
accounting organization and the buyers came in and looked at that data. But later, 
when we tried to prepare the GAAP numbers, those numbers were quite different. 
We had some struggle taking the buyers through what that difference was. The 
prices started dropping. Lesson learned.”

Operational separation 
complexities:
Illustrative quote from participants at a recent  
PwC Corporate M&A Roundtable event on corporate  
exit strategies:
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Getting good advice
All of the above transactions involve a 
high degree of complexity. Accordingly, 
we recommend that companies 
proactively assess the financial reporting 
and operational implications of an exit 
strategy. An advisory accountant who 
focuses on M&A and capital markets 
transactions can be an invaluable part of 
any transaction team to assist with such 
a process.

Furthermore, there are significant legal 
issues associated with any exit strategy. 
A significant trade sale may require 
shareholder approval prior to closing. For 
a spin-off, a determination of whether 
shareholder and/or board approval are 
needed to effect the transaction must be 
made. Additionally, the spinnor’s board 
must also comply with state corporation 
law restrictions on its authority to declare 
dividends associated with the spin-off. 
Since most split-offs are structured as 
exchange transactions, state corporate 
law dictates restrictions on the payment 
of dividends and the need for shareholder 
approvals. In order to properly assess 
transaction-specific circumstances, 
companies should also consult qualified 
securities counsel for any of the above-
indicated exit strategies.

 

Conclusion
Each company has unique and specific 
circumstances and priorities it considers 
when planning and executing exit 
strategies for a business. When these 
circumstances and priorities are carefully 
aligned with the right exit, companies 
can choose a best-fit solution that will 
help ensure a successful transaction and, 
ultimately, provide maximum benefit to 
the company and its shareholders.
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For a deeper discussion on deal 
considerations, please contact one  
of our regional leaders or your local  
PwC partner:

Martyn Curragh 
Partner,  
US Practice Leader, Transaction Services 
646 471 2622 
martyn.curragh@us.pwc.com

Gary Tillet 
Partner,  
New York  Metro Region Leader, 
Transaction Services 
646 471 2600 
gary.tillett@us.pwc.com

Scott Snyder 
Partner,  
East Region Leader, Transaction Services 
267 330 2250
scott.snyder@us.pwc.com 

Mel Niemeyer 
Partner,  
Central Region Leader,  
Transaction Services 
312 298 4500 
mel.niemeyer@us.pwc.com 

Mike Dillon 
Partner,  
West Region Leader, Transaction Services 
415 498 8234 
mike.dillon@us.pwc.com 
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