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Driving value, boosting returns
Over the past several years, private equity (PE) firms have shown considerable
interest in pursuing “underinvested” carve-outs from corporate parents. With
corporations becoming more active managers of their own portfolios and
often under pressure to divest “non-core businesses,” the number of carve-out
divestments has been relatively steady at around 400 to 500 deals per year in
both Europe and the Americas. The deal thesis is clear: PE owners can drive
more value with these businesses than corporate parents due to greater focus on
the business, access to more capital, liberation from stifling corporate cultures
and leveraging value creation techniques. That said, those who execute carveouts also recognize that they can be very risky, costly and complex. Typical
challenges that PE investors face include loss of synergies with the parent,
difficult separation from corporate back office, loss of key personnel, and
customer and supplier disruptions.
So, the pertinent question remains: is
the risk-return trade-off that carve-outs
represent superior to standard buyouts
that offer lower levels of complexity and
risk? To answer this, we took a sample
of roughly 700 carve-out deals that PE
funds have acquired between 2015 to
2019. Our analysis suggests that not only
are carve-out investments lucrative, but
they generate returns that far exceed the
average PE internal rate of return (IRR)
of 14.1% (per Thomson One, average
private equity buyout and growth equity
IRR for 2010 to 2019). Our analysis of
a sample of 12 carve-out deals suggests
the average IRR of PE carve-outs is 34%,
though a huge variance exists. A minority
of carve-outs were challenged, generating
negative returns while most delivered
IRRs of 30% to 50% or even higher.

business units could be worth more
to another owner, including a PE firm.
However, with the increased frequency
of portfolio reviews and pressure from
hedge funds and activist investors to
act, corporations are dedicating an
equal focus on “buy-side” and “sell-side”
activities. Most modern-day carve-outs
are generally driven by one or more of
the following:

In the past, corporate owners only sold
distressed or underperforming assets.
Corporate executives were focused mainly
on the “buy-side” of portfolio building,
without much consideration that some

• Industry disruptions, especially during
the COVID-19 pandemic, putting
pressure on corporate financial
performance

• A
► conglomerate discount, which was
formerly the conglomerate premium
that Wall Street awarded large,
diversified corporations
• Corporates’ rising focus on core
competencies and markets
• Increased leverage on corporate
balance sheets stimulating the need
for liquidity

The number of corporate carve-outs
has been relatively steady, occurring
during stable economic times and more
turbulent times. For instance, the sale
of Red Lobster by Darden Restaurants
occurred in 2014 when the economy
was expanding at a rather steady pace.
IBM’s divestiture of its semiconductor
business highlighted sellers’ increased
focus on core competencies and markets.
IBM’s sale also occurred during relatively
steady economic times. The divestiture
of the elevator business by Thyssenkrupp
highlights the need of some companies
to create a liquidity event to deal with
challenging business conditions. A CEO
of a Fortune 500 company divesting a
business unit recently remarked that
‘even though a sale of the business was
not our preferred route, it is the best
solution for our shareholders given
current market conditions.’
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How many carve-out acquisitions
were completed and where?
Strategic and PE buyers have shown increased interest in corporate
carve-outs. Our analysis focused only on PE performance
with carve-outs. We identified more than 96,000 deals valuing
approximately $7.2 trillion, which were executed by PE firms over
the last eight years (2012 to 2019).

Of total PE deals, carve-outs represented
less than 10% of deal volume or about
8,400 over the same period. Interestingly,
carve-outs share of total deal volume is
relatively stable, ranging from roughly
7% to as high as 10% during this period.
Lastly, the Americas and Europe dominate
corporate carve-out activity with each
region representing roughly 40% to 50%
or 400 to 500 deals apiece each year.
Asia, Middle East and Africa are much less
active carve-out markets.

Figure 1: Total PE deal activity (2012–19)
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Figure
2: Carve-out
deals as to
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Not only did PE firms invest
in carved-out entities, but
also the proportion of such
deals over total PE deals
remained fairly consistent
at approximately 9% over
the period.

Figure 3: PE carve-outs — deal volume by region (2012–19)
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Note: Sum of deals in Figure 3 is less than 8,400
since only 7,919 deals had regionwide information.
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By region, most carve-outs
took place in the Americas and
Europe. Within the Americas,
the US witnessed the most
deals, with the total reaching
3,246 for the period.

Figure 4: PE carve-outs — deal volume by sector (2012–19)
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Note: Sum of deals in Figure 4 is less than 8,400
since only 8,012 deals had sector-wide information.
Industries are deﬁned by Pitchbook.

By sector, across all years, business products and services
(B2B) witnessed the most deals, closely followed by
consumer products and services (B2C) and information
technology (IT). Within B2B, the commercial services
industry experienced the most carve-outs.
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Why do PE firms pursue
corporate carve-outs?
To assess why PE firms invest in carve-outs, we analyzed 2,875 PE buyouts
completed between 2015 to 2019 where each deal had a value greater than
or equal to $50 million. We segregated carve-outs from other deal types and
analyzed their respective entry-level multiples. This comparison highlighted
that PE investors were able to acquire carve-outs more cheaply than other
types of deals. On an enterprise value (EV) to earnings before interest, taxes,
depreciation, and amortization (EBITDA) basis, carve-outs were roughly 15%
cheaper than other deal types. On an EV to revenue basis, carve-outs were 30%
cheaper than other deal types. It appears that sellers are willing to accept lower
purchase prices for carve-outs than stand-alone entities due to the complexity,
cost and risk associated with performing carve-outs. PE funds (and their
advisors) that have developed capabilities and tools for effectively carving out
and standing up businesses should be able to capitalize on these deals.
It is relatively cheaper for a PE fund
to buy a carved-out entity vs. buying a
stand-alone company as shown in Figure
5 and 6 by lower entry-level multiple
for PE carve-out deals vs. entry-level
multiples of other PE deals.

Figure 5: PE entry-level multiple —
median EV/EBITDA

Figure 6: PE entry-level multiple —
median EV/revenue
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Note: (1) “All PE buyouts excluding carve-outs” involved analysis of 2,217 deals. (2) All “PE
carve-outs” involved analysis of 661 deals. (3) Analysis above is valid only for a period of
ﬁve years between 2015 to 2019. (4) All deals where PE(s) were involved along with
strategic buyers as a consortium were neglected and were not taken as part of our sample.
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We also reviewed purchase price multiples
across all industries to understand if
the carve-out discount was driven by
a handful of industries or was widely
observed. The delta in EV-to-EBITDA
multiples existed in all industries except
for business products and services where
the multiples were roughly even with
other deal types. In the financial services
space, the EV-to-EBITDA multiple of
carve-outs was almost half that of other
deal types.

Figure 7: PE entry-level multiple — median EV/EBITDA by industry
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Note: All “PE buyout deals excluding carve-outs” involved analysis of 2,217 deals. All “PE carve-outs”
involved analysis of 661 deals. Analysis above is valid only for a period of ﬁve years between 2015 to
2019. All deals where PE(s) were involved along with strategic buyers as a consortium were neglected
and were not taken as part of our sample. Industries are deﬁned by PitchBook.

Similarly, we explored if the carve-out
discount occurred across geographic
regions. Figures 8 and 9 show the
enterprise value to EBITDA and revenue
multiples for carve-outs segmented
by region. All regions show the same
carve-out discount relative to other deal
types. The only region that showed a
mixed picture was Middle East and Africa
where carve-outs traded at a discount
for EBITDA but a premium for revenues.
That said, most carve-outs occur in the
Americas and Europe where the carve-out
discount is consistent at roughly 10% to
20% based on EV-to-EBITDA multiples.

Figure 8: PE entry-level multiple — median
EV/EBITDA
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buyers as a consortium were neglected and were not taken as part of our sample.

Does the carve-out “discount”
translate into superior returns
for PE investors?
It is relatively cheaper for PE firms to acquire a carved-out entity vs. a typical
stand-alone buyout. However, a lower purchase price does not necessarily mean
superior returns if the acquired companies underperform or they represent
higher risk profiles than other companies — you often get what you paid for.
The question remains: are non-core businesses sold by corporate parents
truly underperforming assets that trade at a discount for a reason or attractive
opportunities that generate superior returns for PE investors?

Of these 170 deals, there were only
6 deals where comparable entry- and
exit-level data was available. We also
added several other deals that closed
prior to 2015 for which we obtained good
entry and exit data to expand the sample
size. Our resulting sample of 12 carveouts is small but provides a picture on
how well PE investors do on this type
of transaction.

7

Our analysis shows that PE houses
generate very attractive returns from
their investments in carved-out entities.
The sample of deals suggests that carveouts generate attractive returns. Ten of
the 12 deals (83%) delivered higher exit
values than purchase prices with the
aggregate exit values being 191% of the
aggregate purchase prices. However,

one can see a very wide variance in
returns with the top-performing deal’s
exit value being 633% of the purchase
price (Clayton, Dubilier & Rice, LLCTRANZACT) while the lowest-performing
deal delivered exit value of 67% vs. the
purchase price (Bain Capital-Jupiter
Shop Channel).

Figure 10: Top 25 PE ﬁrms — deal size and volume (2015–19)
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PE investing revolves around the IRR
generated by PE firms. The value
proposition of PE to their investors
(known as limited partners or “LPs”)
is that the outsized returns from PE
investing make up for the management
fees, profit sharing (carry) and lack of
liquidity that comes with PE investing.
Per PitchBook, the average IRR from PE
over the last 5 or 10 years (prior to the
COVID-19 crisis) was roughly 14%, which
outstripped what LPs would typically
expect to generate in the public markets
by about 7 percentage points. Naturally,
this begs the question: do carve-outs
perform as well as or better than the

average PE investments? Are PE funds
rewarded for taking on the additional risks
associated with performing carve-outs?
To estimate an IRR of these carve-outs,
we made a few simple assumptions that
we believe are directionally accurate.
First, we assumed that two-thirds of
each transaction was funded by debt,
and the remaining one-third was funded
by equity. We also assumed that the
acquired companies paid all interest of
the debt during the holding period of the
investment, but no debt principal was
paid. We also assumed that no dividends
were paid out to investors. We assumed

that no additional equity contributions
were needed to fund the carve-outs.
Lastly, we estimated the one-time costs
to execute the separation were equal
to 10% of the company’s revenues. We
considered this one-time cost as an
additional equity contribution provided by
the buyer at closing.
The IRR values were remarkably high,
ranging from negative to 152%. Overall,
including the two deals that delivered
negative returns, the average IRR was
34%, which easily eclipses what investors
expect from public equity markets (7% to
8%) or average PE returns of 14%.

Histories of selected PE carve-outs
Table 1: 12 carve-out deals — data breakdown
PE investor

Target company

Entry year

Buy stake (%)

Buy value ($m)

Exit year

Sell stake ($m)

Exit value
($m)

CVC Capital Partners
Limited

Sky Betting and
Gaming

2015

80

941

2018

80

4,470

Cerberus Capital
Management, L.P.

New Avon LLC

2016

80

170

2019

80

100

Clayton, Dubilier &
Rice, LLC

TRANZACT

2016

100

221

2019

100

1,400

Affinity Equity
Partners Ltd.

TEG Pty Limited

2015

100

487

2019

100

875

The Carlyle Group

Signode
Industrial Group

2014

100

3,200

2017

100

3,910

Cerberus Capital
Management, L.P.

Renovalia
Energy Group

2015

100

263

2019

100

780

CVC Capital Partners
Limited

ParexGroup

2014

100

1,212

2019

100

2,548

CVC Capital Partners
Limited

Continental
Foods

2013

100

541

2019

100

1,007

Marlin Equity Partners

Bluegarden
Group

2015

100

75

2017

100

145

The Blackstone Group

Intelenet Global
Services

2015

100

385

2018

100

1,000

Bain Capital

Jupiter Shop
Channel

2012

50

1,240

2015

50

830

Cinven

Northgate
Public Services

2014

100

542

2018

100

643

Source: Mergermarket, EY analysis
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Ten success factors for
investing in carve-outs
Does this mean anyone can invest and
generate positive returns from carve-outs?

1
As we noted earlier, carve-out deals are complex and carry
execution risk that needs to be proactively managed. Most carveouts depend on their corporate parents for back-office support in
IT, HR, finance, real estate, legal and other areas. Many carve-out
processes do not provide robust financial data, especially relating
to comingled activities with the parent. Sellers often underestimate
the costs to operate the business separately from the parent,
intentionally or not. Additionally, the one-time costs to separate
the business from the parent and stand up operations can often
be significant relative to purchase price, ranging from several
millions of dollars for small carve-outs up to hundreds of millions
on larger deals.
Buyers must be cautious and should take the following measures
to mitigate execution risk, thereby minimizing probability of losses
and, in turn, to maximize returns:

9
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Know what’s in vs. out
Developing a clear understanding of the
deal perimeter should be the first step
in analyzing the carve-outs. Given the
nature of these transactions, the target
will have multiple interdependencies
with the parent, likely in the form of
processes, assets, people, systems
and technologies, and contracts.
To understand the true asset value
and cash flow generation potential
of the business, insights into what
entities, services, personnel, facilities
and contracts fall within the deal
purview are required. For example,
are “dedicated” personnel employed
by legal entities in the perimeter or do
they need to be re-hired? Are contracts
with third parties, both customers and
suppliers, in the name of the parent or
the legal entity being sold?

2

3

4

Thorough evaluation
of stand-alone costs

Strong leadership and
communication

Shed unnecessary
business complexities

The buyer must always conduct a
detailed assessment of the seller’s
costs. Many carve-outs do not have
stand-alone financial reporting; hence,
detailed and audited historical financial
statements are generally not available.
If provided, these numbers, including
historical allocations, may not provide
a complete picture given a carve-out’s
interdependence with the parent and
might be underestimated. Most well-run
corporations typically employ shared
service centers for most back-office
functions. Typically, the costs to operate
finance, HR and IT are higher for a
smaller, carved-out business that can’t
“piggyback” on the parent any longer.
Moreover, loss of leverage can lead to
uptakes in costs related to employee
benefits, software licenses, logistics
and other third-party spend. It is not
unusual for a seller to underestimate
the incremental stand-alone cost
estimates to drive a higher purchase
price for the business being carved out,
which leads to detailed buyer scrutiny.
All these costs can materially impact a
carve-out’s EBITDA and future growth
potential, and should be carefully
estimated.

We actively advise EY clients to
nominate a strong and vocal carve-out
leader that is well-respected by the
organization. This executive will need
to not only make difficult decisions
during the separation but, more
importantly, garner the organization’s
support for these decisions. One of the
leading causes of troubled carve-outs
is the lack of a strong leader who can
communicate a compelling vision of
the future and win the support of the
team for the difficult journey. The buyer
should also craft and abide by change
management rules to smoothly stand
up carve-outs and minimize disruptions.
By clearly defining the change,
identifying the impacted parties (i.e.,
employees, customers, suppliers,
federal agencies), developing an
effective communication strategy and
implementing a support structure, the
buyer can better manage the transition.
Lastly, we strongly recommend
employing a robust separation
management office (SMO) that is
chaired by the carve-out leader and
includes key members from the PE fund
(e.g., lead deal partners) and third-party
advisors. SMOs need to oversee and
manage 10 to 15 functional streams
that are often interdependent. Closely
watching progress and reacting quickly
to issues is paramount.

Owing to the nature of carve-outs, such
entities might come with unnecessary
complexities like redundant processes,
a bloated operating model and
a cost-ineffective infrastructure,
which typically arise due to being
part of a larger and more complex
organization structure. Management
that is transferring with the business
frequently tends to take the same
approach rather than focusing on
necessary operational improvement
and efficiencies. Therefore, buyers must
take steps early in the diligence process
to identify complexities, simplify the
business by understanding minimum
requirements to run a lean structure
and confirm the business is positioned
to deliver in the first year.
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5
Know your talent
Buyers should devote adequate time
during the diligence process to get
to know the carve-out’s leadership
team that is coming with the deal.
Their relationship with the seller,
institutional knowledge, reliance on
the parent around strategic priorities
and functional leadership oversight
could help provide deeper insights into
the incoming team’s capabilities and
potential gaps required to lead as a
stand-alone company. Additionally,
wise investors should not underestimate
the difficulty, cost and time required
to build new management teams in
cases where large portions of the
management team stay behind with the
seller. Third-party advisors can help fill
the gaps, but it is critical to secure the
key members of the management team
as early as possible in a carve-out.

6

7
Create value as part
of the agenda

Understand the
one-time costs

When forming the carve-out strategy,
the buyer should also make a value
creation agenda part of the deal
process. A robust and complete
execution strategy should be designed
up front and should not be left for
post-close. In addition, the buyer
should establish a center of excellence
(CoE) or install an operating executive
to coordinate across all relevant
stakeholders and to confirm smooth
and timely execution. However, one
must be cautious to verify adequate
business continuity. In addition,
incorporating value creation planning
up front during a diligence also allows
the buyer to position itself better in a
competitive bidding process and gives
added flexibility during the third-party
financing matters.

Buyers should be careful about
underestimating the one-time costs
to stand up the business. Since many
services that were previously provided
by the parent may now need to be
stood up, it is critical to carefully
estimate these one-time costs. Typical
areas requiring special focus include
technology, financial audit, employee
retention and benefit transition,
transitional service agreements (TSAs),
re-branding, facilities, and various thirdparty support. On a recent carve-out
that EY teams supported, the onetime costs totaled roughly 30% of the
company’s annual revenue.
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8
Contractually separate
the shared agreements
Most companies manage hundreds or
thousands of service agreements with
different suppliers, customers and
various third parties. Many of these
contracts will need to be amended,
assigned, novated or separated by
closing. Assigning or re-negotiating
such agreements is time consuming and
must be initiated promptly to minimize
impact on day one operations of the
carved-out entity. Moreover, significant
steps should be taken to amend crossdepartmental contracts to define and
reflect the new interdependencies and
scope. Further, proper analysis must
be done regarding which contracts
and shared service agreements will be
transferred to the new entity and for
what duration.

9

10
Adequate diligence to
develop a well-structured
TSA
TSAs are required for activities
where the target needs the parent’s
resources or support even after
closing. Therefore, the buyer should
take utmost caution while drafting
these agreements and confirm that
they clearly specify the required
areas, service qualities, costs and
payment terms, governance structure,
service levels, duration, and ability
to terminate. Buyers should not just
rely on sellers for framing TSAs but
closely work with their legal team,
target management team and thirdparty functional advisors to proactively
drive discussions. Moreover, drafted
agreements should have a reasonable
extension clause, talent retention plans
and a defined plan of action in case
the original plans are not sufficient
or are not executed properly over the
stipulated duration.

Plan for the unexpected
Despite the best plans and separation
execution, there could still be some
internal and external factors that can
make the carve-out underperform over
the first few years after separation. To
minimize the impact of such situations,
it is imperative that buyers understand
certain market-facing risks and prepare
a hedge to mitigate or best sail through
in case any divergence or disruption
occurs. Bringing informed insights
up front in the carve-out scenario
planning is fundamentally critical to
confirm the business is prepared for
the unexpected.
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Conclusions
Investments in carved-out entities can be
lucrative for PE investors, given lower entry
multiples versus other PE buyouts. Moreover,
such deals, despite all their complexities and
costs, can result in superior returns, provided
investors perform effective due diligence and
prepare timely for day one of operations.
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and scale, EY-Parthenon teams focus on Strategy Realized — helping
CEOs design and deliver strategies to better manage challenges while
maximizing opportunities as they look to transform their businesses.
From idea to implementation, EY-Parthenon teams help organizations to
build a better working world by fostering long-term value. EY-Parthenon
is a brand under which a number of EY member firms across the globe
provide strategy consulting services. For more information, please visit
ey.com/parthenon.
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