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Spin

City

Corporate spinoffs can produce outsized returns—
but they aren’t for the faint of heart

BY JOHN E. DEYSHER

ORPORATE SPINOFFS, WHICH ROSE

to prominence during the re-

structuring craze of the 1990s,

have proved to be one of the most
lucrative areas of investing—and plenty
more are coming down the pike.

A spinoff occurs when a company dis-
tributes shares in a subsidiary to existing
stockholders, usually in a tax-free transac-
tion. The hope is that the market will value
the two companies at a higher price than
the parent alone commanded.

I periodically invest in spinoffs and re-
cently pulled together data on more than
100 from the past five years, representing
the bulk of spinoffs in that span.

My finding: The 80 spun-off companies
that are still trading have posted annualized
returns of 36.6%—far above the 0.1% of the
Standard & Poor’s 500 index and the 8.3%
of the Russell 2000. The stocks of eight,
however, were delisted because of bank-
ruptey and other issues—a clear reminder
that the field, made up mostly of small and
midsized companies, isn’t without risks.

JOHN E. DEYSHER is portfolio manager of Pinnacle
Value Fund, a mutual fund specializing in small stocks. Of
the stocks in this story or table, he holds Delta Apparel.

More spinoffs are on tap this year as
corporate boards and managers come
under increased pressure from share-
holders to hoost performance. The past
yvear’s robust stock market and strength-
ening economy, meanwhile, are providing
a favorable post-spinoff trading environ-
ment.

Among companies that already have
announced spinoff plans: Abbott Labs,
for its Hospira hospital-supply unit;
Motorola, for its Freescale semiconduc-
tor unit; Viad, for MoneyGram Inter-
national; Allete, for Adesa, an automo-
tive-services unit; Cablevision, for a sat-
ellite-service unit and some cable-TV
channels; and Kimberly-Clark, for
selected paper and timber assets.

What should you look for in a new
spinoff? Apply the same kind of analysis
you would to any other securities, care-
fully reviewing the company’s history
and prospects. And consider holding off
on buying until a few weeks after the
company is spun off. The shares often
trade down in this period as index funds
and other institutions dump holdings.
That can provide an attractive purchase
price. Happy hunting. Il
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Going Their Own Way
»As a group, the spinoffs that occurred from 1999 through 2003 trounced the market averages. Deals from the past year did especially well, thanks

1o the market rally and a strong appetite among investors for new names. But performance varies widely from company to company: Twenty-six of the
spinoffs since 1999-or about one in four- have produced losses. :
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