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Unique Issues Regarding Carve-Outs
In the course of assisting our clients in evaluating potential acquisitions, target companies are typically ‘standalone’ entities that lend themselves to a fairly direct analysis. However, in numerous instances, our clients
have contemplated the purchase of individual business units that were part of larger corporate
organizations. These types of transactions are referred to as carve-outs.
The evaluation of a carve-out presents unique challenges and other considerations that need to be identified
and addressed. We have highlighted several important items that we have observed during our work on
carve-out acquisitions.
Understanding the real reasons for divestiture. The biggest reasons for a corporation’s desire to carve-out a
business unit or subsidiary include:
The business unit is no longer aligned with the core mission of the parent;
Prospects of financial growth of the business unit are a drag on overall growth levels; and
The disposal of significant actual or potential liabilities.

Importance of brand recognition and customer relationships. We assisted with the evaluation of a business unit of
a health-care supply company that manufactured automated delivery equipment. The health-care supply
entity’s parent company’s name and relationships with customers provided the subsidiary with a high level of
visibility and cache within its industry. We helped our client to assess the downside risk relative to the loss of
the parent company’s brand recognition and customer relationships and the impact on the valuation for
negotiation purposes.
Key business processes and systems. This evaluation first involves the identification of processes that are standalone and those that are intertwined with the parent company.The stand-alone business and processes are less
problematic and can usually be more easily addressed. For processes that are combined with a parent
company, the acquirer must determine the manner in which the carve-out can effectively be managed on Day
One after the transaction.This often involves the negotiation of a separate service agreement where the
acquirer is able to utilize the seller’s systems for a certain period of time after the transaction. It is also
important that the buyer has a well-designed plan to transition from the seller’s systems in a timely manner
onto a platform where the business can be effectively managed. Obviously, these related costs must also be
included in the underlying valuation for negotiation purposes.

The items above are some of the more important items for consideration. However, there are other key
issues for evaluation when contemplating the purchase of a corporate subsidiary or business unit. We will

highlight several of these in the near future.
Schneider Downs has extensive experience in providing due diligence services. To learn more about how
Schneider Downs Business Advisors can help you, please contact Joel Rosenthal, Shareholder, or Marc Brdar,
Senior Manager, at (412)-261-3644.
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You’ve heard our thoughts… We’d like to hear yours
The Schneider Downs Our Thoughts On blog exists to create a dialogue on issues that are important to organizations and
individuals. While we enjoy sharing our ideas and insights, we’re especially interested in what you may have to say. If you
have a question or a comment about this article – or any article from the Our Thoughts On blog – we hope you’ll share it
with us. After all, a dialogue is an exchange of ideas, and we’d like to hear from you. Email us at
contactSD@schneiderdowns.com.
Material discussed is meant for informational purposes only, and it is not to be construed as investment, tax, or legal advice.
Please note that individual situations can vary. Therefore, this information should be relied upon when coordinated with
individual professional advice.
© 2019 Schneider Downs. All rights-reserved. All content on this site is property of Schneider Downs unless otherwise noted
and should not be used without written permission.
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Although everyone’s situation is different, most people will go through various stages of wealth
development throughout their lifetime. Over the ...
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The general rule under Internal Revenue Code §451 is that an item of income shall be included in gross
income for the taxable year or receipt unless ...
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Have a question? Ask us!

We’d love to hear from you. Drop us a note, and we’ll respond to you as quickly as
possible.

ASK US

CONTACT US

PITTSBURGH
One PPG Place, Suite 1700
Pittsburgh, PA 15222
contactsd@schneiderdowns.com
p:412.261.3644 f:412.261.4876

COLUMBUS
65 East State Street, Suite 2000
Columbus, OH 43215
contactsd@schneiderdowns.com
p:614.621.4060 f:614.621.4062

WASHINGTON, D.C.
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Schneider Downs is a Top 60 independent Certified Public Accounting (CPA) firm providing accounting, tax,
audit and business advisory services to public and private companies, not-for-profit organizations and global
companies. We also offer Internal Audit; Technology Consulting; Software Solutions; Personal Financial
Services; Retirement Plan Solutions and Corporate Finance Services. Schneider Downs is the 13th largest
accounting firm in the Mid-Atlantic region and serves individuals and companies in Pennsylvania (PA), Ohio
(OH), West Virginia (WV), New York (NY), Maryland (MD), and additional states in the United States with offices
in Pittsburgh, PA and Columbus, OH.
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