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Spinoff Activity Robust in 2011 
The year 2011 was a particularly active period for corporate spinoffs. According to a recent Citigroup 

report, spinoff activity for the full year totaled approximately $230 billion in value, about six times the value of 
spinoff activity in 2010. Spinoffs represented 8% of total worldwide deal activity in 2011. This run-up in spinoffs 
follows several years of much more subdued conditions. During the financial and economic downturn 
(2008-2009), spinoffs had become much less prevalent. Much of this decreased activity was a reflection of 
poor fundamentals in the credit markets. Often when a firm evaluates a spinoff or other type of restructuring, 
access to attractively priced financing is a key consideration. Clearly credit market fundamentals have 
recovered from these trough levels of recent years, making spinoffs once again a viable strategy for Corporate 
America, as managements explore ways to maximize shareholder value.  

However, the recovery in the credit markets only tells part of the story. The surge in spinoffs reflects a 
more fundamental change in management philosophy: A reduced emphasis on the conglomerate business 
model. During recent decades, conventional wisdom in Corporate America suggested that a company’s scale 
and diversity of business lines were crucial drivers of competitive position and shareholder value. Sectors such 
as Oil and Financial Services entered into a boom era of M&A, as many managements sought to adjust to this 
newly perceived reality. Yet, the wisdom of this view has come under considerable scrutiny during more recent 
years. During the downturn, investors increasingly realized that scale and diverse business lines were no 
longer inherently beneficial to shareholder returns. (The stock performances of Bank of America and Citigroup 
are among the more obvious illustrations). Moreover, even managements of well-run conglomerates seemed to 
grow frustrated with the apparent discount being applied to its businesses relative to stand-alone, publicly 
traded peers.  

For those managements still committed to the conglomerate business model, other external forces 
began to cause some to review strategy. Several well-known activist investors have voiced concerns over the 
conglomerate business model, and have agitated for spinoffs as a means of maximizing shareholder value. 
Several instances of this scenario have occurred during recent years and have spanned a diverse range of 
industries. Examples include: ITT Corporation (Relational Investors), Fortune Brands (Pershing Square Capital 
Management), and McGraw-Hill (Jana Partners). Given the continued availability of financing, and the many 
successful attempts by activists to encourage spinoffs, we would expect shareholder activism to remain a key 
driver of spinoff activity going forward. 

Aligning Management’s Interests More Closely to Their Performance 
The recent three-way spinoff of ITT Corporation highlights another key limitation of the conglomerate 

business model that has been responsible for some of the recent/upcoming spinoff activity. While it is not 
uncommon for investors to overlook businesses as part of a conglomerate structure, it is also not unusual for 
businesses to be managed inefficiently as part of a multi industry organization. Specifically, the imperfect 
alignment of management’s equity incentive to their performance as part of a publicly traded conglomerate 
often results in sub-optimal decisions being made regarding capital allocation and operations. Management 
teams are often unable to pursue opportunities to create shareholder value or take actions that would benefit 
their specific businesses because of the impact they may have on the overall organization. ITT stated the 
following in its recent Form 10 filing that announced the Xylem spinoff (note: Xylem is one of the featured 
companies in this Issue): 

“It is expected that we will use our equity to compensate current and future employees. In multi-
business companies such as ITT, it is difficult to structure incentives that reward managers in a manner directly 
related to the performance of their respective business units. By granting equity linked to a specific business, 
equity compensation will be more in line with the financial results of the manager’s direct work product. In 
addition, reducing the conglomerate discount that currently impacts ITT stock may provide our business with a 
more attractive currency for equity based compensation.” 

Copyright © Boyar’s Intrinsic Value Research LLC. All rights reserved 
                                www.boyarvalue.com

1



A Fresh Look at Spinoffs 
 

Future/planned spinoffs that appear to suffer from both a conglomerate discount and an inefficient 
alignment of management’s incentives include Tyco International and McGraw Hill.  

We would also note that companies in Asset Analysis Focus’ existing universe that could be prime 
candidates for future spinoff activity include Ameriprise Financial, Bank of New York, Campbell Soup, 
Microsoft, and Time Warner. We provide additional details on McGraw Hill, Microsoft and Time Warner in a 
later section.  

Revisiting Spinoffs, Parent Companies and Outperformance 
As some of our readers may recall, Asset Analysis Focus featured spinoffs in the 2007 Summer 

Double issue. In that issue, we examined the outperformance of both spinoffs and parent companies. While it 
probably came as no surprise that spinoffs do indeed exhibit outperformance (our results also showed that a 
spinoff’s outperformance was not a function of its size), we also demonstrated outperformance of the parent 
company completing the spinoff. Our results generally confirmed the outperformance data that appeared in a 
1993 issue of the Journal of Economics conducted by Patrick Cusatis, James Miles and J. Randall Woolridge. 
While the aforementioned study found that spinoffs and parents outperformed the market by 30% and 18%, 
respectively, for three years following the spinoff, the outperformance results that we derived for our 2007 issue 
were slightly less robust. In fact, our results found that the parent outperformance was concentrated in the one 
year before the spinoff (even before the formal spinoff announcement) through one year after the spinoff had 
been completed. A likely explanation is the increased investor awareness of the attractiveness of spinoffs and 
parent companies, especially following the release of Joel Greenblatt’s 1997 classic You Can Be a Stock 
Market Genius. 

While parent company returns through our 2007 report were more muted than those of the previous 
study, we would not be surprised to see more meaningful opportunities going forward. As noted previously, 
there has been a surge of recent and upcoming spinoff activity and we believe this reflects the ever-widening 
gap between many corporations stock price and their intrinsic value.  

Not All Spinoffs are Created Equal 
While we find spinoffs a particularly attractive asset class to mine for unrealized value, one should 

remember that not all spinoffs are created equal. Many different transaction structures can be labeled under 
the ‘spinoff’ umbrella. Variables include the percentage of equity spun out, whether the spinoff was preceded 
by a partial IPO (‘carve out’) of the former subsidiary, and of course the underlying motives of management for 
implementing a spinoff. In our view, the most attractive investment opportunities are typically found in ‘pure 
spinoffs’ in which all equity in a company’s formerly wholly-owned subsidiary is spun off to shareholders. These 
scenarios are most likely to capture more of the benefits from separation (new management independence, 
capital structure changes, attracting a new investor class, etc.) that may drive spinoff outperformance. In fact, 
our 2007 study indicated pure spinoffs averaged 12.3% excess returns (versus relevant indexes) over the first 
full year following the spinoff versus underperformance of 2.6% for post-IPO spinoffs. In addition, it should be 
noted that spinoffs have historically experienced both a high acquisition and bankruptcy rate. While the 
elevated acquisition rate is unsurprising, we suspect the high frequency of bankruptcy reflects parent 
companies’ frequent decision to load a spinoff with elevated debt levels and/or liabilities. Nor would we dismiss 
the idea that parent company management teams’ desire to distance themselves from unattractive or 
potentially overvalued businesses in certain circumstances. These facts underscore the necessity to closely 
examine a spinoff’s underlying business health and details of the transaction agreement.  
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A Look Back at Recent Spinoffs  

The following table summarizes notable 2011 spinoffs and recently completed spinoffs in 2012: 

SPINOFF 
 

PARENT 

Company Ticker 
Price 

1/31/2012 
Market Cap  

($MM) Date 

Return 
Since 

Spinoff Type 

 

Company Ticker 
Market Cap 

($MM) 

Return 
Since 

Spinoff 

SunCoke Energy SXC $13.43 $537.20 1/17/12 0.2% 
Carve Out  
Distribution 

 
Sunoco SUN $4,072.9 2.9% 

Rouse Properties RSE $12.36 $438.78 1/12/12 15.5% Pure Spinoff 
 

General Growth Properties GGP $14,774.2 7.0% 

Williams Companies WPX $16.48 $3,237.83 12/30/11 -9.0% Pure Spinoff 
 

Williams Companies WMB $16,986.8 7.5% 

Orchard Supply Hardware OSH $18.03 $108.36 12/30/11 -23.4% Pure Spinoff 
 

Sears Holdings Company SHLD $4,503.9 34.1% 

TripAdvisor TRIP $32.91 $4,607.40 12/20/11 18.9% Pure Spinoff 
 

Expedia EXPE $4,735.7 16.1% 

Inergy Midstream NRGM $20.38 $1,514.85 12/15/11 15.5% Carve Out 
 

Inergy NRGY $2,245.0 -22.9% 

Marriott Vacations Worldwide VAC $20.75 $699.28 11/21/11 14.7% Pure Spinoff 
 

Marriott International MAR $11,545.2 19.3% 

Lumos Networks LMOS $15.03 $312.77 10/31/11 1.1% Pure Spinoff 
 

NTELOS Holdings NTLS $474.9 -8.9% 

Exelis XLS $9.99 $1,843.95 10/31/11 -14.6% Pure Spinoff 
 

ITT Corporation ITT $2,016.4 15.6% 

Xylem XYL $25.91 $4,782.21 10/31/11 -5.1% Pure Spinoff 
 

ITT Corporation ITT $2,016.4 15.6% 

Genie Energy GNE $10.46 $240.16 10/31/11 30.9% Pure Spinoff 
 

IDT Corporation IDT $200.1 -23.5% 

Fortune Brands  
Home & Security FBHS $18.57 $2,889.49 10/3/11 51.0% Pure Spinoff 

 Beam 
(Formerly Fortune Brands) BEAM $8,132.1 16.9% 

Lone Pine Resources LPR $6.67 $567.15 9/30/11 16.2% 
Carve Out  
Distribution 

 
Forest Oil Corporation FST $1,453.9 46.2% 

Liberty Capital/ 
Liberty Starz LMCA $82.41 $6,510.39 9/23/11 18.2% Split Off 

 
Liberty Interactive LINTA $10,300.8 7.2% 

Marathon Petroleum 
Corporation MPC $38.22 $13,626.19 6/30/11 -9.4% Pure Spinoff 

 
Marathon Oil Corporation MRO $22,089.8 -4.7% 

AMC Networks AMCX $42.76 $3,072.69 6/30/11 7.3% Pure Spinoff 
 

Cablevision Systems CVC $4,066.0 -44.0% 

CVR Partners UAN $30.07 $2,195.71 4/8/11 74.0% Carve Out 
 

CVR Energy CVI $2,159.1 12.7% 

Huntington Ingalls Industries HII $37.68 $1,839.16 3/30/11 -9.2% Pure Spinoff 
 Northrop Grumman 

Corporation NOC $15,167.3 -7.4% 

Aperam APEMY $20.14 n/a 1/26/11 -51.5% Pure Spinoff 
 

Arcelor Mittal MT $31,806.0 -45.1% 

Motorola Mobility Holdings MMI $38.63 $11,596.73 1/4/11 19.9% Pure Spinoff 
 

Motorola Solutions MSI $14,995.1 16.7% 

    Average: 8.1%  
 

  Average: 3.1% 

Note: Return since Spinoff is calculated with the closing price on the first day of regular way trading or closing price after carve out distribution through January 31, 2012 

 

A Closer Look at Two Recent Spinoffs (including Parents) in the AAF Universe 

Evaluating a Stay with Marriott International and Marriott Vacations Worldwide 
One company in our universe that recently completed a spinoff transaction is Marriott International, Inc. 

(MAR), which separated its vacation ownership business as Marriott Vacations Worldwide (VAC) in November 
2011. VAC is the exclusive worldwide developer, marketer, seller and manager of vacation ownership 
(timeshares, etc.) and related products under the Marriott Vacation Club and Grand Residences by Marriott 
brands. In addition, VAC is also the exclusive global developer, marketer and seller of vacation ownership and 
related products under the Ritz-Carlton Destination Club brand, and has the non-exclusive right to develop, 
market and sell whole ownership residential products under the Ritz-Carlton Residences brand. In our view 
Marriott International received a sweetheart deal in connection with the spinoff, which may represent a prime 
example of a spinoff structured to provide outsized benefits to the parent. MAR will receive a $50 million annual 
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royalty payment (plus future escalators indexed to inflation) from VAC in connection with a 79-year license to 
utilize the Marriott and other brand names. Marriott will also receive 2% of gross proceeds from vacation 
ownership interest (VOI) sales and 1% from re-sales at resorts using the Marriott or Ritz-Carlton brands. Prior 
to the spinoff, VAC issued Marriott $40 million in 10-year mandatorily redeemable preferred stock with well 
above-market interest rates of 12%. Marriot Vacations also transferred $122 million to Marriott International in 
October 2011. The separation should also simplify/improve Marriott’s capital allocation profile, as VAC has 
historically been a capital intensive, low return business. 

On the other hand, there may still be some underlying value in the spinoff if Marriott Vacations can 
execute its business strategy turnaround as an independent company. Historically, the business appears to 
have been inefficiently run. Marriott Vacations aggressively acquired undeveloped land parcels and built new 
inventory leading up to the real estate bust, ultimately producing poor returns on investment, excess inventory, 
and large asset write-downs. Marriott’s Vacations’ sales and marketing channels were bulky and high cost. The 
company has also been late to join competitors in transitioning to points-based sales systems and 
self-managed internal exchange networks. To provide some comparisons, Marriott’s VOI sales margins are 
mid-single-digits versus an estimated mid-teens percentage at Wyndham Vacations.  

Within the past 2 years, Marriott Vacations has taken steps to transition to a more asset light, cash flow 
focused business model. Marriott Vacations plans to utilize turnkey development projects with third parties or 
purchase already-constructed inventory to expand its resort offerings going forward. This will reduce capital 
requirements and unsold inventory levels. The Company began transitioning the North America business to a 
points-based ownership program in mid-2010, which will bring a recurring revenue stream (annual 
participation/transaction fees) while improving inventory management. The points-based system also offers a 
more attractive selling potential. One year into the program, approximately 75,000 North American vacation 
owners (Marriott’s global owner base is ~400,000) converted to a points system, and approximately 32% had 
already purchased additional points. Marriott Vacations is also taking efforts to streamline operations and 
right-size the company’s marketing platform. The Company has (rather belatedly) begun copying the playbook 
successfully executed by Wyndham and other competitors, scaling back its telemarketing and resort 
tour-based programs while refocusing on repeat sales to existing owners and sales based on direct referrals 
from owners. These much lower-cost channels were contributing approximately 70% of sales by June 2011. 
Last but not least, VAC could meaningfully reduce maintenance costs and bring in large amounts of cash flow 
over the next few years by selling its excess real estate assets, which consist mainly of prime undeveloped 
land. The Company estimates approximately 31% of inventory and property and equipment was excess as of 
June 2011. At stated book value as of September 2011 (following a large write-down), this excess inventory 
alone would represent greater than 50% of VAC’s current market cap.  

As one of only a few publicly traded pure play timeshare companies and with a market capitalization 
only approximately 6% of Marriott International’s, Marriott Vacations may present the familiar case of an 
orphaned spinoff. If Marriott Vacations can successfully execute its business model transition and the macro 
economy is reasonably cooperative, the potential free cash flow generation in the coming years looks 
tremendous. (We would also note that VAC had $291 million of net operating loss carry-forwards at year-end 
2010.) However, several factors lead us to approach the spinoff with caution. To begin, VAC shares have 
already rallied substantially in recent months. The payments to Marriott International will meaningfully reduce 
VAC’s earnings power and financial flexibility. Earnings and cash flow are also heavily driven by access to and 
performance of VOI receivable securitizations. While GAAP no longer permits off-balance sheet accounting, 
the structure and accounting of these securitizations are still extremely opaque. Longer term, it is questionable 
whether the timeshare industry can return to its former high-flying sales levels given higher current penetration 
levels, increased competition from vacation rentals, the questionable value proposition of points-based 
systems for consumers, legislation risks, etc. Another round of heavy real estate development/acquisition costs 
will also come a few years down the road if VAC plans to grow its resort base. Perhaps renting is a better 
option than owning in the case of this spinoff.  
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Checking in with Expedia and TripAdvisor 
We initially profiled Expedia in our October 2011 AAF issue. Expedia is a leading online travel agency 

(OTA) for consumers to book reservations for airlines, hotel rooms, cruise ships and car rentals. Among the 
Company’s well known websites are Expedia.com, Hotwire, Hotels.com, Egencia, eLong, Venere and 
TripAdvisor (prior to the spinoff). The Company operated in three business segments: Leisure (82% of 2010 
revenues), TripAdvisor Media Network (14%) and Egencia (4%). At the time of our report, Expedia was trading 
at only ~6.8x our 2011E EBITDA and ~11.0x our 2011E free cash flow despite TripAdvisor’s stellar operating 
performance. Over the last five years, the TripAdvisor posted 46.3% and 50.3% CAGRs in revenues and 
operating profit, respectively. Furthermore, prior to the spinoff of TripAdvisor, EXPE management had 
repeatedly stated that it believed TripAdvisor could be a $1 billion revenue business (compared to TTM 
revenue of $606 million) as advertisers shift their advertising budget from traditional media to the Internet. Yet, 
Expedia’s overall valuation was well below its nearest competitor, Priceline, which traded at ~16.0x consensus 
2011E EBITDA and ~21.0x 2011E free cash flow. We felt that Mr. Market was not recognizing TripAdvisor’s 
value within the Expedia corporate umbrella and Expedia’s management shared the same sentiment. In 
attempt to unlock this value, on April 7, 2011, management announced that it would spin off TripAdvisor to 
shareholders by the end of the year. The spinoff was completed on December 20, 2011, where, for every two 
shares of Expedia, shareholders received one share of TripAdvisor. In conjunction with the spinoff, Expedia 
executed a one-for-two reverse stock split.  

Since the spinoff, Expedia and TripAdvisor’s combined return is 11.6%, compared to a return of 5.7% 
for the S&P 500. While Expedia still trades at ~6x EV/EBITDA, TripAdvisor sports a healthier multiple 
~26x EBITDA. Concerns recently surfaced about Expedia’s competitive position. First, Google (via its 
acquisition of ITA software) is more prominently displaying its own flight results at the top of user searches, 
allowing customers to see airline prices directly and bypassing online travel agencies. We would note that 
airline tickets only represent 10%-15% of Expedia’s total business and generate the lowest margin, as there 
are few barriers to entry into airline ticket sales. Secondly, in an attempt to fend off growing competition from 
OTA, companies behind several major hotel brands (including Hyatt Hotels, Intercontinental, Marriott, and 
Wyndham Worldwide) are teaming up to start a new room-booking website (Roomkey.com). The new site will 
send customers directly to the hotel company’s site to book reservations. This is not the first time hotel 
companies have tried to address the growing threat of OTA with such a venture; their previous site, 
Travelweb.com, was eventually sold to Priceline. Despite these challenges, Expedia remains the largest online 
travel company with strong competitive advantages. The large number of unique visitors to the Company’s 
sites creates value to travel suppliers, who will then be willing to supply more inventories, better pricing, and 
allow Expedia to bundle products (airfare, hotel and car rental) into packages. This competitive advantage has 
allowed Expedia to maintain steady operating performance regardless of the macroeconomic environment as 
well as generate strong free cash flow and maintain a strong financial position ($593 net cash as of 9/30/11). 
Expedia returned significant of value to shareholders through dividends and share repurchases. Between 2006 
and 2010, EXPE spent over $2.2 billion on share repurchases resulting in a ~23% reduction in shares 
outstanding. Given that the valuation of Expedia still remains attractive, we would not be surprised if the 
Company becomes aggressive with share repurchases again. The Company has stated that it is comfortable 
with maintaining leverage at 2x to 3x gross debt to EBITDA. At the midpoint of this range, it implies 
~$500 million of additional leverage, bringing the total cash balance to ~$2.3 billion. With this much fire power, 
Expedia can repurchase ~50% of the shares outstanding at current prices. This is may be a good time for 
investors to check-in to Expedia.   
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Robust Pipeline of Future Spinoff Activity 

Scheduled Spinoffs 2012 

Parent Name Sector Spinoff Name 
Date  

Announced 
Expected Date 

 of Spinoff 

Parent Stock  
Performance 

Since  
Announcement* 

Sara Lee Corporation Consumer Staples International Coffee & Tea 1/28/2011 Early 2012 8.6% 

Ralcorp Holdings Consumer Staples Post Foods 7/14/2011 2/3/2012 0.8% 

Atlas Energy LP Energy Atlas Resources Partners LP 10/17/2011 1Q 2012 37.6% 

Carrols Restaurant Group Consumer Discretionary Fiesta Restaurant Group 2/24/2011 1Q 2012 60.9% 

NovaGold Resources Materials NovaCopper 11/16/2011 1Q 2012 17.5% 

ConocoPhillips Energy Phillips 66 7/14/2011 2Q 2012 -10.1% 

L-3 Communications Industrials Engility 7/28/2011 First Half-2012 -10.6% 

Abbot Laboratories Heath Care Pharmaceutical Company 10/19/2011 2012 3.3% 

Alexander & Baldwin Industrials Matson 12/1/2011 Second Half-2012 32.5% 

Comverse Technology Information Technology Comverse 1/11/2012 Second Half-2012 -3.8% 

Tyco International Industrials ADT North America 9/19/2011 Second Half-2012 16.6% 

Tyco International Industrials Commercial Security & Fire 9/19/2011 Second Half-2012 16.6% 

Tyco International Industrials Flow Control 9/19/2011 Second Half-2012 16.6% 

Kraft Foods Consumer Staples North American Grocery Business 8/4/2011 By End of 2012 11.7% 

The McGraw-Hill Companies Consumer Discretionary McGraw-Hill Education 9/12/2011 Late 2012 18.8% 

Covidien Heath Care Pharmaceuticals Division 12/15/2011 2012-2013 22.2% 

     Average Return 14.7% 
*as of close 1/31/12 
Sources: stockspinoffs.com, Standard & Poor's 

 

Upcoming Spinoffs to Watch 
As detailed earlier, spinoff activity should remain robust in 2012 with many companies already 

announcing plans to complete spinoffs during the year. Within our universe of existing AAF companies, two 
companies have announced spinoff plans in 2012: McGraw-Hill and Kraft Foods.  

The Mcgraw-Hill Companies, Inc. (MHP) expects to complete the separation of its textbook 
publishing and educational services business as McGraw-Hill Education by late 2012. Asset Analysis Focus 
initially profiled McGraw-Hill in the Summer 2010 Double Issue. At the time, we highlighted the Company’s 
sum-of-the-parts value and suggested we would not be surprised to see management execute a sale of the 
former Information & Media and/or Education segments if shares continued to trade at a discount. In addition to 
the planned spinoff, McGraw Hill completed the sale of the Broadcasting Group for $212 million on December 
30, 2011. Not surprisingly, MHP shares’ discount to our intrinsic value estimate has closed markedly as shares 
have produced a total return of 57% (versus 19% total return for the S&P 500) since we published our report in 
September 2010. Nonetheless, MHP still currently trades at only 8x EV/EBITDA and an attractive 8% free cash 
flow yield. We look forward to seeing how the newly independent companies are valued separately by 
Mr. Market. In our view, the Company’s financial businesses are the most attractive, with fat operating margins 
of 41% at S&P Ratings and 30% at the S&P Capital IQ/S&P Indices segment in 2011. Of course, McGraw-Hill 
Financial will still deserve some discount for litigation risk related to the bubble-era MBS mess. While 
McGraw-Hill Education’s business is likely in secular decline, the business continues to generate strong free 
cash flow despite depressed public education sector spending. If disinterested MHP shareholders throw 
McGraw-Hill Education shares away, investors may find some value—so long as management does not spend 
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all the business’ free cash flow on questionable acquisitions aimed at maintaining dominance in the 
approaching digital era.  

Kraft Foods Inc. (KFT) is the second company in the AAF universe to recently announce a spinoff. 
We are more surprised by this announcement considering Kraft only completed the $19 billion purchase of 
Cadbury 24 months ago. The Company will spin off its slow-growth North American grocery business while 
CEO Irene Rosenfeld will remain head of the surviving global snacks business. Kraft shares have returned an 
impressive 45% inclusive of dividends (versus 24% by the S&P 500) since we initially profiled the Company in 
February 2010, which cools our expectations for the spinoff to unlock additional outsized returns in 2012. 
However, we continue to believe Kraft’s portfolio of leading brands offers an attractive moat as well as plenty of 
long-term emerging markets growth for the snacks businesses.  

Companies Ripe for a Spinoff 
As described, companies unsurprisingly tend to show marked outperformance in anticipation of, and in 

initial response to, a spinoff announcement. (Kraft and McGraw-Hill have both followed these historical 
patterns.) Therefore, it may be particularly valuable to uncover companies that are strong spinoff candidates. 
Below we highlight two such companies in the AAF universe.  

Time Warner Inc. (TWX) 
Since assuming the helm in January 2008, Time Warner Inc. CEO Jeff Bewkes has energetically 

moved to right-size the sprawling media empire, including showing a proclivity for spinoffs. As we at AAF had 
long proposed, Time Warner finally spun off its cable business in March 2009. More recently, the Company 
undid one of the ugliest mergers in Wall Street history through the spinoff of AOL in December 2009. While 
Mr. Bewkes is off to a great start, we still believe Time Warner is a good candidate for further deconsolidation. 
A carve-out/tracking stock or spinoff of HBO could be attractive, particularly if it helps investors to wake up to 
the disparity of its profitability and valuation versus Netflix. More likely, the publishing business is a suitable 
spinoff (or sale) candidate. With segment operational results improving over the past two years, this may be 
perfect timing to maximize shareholder value via a separation.  

Microsoft Corporation (MSFT) 
Microsoft’s stock performance has been nearly flat over the last decade (and it is trading at ~10x LTM 

EPS) despite delivering sales and operating profit growth of 176.5% and 131.7%, respectively. The Company’s 
Windows and Office divisions continue to own a near monopoly in operating systems and productivity software. 
These two divisions account for ~60% of total revenues and generate enormous amounts of cash flow. 
However, the Company’s Entertainment and Device Division (EDD) (which develops and markets Xbox 360 
gaming and entertainment consoles, Kinect and Xbox 360 video games) accounts for 13% of total sales. This 
division has few synergies with the rest of the Company and we believe that Microsoft can surface shareholder 
value if it spins off EDD to shareholders. Valuing EDD using comparable multiples for gaming companies, we 
estimate EDD is worth $1 to $3 per Microsoft share as a stand-alone company.  

 

Company Ticker 

Clients of Boyar Asset 
Management, Inc.  

Own Shares 
Analysts  

Own Shares 
Expedia, Inc.  EXPE   
Kraft Foods Inc. KFT   
Marriott International, Inc. MAR   
Marriott Vacations Worldwide Corporation  VAC   
The McGraw-Hill Companies, Inc. MHP   
Microsoft Corporation MSFT   
Time Warner Inc. TWX   
TripAdvisor, Inc. TRIP   
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Cisco Systems, Inc. 
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Disclaimers 

  
 
Asset Analysis Focus is not an investment advisory bulletin, recommending the purchase or sale of any 
security. Rather it should be used as a guide in aiding the investment community to better understand the 
intrinsic worth of a corporation. The service is not intended to replace fundamental research, but should be 
used in conjunction with it. Additional information is available on request.  
The statistical and other information contained in this document has been obtained from official reports, current 
manuals and other sources which we believe reliable. While we cannot guarantee its entire accuracy or 
completeness, we believe it may be accepted as substantially correct. Boyar's Intrinsic Value Research LLC, 
its officers, directors and employees may at times have a position in any security mentioned herein. Boyar's 
Intrinsic Value Research LLC Copyright 2012. 
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