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A spin-off occurs when a publicly traded company separates part of its 
business into a second public company and distributes its shares in the new 
business on a pro-rata basis to existing investors. Spin-offs occur because 
management thinks their business is undervalued by the market, and believes 
(with good reason) splitting the business up into a simpler structure will force 
investors to re-value the spin-off and parent more inline with comparable 
companies.  Let’s walk through an example to see how the spin-off process 
works in practice. 

On May 8, 2018, Dover (DOV), a conglomerate manufacturer of industrial 
products, spun off its energy business, Apergy (APY), into an independent 
public company and distributed its shares to existing Dover shareholders.

The distribution ratio was 1 : 2 which means that for every 2 shares of Dover 
owned, an investor would receive 1 share in the new company, Apergy. Prior to 
the spin-off, let’s assume a hypothetical  investor owned 1,000 share of DOV. 
After the spin-off, that same investor would have owned 1,000 shares of DOV, 
and also, 500 shares of APY.


