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Biopharma Carve-Outs Are Tricky. Here’s How to
Get Them Right.
FEBRUARY 28, 2022 
By Hob Brooks, Ben Aylor, Megan DeFauw, Chrissy O’Brien, and André Kronimus

Through carve-outs, companies can create value, streamline portfolios, and reduce

complexity. But the ultimate success of a deal hinges on focused, proactive

execution.

As the health care environment evolves at an accelerating rate, biopharma companies

increasingly respond through carve-outs. By reshaping their portfolios, firms can focus on

fast-growing business units and unlock value from assets that add unnecessary complexity
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or might perform better with a different owner. Yet these transactions won’t achieve their

full potential unless companies take the right approach to deal execution. Carve-outs are

more challenging in biopharma than in other industries, leading to greater value creation

for businesses that execute deals well—and greater risks of destroying value for those that

don’t.

From our experience helping biopharma leadership teams execute large-scale carve-outs,

we’ve learned that companies can proactively manage the complexity of these deals by

keeping a laser focus on strategy from the outset and following a few clear supporting

principles. In doing so, biopharma players can avoid unexpected one-time costs and

ongoing entanglements—getting to the finish line faster. This is a more deliberate and

thoughtful approach but yields superior value in the long run.

Deal Execution Is Where Value Is Gained—or Lost

Across industries, carve-outs are on the rise. From July 2020 through June 2021, the

quarterly average deal value was $309 billion, 25% higher than the five-year average ($247

billion per quarter). There is a clear logic behind this trend: carve-outs create value. From

2003 through mid-2021, returns for the Bloomberg Spin-Off Index more than doubled

those of the S&P 500. Yet performance varies widely between the winners and losers.

Only about 50% of deals create value in the medium term, and poor performers can lose

significant value, producing total shareholder return that’s more than 100 percentage

points below the leaders. (See Exhibit 1.)

https://www.bcg.com/capabilities/mergers-acquisitions-transactions-pmi/carve-outs
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Oen, the differentiating factor is deal execution. No matter how strategically sound a

carve-out may seem on paper, if it is not executed in a thoughtful, deliberate way—

considering and planning for all contingencies—it will likely fall short of expectations.

The carve-out trend in biopharma is just as strong as it is in other industries. Activity in

2020 was artificially low because of the pandemic, but 2019 was an all-time high, with $44

billion in deal value, including four carve-outs of more than $5 billion. (See Exhibit 2.) All

signs suggest that divestitures will resume as the business environment slowly returns to

normal. Strong valuations, the continued impacts from loss of exclusivity, and pricing

pressures are together spurring an increase in carve-outs, as biopharma companies reshape

their portfolios to better meet the needs of the market and create value for shareholders.

https://www.bcg.com/capabilities/mergers-acquisitions-transactions-pmi/divestitures
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Why Biopharma Deals Are More Complex

The challenge is that executing carve-outs in biopharma is not easy, for several reasons.

Global Footprints with Local Operations. Most biopharma companies are

multinational firms, yet they require highly localized operations because of the complex

licensing required to import, distribute, and sell pharmaceuticals in different markets

around the world. Any carve-out strategy must first define a local commercial strategy for

each region (aligned to the overall global strategy) and then disentangle the local

operations in every impacted market. This can result in dozens of local workstreams to

separate the businesses.

Complex and Ever-Changing Regulations. Health care faces far stricter regulatory

oversight than many other industries, and most biopharma carve-outs trigger thousands

of regulatory implications, from manufacturing-site name changes to marketing-

authorization transfers, many of which have potential supply implications. For a business

being sold off, every product requires dozens—if not hundreds—of changes to marketing

authorizations and artwork in each market where the products are sold. Executing these
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modifications while maintaining continuous supply is incredibly challenging and oen

takes several years to complete. During this time, the parent company and carve-out

business remain entangled and rely upon one another’s compliance resources.

Integrated Supply Chains. Most multinational biopharma firms are exceedingly efficient

in their operations, through tightly integrated global supply chains. Products for the carve-

out business will likely be commingled with the parent company’s products across the

supply chain, including manufacturing sites, distribution centers, and third-party suppliers

or contract manufacturing organizations (CMOs). The carve-out process needs to separate

those production streams and consider the tax, legal, and regulatory implications of each

decision.

Combined IT Systems. Like manufacturing processes, biopharma IT systems are

validated and audited by regulators around the world. Separating the systems and data

that the carve-out will need to operate—and ensuring that each system is not only

operational but approved by all relevant health authorities—takes time and will almost

certainly require transitional service agreements (TSAs) aer the deal closes, to ensure

business continuity.

Patient-Critical Products. Biopharma companies sell medically necessary products that

carry life-and-death implications for patients. Unlike in other industries—where

production errors or out-of-stock items may be a minor annoyance for customers—

business continuity is mandatory in health care.

Key Areas to Get Right During Execution

Mitigating the complexities requires significant forethought and planning. In our work

helping biopharma companies execute large and successful carve-outs, we have identified

five core areas for management teams to prioritize during the execution phase

(corresponding to the five challenges discussed in the previous section).

https://www.bcg.com/capabilities/operations/supply-chain-management
https://www.bcg.com/industries/health-care/overview


© 2023 Boston Consulting Group 6

Structure governance to address global and local considerations. It’s essential to set

up an agile governance model—a global, centralized workstream to oversee all local

separation activities and coordinate the work of lawyers and other advisors. In this way,

companies can ensure that separation activities are conducted consistently around the

world.

Build a program to address regulatory and supply implications. At an early stage of

the program, management teams need to assess the regulatory consequences of a carve-

out; doing so can dramatically reduce the timeline as well as the costs incurred from

inventory buildups and write-offs. This workstream is highly technical, inherently cross-

functional, and very dynamic given that the regulatory environment and supply

requirements evolve over the course of the divestiture process.

Develop a clear upfront strategy to disentangle supply chains. Decisions made early

in the program about the acceptable level of supply chain entanglement at close can have

a material impact on the timeline, tax implications, and overall cost of the carve-out

process. Carefully designing long-term supply agreements between the two entities can

mitigate some—though not all—challenges of commingled supply chains.

Engage the business early in separating IT systems. A robust and strategic inventory

of IT systems—and the options for dividing them—is essential at the outset of a carve-out

program. This needs to be a collaboration between the IT experts and business owners for

all key systems. For example, some carve-out programs entail developing systems for

highly complex, critical technology. That approach improves information flow and data

security once the parent company and divested business begin to operate independently



Mitigating the complexities of biopharma carve-outs
requires significant forethought and planning.
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and provides additional time to stand up the long-term IT solutions for the unit being sold

or spun off.

Prioritize the continuity of supply for medically necessary products. Because

biopharma products are so critical to patients, carve-out programs need to factor in all

potential effects on supply. Companies must coordinate cross-functional governance—

including regulatory, supply chain, and commercial considerations—to ensure that the

project plans will enable continuous supply throughout the carve-out timeline. Activities

and workstreams related to separating the business need to be isolated from the activities

and workstreams required to run the business—though any separation activity with

potential supply implications must be clearly identified and flagged to the business owner

well in advance.

Carve-outs are a highly attractive means for biopharma companies to create value,

streamline portfolios, and reduce complexity. But merely deciding to conduct a deal is not

enough; the ultimate success of a deal hinges on its execution. By understanding the

challenges in advance and thinking through the potential ramifications of key decisions,

management teams can make sure that they get to the close on time and with a clear plan

to capture all possible value.
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of the client organization, fueled by the goal of helping our clients thrive and enabling them to

make the world a better place.
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