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Portrolio strategy

The job of management is to optimally develop and deploy resources. Spinning off businesses that

are valued more highly on their own can unlock significant upside for the seller. To realize these
‘addition through subtraction opportunities’, a structured approach and developing the training

muscles ahead of race day is essential.

Portfolio strategy is one of management’s prime
responsibilities. Yet few executives are versed or
trained in methods to systematically analyze and
determine which portfolio businesses to allocate capital
to and which to sell.

Further, corporate incentive programs frequently focus
on “growth” metrics over economic profit, encouraging
managers to accumulate assets rather than optimize
capital. The empirical record shows that sellers in
public company M&A create more value than buyers
meaning active portfolio managers — those who divest
as effectively as they acquire — are likely to outperform
those who only buy.
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Corporate capital allocation strategy

Divestment is a strategic funding source. Capital allocation must balance investing in the core with pruning the tail to maximize total shareholder return.

Balancing sources and uses Sources and uses of financial capital US financial capital sources and uses, 2024 USD bn

Corporate focus often leans heavily on the uses of capital + :
(CapEx and M&A). However, leading Consumer & Industrial sourceS[ ] USES[ ]

groups pay equal attention to the sources. Divestitures are a Operating cash flow
critical lever to release trapped equity, providing the fuel to Stock issuance
invest in high-growth core segments without over-leveraging Capital expenditure

the balance sheet.
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The arbitrage opportunity D T Share buybacks

Selling non-core assets is often a form of valuation

Research & Development
arbitrage. By divesting assets that command a higher . P
multiple outside the group — or simply removing the Operational .
“conglomerate discount” drag — corporates can recycle cash flow Dividends

capital into higher-ROIC core activities.

Net working capital

The role of the center in allocation Divestures

Effective allocation requires an honest assessment: Is the Net debt issuance
Corporate Center the best source of capital for this asset? If
a business unit competes for resources against a high-
growth core, it may be starved of the investment it needs.
Divestment can be the most responsible decision for the

asset’s own future growth.

Internal

Mergers & Acquisitions

Stock issuance

Divestures

Sources: KPMG Analysis. US Capital Deployment is for the S&P 500, sourced from S&P Capital IQ. Sourced from cash flow statements except or Research & Development.
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Portfolio performance analysis

Building a data-driven view of the portfolio that goes beyond lagging financial metrics. Successful reviews integrate market trends and consumer

behaviors to anticipate where the portfolio needs to be tomorrow.

From “current state” to “future exposure”

Traditional portfolio analysis focuses on past performance (revenue, ROIC). While essential,
these are lagging indicators. To future-proof the business, analysis must identify where the
portfolio is exposed to disruption.

For consumer groups, this means analyzing evolving tastes (e.g. health and wellness shifts,
channel migration) to predict brand obsolescence. For Industrials, it means mapping assets
against technological shifts. These “leading indicators” provide the early signals required to

pivot the portfolio before value erodes.

Establishing “true” profitability (internal separation)

Before making strategic decisions, management needs a single source of truth. By overlaying
full cost allocations to create a “shadow P&L,” corporates can simulate standalone
performance. This internal separation reveals whether an asset is a self-sustaining value
driver or is being propped up by the corporate center — a key input for the “keep vs. divest”
decision.

The right cadence: Stability vs. agility

Strategic portfolio reviews should not be a quarterly distraction that destabilizes business
units. We recommend a dual-speed approach:

* Quarterly: Light-touch monitoring of financial health and key operational KPls.
* Annual: Deep-dive strategic reviews challenging the “Best Owner” status and long-term fit.

This ensures assets have the stability to execute their plans while ensuring the portfolio
strategy remains agile enough to react to market signals.

Source: KPMG Analysis.
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Example data driven portfolio performance analyses
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Asset/BU level performance

Combine financial profitability (ROIC,
margin) with market health scores
(brand relevance, innovation velocity)
to identify assets that are profitable
today but strategically challenged.

Cost allocation analysis

Create a ‘synthetic’ or ‘shadow P&L’ to
reveal standalone economics. Identify
stranded costs and corporate subsidies
that distort true asset performance.

Asset/BU benchmarking

Benchmark against peers on both
efficiency (cost, yield) and future
readiness (R&D spend, digital maturity)
to inform turnaround, internal
separation or divestment decisions.
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Asset performance benchmarking



Dynamic portrolio reviews: The hest owner test

Keep or divest decisions start with two questions: (1) Does the asset beat its own cost of capital? (2) Are we the best owner?

lllustrative framework for portfolio review

Positive . : . @ Bubble size
Internal separation | Keep & invest indicates

BU share of
invested
capital

8 i @ High
< @ Medium
= 0h-- I ® Low
! :
2 |
o |
Is the 14 :
asset i
generating ;
value? ,
Priority divest .
Negative : ' Fix
0  Standalone Value 1 As Is Value >1

Could an alternative
owner extract more?

Source: KPMG Analysis.

: Feasibility of sale:

Reading the chart

We've set out here a framework for making portfolio divestment decisions,
with each bubble representing a portfolio company:

Value creation/Vertical axis: Is the asset generating returns above its
cost of capital? (ROIC > WACC)

Best ownership/Horizontal axis: l.e. size: What share of group capital is
invested in this BU?

The resulting quadrants:

Priority divest: Value eroding and worth more to someone else.

Internal separation: Value positive but derives little benefit from the
corporate center. In these cases, the best move isn’'t always to sell
immediately. Instead, corporates can execute an internal separation,
carving out the asset operationally and financially while retaining
ownership. This forces P&L transparency, removes corporate overhead
drag and creates the “standalone discipline”, while preserving optionality to
sell or spin-off later.

Fix: Value negative yet hard to sell.

Keep: Outperforming under current ownership.

From theory to the starting line

This framework is not an academic exercise; it is the qualifying heat for the
relay. Once an asset falls into the “priority divest” or “internal separation”
zones, the focus must shift immediately from theoretical valuation to
operational readiness (the focus of the rest of this paper).

Note: A numerical quantification positioning re As Is v Standalone Value could be calculated based on the ratio of: (a) estimated enterprise value within the group (e.g. using the Group’s EBITDA multiple) and (b) estimated third-party value (e.g. using a market multiple for similar assets).
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Embedding value creationinto your portfolio strategy

Transforming portfolio reviews from tactical checkpoints into long-term value roadmaps. Providing assets with an “optimization runway” prevents

value destruction.

Knowing which assets to divest and when
requires a long-term view

Case study example:

The challenge: A global consumer conglomerate identified a
sub-segment of brands that were diluting overall Group ROIC.

The tactical trap: The immediate instinct was to sell quickly
to stop the margin bleed. However, a “fire sale” of
underperforming assets would have crystallized a significant
loss in value.

The strategic solution: Instead of an immediate sale,
management used the portfolio review to define a value
creation roadmap. They treated the unit as an “internal
separation,” allocating 18 months to execute specific
efficiency levers (SKU rationalization and overhead reduction)
that the group had previously neglected.

The result: By giving the asset a “second chance” to prove its
standalone economics, the company eventually divested the
unit at a higher multiple than the initial as-is valuation.

Year 1 Year 2 Year 3

Strategic
divestment
(at premium)

Internal
separation/fix

Identify

candidates

Source: KPMG Analysis.
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Approach

Common static approach (tactical)

Incident-led and reactive:

* Focuses on fixing immediate
issues. Often serves to “rubber
stamp” divestment decisions
already made by management.
“Should we sell this under-
performer”.

¢ Focused on known
underperformers rather than a
holistic assessment.

Immediate action
* Infrequent, triggered by crisis or
buyer inbound.

Timing * Assets are identified and sold
immediately (as-is), often in
distress, leaving value on the table
for the buyer to unlock.

Defensive

« Selling only when there is no other
choice; bias towards hoarding
assets.

* Protective divestment decisions.

Mindset

Dynamic, long-termroadmap (strategic)

Forward-looking

Asks questions: “Does this asset belong in our
future?”, “What is the value potential of this
asset?” and “Are we the best in satisfying
consumer demands?”

Biases mitigated through objective, transparent
process and clear metrics.

Ongoing tracking of performance improvement
initiatives (particularly for assets in the “fix” or
“monitor” categories).

Allows for optimization runways

Build into reporting and budget cycles.
Continually refresh analysis with relevant internal
and external data, and trends.

Identifies candidates 18-24 months early, creating
a lead-time to fix stranded costs and lift EBITDA
before the sale process launches.

Value first

“Second chance” mentality: Fix the asset first via
internal separation, then decide to keep or sell
based on the new baseline.

Incentives aligned to return on invested capital
leading to value creative divestment decisions.



Building corporate portfolio optimization capability

Building the right capability with corporate development teams requires consideration of a variety of different levers related to the M&A process.

Division/Industry Organization in Capability development Process and

deal lifecycle governance
Establishing how the team is Establishing when in the deal Defining which capabilities are Establishing the level of
organized internally by to bring the value creation internally developed vs. what systemic implementation and
capabilities and specialization capabilities and the role of comes from suppliers scalation mechanisms

those in the process

Division/Industry Portfolio analysis Processes
(i.e. FMCG, LSHC) (i.e. performance tracking) (i.e. BP dev, value creation DD)
Deal Governance
(i.e. DD and negotiation) (i.e. conflict, escalation)
Strategic priority Post-deal Incentives
(i.e. M&A, partnerships) (i.e.100 days, Ops team) (i.e. performance)

Geography

(i.e. US, ASPAC, etc.)




Your questions answered (101 2)

We set out below the common Consumer & Retail portfolio strategy questions we are asked most often, together with our perspective.

How do leading Consumer & Industrials
sellers maximize value from carve-outs?

We see leading Consumer & Industrials sellers using
portfolio reviews as a capital allocation tool, not just a
transactional step. Companies with mature M&A and
strategy teams have an end-to-end roadmap that links

portfolio evaluation, brand strategy and separation readiness.

This includes clear articulation of the equity story, cost of
capital discipline and operational disentanglement planning.

Rising input costs, shifting consumer preferences and
ongoing supply-chain volatility have made portfolio agility
critical. The strongest sellers build optionality early,
identifying which brands or formats could create greater
value under alternative ownership.

How are leading Consumer & Industrials
businesses evaluating their portfolios?

Consumer & Industrials groups are redefining core product
lines to strengthen margin resilience and maintain relevance
amid changing consumer trends, tariff shifts and cost
inflation.

A few leading practices include:

» Competitive benchmarking: Assessing brands versus
discounters and private labels across market share,
retailer margin pressure and pricing power.

* Return on invested capital: Evaluating returns from brand
and format investment relative to WACC and lifecycle
stage.

» Operational footprint: Reviewing sourcing, logistics and
regulatory complexity to optimize cost and
responsiveness.

* Market signals: Using leading indicators (e.g. commodity
cycles, shift to EVs/electrification, health trends) to predict
asset obsolescence.

What indicates a divestiture might be right
for an asset?

Typical divestiture signals in Consumer & Industrials include:

* Brands or SKUs that no longer align with portfolio
architecture or retailer strategy.

* Assets where in-group value is below likely standalone or
buyer value, due to synergy potential elsewhere.

« Units facing structural cost inflation or channel conflict
(for example, D2C overlap with wholesale).

» Categories experiencing declining innovation velocity or
share erosion from private-label competition.

» High-capital or working-capital intensity compared with
group alternatives.

» Categories subject to disruption from upstart brands or
dynamic consumer trends.



Your questions answered (2 of 2)

We set out below the common Consumer & Retail portfolio strategy questions we are asked most often, together with our perspective.

How should companies decide which
assets to carve out?

We recommend combining analytical rigor with practical
separation readiness, as we have set out in this paper.

Companies should map their brands and business units by
ROIC spread versus ownership fit, then test feasibility: IP
ownership, trade-term novations, co-manufacturing options
and data disentanglement.

Underperforming or non-core units that dilute focus and
capital efficiency often become carve-out candidates. The
goal is a capital-light end state where retained assets
compound faster and carved-out units realize greater value
under new ownership.

What are the typical pitfalls that Consumer &
Industrials sellers fall into and how can
these be overcome?

The most common pitfall is ignoring structural warning signs
and holding assets until they are in terminal decline.

C&R portfolios are currently facing a “hollowed-out middle”
(K-shaped demand) where heritage mass-market brands are
being squeezed by the growth of private label at the value
end and specific wellness/premium challengers at the top.
Additionally, increasing ESG and sustainability requirements
are turning older, capital-intensive manufacturing footprints
into stranded liabilities.

Sellers often fall into the trap of “inertia,” hoping these
trends will cycle back. To overcome this, corporates must
identify these structural headwinds early and divest mid-tier
assets before the margin squeeze becomes visible in the
P&L, selling a platform with potential rather than a “fixer-
upper” in decline.
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PN Garve-out strategy: Knowing your options

Decide the structure and separation play up front. These two calls set up the order, the pass and level of work you bring forward.

In this leg of the carve-out relay, we present the predominant
carve-out structures and approaches and provide some key
guideposts in determining the carve-out structure and
selecting the optimal approach to achieve the carve-out
strategy.

Building value into the design of your carve-out starts with
making informed decisions on structure and approach and
formulating a comprehensive carve-out strategy.

Defining the perimeter and addressing the key drivers and
purpose of the carve-out will direct you to the best suited
structure. In the following leg of our carve-out relay race, we
outline the requirements and implications of each potential
structure and further present a decision tree to guide you
through the key gating questions to address.

Bridging the gap from preferred structure to successful preparation
for market requires a holistic evaluation of a number of additional
factors in order to determine the optimal carve-out approach.

These factors include buyer universe certainty, transaction
timeline, entanglement complexity, confidentiality,
regulatory/market pressures and experience of the seller.

Carve-out cost and effort through deal cycle

Pre- Sign to Post-
outreach close close

Initial outreach Signing Closing

--in- i i i
Paftial
| tandalo: i

We outline the key considerations of the four dominating
carve-out frameworks through all phases of the transaction
and provide detailed definitions of each.

Understanding the playbook, benefits and challenges for
each approach can direct you to the best solution in
alignment with your priorities (e.g. requirements on cash,
focus, speed or optionality) and with the buyer you want
across the table.

The carve-out playbook sets the direction for the entire '
program from both the seller and buyer’s perspectives, i
impacting carve-out financials, potential for value realization, :
and separation planning and implementation, with cost and i
effort intensity varying by deal phase depending on the :
approach taken.

_
High
Synthetic standalone
Operations are integrated with

RemainCo while financials are
separated at buyer outreach.

Carve-out cost and effort | Low

Business-in-a-box

A fully autonomous CarveCo
entity with all functions included
at time of buyer outreach.

Partial standalone

Core functions are carved-out;
RemainCo provides support
functions to CarveCo at buyer
outreach.

Integrated with RemainCo
Operations and financials are
fully integrated with
RemainCo at the time of
buyer outreach.

Read more in the Carve-out strategy section
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