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ILLUSTRATIVE
CASE STUDY

Portfolio Analysis:
Case Description

The following slides contain a case study of a large diversified enterprise that
has 4 Strategic Business Units:

« In 2005, the Company had: $10.1 billion in Revenue, $1.1 billion in Gross
Cash Earnings and $10.0 billion in Inflation Adjusted Gross Assets

« Between 2005 and 2007, the Company operated a planning and budgeting
process which allocated capital on a proportionate basis to Sales. Using
this process, the company invested $500 million into its business resulting
in:

— Approximately $300 million of capital invested below the cost of capital.

— Overall Business Returns and Residual Income Margin (RIM) remained essentially
flat at 10.5% and -0.5%, respectively.

— The Company’s Adjusted Market-to-Book Ratio (MBR) increased slightly from
0.95x to 0.96x. With the larger asset base, Enterprise Value increased by $491
— an increase of less than the incremental capital invested.

« Because of the company’s returns and investment strategy, the market
valued the Company’s assets at a discount to their Infl. Adjusted Cost
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Portfolio Analysis:
Case Description (Cont.)

Following this poor financial and market performance, the company decided
to make a change during its upcoming planning process:

« For the 2008 - 2009 planning period, the Company implemented a
returns-based capital allocation process. Instead of allocating capital
based on sales, capital was allocated where returns were the highest,
expected to remain high and provided the most growth potential. Using
this process, the Company’s subsequent $500 million investment yielded
substantially better results:

— All $500 million of capital was invested in the stronger businesses with better
BR, RIM and growth prospects. Additionally, capital was taken out of businesses
where returns were weak, even if it meant lower sales volume.

— Overall BR improved to 12.0%, RIM improved to 0.9% and the company’s MBR
increased to 1.09x.

— The company’s Enterprise Value improved by nearly $1.2 billion in just 2 years -
more than 2.3x the incremental investment.

By allocating capital using principals consistent with Internal Capitalism, the company
was able to create a tremendous amount of value for shareholders.
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A Mixture of Strong & Under-Performing Assets

Segment A- asset-lite value added
products, acquired by company

« Investment decisions skewed by
intangibles

Segment B- adjacent products to the
Core business, organically developed

Segment C- legacy business of the
company, mature industry

« Investment decisions skewed by sales
and internal politics

Segment D- A turn-around unit that has
underperformed over the past several
years due to a high cost structure

«  Profits continue to prove elusive -
always promised during budgeting but
never delivered
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Portfolio Analysis:
A Sub-optimal Approach to Capital Allocation
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Traditionally, capital was allocated based proportionately to size and legacy management
issues, resulting in continued sub-par performance
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More of the Same Produces More of the Same

Current Market to Book Ratio
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From ‘05-'07, $500 million of investments increased value by $491 million dollars -
a discount to the Company’s investment.
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Portfolio Analysis:
A Return Based Approach to Capital Allocation
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The return based approach creates an “Internal Capitalism” system where resources are
allocated based on the ability to generate a return on the next dollar of capital.
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Portfolio Analysis:
Better Strategy Drivers Better Results
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By allocating the next $500 million based on Business Returns, Residual Income &
Growth, the company was able to create nearly $1.2 billion of value.
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These materials have been provided to you by Fortuna Advisors LLC in connection with an actual or potential
mandate or engagement and may not be used or relied upon for any purpose other than as specifically
contemplated by a written agreement with Fortuna Advisors LLC. In addition, these materials may not be
disclosed, in whole or in part, or summarized or otherwise referred to except as agreed in writing by Fortuna
Advisors LLC. The information used in preparing these materials was obtained from or through you or your
representatives or from public sources. Fortuna Advisors LLC assumes no responsibility for independent
verification of such information and has relied on such information being complete and accurate in all material
respects. To the extent such information includes estimates and forecasts of future financial performance
(including estimates of potential cost savings and synergies) prepared by or reviewed or discussed with the
managements of your company and/or other potential transaction participants or obtained from public sources, we
have assumed that such estimates and forecasts have been reasonably prepared on bases reflecting the best
currently available estimates and judgments of such managements (or, with respect to estimates and forecasts
obtained from public sources, represent reasonable estimates). These materials were designed for use by specific
persons familiar with the business and the affairs of your company and Fortuna Advisors LLC assumes no obligation
to update or otherwise revise these materials. Nothing contained herein should be construed as tax, accounting or
legal advice. You (and each of your employees, representatives or other agents) may disclose to any and all
persons, without limitation of any kind, the tax treatment and tax structure of the transactions contemplated by
these materials and all materials of any kind (including opinions or other tax analyses) that are provided to you
relating to such tax treatment and structure. For this purpose, the tax treatment of a transaction is the purported
or claimed U.S. federal income tax treatment of the transaction and the tax structure of a transaction is any fact
that may be relevant to understanding the purported or claimed U.S. federal income tax treatment of the
transaction.



