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Would you rather run a profitable

business or one that creates value?

June 2026
By Josef Guevarra

It sounds like a trick question. But in corporate finance, it's not.

A profitable business is one that generated earnings clearly reflected in its income statement through metrics such as revenue,
margins, EBITDA, and net income. These measures provide a visible and consistent signal that the business is “working”.

But a value-creating business is one that goes a step further. Value is driven by cash flows, but those cash flows require capital,
and that capital comes at a real cost.

As a result, true performance is not defined by profits alone, but by whether those profits are sufficient relative to the capital
deployed to generate them.

In other words:

o Profitability measures whether a company makes money
e Value creation measures whether it makes enough to justify the capital it consumes

If profitability is not the endpoint, what prevents companies from taking the final step?
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COMPLEXITY

Why Companies Get Stuck in Profitability?

Most organizations successfully move from scale metrics (sales, volume, market share) to profitability (EBITDA, net income),
but profitability sits in the middle, not at the top, of the performance hierarchy.

Few make the leap to true value-based evaluation. Several factors explain why:
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Starting with the most straightforward, Value-based metrics are simply harder to measure.

Metrics like ROIC and economic profit demand a different lens on performance:

:AEingE e Define real capital at work - not just accounting assets
o Estimating the cost of capital, including the often-ignored cost of equity
EASY TO e Returns vs cost - focus on spread, not just absolute profit
IGNORE More importantly, these metrics require judgement and discipline, not just calculation.
l Unlike revenue or margins which are standardized, widely understood, and consistently
. reported, value-based metrics:

e Are less intuitive
e Require alignment across finance and operations
e Are harder to communicate across the organization

e Vary based on industry, business model, and situation

As a result, organizations tend to default to what is easier to measure, easier to explain, and easier to manage even if it provides
an incomplete view of performance.

While value-based evaluation is more involved, it enables more informed decisions through deeper insight into value drivers.
Stepping back to a high-level perspective simplifies the concept and clarifies what truly drives value.

Core Value Creation Framework

At its core, it comes down to one simple equation:

Economic Profit/ Loss = (ROIC - WACC)

Where:
Return on Invested Capital (ROIC) - Profit per dollar invested in the business
Weighted Average Cost of Capital (WACC) - Minimum return required by capital providers

Where ROIC stands relative to WACC determines whether value is created or destroyed.
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Economic profit reframes performance from “how much did we earn?” to “was it worth the capital required?”
the line between value creation and destruction.
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Another factor that keeps companies stuck is the tendency to view profitability as the ultimate measure of success.
Overlooking the risk that it can coexist with value destruction.

The Profitability Trap

Many companies treat profitability as the endpoint of performance. Once margin targets are met, earnings grow, EBITDA
improves, results are rewarded. Reinforcing the perception of success.

But that sense of success can be misleading.

Consider a company with strong margins, growing earnings, and positive cash flows.

’ \
’
Invested Capital Profit* ROIC
$1,000 m $60 6%
.‘ *25% tax rate 4 SUCCESS!
\ ROIC = Profit / Invested Capital /)

Every dollar invested earns 6 cents of profit

On paper, performance looks solid and the business is seen as successful. To sustain this growth, this company reinvests
$200 back into the business each year.

But the capital fueling this profit and growth comes at a cost. With a 9% required return (WACC), each dollar invested and
reinvested in the businesses loses 3 cents in value.

The company continues to grow earnings while reinvesting at sub-economic returns, creating the illusion of success as
value quietly erodes over time.

INVESTED CAPITAL PROFIT vs VALUE

» $2,000

. nual
Reinvestment

grows the
capital and
profit.

Value creation,
however, is not Economic Loss
guaranteed.
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Understanding the concept is only the starting point. Applying it is where it becomes powerful.

How Value Creation Drives Better Decisions

Beyond measuring past performance, the value creation measure is a practical decision-making tool. The same

framework that measures performance also guides better decisions.

Use Case Key Question Application Decision Anchor

Capital Allocation Where to invest? e Prioritize high positive spread Capital flpws to thg highest value—creatihg
’ o Avoid funding sub-economic return projects uses, not just the biggest or fastest growing

M&A / Growth O o Evaluate deal / project ROIC vs corporate WACC Reject deals if returns do not exceed cost of

Strategy g ) e Include synergies, M&A costs, and time horizon capital, even if earnings accretive

Business Unit Grow, maintain, or e Rank business units by ROIC - WACC spread

Reallocate capital from value-destructive to

Management deprioritize? « Identify positive, zero, and negative spread value-accretive businesses
Management Is management » Evaluate performance via economic profit Hold management accountable for capital
Evaluation creating value? « Focus on returns, not just earnings growth efficiency and value-creation
Investor How to tell the value * Frame performance as ROIC vs WACC Shift narrative from earnings growth to value

» Highlight economic profit generation

Communication story?

creation

Importantly, the inputs behind ROIC and WACC are not one-size-fits-all; they require clear definitions and

thoughtful calibration to ensure consistent application across the business.

The “Value Creation Operation System”

The value creation operating system translates the ROIC - WACC concept into a practical set of disciplines

ensuring that the capital is deployed with purpose, performance is evaluated correctly, and value creation

becomes part of everyday decision-making. Here's a practical approach:

Make WACC Explicit

% Set clear policy on WACC; ERP
source, beta approach (public vs
private), credit spreads

% Consistency matters more than
precision

highest

Measure ROIC Correctly

E

VALUE IN
ACTION

+ Use net operating profit after
tax (NOPAT)

++ Define invested capital

¢+ Segregate operating vs non-
operating income

O\

Shift to Economic Profit

¢+ Approve projects if:
— NPV positive and
— ROIC > WACC
¢ Allocate capital where returns are

Manage the Two Levers

% Improve ROIC
% Lower WACC

Profitability is easy to measure, but value creation is what separates winners from the rest. The framework provides clarity, but

its impact depends on how rigorously it is applied.

Organizations that consistently create value don’t just understand the rules; they embed them into how they operate.
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PNC Corporate Advisory Overview
Corporate Advisory supports clients by engaging in strategic dialogue to assess key priorities, evaluate alternatives, and guide

decisions that best align with corporate and shareholder goals to drive long term value.

What differentiates corporate Providing highly customized analysis around
advisory? key corporate finance topics
g Ay
v Complimentary, 585 @ O ZQ:
value add offering
Capital Allocation & ROIC Scenario and Value Driver Analysis
Evaluation of capital allocation strategiesto ~ Financial modeling and analysis across scenarios and transactions
drive additional value to shareholders to illustrate value creation opportunities

Consultative,
V4 product agnostic

approach @'C @ Q

Working Capital Analysis Liquidity and Capital Structure
Identifying opportunities to unlock cash flow  Assess optimal capital structure that provides appropriate liquidity,
Examine Corporate through working capital efficiencies aligns with risk tolerance, and funds corporate & shareholder goals
v and shareholder AN o
perspectives O
Peer Benchmarking Shareholder Goals
\/ . . o ere Examine trends among relevant peers within a Financial modeling around dividend recaps, generational
Tailored to client prlOI"ItIeS similar industry or ownership profile to help a transitions, and management buyouts, collaborating with ESOP
company identify value creation opportunities Advisory, Harris Williams, and Solebury around broader

alternatives

TR

Experienced team with deep corporate finance, capital markets and investment banking backgrounds. Generalists that have the
ability to understand key value drivers of a given industry / company and are well-versed in various alternatives to drive early-
stage product agnostic discussions.

\ Melissa McCarthy )° Tim Brady Josef Guevarra (= Maggie Warrier
! Executive Vice President o Managing Director & s Managing Director i £ Managing Director
Head of Corporate Advisory ‘ Midwest Region West Region 4 East Region
Tyler Brady Alli Levatino ) _ Veronica Parkinson Miles Powe
\ Associate Director Associate Director Associate Director My Associate Director
Contacts Josef Guevarra Melissa McCarthy
Managing Director Head of Corporate Advisory
josef.guevarra@pnc.com melissa.a.mccarthy@pnc.com
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Standard Disclosures

These articles are for general information purposes only and are not intended to provide legal, tax, accounting, or financial advice. PNC urges its customers to do
independent research and to consult with financial and legal professionals before making any financial decisions. The opinions and views expressed by the authors do
not necessarily reflect the opinions and views of PNC or any of its subsidiaries or affiliates, nor does the inclusion of the articles in this magazine constitute endorsement
by the authors or PNC of any of the products or services of others referenced herein.

PNC, PNC Bank, PINACLE, ActivePay, Midland Loan Services, CMBS Investor Insight, Portfolio Investor Insight, Borrower Insight, Document Insight, CRE
Servicing Insight, Building the Premier Real Estate Financial Services Firm - One Loan at a Time, Grow Your Business, Not Your Overhead, Shared Servicing, PNC
Erieview Capital, Enterprise!, Riverarch, Solebury Capital, Solebury Strategic Communications, Clickserv, Custom Truck Capital, PINACLE Connect, PINACLE
Pass, Playlist, Playlist - Making the First Meeting Feel Like the Third, PNC Capital Markets, PNC Commercial Rewards Card, PNC Fleet Direct, PNC Institutional
Asset Management, Brilliantly Boring since 1865, and Remote Safe Solution are registered marks of The PNC Financial Services Group, Inc. (“PNC”). Riverarch
Equity Partners, PNC Direct Bond Select, and PNC Wealth Management are service marks of The PNC Financial Services Group, Inc. Tempus Technologies is a
registered mark of Tempus Technologies, Inc. Linga, Linga POS and rOS are registered marks of Linga, LLC.

Bank deposit, treasury management and lending products and services, foreign exchange, derivatives products, bond accounting and safekeeping services,
escrow services, and investment and wealth management and fiduciary services, are provided by PNC Bank, National Association (“PNC Bank”), a wholly owned
subsidiary of PNC and Member FDIC. Energy financing is provided by PNC Energy Capital LLC, a wholly owned subsidiary of PNC Bank, and by PNC Commercial,
LLC (an indirect wholly owned subsidiary of PNC). Vendor financing is provided by PNC Vendor Finance, a division of PNC Bank and PNC Vendor Finance
Corporation Canada. Aircraft financing is provided by PNC Aviation Finance, a division of PNC Bank. Asset-based lending is provided by PNC Business Credit, a
division of PNC Bank and PNC Financial Services UK Ltd (an indirect wholly owned subsidiary of PNC Bank) in the United Kingdom. Specialty finance products are
provided by Steel City Capital Funding, a division of PNC Bank. Merchant services are provided by PNC Merchant Services Company. Payroll processing services
to employees, officers, and directors of third-party companies acquired by, or merged into, other third parties are provided by PNC PAID, LLC, a wholly owned
subsidiary of PNC Bank. Secure payment gateway services and reporting and payment-processing solutions are provided by Tempus Technologies, Inc., a wholly
owned subsidiary of PNC Bank. Restaurant software, point of sale and payment services are provided by Linga, LLC, Linga POS LLC and Hybrid Payments, LLC,
indirect wholly owned subsidiaries of The PNC Financial Services Group, Inc. Direct equity investing and mezzanine financing are conducted by PNC Capital
Finance, LLC through its Riverarch Equity Partners, PNC Mezzanine Capital and PNC Erieview Capital affiliates. Investment banking and capital markets activities
are conducted by PNC through its subsidiaries: PNC Bank, PNC Capital Markets LLC, Harris Williams LLC, Solebury Capital LLC, and SP Capital Partners, LLC,
an exempt reporting investment adviser not currently registered as an investment adviser under the Investment Advisers Act of 1940 and an indirect subsidiary of
PNC that provides investment advisory and management services to SP Capital Fund, LP. Services such as public finance investment banking services, securities
underwriting, and securities sales and trading are provided by PNC Capital Markets LLC. Mergers & acquisitions advisory and related services are provided by
PNC Capital Markets LLC, Fortis Advisors LLC, Harris Williams LLC, Harris Williams Private Capital Advisory Ltd., Harris Williams & Co. Ltd, and Harris Williams
& Co. Corporate Finance Advisors GmbH. Harris Williams LLC is a registered broker-dealer and member of FINRA and SIPC. Harris Williams & Co. Ltd is a
private limited company incorporated under English law with its registered office at 13th floor, One Angel Court, London EC2R 7HJ, UK, registered with the
Registrar of Companies for England and Wales (registration number 07078852). Harris Williams & Co. Ltd is authorized and regulated by the Financial Conduct
Authority (“FCA”), FCA number 5408952. Harris Williams Private Capital Advisory Ltd. Is an Appointed Representative of Sturgeon Ventures LLP, which is
authorized and regulated by the FCA, FCA number 452811. Harris Williams & Co. Corporate Finance Advisors GmbH is registered in the commercial register of
the local court of Frankfurt am Main, Germany, under HRB 107540. The registered address is 16th Floor, Marienturm, Taunusanlage, 9-10 60329, Frankfurt am
Main, Germany (email address: hwgermany@harriswilliams.com). Geschaftsfihrer/Director: Paul Poggi, VAT No. DE321666994. Harris Williams is a trade name
under which Harris Williams LLC, Harris Williams Private Capital Advisory Ltd., Harris Williams & Co. Ltd, and Harris Williams & Co. Corporate Finance Advisors
GmbH conduct business. Equity capital markets advisory and related services are provided by PNC Capital Markets LLC, Harris Williams LLC, Harris Williams
Private Capital Advisory Ltd., Harris Williams & Co. Ltd, Harris Williams & Co. Corporate Finance Advisors GmbH, Solebury Capital LLC, and Solebury Strategic
Communications LLC. PNC Capital Markets LLC, Harris Williams LLC, and Solebury Capital LLC are registered broker-dealers and members of FINRA and SIPC.
PNC Bank is a CFTC-registered swap dealer. Retail brokerage services and managed account advisory services are offered by PNC Wealth Management LLC, a
registered broker-dealer and an SEC-registered investment adviser and member of FINRA and SIPC. Annuities and other insurance products are offered
through PNC Insurance Services, LLC. Neither PNC Bank nor PNC Capital Markets LLC are registered as a municipal advisor under the Dodd-Frank Wall Street
Reform and Consumer Protection Act. PNC Bank and certain of its affiliates including PNC TC, LLC, an SEC-registered investment adviser (“RIA”) wholly owned
by PNC Bank, do business as PNC Real Estate. PNC Real Estate provides commercial real estate financing and related services. Through its PNC Multifamily
Capital business, PNC Real Estate provides lending services, equity investments and equity investment services relating to Low Income Housing Tax Credit
(“LIHTC™), affordable housing preservation, New Markets Tax Credit (‘“NMTC") and Historic Tax Credit (“HTC") investments. PNC TC, LLC provides investment
advisory services to funds sponsored by PNC Real Estate for LIHTC, HTC, NMTC and affordable housing preservation investments Investment vehicles in the TCW
Steel City Private Credit Strategy are sub-advised by PNC Steel City Advisors, LLC, an RIA wholly owned by PNC Bank. The ability of PNC Bank and its affiliates to
provide products and services to borrowers receiving extensions of credit from one or more vehicles in the TCW Private Credit Strategy is subject to applicable
legal and regulatory restrictions. Information in the materials provided to you may not be provided to any other person without PNC’s prior written consent, may
only be relied on as of the date thereof (or such other date as specified in the materials) and is subject to modification or supplement without prior notice. Unless
otherwise indicated, this material does not constitute an offer to sell or a solicitation of an offer to buy any investment product. Risks of any fund, as well as
information regarding the investments, risks, and expenses of each fund, are described in the fund’s private placement memorandum (“PPM”) or other offering
documents. Please read the PPM and other offering documents carefully before investing.

Important Investor Information - Securities, insurance, foreign exchange, and derivative products are:
Not FDIC Insured « Not Bank Guaranteed  Not A Deposit
Not Insured By Any Federal Government Agency ¢ May Lose Value

In Canada, PNC Bank Canada Branch, the Canadian branch of PNC Bank, provides bank deposit, treasury management, lending (including asset-based lending)
and leasing products and services. Deposits with PNC Bank Canada Branch are not insured by The Canada Deposit Insurance Corporation or by the United States
Federal Deposit Insurance Corporation.

Lending, leasing and equity products and services, as well as certain other banking products and services, require credit approval.

PNC does not provide legal, tax or accounting advice unless, with respect to tax advice, PNC Bank has entered into a written tax services agreement. PNC does
not provide investment advice to PNC Retirement Solutions and Vested Interest plan sponsors or participants.

©2026 The PNC Financial Services Group, Inc. All rights reserved. @
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