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INTRODUCTION

From Operator to
Holdco Enthusiast

F or more than fifteen years, my professional identity was an
agency operator. I hired creatives and engineers, chased new
clients, worried about payroll, and measured success in client
fees. The only “holding companies” (holdcos) I noticed were the
big advertising networks buying digital shops like mine. I had
little understanding of why they bought companies and what their
endgame was with these acquisitions.

That changed when I began reading Berkshire Hathaway’s shareholder
letters and became more interested in the ways businesses worked.
I devoured founder biographies and read books that exposed me
to all kinds of businesses. The Outsiders by William Thorndike Jr.
and Lessons from the Titans by Scott Davis, Carter Copeland, and
Rob Wertheimer helped me better understand the power of capital
allocation and transformative mergers and acquisitions (M&A) in
building businesses. These books also happened to feature some of the
most impressive holding companies out there.

I began tracking Chenmark, Tiny, Enduring Ventures, and dozens
of private-equity roll-ups across home services, marketing, and
healthcare. I learned about their M&A activities, the use of leverage,
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and the expansion of multiples tied to the scale of earnings before
interest, taxes, depreciation, and amortization (EBITDA).

I quickly learned that these were also holding companies—entities
that own multiple operating companies. What I found interesting
about the holdco structure was that it made capital allocation
decisions seem very explicit: Every dollar of free cash flow must be
consciously reinvested, distributed, or held to create higher future
returns.

Seeing that clarity in action helped me connect the dots between
the agency profits we produced and the long-run value of the
businesses we owned.

At the same time, my co-founder Sei-Wook Kim and I took our first
steps toward Barrel Holdings. We spun out two agency businesses
from our original agency, Barrel. Vaulted Oak and BX Studio had
their own profit and loss (P&L) statements and began with modest
investments. In a short period, they became cash-flow-generating
businesses that allowed us to take bets on more agency business
concepts, eventually leading to our first acquisition. Sei-Wook and
I saw great potential in this model and formally transitioned out of
the day-to-day of agency operations in order to work on the holdco
full-time.

Since then, I've tried to study the holdco model more deeply and
expose myself to as many holdcos as possible. This guide is a result
of my studies.

This book does not make the argument that forming a holdco is the
only, or even the best, path for every entrepreneur. Instead, it makes
a simpler claim: Studying holding companies is one of the fastest
ways to learn disciplined capital allocation and intentional business
architecture. A decentralized software collector like Constellation,
an operational system such as Danaher, or a diversified owner
like Brookfield each turns abstract finance theory into concrete,
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observable practice. Whether you eventually build a parent entity
or keep a single P&L, the underlying principles remain the same.

My hope is that the following pages will help you:

o Understand what fuels compounding: retained cash, high
returns on new capital, and a shock-proof balance sheet.

«  Apply those principles: whether that means funding a new
product, wiping out debt sooner, or buying a company that
unlocks growth.

o Think like an operator and an investor: because lasting
success takes sharp execution and smart capital moves.

Holding companies have quietly shaped the modern business
landscape, from Warren Buffetts Berkshire Hathaway to
Constellation Software to the new wave of indie acquirers and
builders. Whether you're an investor seeking compounding returns
or an entrepreneur designing an operating platform, the holding
company model provides:

» Long-term ownership flexibility.
« Capital allocation power.
 Diversification with focus.

«  Optionality across cycles.

This book is designed for both beginners exploring the holdco
concept for the first time and seasoned operators looking to sharpen
their models.

If you run a business, treat these pages as a concise primer on how
a holdco perspective sharpens choices about growth, risk, and cash.
If you invest, use the examples to refine your eye for true long-
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term compounders. And if you're simply curious, you’ll see that the
holdco world offers many paths, each proving there’s more than one
way to build lasting value.

Welcome to The Holdco Guide.

— Peter Kang
Rhinebeck, New York
November 1, 2025



What is a Holding
Company?

ost business owners think in terms of one company, one P&L.

A holding company challenges that instinct. It introduces a
new way of thinking, one where the real power lies in ownership,
capital allocation, and system design.

A holding company is a business entity (typically a corporation or
LLC) formed not to sell products or services directly, but to own
and oversee other businesses. Its core function is to control capital
and allocate it across a portfolio of operating companies. While
it may provide strategic guidance, shared services, or operating
systems, the holding company itself rarely runs a P&L tied to its own
products. Instead, it creates value through ownership, governance,
and capital deployment.

These entities can take many forms:

o Berkshire Hathaway, perhaps the most studied holding
company in history, owns dozens of businesses outright
and holds equity stakes in many more. Its model is built
on patient capital, decentralization, and long-term
compounding.’
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o Danaher operates very differently. It acquires operating
businesses, installs its proprietary Danaher Business
System, and actively manages performance through
structured playbooks and key performance indicators
(KPIs).

o Some holding structures, especially those backed by private
equity firms like Trive Capital, focus on building and scaling
platform companies in fragmented industries with a plan
for eventual exit.* This contrasts with permanent holdcos,
like Berkshire Hathaway, that rarely sell their businesses.

What unites these diverse models is the shared belief that ownership,
when paired with capital and judgment, can shape outcomes more
profoundly than simply operating one business well.

Holding companies often share common tools and tendencies:

o They consolidate financials at the parent level, allowing
for cleaner capital allocation decisions.

o They use leverage strategically, often depending on the
durability of the underlying cash flows.

o They vary in centralization, with some tightly controlling
subsidiaries and others granting near-total autonomy.

o They optimize for different goals, with some aiming for
long-term return on invested capital (ROIC), others for
free cash flow, and others for strategic control in legacy

industries.

As seen here, while their structures may be similar, not all holding
companies behave the same.

Next, we'll look at the different flavors of holdcos and what separates
a capital allocator from an operator from a roll-up.



Comparing
Holdco Models

he term holding company is often used loosely. It refers to a legal
structure, not a specific strategy. In this guide, we focus on the
behavioral models that actually define how holdcos create value.

After studying dozens of examples across industries, we've distilled
the landscape into two core types of holdcos: capital allocator
holdcos and operational holdcos.

These models are not theoretical; they show up in real businesses
making real decisions about how to grow, manage, and invest.
While holdcos come in all shapes and sizes, most fall squarely into
one of these two strategic archetypes.

Capital Allocator Holdcos

These are the purists. Capital allocator holdcos don't acquire
companies to “fix” them; they acquire companies because the
economics are attractive and the people running them are excellent.
The businesses are largely left alone, so long as they keep delivering.
Berkshire Hathaway and Constellation Software are textbook
examples. In both cases, capital allocation is the core competency.



PETER KANG

M&A is frequent, but only under strict discipline. Managers are
autonomous and headquarters are lean. Return on incremental
invested capital is the guiding metric, not growth for growth’s sake.

Operational Holdcos

These groups create value not just by owning businesses, but by
improving them. Operational holdcos bring systems, tooling,
and accountability frameworks that elevate average performers
into standouts. Danaher, for example, developed an internal
system so powerful—focused on lean principles and continuous
improvement—that it became the company’s most valuable
intangible asset. Offshoots like Fortive and Roper Technologies have
followed similar playbooks. These holdcos operate like a network of
performance engines, with capital allocation and operational rigor
working hand in hand.

Variations in Structure, Philosophy, and
Time Horizon

While most holdcos behave like allocators or operators, not
all are built the same. Ownership intent, capital structure, and
organizational philosophy can meaningfully affect how a holdco
shows up in the real world. Below are three important variations.

PE Roll-Ups: Holdcos with a Fixed Time Horizon

While technically holding companies, these are often better
understood as temporary aggregators. Their goal is to acquire in bulk,
integrate quickly, and exit with a multiple premium. The structure
may resemble a holdco, but the mindset is time-bound (typically
three to seven years). A firm like Trive Capital, for instance, might
roll up regional players in manufacturing or consumer services

12
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with the intention of selling to a strategic buyer, or going into an
initial public offering (IPO) for the entire platform. The businesses
are expected to fit together tightly, culturally, and financially, and
the central team often plays a heavy role in operations.

The “New Breed"” of Holdcos

Some firms defy easy categorization—not because they don’t fit the
behavioral models above, but because of how they operate within
them. These are often founder-led, permanently capitalized, and
deeply driven by values. What unites them is a long-term ownership
mindset, low integration, and a preference for autonomy over
control. These are not a new “type” of holdco. Rather, they represent
a modern, pragmatic expression of the core models, adapted for
smaller-scale businesses, founder philosophy, or niche sectors.

Below are some frequently cited examples.

o Permanent Equity aligns closest to a capital allocator,
acquiring and holding cash-generative businesses without
intent to sell, but with an evergreen investor base and
relational ethos.

 Tiny mirrors allocator behavior in the digital space, buying
internet businesses with minimal disruption, focusing on
steady cash flow.

o Chenmark, though hands-on operationally, blends
ownership and management in a way that blurs traditional
distinctions. Its small, self-financed, and focused on
building long-term leadership from within.

« Enduring Ventures operates across real estate, services,
and tech. The firm buys and builds businesses with no
intention of selling, combining capital allocation discipline
with entrepreneurial involvement. It applies operational
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leverage selectively while maintaining a founder-friendly,
mission-aligned structure.

« StoicLane epitomizes the “new breed” holding company,
blending permanent capital with technology-driven
operational improvements. Their seller-friendly approach
contrasts sharply with traditional private equity methods,
emphasizinglegacy preservation and long-term integration.

Conglomerates: The Structural Ancestors

Conglomerates like GE, 3M, or Tata Group helped popularize
the multi-business structure. These organizations spread across
industries, sometimes strategically, sometimes opportunistically,
often under one brand umbrella. While some achieved resilience
through diversification, others struggled with complexity and capital
misallocation. Conglomerates are not a distinct holdco model, but
rather an earlier structural form. Modern holdcos often blend the
diversification of conglomerates with tighter capital discipline, clearer
ownership philosophy, and leaner organizational design.

In Practice

Many holdcos blend elements of multiple models. A capital
allocator may eventually develop internal operating capabilities.
An operational holdco may prioritize capital deployment just
as rigorously. This is especially true for firms in the “new breed,”
which often borrow selectively across models.

It's important to remember that these categories aren't rigid, and in
that fluidity, they offer a useful lens for understanding how a holdco
thinks, behaves, and ultimately creates value.

In the next section, we’ll look at how these behaviors play out across
different industries—from software to services to infrastructure—
and what makes certain strategies more effective in specific contexts.

14



Sector-Specific
Holding Companies

hile some holding companies pride themselves on being

sector-agnostic, many of the most effective compounders
focus deeply on a single industry. Specialization creates its
own compounding advantages: It sharpens acquisition criteria,
accelerates post-merger integration, and helps leadership teams
speak the same operational language across entities. Patterns
emerge faster, mistakes shrink in impact and cost, and synergies
become repeatable rather than theoretical.

By concentrating on a specific sector, a holdco can build real
structural leverage:

o Operational depth makes it easier to spot underperforming
businesses, identify high-leverage improvement areas, and
benchmark KPIs across the portfolio.

o Economiesofscaleemergeineverythingfrom procurement
and staffing to software systems and compliance.

o Strategic coherence strengthens investor narratives
and increases the odds of successful downstream exits,
particularly in roll-up or hybrid models.
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o Valuation arbitrage becomes possible when consolidating
fragmented industries where sellers are trading at 4-6x
EBITDA and the platform eventually commands a
premium multiple.

Of course, concentration has its downsides. A sector-specific
holdco inherits the cyclicality and regulatory risks of its chosen
field. External factors such as a downturn in consumer sentiment,
a new healthcare reimbursement rule, or a spike in interest rates
can ripple across an entire portfolio. Diversification by geography,
customer mix, or business model can help, but ultimately, niche
holdcos live and die by their ability to stay one step ahead of their
sector’s maturity curve.

What follows are examples of sector-specific holding companies
across select industries, from marketing and consumer to software
and restaurants. They show the varied ways long-term owners build
power within, and sometimes beyond, a single vertical.

Note: Classifications reflect operating and capital structure as of
publication. In some cases, private equity involvement or public
ownership may exist alongside a long-term or independent operating
philosophy. For additional industry sectors and holdco examples,
please see the appendix.

Marketing and Advertising Services
Holdcos

The marketing and advertising sector has long been fertile ground
for holding companies, driven by fragmented agency ecosystems,
the need for specialized services, and opportunities for operational
synergies. Successful holdcos in this space master the balance
between centralized efficiencies and agency-level autonomy,
ensuring creative independence isn't sacrificed for scale.

16
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However, recent trends toward digital transformation, agile service
models, and client demands for transparency have pressured
traditional agency holding company models, prompting new
players to reimagine the balance between scale and specialization.

WPP: Scale, Complexity, and the Struggles of the
Traditional Model

WPP, historically one of the most prominent global agency
holding companies, built its empire by acquiring numerous
specialized agencies such as Ogilvy, VMLY&R, AKQA, GroupM,
and Hill+Knowlton.! The traditional WPP approach involves
centralized financial operations, shared real estate, global media
buying, and procurement leverage, while largely maintaining
agency-level operational autonomy.

While this approach has historically enabled WPP to capture
large global accounts and achieve significant economies of scale,
the model has recently come under pressure. The complexity and
bureaucratic structure of managing hundreds of individual agencies
have often resulted in slower response times, reduced flexibility,
and higher costs. Additionally, WPP’s traditional reliance on large,
media-driven accounts has exposed vulnerabilities as advertising
dollars shift increasingly toward digital, agile, and direct-to-
consumer strategies.

WPP’s struggles have also included client demands for greater
transparency and efficiency, increased competition from agile
digital-native firms, and the ongoing difficulty of coordinating
cohesive solutions across independent-minded agencies. These
challenges underscore the need for traditional agency holdcos to
rapidly adapt their operating models to align with changing market
expectations.

17
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Stagwell Group: Digital-First Integration as a
Response to Market Shifts

In sharp contrast to WPP, Stagwell Group emerged as a digitally
native alternative, explicitly designed to address the shortcomings
of legacy networks. Stagwell prioritizes targeted integration around
digital capabilities, shared technology infrastructure, data analytics,
and performance media, while still allowing agencies such as
Code and Theory, Assembly, and Instrument substantial creative
freedom.

Stagwell’s digital-first platform facilitates agility, speed, and client
transparency, qualities often cited as lacking in legacy holding
companies. Its operational approach leverages integrated data
analytics and martech systems, enabling agencies to collaborate
effectively and respond rapidly to evolving client needs. This
structure positions Stagwell to better handle industry trends
toward digital marketing, direct-to-consumer strategies, and real-
time optimization.’

Key Insights and Lessons:

o Traditional Models Face Digital Disruption: Legacy
structures like WPP’s, though powerful historically, can
suffer from operational complexity and slow adaptability
amid digital transformation.

« Digital Integration Boosts Agility: Newer models like
Stagwell’s demonstrate how targeted, technology-enabled
integration supports faster decision-making, stronger
client outcomes, and greater transparency.

o Balancing Scale and Creativity Remains Crucial:
Both traditional and newer approaches must balance
the efficiencies of scale with the imperative of nurturing
creative talent and maintaining agency independence.

18
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By contrasting WPP’s recent challenges with Stagwell’s digitally-
integrated model, agency holding companies can better understand
the shifts required to thrive in today’s rapidly evolving marketing
and advertising landscape.

Consumer Brands Holdcos

Consumer brands holding companies leverage trusted brands,
operational discipline, and powerful distribution networks to
compound value. They often manage diversified portfolios across
product categories such as luxury goods, household essentials,
beauty products, and beverages, using brand strength and
operational efficiencies to generate sustainable growth.

Unlike some sector-agnostic holdcos, successful consumer brands
holdcos typically maintain focused expertise within consumer
verticals. They deploy capital thoughtfully, either to acquire
undervalued brands and enhance their market position or to
incubate and scale new brands internally. The central challenge lies
in balancing brand autonomy with shared efficiencies, ensuring
individual brands retain their unique market identities while
benefiting from centralized functionslike supply chain management,
manufacturing, marketing, and ecommerce infrastructure.

LVMH: A Model of Capital Allocation in Luxury

LVMH Moét Hennessy Louis Vuitton exemplifies a capital allocator
holdco within consumer brands. Under the strategic direction of
the Arnault family, LVMH has accumulated over seventy-five semi-
autonomous “maisons” across categories like fashion, jewelry, wines
and spirits, and hospitality. Each brand, whether it’s Louis Vuitton,
Dior, Tiffany, or Dom Pérignon, retains its identity, heritage, and
creative autonomy. To the average consumer, it’s often unclear that
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these brands are owned by the same holdco, a testament to the
strength of each brand.

ThevaluecreationatLVMH comes from disciplined capital recycling:
mature and highly profitable maisons like Louis Vuitton provide
cash flow to reinvest in emerging brands or strategic acquisitions.
For instance, the acquisition of Tiffany in 2021 expanded LVMH’s
footprint in the high-end jewelry space, revitalizing an iconic
American brand through strategic investments in marketing,
retail locations, and digital capabilities. Simultaneously, back-end
synergies such as real estate management, digital infrastructure,
and manufacturing efficiencies quietly improve operating leverage
across the group.’

Church & Dwight: Quiet Compounding Through
Operational Efficiency

In contrast to LVMH’s luxury focus, Church & Dwight illustrates the
capital allocation approach within the consumer staples category.
Church & Dwight quietly acquires smaller, high-margin consumer
brands at attractive multiples, integrating them into a lean operating
structure to capture efficiencies and drive incremental margin

improvement.

Brands like Arm & Hammer, OxiClean, and Waterpik are excellent
examples. Acquired at modest valuations, these brands benefit from
Church & Dwight’s robust supply chain capabilities, centralized
procurement, and streamlined marketing spend. While each brand
maintains distinct consumer positioning, operational integration
boosts profitability without diluting brand equity.*

This consistent, disciplined approach allows Church & Dwight
to reliably generate cash flow, fund additional acquisitions, and
steadily compound shareholder value over decades.

20
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Key Insights and Lessons:

o Brand Autonomy Matters: Successful consumer holdcos
respect individual brand heritage and identity, intervening
strategically rather than operationally. Autonomy fosters
innovation and customer loyalty, which are essential for
long-term success.

o Operational Discipline Enhances Returns: Consumer
brands gain substantial operating leverage from centralized
procurement, supply chain optimization, and shared
ecommerce platforms, significantly boosting profitability
without harming brand integrity.

o Patient Capital Builds Durability: Holdcos like LVMH
and Church & Dwight illustrate how long-term, patient
capital allocation, rather than aggressive cost-cutting or
short-term financial engineering, leads to sustainable
growth.

By mastering these principles, consumer brands holdcos quietly
and steadily compound value, demonstrating the power of strategic
capital allocation coupled with disciplined operational execution.

Home Services Holdcos

The home services sector, which includes property management,
HVAC, plumbing, electrical, and pest control, has increasingly
attracted holding company models because of its fragmented
market landscape, predictable revenue streams, and resilience
during economic downturns. In recent years, private equity has
dramatically reshaped the industry, fueling rapid consolidation,
professionalization, and the pursuit of operational efficiencies.

Successful holdcos in this sector strategically balance local
autonomy—critical for customer retention and quality service—

21
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with centralized operational improvements, such as shared
procurement, technology-driven field operations, and systematic
best-practice implementation.

Two illustrative examples of this evolving dynamic are FirstService,
representing a permanent capital allocation approach, and
TurnPoint Services, demonstrating the powerful influence of
private equity in accelerating consolidation and integration.

FirstService: Disciplined Capital Allocation and
Local Autonomy

FirstService exemplifies a capital allocator holdco, strategically
acquiring niche property services brands and residential property
management companies. Rather than pursuing rapid integration,
FirstService maintains a decentralized model, allowing acquired
firms to retain strong local brands, community relationships, and
tailored service models.

For instance, FirstService Residential, the property management
division, oversees thousands of residential communities
throughout North America through locally-operated subsidiaries.
Simultaneously, FirstService Brands (owner of businesses such as
California Closets, CertaPro Painters, and Paul Davis Restoration)
operates under a lean governance structure. FirstService
allocates capital strategically to drive organic growth, pursue
select acquisitions, and fund operational improvements without
undermining brand distinctiveness or local decision-making.

This balanced approach produces consistent cash flow and steady
value compounding, leveraging the resilience and customer loyalty
inherent in the home services sector.

22
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TurnPoint Services: Accelerated Integration Driven
by Private Equity

TurnPoint Services highlights the profound influence of private
equity in rapidly transforming home services markets. Backed
by private equity, TurnPoint has emerged as a national platform
specializing in HVAC, plumbing, and electrical services. Over
recent years, TurnPoint has executed over forty acquisitions,
primarily acquiring locally-owned, founder-led businesses.

Unlike decentralized models, TurnPoint aggressively integrates
acquisitions into a cohesive operational framework. While local
brands often remain outward-facing to preserve existing customer
relationships, back-office functions—including procurement,
dispatch operations, technology systems, and marketing—are swiftly
centralized. This approach generates immediate cost efficiencies
and standardized service delivery, enhancing operational leverage
across its expanding portfolio.*’

Private equity’s influence is evident through TurnPoint’s disciplined
approach to deal-making, rigorous integration timelines, and
performance-focused management. The aim is clear: consolidate
rapidly, professionalize operations, enhance margins, and eventually
achieve significant valuation multiples at recapitalization or sale.

Key Insights and Lessons:

« Rapid PE-Driven Consolidation: Private equity is
reshaping the home services landscape, accelerating
market consolidation, standardizing operational practices,
and rapidly scaling firms like TurnPoint.

« BalancingLocal Autonomywith Centralized Operations:
FirstService demonstrates a careful, decentralized capital
allocation approach, preserving brand identities and local
relationships. Meanwhile, TurnPoint shows how rapid

23
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integration can swiftly unlock operational efficiencies and
value creation.

o Stable, Recession-Resilient Revenues: Both holdcos
capitalize on the inherent stability and recurring revenue
of essential home services, offering strong platforms for
continued compounding.

By exploring the contrasting paths of FirstService’s long-term
decentralized model and TurnPoint's PE-backed operational
integration, the evolving landscape of home services holding
companies becomes clear: Effective market consolidation can take
multiple forms, each providing distinct advantages within a rapidly
professionalizing sector.

Software and SaaS Holdcos

Software and Software-as-a-Service (SaaS) holdcos have emerged
as powerful compounding vehicles because of their highly
recurring revenues, strong customer lock-in, high gross margins,
and opportunities to consolidate fragmented vertical markets.
Successful holdcos in this sector typically emphasize disciplined
acquisition strategies, rigorous capital allocation, and operational
expertise to optimize cash flow and steadily compound value over
time.

Two distinctive yet equally effective examples illustrate successful
software holding company approaches: Constellation Software
exemplifies a decentralized, disciplined capital allocator strategy,
while Trilogy (ESW Capital) demonstrates a centralized, aggressive
operational integration model focused on cost efficiencies and
margin expansion.

24
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Constellation Software: Decentralized Autonomy
and Disciplined Capital Allocation

Constellation Software, founded in 1995 by Mark Leonard, is
widely regarded as one of the most successful capital allocators
in the software industry. Constellation specializes in acquiring
niche, mission-critical software businesses, typically within highly
specialized vertical markets ranging from government services and
healthcare administration to transportation logistics and utilities
management.

Constellation’s approach prioritizes autonomy and decentralized
management. It acquires businesses with strong, recurring revenue
and reliable customer bases, then largely leaves existing management
teams intact. Rather than imposing top-down integration,
Constellation relies on its acquired companies’ deep market
expertise and established customer relationships. Meanwhile, the
parent company provides disciplined oversight, strategic capital
allocation, and rigorous performance tracking.

Capital allocation decisions are meticulously evaluated against strict
ROI benchmarks, with Constellation reinvesting virtually all excess
cash flow into additional acquisitions. This disciplined approach
has enabled Constellation to maintain consistently high returns
on incremental invested capital (ROIIC), steadily compounding
shareholder value for decades.®”

Trilogy/ESW Capital: Aggressive Operational
Integration and Margin Expansion

Trilogy, operating under ESW Capital, pursues a highly centralized,
playbook-driven approach to integrating acquired software
companies. After closing, ESW consolidates leadership and shared
services, standardizes processes across the portfolio, and orients
product organizations toward cash generation from the installed
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base rather than new-logo growth. Teams are frequently rebuilt with
globally distributed contractors sourced via Crossover (a recruiting
platform ESW uses to staff remote talent worldwide), with tight
productivity tracking, uniform workflows, and “software factory”
training to normalize quality and output.

The model emphasizes speed and repeatability in sourcing and
closing deals (100-plus acquisitions since 2006 are frequently cited),
rapid LOIs, and fast post-close operational changes. Headquarters
functions are consolidated in Austin, Texas, while portfolio
companies adopt common operating metrics, cost structures, and
support practices intended to lift margins and stabilize cash flow."

Key Insights and Lessons:

« Capital Allocation vs. Operational Integration: Constellation
Software exemplifies patient, decentralized capital allocation,
maintaining acquired companies’ autonomy, whereas Trilogy
highlights rapid operational integration, centralization, and
aggressive margin improvement.

« Recurring Revenue and Customer Stickiness: Both models
leverage the high margins, stable cash flows, and customer
lock-in intrinsic to mission-critical software and SaaS
businesses.

o Scalability Through Discipline: Success in software holdcos
often depends on disciplined approaches, whether capital
discipline (Constellation) or operational rigor (Trilogy),
ensuring sustained returns and compounding value.

Together, Constellation Software and Trilogy illustrate the breadth of
strategic options available to software and SaaS holding companies,
highlighting how focused execution—whether through disciplined
autonomy or rigorous integration—can power substantial, long-term
value creation in the software sector.
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Industrial Holdcos

Industrial holding companies acquire and manage specialized
manufacturing businesses, typically providing critical components,
niche equipment, precision instruments, or engineered
products. These businesses benefit from long-standing customer
relationships, specialized market leadership, and consistent demand
across economic cycles. Effective industrial holdcos typically focus
on disciplined operational frameworks, often deploying strategic
centralization or decentralized autonomy, to drive continuous
improvement, margin expansion, and durable compounding.

Two prominent examples clearly illustrate these strategies: Danaher
Corporation, known for its tightly integrated operating system, and
Illinois Tool Works (ITW), exemplifying decentralized autonomy
combined with disciplined capital allocation.

Danaher Corporation: Systematic Integration and
the Danaher Business System (DBS)

Danaher Corporation exemplifies a highly integrated operational
holdco, renowned for its structured and disciplined approach
known as the Danaher Business System (DBS). Danaher strategically
acquires specialized industrial and life sciences businesses, such as
diagnostic equipment manufacturers, life-sciences instrumentation
tirms, and precision technology providers, and rapidly integrates
them into its proprietary operating framework.

DBS provides acquired businesses with standardized processes
for continuous improvement, lean manufacturing, quality
management, and operational excellence. Acquired companies
swiftly adopt the DBS methodology, aligning processes, systems,
and metrics company-wide to systematically boost productivity,
improve quality, and expand profit margins."
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This rigorous operational integration has allowed Danaher to
generate exceptional and consistent returns on capital, strong
free cash flow, and ongoing margin improvements. Its integrated
model has become an industry benchmark for driving operational
excellence and disciplined execution, underpinning decades of
sustained growth and shareholder value creation.

lllinois Tool Works (ITW): Decentralized Autonomy
and the 80/20 Rule

Illinois Tool Works (ITW) illustrates an alternative industrial holdco
strategy emphasizing decentralized autonomy, disciplined capital
allocation, and targeted operational excellence. ITW manages
a diversified portfolio of specialized manufacturing businesses,
including automotive components, industrial packaging, welding
equipment, food equipment, and testing instruments.

Unlike Danaher’s highly centralized DBS approach, ITW follows
a decentralized operating philosophy anchored by its proprietary
“80/20 Front-to-Back Process.” This disciplined methodology directs
each business unit to focus resources and management attention
specifically on the roughly 20 percent of customers and products
that generate approximately 80 percent of revenue and profitability.
The process systematically reduces operational complexity by
streamlining product portfolios, optimizing production, and
intensifying customer focus to drive sustainable organic growth.'?

Each ITW business operates with considerable independence,
maintaining close customer relationships, responding swiftly to
local market conditions, and tailoring operations around core,
high-margin opportunities. Additionally, ITW’s Customer-Back
Innovation approach ensures that product development aligns
closely with top customers’ specific needs, leading to differentiated
offerings and robust market positions.

28



THE HOLDCO GUIDE

At the corporate level, ITW emphasizes rigorous capital allocation
discipline, strategic oversight, and consistent operational
benchmarking. This decentralized yet highly disciplined structure
fosters an entrepreneurial culture characterized by ownership
mentality, agility, and market responsiveness. The result is superior
margin performance, strong cash flow generation, and consistently
attractive returns for shareholders across ITW’s diversified
industrial portfolio.

Key Insights and Lessons:

o Operational Integration vs. Decentralized Autonomy:
Danaher’s highly structured DBS model contrasts sharply
with ITW’s decentralized approach, highlighting two
effective strategies for achieving continuous improvement
and sustained profitability.

o Disciplined Processes and Continuous Improvement:
Both Danaher and ITW consistently apply rigorous
frameworks (DBS for Danaher, 80/20 for ITW) to achieve
operational excellence, optimize resource allocation, and
drive long-term value creation.

o Specialized Expertise and Durable Customer
Relationships: Industrial holdcos succeed by preserving
specialized market leadership, deep technical expertise,
and strong customer relationships within their operating
companies, leveraging these strengths to maintain stable
cash flow and sustainable growth.

By comparing Danaher’s centralized, systematic integration with
ITW’s decentralized, entrepreneurial autonomy, we see two powerful
and complementary approaches to compounding long-term value
within specialized industrial markets, each uniquely suited to
leveraging operational discipline and market-specific expertise.
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Restaurant Group Holdcos

Restaurant holding companies consolidate multiple dining
concepts, leveraging brand portfolios, operational efficiencies,
shared infrastructure, and diverse market segments to generate
stable cash flows and sustainable growth. Successful restaurant
holdcos typically balance operational centralization, such as unified
procurement, technology platforms, and strategic marketing, with
distinct brand identities and tailored customer experiences.

Two illustrative examples showcasing effective yet distinct strategies
within the restaurant sector are Darden Restaurants, representing
a centralized operational model emphasizing company-owned
locations, and Restaurant Brands International (RBI), exemplifying
a decentralized, franchise-focused, capital allocation approach.

Darden Restaurants: Centralized Operations and
Company-Owned Scale

Darden Restaurants exemplifies a tightly integrated operational
holdco approach, primarily owning and operating its restaurant
concepts. Their properties include well-known brands such as
Olive Garden, LongHorn Steakhouse, Cheddar’s Scratch Kitchen,
Yard House, The Capital Grille, and Seasons 52.

Darden emphasizes operational excellence through centralized
capabilities in procurement, real estate management, technology
infrastructure, labor analytics, and menu development. Its scale
enables Darden to achieve significant efficiencies, maintain rigorous
quality control, and offer consistent dining experiences across
thousands of company-owned locations nationwide. Centralized
systems allow Darden to optimize supply-chain costs, streamline
operations, and consistently execute strategic marketing initiatives
across its portfolio."

30



THE HOLDCO GUIDE

By managing restaurant operations centrally, Darden can quickly adapt
to market changes, maintain strong financial discipline, and continuously
enhance operational margins. This approach enables predictable cash
flow generation, sustainable profitability, and stable growth.

Restaurant Brands International (RBI): Franchise-
Driven Capital Allocation and Decentralized Autonomy

Restaurant Brands International (RBI), owner of leading quick-
service restaurant brands such as Burger King, Tim Hortons,
Popeyes, and Firehouse Subs, employs a capital allocation-focused
franchise model emphasizing decentralized operational autonomy.

Unlike Darden’s centrally managed company-owned locations, RBI
primarily operates through franchise partnerships, allowing local
franchisees to manage day-to-day operations, adapt menus regionally,
and tailor service to local customer preferences. RBI’s role centers
on strategic capital allocation, brand stewardship, franchise support,
and leveraging scale through global marketing campaigns, supply-
chain efficiencies, technology investments, and brand revitalization
initiatives.'

The franchise model provides RBI with stable, recurring royalty
revenues, minimal operational complexity at the corporate level, and
substantial free cash flow. RBI strategically deploys this cash flow for
shareholder-friendly activities such as dividends, share buybacks,
and further acquisitions or reinvestments aimed at enhancing long-
term growth.

Key Insights and Lessons:

o Operational Integration vs. Franchise Autonomy: Darden’s
centralized operational management contrasts sharply with
RBI's decentralized franchise approach, illustrating two
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effective paths to growth and profitability in restaurant
holding companies.

o Scale, Efficiency, and Brand Strength: Both models
effectively leverage scale and strong brand portfolios,
whether through operational control (Darden) or
franchise-driven capital allocation (RBI), generating stable
revenues and robust market positions.

o Stable Cash Flows and Strategic Capital Deployment:
Restaurant holdcos succeed by generating consistent cash
flows through scalable operations or royalty income,
strategically deploying capital to drive sustained growth,
brand strength, and long-term shareholder value.

These two restaurant group holdcos illustrate complementary
pathways to durable, profitable, and sustainable growth in the
highly competitive dining sector.
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IV

Key Performance
Metrics for a Holdco

alk of capital allocation and reinvestment is meaningless

without a way to measure impact. This chapter lays out the key
financial signals that reveal whether a holding company is growing
real, durable value.

A holding company lives or dies by its ability to turn today’s
operating cash into more cash tomorrow. Accounting profit can
hide a multitude of sins, so seasoned operators watch a handful of
cash-focused metrics that tell the real story of compounding.

Free Cash Flow

Free cash flow is the cash a business generates after covering its
operating expenses, taxes, and required capital expenditures,
including changes in working capital. It represents cash available to
the company’s capital providers before financing decisions. It’s the
actual cash available to reinvest, acquire, repay debt, or distribute to
owners. FCF is the foundation of capital allocation.
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Formula:

FCF = EBITDA - Capex - Changes in Working Capital - Taxes -
Mandatory Debt Service

Some simplify it as Operating Cash Flow - Capex, but for holdco-
level decisions, it’s important to deduct working capital shifts and
required debt payments to get to a figure for truly deployable capital.

FCF in Capital-Light Businesses: In businesses with minimal
capex and steady working capital, like agencies or mature SaaS,
EBITDA is often a good proxy for FCE But even in these cases,
watch out for timing issues—late collections or unbilled work—and
tax drag, which can distort real cash availability.

What’s “Good”: 10%+ annual growth in FCF/share is typically
considered strong. For elite compounders, 15-20%+ sustained
over many years is the gold standard (e.g., Constellation Software,
Berkshire, Danaher).

Example A: Saa$S Business

« Revenue: $5M
o EBITDA: $1.5M
o Capex: $100k
o Working capital change: -$200k
« ARincreased by $150k (slower client payments)

o Prepaid expenses grew by $75k (annual software
contracts)

o Offset by $25k increase in accrued expenses
(delayed vendor payments)

o Taxes: $300k
> FCF = $1.5M - $100k - $200k - $300k
FCF Margin = $900k + $5M Revenue = 18%
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Even with strong EBITDA, working capital absorbed $200k
in cash—highlighting how growth can consume cash even
in profitable companies.

Example B: Capital-Light Agency

Revenue: $3M
EBITDA: $900k
Capex: $25k
Working capital change: -$50k
« ARincreased by $60k (client payment delays)
« Unbilled hours (WIP) increased by $40k
«  Offsetby $50k increase in accounts payable (delayed
vendor payments)
Taxes: $225k
- FCF = $900k - $25k - $50k - $225k
FCF Margin = $600k + $3M Revenue = 20%
Here, EBITDA is a close approximation of FCEF, but even
a small buildup in receivables and WIP reduced the cash
available to the owners. This is a reminder that even capital-
light businesses can tie up cash if operations aren’t tight.

FCF is what funds your future. It powers reinvestment, acquisitions,

debt reduction, and distributions. If you're not consistently generating

and growing FCE, you're not building a compounding business.

To improve FCEF:

Tighten billing and collections.
Minimize work in progress (WIP) or unbilled hours.
Keep discretionary capex low.

Don't let operational sloppiness silently soak up cash.
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Note on Free Cash Flow per Share (FCF/share): If your holdco
has a shareholder structure (internal or external), tracking FCF/
share shows how much cash value is accruing to each ownership
unit over time.

Formula
FCF -+ Shares Outstanding

Why it matters

If FCF is growing faster than your share count, each share is becoming
more valuable. This is the clearest signal of per-share compounding.
Companies like Constellation Software and Berkshire Hathaway
obsess over this metric because it reveals whether capital allocation
is actually increasing owner value, not just headline profits.

Return on Invested Capital (ROIC)

ROIC measures how efficiently a business turns capital into
profit. It asks: For every dollar tied up in the business—whether
in equipment, working capital, or intangibles—how much after-tax
profit is generated annually?

Formula
ROIC = NOPAT (Net Operating Profit After Tax) + Invested Capital

Invested Capital = Net Working Capital + Net Fixed Assets +
Intangibles
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What counts as “Invested Capital”

In capital-light businesses like agencies or SaaS firms, invested
capital isn’t in machines or buildings; it's mostly in working capital.
This includes accounts receivable (work delivered but unpaid) and
unbilled revenue (work in progress), minus payables. While not
hard assets, these represent real cash tied up in operations, your
“soft factory” waiting to be turned into spendable dollars.

What's “Good”

15%+ ROIC is generally the benchmark for strong capital allocators.
Below 10% and you risk value stagnation or destruction.

Example A: Moderate-Capex Business (e.g., Saas or
light manufacturing)
« Revenue: $5M
o EBITDA: $1.2M
o  Taxes: 25% > NOPAT = $900k
o Invested Capital:
»  Working capital: $600k
o  Capitalized software & equipment: $1.2M
+ Total Invested Capital = $1.8M
o ROIC =$900k + $1.8M = 50%

This is a healthy return, as each dollar tied up in the
business is generating $0.50 in annual after-tax profit.

Example B: Capital-Light Agency Business

o Revenue: $3M
e« EBITDA: $900k
e Taxes: 25% > NOPAT = $675k
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o Invested Capital:
o Accounts receivable: $400k
«  Unbilled revenue: $100k
» Less accounts payable/accrued: -$250k
> Net Working Capital = $250k
« No capex, no inventory, no intangible assets capitalized
> Total Invested Capital = $250k
o ROIC = $675k + $250k = 270%
This is not uncommon for agencies. With little capital tied
up, a well-run business can generate massive returns, but the
flip side is that there are fewer ways to reinvest large amounts
of capital back into the business at the same return rate.

Return on Incremental Invested Capital (ROIIC)

If ROIC looks backward, ROIIC looks forward. It measures how well
new capital is being deployed. This tells you whether reinvestment is
actually improving the overall return profile.

Formula
ROIIC = Change in NOPAT =+ Change in Invested Capital

What Counts as “Incremental Capital”

Incremental capital includes additional working capital (e.g., higher
receivables, new hires driving WIP), capex or capitalized software,
acquisitions or expansion costs, and growth investments (like
standing up a new service line or vertical). It's any money not already
in the baseline, now tied up to grow future profits.
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What's “Good”

Sustained ROIIC of 20%+ is a clear sign the company is deploying
capital effectively. If ROIIC is higher than historical ROIC, value is
compounding faster.

Example A: Saas Business Expanding into a New
Vertical

o Year 1 (see previous ROIC section):
o NOPAT = $900k
o Invested Capital = $1.8M
o ROIC=50%
o Year2:
o The SaaSbusiness invests $600k to enter a new vertical:
= NOPAT = $1.2M
» Invested Capital = $2.4M
> Change in NOPAT = $300k
> Change in Invested Capital = $600k
« ROIIC = $300k + $600k = 50%
+ Since ROIIC equals ROIC, the business is maintaining its
capital efficiency while growing. If ROIIC had been 70%, it
would indicate a stronger growth trajectory.

Example B: Agency Adds a Strategy Team

o Year 1 (see previous ROIC section):
o NOPAT = $675k
o Invested Capital = $250k
o« ROIC=270%

o Year2:

o The agency invests $200k to launch a new paid
media offering:
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= $100k in new hires
= $50k in marketing
» $50k in operational setup and sales support

« This investment increases working capital (AR and
WIP) due to new client onboarding.

o NOPAT rises to $825k

« Total Invested Capital = $450k

> Change in NOPAT = $150k

> Change in Invested Capital = $200k

o ROIIC = $150k + $200k = 75%

o The agency deployed $200k into a new, trackable initiative
that generated an incremental $150K in after-tax profit.
Even though the original ROIC drops (now $825k =+
$450k = 183%), the ROIIC of 75% signals a high-quality
reinvestment.

Multiple on Invested Capital (MOIC)

MOIC measures the total value created from an investment relative
to the original dollars put in. Its a simple but powerful way to
understand whether an acquisition or growth bet has paid off,
especially when youre not doing mark-to-market valuations each
quarter.

Formula
MOIC = (Total Cash Returned + Current Equity Value) + Capital

Invested

Unlike the Internal Rate of Return (IRR), which accounts for the
timing of cash flows, MOIC is time-agnostic. It tells you how much
value was created, not how quickly it was created.
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What's “Good”

A MOIC of 2.0x or greater within five years generally signals
a successful deal. Hitting 3.0x over six to seven years is a sign of
strong capital deployment, especially in lower-risk, control-based
acquisitions. If your average MOIC across multiple deals climbs
while your hold periods stay steady or even lengthen, it’s a sign
your capital is compounding efficiently without relying on exits or
financial engineering.

Example: Holdco Acquires a Business

« A holdco acquires a small business for $1M total invested
capital. Over four years, the business generates $1.1M in
cumulative distributions back to the holdco (from profits).

e The holdco still owns the business, and its now
conservatively valued at $1.9M based on 5x EBITDA.

o  MOIC = ($1.1M cash returned + $1.9M equity value) +
$1M invested = 3.0x
This means every $1 invested has turned into $3 of value
(realized + unrealized). That’s a solid outcome, even
without an exit. No liquidity event is required for the return
to be real in holdco terms.

MOIC is a helpful measure for long-term, control-oriented owners
like holdcos. You don’t need to sell or revalue the business every
year. As long as you're collecting real cash over time (distributions)
and the business holds durable value (growing EBITDA, sticky
clients, low churn), you can track your return on the original capital
clearly and consistently.

While IRR is better for LP-backed funds with fixed lifecycles, MOIC
is more intuitive for operators running permanent capital models.
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High-MOIC outcomes usually come from overpaying less, holding
longer, and operating better. They don’t require heroic growth, just
consistent cash flow and good discipline.

Look-Through Earnings and Cash Conversion

“Look-through earnings” refers to the true, cash-based profitability
of the underlying operating companies, not just what shows up on
the holdcos P&L. Cash conversion then measures how much of
that earnings power actually becomes deployable free cash. Is the
EBITDA across your portfolio turning into real cash, or is it getting
stuck in the pipes?

Formula

Cash Conversion Ratio = Free Cash Flow + EBITDA (at the
operating company or consolidated level)

What's “Good"”

A cash conversion ratio of 80-90%+ signals healthy, reliable cash
generation. If FCF consistently falls below 70% of EBITDA, it’s a
sign that working capital, deferred reinvestment, or low-quality
earnings may be eroding real value. For capital-light businesses,
high conversion should be the norm.

Example: Decentralized Holdco with Three Opcos

o A holdco owns three companies:
o Opco A: $1.2M EBITDA > $1.0M FCF
«  Opco B: $800k EBITDA > $650k FCF
o Opco C: $500k EBITDA > $350k FCF
« Total Portfolio EBITDA = $2.5M
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o Total Free Cash Flow = $2.0M
- Cash Conversion Ratio = $2.0M / $2.5M = 80%

This means 80% of reported EBITDA is showing up as usable,
distributable cash at the holdco level, a healthy range. The 20%
shortfall may reflect timing issues, reinvestment at the opco
level, or conservative cash holds for tax/working capital.

High EBITDA doesn't always mean high cash. Especially in a
decentralized holdco, earnings reported by operating companies
can be masked by poor collections, aggressive accruals, deferred
capex, or excess payroll timing.

Cash conversion is a BS detector that reveals whether earnings
are real or just optimistic accounting. Tracking this metric gives
holdcos a cleaner view of which businesses are truly cash-efficient,
whether reinvestment is masking liquidity risk, and how much
capital is actually available for redeployment.

Note on The Float Effect: In rare cases, cash conversion can exceed
100%, particularly in businesses with float characteristics. If a
business collects cash up front (e.g., prepaid retainers, subscriptions,
insurance premiums) or operates on a negative working capital
cycle (e.g., gets paid before it pays vendors), it can produce more
cash than EBITDA—at least temporarily. This isn’t financial magic;
it's the result of efficient timing and business model design. For
holdcos, float-generating businesses are valuable. They fund growth
internally and reduce dependency on outside capital.

Balance-Sheet Resilience

Balance-sheet resilience measures how well a holdco can withstand
volatility, debt burdens, and downside scenarios without putting the
whole portfolio at risk. It focuses on leverage, but more importantly,
the type of leverage.
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Formula
Net Debt to EBITDA = (Total Debt - Cash) + EBITDA

Recourse vs. Non-Recourse Debt

Not all debt carries the same risk. Recourse debt allows a lender
to go after the holdcos central assets, including other operating
companies, if the borrower defaults. This creates systemic risk and
can jeopardize the entire portfolio. In contrast, non-recourse debt
is ring-fenced: The lender can only seize assets within the specific
entity that borrowed the money. If that operating company (opco)
fails, the loss is contained and the rest of the holdco remains intact.

As arule, holdcos should push debt as close to the asset as possible,
avoiding parent guarantees unless absolutely necessary. This
structure protects downside, preserves optionality, and ensures that
no single deal can take down the whole system.

What's “Good"”

A net debt to EBITDA ratio of <2.5x is considered conservative.
Moderate would be about 3 to 4x, which may be appropriate for
stable, cash-generating assets. Above 5x raises risk significantly,
especially if earnings are volatile.

But just as important as how much debt you carry is where it sits.
Separating recourse from non-recourse debt is essential.

Example: Structuring Smart Leverage

e A holdco has:
o $1M debt tied to opco A (non-recourse)

o $750k bank loan for a past acquisition (holdco-
level, partially recourse)
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o $500k cash on holdco balance sheet

o Consolidated EBITDA = $2.5M

> Net Debt = $1.75M — $500K = $1.25M

> Net Debt to EBITDA = $1.25M + $2.5M = 0.5x

o That's a healthy leverage profile. And because a large
portion of the debt is non-recourse and asset-specific, even
a default wouldn’t threaten the entire holdco.

Leverage can accelerate returns, but misused, it’s the fastest way to
blow up a holdco.

Balance-sheet resilience is about more than just interest rates or
debt coverage ratios. It's about where the risk lives, how insulated
each opco is, and whether the holdco can survive a hit without
being forced to sell or restructure.

Bringing the Dashboard Together

Combined, these measures form a dashboard as a practical system
for evaluating whether a holding company is creating durable,
compounding value.

o FCF tells you how much cash is truly available to deploy.
« ROIC and ROIIC measure the quality of capital allocation.
e MOIC tracks whether past bets are delivering meaningful

returns.

« Cash conversion ensures reported earnings are translating
into actual cash.

« Balance-sheet resilience signals whether the system can
absorb shocks without unraveling.
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Example

Imagine a holdco that acquired a small business two years ago for
$1.2M. Since then, it has received $900k in distributions and values
the business today at $1.8M based on conservative EBITDA comps.
That’s a 2.25x MOIC, without needing to sell.

This cash was partially reinvested: $300k went into launching a new
service line at another opco, resulting in an incremental $90k in
NOPAT, a 30% ROIIC. This suggests the holdco is not just earning
well on legacy assets, but also deploying new capital effectively.

Across the portfolio, the cash conversion ratio sits at 85%, signaling
strong operational discipline and minimal leakage between
accounting profit and actual cash. Net debt to EBITDA is 1.8x,
with most of the debt non-recourse and secured at the opco level,
protecting the system from cascading risk.

And most importantly, FCF per share is growing at 12% annually,
with no new equity issued; each ownership unit is quietly
compounding in real economic value.

This is what a healthy holdco looks like. The dashboard doesn’t just
track financial signals; it creates a common language for decision-
making. With this in place, we can now shift focus to how value is
actually built, including how cash flows through the system, how
reinvestment decisions get made, and how long-term growth takes
shape through deliberate capital allocation.
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Anatomy of a Holdco:
Cash Flow, Reinvestment,
and Growth

Let’s walk through how a holding company creates value—not
in abstract theory, but in the practical mechanics of cash flow,
capital allocation, and growth. This example is designed for anyone
who has operated a P&L and wants to understand how the holdco
structure elevates those dynamics across multiple businesses.

Meet the Holdco

Bucket Group is a simple holding company. It owns three operating
businesses:

o Canister Agency - a digital marketing firm generating
$1.2M in EBITDA

o Pail Plumbing - a home services business generating
$800k in EBITDA

o Crate LMS - a SaaS product generating $500k in EBITDA

47



PETER KANG

None of these businesses are new or broken. Theyre profitable,
stable, and run with their own P&Ls. Each business has autonomy
over its operations but adheres to a financial discipline set by Bucket.

o Total Portfolio EBITDA: $2.5M

o Estimated Taxes: ~$750k (30% blended effective rate)
o Opco-Level Retained Capital: ~$330k

o Free Cash Flow to Holdco: ~$1.42M

Note: Taxes are modeled assuming pass-through ownership (e.g.,
S corp or LLC structure) and reflect a conservative 30% blended
effective rate on EBITDA. Opcos retain cash for working capital,
maintenance capex, and small-scale growth initiatives.

Cash Flow Overview: Who Controls What

Each operating company retains enough cash for basic needs:

«  Working capital.
e Maintenance capex.

o Pre-approved growth initiatives.

The remaining excess cash is distributed to Bucket Group, the
holdco, where real capital allocation begins.

Bucket’s job is to decide what to do with this $1.42M in free cash
flow. Here are the four core options:

1. Reinvest Strategically

This is distinct from the reinvestment already happening at the
opco level. Holdco-led reinvestment means Bucket Group deploys
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capital across the portfolio to fund initiatives that clear a high
return threshold. Examples:

+ Inject $150k into Crate LMS to expand into a new vertical.
« Fund $100k for Canister to launch a new AI-driven service.
« Incubate a new opco with $50k in seed capital.

Total: $300k

This capital is precious (its already been vetted and taxed) so
it’s used selectively, and only when ROI is compelling across the
portfolio.

2. Make Acquisitions

Bucket can deploy capital into a new business entirely:

o $400k equity + $1.6M bank loan = acquisition of a $500k
EBITDA pest control firm at 4x EBITDA
Equity Deployed: $400k

This expands the portfolio’s cash base and creates a new source of
future cash flows.

3. Pay Down Debt

If previous acquisitions were debt-financed, part of the cash is used
to deleverage:

e $200k toward principal repayment on a prior note

This lowers financial risk and increases future distributable cash.

49



PETER KANG

4. Distribute to Owners or Hold Cash

Bucket can reward owners:

o $320k distributed to shareholders

$200k held on the balance sheet for future opportunities

This preserves optionality and provides downside protection.

The Holdco Capital Allocation Model

Operating Companies
Retain Working Capital & Capex

Free Cash Flow Upstream

i

Holdco

Capital Allocation Decisions

\L Growth Uses Financial Uses \L

Reinvestment Debt Paydown

Strategic Growth Balance Sheet Optimization

Acquisitions

Capital Returns
New Opco Adds

Dividends & Share Buybacks
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Summary: Where the Cash Went

Use of Funds Amount
Strategic Reinvestment $300k
Acquisition Equity $400k
Debt Paydown $200k
Owner Distributions $320k
Holdco Cash Reserve $200k
Total $1.42M

What this illustrates is the compounding effect of disciplined capital
deployment. The holdco doesn’t just passively collect dividends. It
reallocates capital, selectively reinvesting, acquiring cash-flowing
businesses, deleveraging to reduce risk, and rewarding shareholders,
while keeping enough dry powder for flexibility. Over time, these
decisions drive long-term value creation far beyond what any single
opco could accomplish alone.

Why Governance Matters

To ensure an opco doesn't reinvest excessively and starve the holdco
of capital, Bucket uses:

o Thresholds - Any reinvestment above $100k requires
holdco sign-off.

e Clear KPIs - ROI benchmarks must be defined and
tracked.
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o Aligned Incentives — Profit shares and bonuses are tied to
holdco distributions.

This combination ensureslocal teams runlean and opportunistically,
without hoarding cash or chasing vanity growth.

The Power of the Model

If Bucket compounds free cash flow by 15 to 20 percent annually
through smart reinvestment and disciplined M&A, it could double
its free cash in under five years, all without raising external capital.

But the model isn’t magic. It works because:

o Cash flow is predictable and accessible.
o Reinvestment is intentional.
o Debt is used with discipline.

o Incentives are built for alignment.

The true power of a holding company isn't owning many businesses.
Its in allocating capital across businesses. If you've ever run a
company and wondered what to do with the profits (grow, buy,
save, or return) then you already understand the core of what makes
a holdco special. It’s that same scenario, repeated across multiple
P&Ls, with increasing skill.

Understanding cash flow and capital deployment is only part of
the story. To truly evaluate a holdco, you need to see it through an
investor’s lens and understand how multi-decade compounders are
built.
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