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Kyndryl must execute a rigid capital reallocation mandate to
escape its legacy 0.2x valuation multiple

SITUATION: Kyndryl completed foundational separation. FY25 revenues hit $15.1B; Q1 '26 adjusted pre-tax
income grew 39% YoY.

COMPLICATION: KD trades at a depressed ~$3.0B valuation (~0.2x Revenue) because the legacy
infrastructure base consumes capital at a rate exceeding generated Return on Invested Capital (ROIC).

QUESTION: How does Kyndryl isolate its high-yield growth vectors, minimize residual capital charge of legacy
operations, and force a multiple expansion?

ANSWER: Execute a rigid capital reallocation mandate: strip non-operating assets from Invested Capital,
aggressively scale the Consult mix to drive NOPLAT above the baseline WACC, and broadcast a pure
Economic Profit mandate.



Despite +39% YoY pre-tax income growth, KD's $3.0B
market cap reflects a severe legacy asset burden

FY25 / Q1 '26 Data Ingestion & Baselines:
FY25 Gross Revenue: $15.1B
Q4 '25 Signings: >$18.0B (Up 48% CC)
Q1 '26 Adj. Pre-Tax Income: +39% YoY trajectory

Capital Structure Reality:
Current Market Cap: ~$3.0B
Current Share Price: ~$14.32
P/S Ratio: ~0.2x (Indicative of heavy asset burden and sub-WACC legacy contracts)



Legacy infrastructure contracts must be mathematically
decoupled to reveal true cash-generating power

Zero-Margin Run-Off Isolation: Legacy IBM-era infrastructure contracts obscure core operating health. These
must be mathematically decoupled from the growth P&L.

Lease Capitalization & Off-Balance Sheet Liabilities: Operating leases artificially depress ROIC when
improperly categorized. Re-capitalizing leases adds directly to Invested Capital.

Goodwill Amortization: Intangible asset amortization must be added back to compute true NOPLAT. Statutory
EPS fails to capture the cash-generating power of the business.



The market recognizes Kyndryl Consult as the sole vector
capable of generating returns above WACC

Institutional Consensus: Acknowledges execution against spin-off goals but applies a 'prove it' discount to
long-term top-line viability.

Q4 '25 Earnings NLP Extraction: 'Economic uncertainty is opportunity' narrative successfully landed, but
market demands proof of translation from signings to margin realization.

Kyndryl Consult Signal: Mentioned as the primary bright spot. Analysts view this as the sole vector capable of
generating returns above cost of capital.



KD is currently trapped in the legacy quadrant and must
demonstrate migration to asset-light advisory

The Margin vs. Capital Intensity Matrix:

Global Tier 1 IT Services: High NOPLAT margin (12-16%), Low Capital Intensity -> Trades at 2.0x-3.5x
Revenue.

Legacy Infrastructure Peers: Low NOPLAT margin (4-6%), High Capital Intensity -> Trades at 0.3x-0.6x
Revenue.

KD Current State: Trapped in the legacy quadrant due to the residual asset base.

The Transition Imperative: KD must mathematically demonstrate its migration from asset-heavy managed
services to asset-light advisory and Al-orchestration.



Achieving a terminal ROIC of just 1.5% above WACC dictates
an intrinsic market value of $6.5B

TSR Disconnect: KD has captured massive enterprise IT market share yet underperformed the S&P 500 IT
Index since inception.

Intrinsic Value Gap: At a $3.0B market cap, the market implies a perpetual negative spread between ROIC
and WACC.

Proof of Mispricing: If KD achieves a terminal ROIC of just 1.5% above WACC, DCF modeling dictates an
intrinsic market value baseline of $6.5B—more than double the current trading price.



Targeted asset reduction and Consult mix acceleration yields
a +$395M shift in Economic Profit

Baseline State (FY25/FY26 Run-Rate Estimations):
Invested Capital (IC): $10,500M | NOPLAT: $825M
ROIC: 7.85% | WACC: 9.50%
Capital Charge: $997M | Economic Profit: -$172M (Value Destructive)

Future State (Target Operating Model):
Invested Capital (IC): $9,500M (Post-optimization)
NOPLAT: $1,125M
ROIC: 11.84% | WACC: 9.50%
Capital Charge: $902M | Economic Profit: +$223M (Value Accretive)

Total Economic Delta: +$395M shift in Economic Profit.



Extracting trapped capital requires $1.0B in IC reduction and
aggressive workforce rotation

Lever 1: Asset Velocity (Denominator Reduction). Reduce Invested Capital by $1.0B through DSO/DPO
optimization and legacy data center footprint divestiture.

Lever 2: Margin Expansion (Numerator Acceleration). Rotate 15% of legacy managed services headcount into
high-margin Al/Data Kyndryl Consult deployments.

Lever 3: Tax Shield & Capital Structure. Refinance high-yield spin debt to lower WACC by 30-50 bps, reducing
Capital Charge.

Lever 4: Zero-Margin Purge. Systematically non-renew the bottom 10% of ROIC-negative legacy contracts.



Operating below WACC destroys ~$43M quarterly; inaction
defers $1.2B in potential multiple expansion

Foregone Value Calculation: Operating with a -$172M Economic Profit destroys ~$43M of shareholder wealth
every quarter.

ROIC Sensitivity: Every 100 bps improvement in ROIC yields a ~$100M reduction in the Capital Charge
penalty.

The Opportunity Cost of Inaction: Delaying the implementation of these specific capital reallocations by 12
months costs the market capitalization approximately $1.2B in deferred multiple expansion.



Strictly linking compensation to ROIC vs WACC spreads
forces the abandonment of value-destroying contracts

Precedent 1: IT Carve-Out to Advisory Pivot. Legacy hardware/services spin-off achieved a 400 bps EBITDA
expansion over 24 months by linking executive compensation to ROIC vs WACC spreads.

Precedent 2: Asset-Light Rotation. Infrastructure provider rotated 20% of its asset base off-balance sheet
through strategic partnerships, resulting in a 2.2x stock price appreciation within 18 months.



A rigorous governance framework must tightly couple
operational initiatives to unassailable financial milestones

Establish a Transformation Management Office (TMO): Shift from decentralized IT project management to a
centralized financial gating authority.

Capital Release Tranches: CapEx and M&A funding are strictly released upon verified, audited ROIC
expansion, rather than strategic intent.

Compensation Realignment: Immediate pivot of C-Suite and SVP-level incentive structures away from top-line
revenue or Adjusted EBITDA.

The Ultimate Metric: 100% of executive performance bonuses indexed exclusively to Economic Profit (NOPLAT
minus Capital Charge) generation.



Institutionalizing Economic Profit as the sole arbiter of
capital allocation transforms KD into an advisory
powerhouse

The Arc: Martin Schroeter took the helm of the most complex corporate separation in technology history. That
stabilization phase is now mathematically complete.

The Pivot: The narrative shifts from 'stabilizing the IBM spin' to 'architecting the most capital-efficient Al-
infrastructure engine in the market.'

The Legacy: By institutionalizing ROIC and Economic Profit as the sole arbiters of capital allocation, Schroeter
transforms KD from an asset-heavy spin-off into a high-yield, premium-multiple advisory powerhouse.
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