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Gentral banks raise interest rate to fight inflation

Policy interest rate
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Country

Eurozone

Rate

Policy Interest movementin 2022

Movement

in 2022
Fed Funds Target Rate 3.00%
Bank of England Official 0
Bank Rate 2.15%
European Central Bank 1 25%

Rate

HKMA Discount Window
Base Rate

3.00%

PBOC One-year Lending
Rate

-0.10%




Valuationis forward looking and marketbased, expectedinfiationand
Interestrate are consideredin projectionand discountrate

Terminal
Incorporating inflation
e expectations on cashflow
Year 2 . .
- $25 projection
$15 - Revenuegrowth

$10

- Operating margins
I Net expected cash flow to be received each ye- - CAPEX?

t as appropriate to reflect risks and time value of money

Incorporating inflation

Discount Rate E _ D and interest rate
(WACC) =Ty X Cost of Equtiy + v X Cost of Debt x (1 — T) expectations in

discountrate




Inflationis expected to decline gradually over the next 18 to 24

months

Inflation Rate Forecast

2022

2023

2024

2025
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7.70%
6.20%
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7.40%
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1.90%
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N/A

2.00%
1.90%
N/A

0.70%
2.50%

2.10%
2.00%
N/A

Projection:

* Extenttowhichinfiationwould affect
future costs of materialand labour?

* Gancompanyincrease the prices of

products tocompensate the increase in

production costs?

 Howwouldincrease incostaffectthe
investment plan? What about
maintenance GAPEX ?

Source: EIU, IMFand OECD
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Value of properties suppressed amid rising interest rate

Rising interest rate to build up
repayment pressure

¥

Fewer demand in the market

¥

Slip in home prices due to
weakened buying sentiment

BUY¢< O
SELL=p mén

Investors turn Higher risks
cautious, expected in
leading to a turn requires
lower activity higher return
volume

N 7/

Fall in property prices

i (O

Housing prices Developers’

to drop further  profits to yield
amid crowded  higher with
new launches  increasedrisks

N 7

Suppressed value of
development projects
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Hong Kong private office price indices

Hong Kong private residential price indices

One-month HIBOR

Hong Kong Rating and Valuation Department, Hong Kong Monetary Authority

Source:




The US dollaris the strongest it has beenin 20 years

Exchange Rate

4-Oct-22 1-Jan-22 USD Appreciation
EUR: USD 1.00 1.14 14.1%
GBP: USD 1.14 1.35 18.4%
USD : JPY 144.40 115.14 25.4%
USD : RMB 7.11 6.35 12.0%
USD: CAD 1.36 1.27 7.2%

Source: Capital 1Q



How to factor climate change in the valuation?

Thefive-step climate change valuation framework

v v v
Risk

=

Policy ; ] Resource Energy Product/ e
and legal Technology Market Reputation Acute Chronic efficiency . S Markets Resilience
X Materiality
Low Moderate High Very high

Market valuation

Discounted cash flow valuation

Integrate Discount rate VS. Cash flow/terminal value Peer A Peer B PeerC Peer D

4 4 \ 4

Entity valuation

Triangulate

Source: A4S Essential Guide to Valuationsand Climate Change (accountingforsustainability.org)]
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Climate risk impact on key assumptions for RE valuation

Rental premium

gcg » LEED-certified office buildings record a6.1% to
@ 13.8% rental premium across China
(compared to non-LEED certified buildings) Taxation
« 100% CAPEX deduction on Environmental

protection machinery (e.g. waste treatment,
OPEX wastewater treatment and air pollution control

: : _ machinery) is allowed in year of purchase under
Dé » Decrease in water prices and costs with energy HK profit tax
and water efficient assets and monitoring the

utilization

» Higherinsurance cost for assets with larger _
exposure to climate risk Cap rate/ Discount rate
* RICS suggested risk premium for assets not
meeting sustainable characteristics should be
CAPEX reflected in discount rate/ cap rate

@L\ « Damage to property and assets due to extreme
weathers




How to factor climate change in RE valuation? Example

KPMG

@ Climaterisk/sustainability considerations in forecasted cashflows
Cashflow process Adjustment Climate risk/ ESG measures related factors
R ., T 0
Upwards Green premium achieving about 6.1% to 13.8% abowe the average
rents China
Revenue «  Business interruption and Plants/ PPE obsolescence due to extreme
Downwards weathers
. penalty on projects failed to meet the existing environmental ordinance
+ OPEX Upwards . Higher insurance cost for assets with larger exposure to climate risk
Downwards . Reduced operating cost with electricity and water efficiency.
= EBITDA EBITDA after adjustment
-  CAPEX Upwards +  Damage to property and assets due to extreme weathers
. . Penalties derived form violation on carbon emission restrictions,
i Tax/ Fines Upward energy efficiency regulations
Downward +  Tax incentives for environmental friendly building installment
- Change in WC
FCFF FCFF after adjustment
End Yield Upwards »  reflect good sustainability on the residual value
Blesau Eie Upward . Higher investment risk found in assets that do not display good

sustainability characteristics



Resources

IFRS Foundation:

Education material on fair

value measurement

December 2012 jupdsted is Febraury 2013

Essential Guide to Valuations and Climate

Chanage (accountingforsustainabilityv.or

Hlustrative examples to accompany
IFRS 13 Fair Value Measurement
r Unguoted equity instruments within the scope of

Ms IFRS 9 Financial Instruments
GEO LEADERSHP

CFO LEADERSHIP
NETWORK
ESSENTIAL GUIDE TO

VALUATIONS AND CLIMATE
CHANGE

A framework to assess the impact of climate change
on business valuations

*opa == ==

UK FRC: Thematic Review - Discount
Rates May 2022

May 2022

HK FRC: 2021 Annual
Inspection Report

Financial
Peporting Councd
FRC WRR R Inspection

2021 Annual Inspection Report

23 June 2022



https://www.accountingforsustainability.org/content/dam/a4s/corporate/home/KnowledgeHub/Guide-pdf/A4S%20Essential%20Guide%20to%20Valuations%20and%20Climate%20Change.pdf.downloadasset.pdf
https://www.ifrs.org/content/dam/ifrs/supporting-implementation/ifrs-13/education-ifrs-13-eng.pdf
https://www.frc.org.uk/getattachment/2c4a08b9-6252-4568-aeb5-72159bf37f0a/FRC-Thematic-Review-Discount-Rates_May-2022.pdf
https://www.afrc.org.hk/en-hk/Documents/2021%20Annual%20Inspection%20Report_EN.pdf

Wehinar dates and topics for 2022

o 7 October — Valuation challenges in the current environment
o 18 November — ESG update/TCFD/Climate-risk on financial reports

o 16 December — Year-end reporting reminders

vy
L &

-@- For more details and access to our webinar series:

[ 4 S

BB hitps://home.kpmalcn/en/homel/services/audit/ifrs-news/financial-reporting-webinar-series.html

KPMG


https://home.kpmg/cn/en/home/services/audit/ifrs-news/financial-reporting-webinar-series.html
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