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Radical transparency & growing
internalization of externalities

What is driving the pricing of externalities? * > P
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Regulation and Standards scarcity 7
Laws, taxes, subsidies, certifications * * *
Stakeholder Action

Shifts towards sustainable value chains — paying true price

Market Dynamics
Disruptions in supply and demand

REVENUES / COSTS /

Example analysis of internalized externalities

Cost of CO, Lost production Increase in Cost reductions Profit potential
emissions caused by labor  cost of raw through energy from new goods
through carbon unrest over pay materials due and water or services *
pricing and working to resource efficiency
conditions scarcity
: ; : : CORPORATE VALUE
EBITDA Remaining

EBITDA
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KPMG’s true value methodology: three-step approach to

measure and manage societal and environmental impacts

ASSESS THE
1 COMPANY’S ‘TRUE’
EARNINGS
by identifying and quantifying
its material externalities

UNDERSTAND

2 FUTURE
EARNINGS AT RISK

by analyzing exposure to the
forces of internalization

CREATE CORPORATE
AND SOCIETAL VALUE

by developing business cases
that capture value, create
opportunities and reduce risk.

kpmg

Analyze drivers of internaliza-
tion to understand risks to

future earnings

Identify and quantify ‘ Drivers of
positive and negative - . .
externalities to assess the internalization

company's 'true' earnings
¢ Regulations & standards

¢ Stakeholder action

/ Externalities * Market dynamics Corporate value

Economic

Cash
flow/
earnings

* Reduce negative externalities

Strategic response

Develop business cases to
build corporate and societal

value



Step 1: Assess the company/

product/project’s 'true’ value
$
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Revenue Cost Earnings Economic Economic Social positive Social Environ- Environ- ‘True’
positive negative negative mental mental earnings
positive negative
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Step 1: Assess the company’s ‘true’
earnings by identifying and
quantifying its material externalities

Benefits to business leaders and
KPMG TRUE VALUE |nvesto rS

STEP 1 = Provides a clearer view of the

company’s externalities

Assess the company'’s
‘true’ earnings

= Enables a more balanced
conversation with stakeholders on
The first step in KPMG's True value creation, exploring positive as
Value methodology is to

, _ , well as negative societal value
identify the company’s

L : created
positive and negative
externalities and to monetize = Provides a strategic lens of corporate
them, i.e. to quantify them in and societal value creation

financial terms
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Step 1 project flow example — much
emphasis on scoping
and approach development phase...

. W RDeveloping || : ‘ : W Reporting m |Implementin
17| approach ‘ Modelllng L Analysing (internally g

= |dentify most = Conduct = Construct FES = Analyse overall = Create overall = [dentify key FES
material impacts  research and P&L model and country- and country- P&L
= Define value select main FES | = Collect and specific results specific FES implementation
P&L indicators P&L read-outs applications
perspectives validate data = Consult internal _
= Develop stakeholders to = Present pilot = Start developing
. ; approaches per = _ validate results project and
c?oetlji(t:;iglsloatnd indicators VFJﬁﬁ‘ﬂZiZ model outcomesand ~ implementing
products = Identify potential decide on next appllcatlong in
Y | steps pilot countries /
m Engage key = Tailor and appllcatlon a"-eady
stakeholders finali
and prepare inaflze . engaged ,
country pilots modelling for = Synthesize functions during
ryp pilot countries findings project
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Step 2: Understand future
earnings at risk

Benefits to business leaders and

KPMG TRUE VALUE

investors
STEP 2 = Enables understanding of the
Understand future company’s exposure to
earnings at risk internalization of its negative

externalities

Und.ersta.r?d h_OW the = Quantifies potential risks to earnings
externalities identified in step

1 may be internalized by the
three drivers of internalization
and the extent to which those

drivers could affect earnings = Provides information to guide risk-

reduction strategies.

through reduced revenues,
increased costs, or increasing
investment requirements

kpmg



Step 2: Understand future earnings at
risk through drivers of internalization

Example: government may
apply taxes or fines to
negative externalities, i.e.
water scarcity taxes

Example: Cost
increases of key
inputs, such as scarcity,
may increase the cost of
production

Example:

production costs
may increase due to
stakeholder pressure
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Step 2: Understand, prioritize and
assess future earnings at risk

Highly likely Likely Unlikely

.s —. p—

] . = T o ‘_ L
Earnings Negative externalities Positive externalities True
garnings
© 2017 KPMG, a Hong Kong partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative 10

kpmg ("KPMG International"), a Swiss entity. All rights reserve d.



Step 3: Create corporate and

socletal value

KPMG TRUE VALUE

STEP 3

Create corporate and
societal value

Step 3 helps companies to
build business cases for
investments that create both
corporate and societal value in
the most cost effective way
possible

kpmg

Benefits to business leaders and
investors

m Provides a more complete (i.e.
corporate and societal) view of the
potential value creation of an
investment

= Quantifies the Net Present Value of
investments including likely
internalization of externalities

m Provides insights to make balanced
investment decisions on
maximization of both corporate
value and societal value.
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Step 3: Create corporate and societal
value — building the business case

Projects deliver positive Projects do not deliver positive
Projects deliver a positive return returns if potential returns returns but may be considered on
regardless of potential returns from from internalized externalities the basis of their societal value
internalization of externalities are taken into account creation e.g. social investments
> < >« >
4 ! H
| e e
° =TI E E
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- : ;
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@ . [ ] ;
> — - Societal value (NPV
> e = (NPV)
2 { .
| : e
Example: investing in an energy Example: investing in water Example: investing in
reduction project saving projects community development
® direct savings from reduced energy result ¢ direct savings from water * internalization returns from avoided
in positive returns reduction results in negative community unrest increase NPV
* internalization returns from avoided NFV * significant societal value created
carbon tax increase total NPV * internalization retums of

avoided lost production turns
NPV into positive

[ NPVincluding returns from internalized externalities
[:I Direct financial returns
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Combined approach could inform revenues
& costs hypotheses through True Value
lens to shape sustainable business cases
W @ ©) o

Baseline revenues and  Select key product(s) / Apply hypotheses- Develop business /
costs of business categor(y)(ies) driven approach to value cases
& identify true value value creation

Define implementation plans
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Helping to transform asset
management, to include externalities
as part of Total Cost of Ownership /
Utilization over product lifecycle

FINANCIAL " M meco Environmental

EXTE TIES 1
(1)
0
(23)
(5) @) (o)

17
@ @)
Traditional GHG Resource Energy Confl Local N Safety  Travel time Tax True' TCO
TCO Emissions  u se mineral risk pollution incentives
F E E E S S S S S F F+E+S

Based on the KPMG True Value methodology wiith Volvo data



Overview of environmental indicators

CO2 emissions & energy

OC) Local air pollution
(-]

o

@ Water consumption & pollution

Q : :

@é@ Waste production & recycling
Q Biodiversity
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Measuring Social Value

» Standard for social value measurement is still under development —

« Janne Dietz (KPMG NL) was seconded last year to the WCSD in Geneva to help come to a standard a wrote the paper: “Social

Capital in Decision-Making: How social information drives value creation”

» Social value requires often a bespoke approach per project (dependent often on materiality and data availability)

» Bespoke approaches are devised by following steps of the impact chain:

Step

Description

The resources necessary to carry out an activity. These indicators can be monetary, material
or social related

2. Beneficiaries

The target population (direct and indirect) benefiting from or being impacted from the
implementation of an intervention or product

The results of the activity in question or the volume of work accomplished by the company or
project. Common ‘output’ indicators include volumes sold and numbers of people reached

Advantages, disadvantages or neutral changes for stakeholders as a result of the output

5. Impact Definition

The long-term societal consequences of the outcomes. The impact can be both direct and
indirect

6. Quantitative
Impact Indicators

Quantitative indicators that express impact in a certain quantity

7. Valuation
Approach

Valuation relates to the different approaches associated with the measurement of change in
‘welfare’ of individuals and society in aggregate

15



Mobility & Travel Time

At the core of all transport related companies:

+ Mobility: “Transport of people (or goods) from A to B”

- Travel Time: “Time is Money”

Method & Basic Concepts

= Coefficient based on Revealed Preference is used in Societal Cost Benefit
Analysis

= Basic Concepts:
= Value of Time (VoT)
= Value of Reliability (VoR)

= New Concept currently being developed : Value of Convenience
= Travel Time Multipliers (i.a. waiting, walking, crowdedness)
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Wellbeing

Measurement of employee wellbeing is a field still
under development, no integral multipliers
available to date yet, requires bespoke approach
and should be related to certain programs

Available studies often US focused due to larger
internalization of health care cost for employers

‘Hot’ topic right now in real estate, e.g. building
design and influence on productivity and medical
cost

Practical issue during engagements: limited data
available (even pharma companies)

Examples SROI from studies

» For every $ spend on wellness programs at

companies $6 dollar SROI ($3.27 in medical cost
and $2.27 in absenteeism, productivity outcomes
are not included) — similar return for tobacco
programs

Obese employees have on average 105% higher
costs for prescriptions and 39% higher primary care
costs. Overweight employees cost for prescription
costs were 37% higher and primary care costs were
13% higher. Obese employees are on average 3.72
days absenteeism and have 6% higher chance to
claim disability

Every $ spend on biking or hiking trails
results in a 3% dollar medical cost saving



Economic Valuation

We assess the direct economic impact
generated in two stages:
Construction Operation

éﬂﬁ-

G >

oG

The economic benefits provided that are
generated by the additional expenditure flowing
into the economy as direct result of the
construction and operation activities.

These arise from the expenditure of
contractors, visitors, and venue operators,
commonly known as direct impacts.

We will assess the indirect economic impact
generated by the suppliers of the construction
contractors and venue operators.

Supply chain impacts

&

The expenditures from the direct impact are then
captured as turnover for firms and incomes to
local employees. These expenditure flows to
additional suppliers and other service
providers. These are known as indirect
impacts, and supports additional employment
and value throughout the economy.

>

~~ //

leakage that occurs in the calculation of economic impacts typically includes:
» Expenditure on goods and services outside of Hong Kong (such as imports); and
» Income for employees outside of Hong Kong

KPMG

("KPMG International"), a Swiss entity. All rights reserved.
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We will assess the induced economic impact
generated by the employee directly and indirectly
related

Further impacts by employee

Induced impact arises from shifts in spending
on goods and services as a consequence of
changes to the payroll of the directly and
indirectly affected business.

Induced impact are measures of retail
spending, and may include food, clothes etc
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The Link

Annual Report 2014/2015

]J, 3 The Link

The Link Real Estate
Investment Trust

Stock code: 823

KPMG

Strategic Report
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OTHER FINDINGS INCLUDE:

Lok Fu Plaza hA fu
| Market

1—29% ; +23%
+_50‘_’/, +50%
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QUANTIFYING OUR VALUE CREATION:
BEYOND OUR FINANCIAL STATEMENTS
As an extension of the lving room, we also by
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feem community bene
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Our assessment methodology

True Value of AEs

Revealed

Preference
Approach

Life Satisfaction
Approach

= This involves inferring the implicit prices placed on a

good by individuals, by examining their behaviors in a
similar or related market — asking individuals (through
surveys) specific questions that then allow us to use
established valuation tools to quantify values

= An example would be travel time or dwell time to, and

at Lok Fu Plaza and Fresh Market— which can be
valued using transport appraisal methods used by the
HK Government as a proxy for the community value
created

= This is a form of revealed preference — used

extensively by overseas Governments — which
(through a survey) determines the monetary value of
community impacts, with reference to two indicators
(changes in ‘life satisfaction’ from AEs and
commensurate monetary values that would also
bring about a similar level of ‘satisfaction’ for the
individual concerned).
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Findings: Catchment area increased
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Findings: Number of footfall
i n C re asg} dpping trips by districts, Lok Fu Plaza

110,600
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m 86,100 t No. OfllndU(.:ed
S 80,000 - ’ Shgpplng trips +
2 12,500 29%
“ 60,000
3 10,000
E 40,000 -
=}
z

20,000 -

Before AEI After AEI
mLok Fu Wong Tai Sin
u Kowloon City and Kowloon Tong Other Kowloon districts
Hong Kong Island “ New Territories

Number of shopping trips by districts, Lok Fu Fresh Market

25,000 1 23,400
2
8 20,000
Q
o .
% 15000 - No. of induced
s hopping trips +
3 shopping trips
(o)
€ 10,000 23%
P4
5,000 A
Before AEI WAfter AE
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Life Satisfaction: Lok Fu Plaza after

AE

Overall
Shop diversification

Provision of daily necessities

Plaza promotions (such as parking
discounts)

Positioning

Internal layout and decoration

Provision of public area

Customer service and supporting facilities
Events and functions

Quality of life

Social network

Sense of belonging

Community development
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Social aspect

Quality of life
wasgenerally
perceived as one of
the most

appreciative
element of the Lok
Fu Plaza AE
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