KPMG

GCostof
Gapital Study
2023

Unpredictability on the rise! —
Interest rates too?

What are the drivers,
what are the consequences?




This study is an empirical investigation with the aim of analysing management practices.
The information provided and explanations offered by the study do not offer a complete
picture for deriving financial forecasts or costs of capital, or for proper actions or
interpretation of the requirements for impairment tests, other accounting-related questions
or business valuations for accounting, tax or other purposes.

When considering the following analyses, it should be noted that the company data
presented here stems from companies in different countries, some with different currencies
and at varying points in time. Furthermore, it should be noted that not all participants in the
study answered all questions.

The data presented in this study does not necessarily reflect KPMG’s view on future-
oriented assessments or on the cost of capital in the survey period.
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Preface

Dear Readers,

It is our pleasure to present you with the results of
the eighteenth edition of our Cost of Capital Study.
With 322 respondents this year, we have once
again succeeded in drawing a significant number of
participants. We would like to express our sincere
gratitude to all of the companies that took part in
the study. Your support and participation
demonstrates once more that the study continues
to be an integral component in your valuation
practice. We therefore hope that this year’s study
and the key topics contained therein will be of
particular interest to you.

In recent times, the global economy has contended
with a multitude of uncertainties such as Russia’s
war against Ukraine and the enduring Covid-19
pandemic. Accordingly, the capital markets have
been increasingly exposed to factors such as rising
inflation rates and the energy crisis. Consequently,
we have chosen the title "Unpredictability on the
rise! — Interest rates too? What are the drivers,
what are the consequences?” for this year’s Cost of
Capital Study.

In the current issue, we examine the impact of
increased uncertainties and accompanying interest
rate and inflation developments on business
models, corporate development and long-term
return expectations (cost of capital). In this context,
the current issue of the study focuses on the
following subjects:

KPMG

+ Growing divergence? Hypotheses on the
different development of global economic areas

* Inflation unleashed? Central Banks’ interaction
with capital markets

« Navigating increasing uncertainty?
Development of market return expectations in
turbulent times

As a reference point, the collection of empirical data
provided by the participants is based on the IFRS
(International Financial Reporting Standards)
impairment test, as this test itself and its related
valuations are mandatory for all IFRS users.

Supplementary to the current study, we would like
to draw your attention to the interactive version of
the report, which is available on our website at
www.kpmg.de/cost-of-capital-study. The
interactive version allows you to compile your own
parameters relevant to your company and/or
industry so that you can obtain a personalised
industry assessment.

We hope that this year's Cost of Capital Study also
meets your expectations, serving as captivating
reading material. Our team will be happy to discuss
the results with you personally, and we encourage
you to contact us with any questions or comments
you may have.

With best regards,

Stefan Schdniger

Partner

Deal Advisory, Valuation

KPMG AG
Wirtschaftsprifungsgesellschaft

Heike Snellen

Director

Deal Advisory, Valuation

KPMG AG
Wirtschaftspriifungsgesellschaft

Dr Andreas Tschopel

Partner

Deal Advisory, Valuation

KPMG AG
Wirtschaftsprifungsgesellschaft
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Summary of Findings

Growth expectations

|:||] Growth expectations continue to be influenced by Russia’s war
against Ukraine and rising interest and inflation rates. Although the
anticipated sales growth has decreased slightly compared to the results of last
year’s study, the forecasted EBIT growth has shown a significant increase.

Page 15

WACC

Compared to the previous year, the average WACC across all
industries increased significantly from 6.8 percent to 7.9 percent. The
increase in WACC is in line with the development in the different sectors. The
largest increase can be observed in the Real Estate sector, from 5.9 percent
to 7.6 percent. Page 24

Market risk premium

The average market risk premium applied by participating companies
declined from 7.2 percent in the previous year to 6.9 percent. The
declining trend is also observed in the cross-country comparison. In Germany,
the market risk premium declined from 7.4 percent to 7.1 percent, in Austria
from 7.5 percent to 7.2 percent and in Switzerland from 6.2 percent to
5.9 percent. Page 27

Cost of debt

(S
@9 Following a downward trend in recent years, the participating
companies’ average cost of debt increased from 2.0 percent in the
previous year to 3.8 percent during the survey period. Page 35

Triggering event

Compared to the previous year, there has been an increase in the
percentage of participating companies that conducted an impairment
test based on a triggering event, from 33 percent to 44 percent. Page 41

Summary
Page 5
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Planning uncertainty

To improve planning accuracy of future cash flows, it is important to

consider relevant opportunities and risks. Compared to the previous
year, participating companies placed greater emphasis on economic risks
(macroeconomic) and risks from new technologies and digitisation
(microeconomic). Page 21

Risk-free rate

During the survey period, the average risk-free rate increased

by 1.6 percentage points to 1.9 percent. In Germany and Austria, the
risk-free rate increased from 0.2 percent in 2021/2022 to 1.9 percentin
2022/2023. In Switzerland, the risk-free rate increased by 1.1 percentage
points to 1.8 percent in 2022/2023. Page 26

Beta factors

The highest unlevered beta factors were again applied by the

Technology sector, followed by the Automotive sector. The lowest
unlevered beta factor continued to be applied by the participating companies in
the Energy & Natural Resources sector. Page 31

Impairment test

The most recent period shows a slight increase in the number of
companies recognising an impairment which could be attributable to
the economic consequences of Russia’s war against Ukraine. Page 39

Sustainability

In recent years, ESG has become an increasingly important topic for
companies. Even though the importance of ESG remains at a high
level, it slightly declined compared to the previous year. Page 46
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1.10verview of Participating Companies

Study participants

With 240 companies from Germany, 32 from
Austria and 50 from Switzerland, the total number
of participants in this year’s Cost of Capital Study
amounts to 322 companies (previous year: 321). As
in previous years, the study has again attracted a
very large number of participants.

The response rate among the DAX-40 companies
decreased slightly compared to the previous year
to 65 percent, which corresponds to 26 companies.
At 46 percent, the participation rate of the
companies listed on the MDAX remained at a
similar level to the previous year.

While the response ratio for companies listed on the
ATX decreased to 35 percent, the number of
participating companies listed on the SMI increased
by 5 percentage points to 45 percent.

Survey period

Companies had the chance to participate in the
survey for this year's study between April and July
2023. The survey period covers the reporting dates
of the consolidated financial statements of the
companies under consideration between

30 September 2022 and 30 June 2023.
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Figure 01:
Participants by country
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Analyses

The companies taking part in the Cost of Capital
Study were asked to categorise themselves into
specific industries based on their operational
activities. In terms of the relevant parameters for
financial forecasting and cost of capital, this
enables both a differentiation and a comparison of
these industries.

The industrial manufacturing sector continues to
have the highest number of participants in the
survey. Compared to the previous year, however,
we observe an increase in participant numbers from
the Financial Services, Energy & Natural Resources
and Media & Telecommunications sectors.

By contrast, the number of participants from the
Chemicals & Pharmaceuticals industry declined
significantly, especially among non-family-owned
companies. The decreasing participation from this
sector may be linked to the ongoing global supply
chain challenges, as this sector is particularly
affected by the consequences.

Most of the companies taking part in the Cost of
Capital Study were medium to large-sized
companies conducting operations in more than
ten countries, with more than 500 employees, and
generating revenues exceeding EUR 1 billion.

Introduction
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Figure 03:
Participants by industry sector
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1.20nline Industry Analyses

The results of the Cost of Capital Study 2023, along
with the studies from previous years, can be
accessed via the following link:
www.kpmg.de/cost-of-capital-study.

The results include a detailed overview and
presentation of financial forecasts and cost of
capital parameters. Furthermore, the findings of the
study can be viewed separately for each industry
sector as well as for the sub-sectors of Chemicals &
Pharmaceuticals, Consumer Markets, Financial
Services, and Media & Telecommunications.

As in previous years, an interactive version of the
online study is available online. To enable tailored
analyses, search criteria can be individually chosen
to generate the desired output such as the historical
development of cost of capital parameters for
certain industries or countries. The results can also
be filtered by company size to further differentiate.

The website also provides additional information on
the performance of impairment tests (note that
chapter 4 contains some of the results on this
topic).
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Figure 05:
Participation by sub-sector
Total (multiple choices possible)
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Growing divergence? Hypotheses on the different development of

global economic areas

The cash flow and return expectations of market
participants determine the development of values
and prices. As uncertainties increase, market
participants demand higher risk premiums.
Moreover, they attempt to compensate for higher
inflation rates through yield spreads. With three
hypotheses, we will shed light on the direction we
believe return expectations will take in the near
future.

1) The increase in geopolitical crisis situations
leads to an increase in macroeconomic
uncertainties.

The (increasingly short-term) succession of crises —
with corresponding negative economic impacts —
has continued in the past year following the Covid-
19 pandemic, with Russia’s war against Ukraine. A
mid-term analysis of the major regional economies
to forecast their future economic developments
continues to be increasingly difficult due to the
numerous and in some cases overlapping special
effects. The crisis-related influences are
accompanied by the increasingly evident effects of
global warming. Additionally, the demand for ESG
compliance poses challenges for companies, as
does the realignment of global supply chains. The
trend towards protectionist tendencies continues. At
the same time, capital markets are reaching new
highs, while real estate markets are coming under
increasing pressure.

Introduction
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The aspect already described in previous issues of
our Cost of Capital Study — that the global world
economy continues to evolve in a state in which new
crises emerge before the effects of previous crises
are resolved — has tended to intensify.

Negative effects may therefore accumulate
increasingly. This makes it even more challenging to
assess the specific effectiveness of measures taken
by central banks and governments, limiting the room
for action. As a result, macroeconomic uncertainties
have increased further. However, the effects of the
highly expansionary monetary policy of central
banks since 2008 — which have led to a significant
increase in global inflation since 2021 — are clearly
evident. In response to this, central banks have had
to abandon their long-standing low interest rate
policies. Consequently, companies and market
participants find themselves confronted with rising
interest rates in an already challenging environment.

The extent to which the measures taken by
governments and central banks are sustainable in
guiding global economies back to calmer waters
remains to be seen. Although comparisons with
historical facts and previous market corrections are
only useful to a limited extent, there are also
regularly recurring parallels to historical corrections.

2) The cost of (too) expansionary monetary
policy is higher inflation in the long term

Expansionary monetary policy in crisis situations is
fundamentally recommended by economic theory to
cushion recessive phases. However, everything
comes at a cost, and crucial for the general price
level is the ratio between money supply and
economic output.

If the money supply is greater than economic
output, this leads to inflation. Since in theory
(moderate) inflation is preferred over deflation,
central banks such as the US Federal Reserve
(Fed) and the European Central Bank (ECB) have
communicated inflation targets of up to two percent
in the past.

If the money supply — for example, due to
numerous monetary policy measures resulting from
crises in quick succession — increases too much
and over an extended period beyond a healthy
relationship with economic output, this will lead to
an increase in inflation above the inflation target as
soon as the money supply reaches the product
market. In situations where the money supply
initially increases but does not immediately reach
the product market (liquidity trap), there is a risk of
sudden release (the so-called ketchup bottle effect)
with a sharp, short-term increase in inflation. To
contain high inflation, specific countermeasures are
needed from central banks and possibly
governments.



Currently, it appears that relief measures by central
banks and governments are sometimes acting in
opposing directions. Furthermore, there are
differences in the causes, crisis-related special
effects, and goals of central banks among the major
regional economic areas, which are expected to
result in different developments regarding
sustainable inflation in the future (see also focus
topic pp. 18 et seq.).

3) The development of the major economic
areas will diverge in the future.

China faces major challenges after years of high
growth. The ongoing trade war with the USA,
disruptions in supply chains due to the Covid-19
pandemic, de-risking and decoupling from major
trading partners, demographic changes as a result
of the one-child policy, overvaluations in the real
estate sector combined with the looming insolvency
of major real estate companies, political tensions
arising from China’s claim to Taiwan, and human
rights violations are leading to a decline in
economic growth combined with negative social
consequences. The recent Chinese economic
system is facing its first major test and must prove
its sustainability for the first time. It is expected that
the Chinese government will once again
demonstrate that the Chinese market is not a
politically and economically free economic space.
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Therefore, the Chinese capital market remains
separated due to limited access and high
government influence. The (exclusive) use of capital
market data from Chinese companies is still subject
to critical evaluation due to the lack of integration, as
can be assumed, for example, in the European and
US capital markets.

After pursuing an expansive monetary policy —
somewhat too expansive according to the Fed — the
Fed responded promptly with consistent interest rate
increases at the first sign of money-related inflation,
resulting in the current decline in inflation, with
theoretically recognised instruments being
consistently applied and effective. While government
support packages in the USA counteract this trend
to some extent, they generally provide support for a
robust US economy. Compared to Europe, the USA
has grown significantly stronger since the financial
crisis — both in absolute terms and per capita.
Among the contributing factors are higher economic
momentum in the transformation of business
models, increased research and development
spending, and lower energy costs. The valuations of
large tech companies and their share of the overall
market have grown steadily. However, whether
these valuations are justified sustainably remains to
be seen, as does the development of increasing
social tensions and the US election in 2024.

In comparison to the USA, the expansion of the
money supply by the ECB has been significantly
higher in the Eurozone since the financial crisis in
2008. This, along with the additional pressure
caused by the scarcity of energy due to Russia’s
war against Ukraine, led to a significant increase in
inflation.

The ECB'’s hesitant response to counteracting the
price increases through interest rate hikes can
partly be explained by the increasingly apparent
negative consequences, such as payment
difficulties for member states and companies.

Overall, the Eurozone appears to be in a fragile
state — the high dependency of some member
states on energy supplies from Russia,
demographic changes with an increasingly ageing
society, the persisting North-South economic divide
among member states, rising levels of government
debt, increasing EU regulations and bureaucracy,
the refugee crisis and growing nationalist
tendencies all have a negative impact on the
necessary dynamism of the European economies.
In particular, Germany — historically an important
stability factor in Europe — has slipped to the lower
end of the EU member states in terms of expected
economic growth due to self-imposed challenges
and declining competitiveness.

Compared to the North American economic area, it
is expected that Europe could continue to lose
ground in the coming years.
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2.1Preparation of the Financial Forecasts

Especially in the current prevailing times, which are
subject to high uncertainties, the predictability of
future economic developments is severely limited.
This makes financial forecasting by companies
similarly difficult. In order to enhance the precision
of financial projections, it is essential to thoroughly
consider expectations regarding operating
performance and risk drivers. Another important
factor for increasing accuracy is the preparation of
planning figures in an integrated and sufficiently
detailed way.

It is noticeable that the study participants have
increased the level of detail in their financial
projections compared to previous year’s study,
which may be attributable to an increased level of
uncertainty.

Sensitivity and scenario analyses are able to
predict future variations in a company’s
performance. This means that they provide an
appropriate framework to account for uncertainty in
company valuations. In order to properly consider
cash flow sensitivities, a simultaneous adjustment
in the cost of capital is necessary. Without this
adjustment, the risk equivalence between
numerator and denominator is not given, thus
leading to biased valuation results.

The study results show that, compared to the
previous year, participants not only increased the
level of detail in financial forecasting but also
increasingly conduct sensitivity analysis for both
cash flow and cost of capital.

KPMG

Figure 06:
Degree of detail in the financial forecast
Total (in percent) 45

35

20

Forecast only of a P&L Forecast of a P&L and additionaly
selected balance sheet items or a

complete balance sheet

Completely integrated (P&L,
balance sheet and cash flow)

2021/2022 - 2022/2023 Source: KPMG in Germany, 2023

Figure 07:
Consideration of sensitivities
Total (in percent)
36 36
27
21

Cash flow (amongst others
sales, EBITDA, EBIT)

Cost of capital (including Both None
sustainable growth rate)

2021/2022 - 2022/2023 Source: KPMG in Germany, 2023



The choice of the planning period is naturally
accompanied by some incongruity. A longer
planning horizon increases the level of planning
uncertainty, while a (too) short planning horizon
fails to adequately consider investment and product
life cycles, as well as long-term industry
developments, in the financial forecast.
Consequently, this may result in inaccurate
company valuations that, at worst, are utilised for
subsequent decision-making.

In accordance with International Accounting
Standard (IAS) 36.33 (b), the planning horizon of
the financial forecast should not exceed a five-year
period when applying the value-in-use concept.
Depending on the product and investment cycles,
an extended planning horizon may be warranted.

In contrast to last year’s study, there is a trend
among participants towards shorter planning
periods. The utilisation of two, three, and four
planning years has increased slightly, while the
usage of five planning years has decreased by six
percentage points. The trend towards shorter
planning periods could be the result of significant
planning uncertainties arising from macroeconomic
and geopolitical disruptions like Russia’s war
against Ukraine or rising inflation and interest rates.

Compared to the previous year, the participating
companies have not made significant changes to
the number of segments or CGUSs.

Figure 08:
Planning horizon
Total (in percent, multiple choices possible)
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Figure 09: Figure 10:
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2.2 Growth Expectations

Russia’s ongoing war against Ukraine and the
resulting resource scarcity, coupled with rising
interest and inflation rates, are causing significant
uncertainty and exerting a strong influence on
companies’ growth expectations. Additionally, the
emergence of new technologies, such as artificial
intelligence, is reshaping industries and creating
potential business opportunities. These factors will
continue to impact industry growth rates to varying
degrees.

In comparison to previous year’s study, sales
growth expectations have declined in all industries
except for Media & Telecommunications

(+2.7 percentage points) and Real Estate

(+2.0 percentage points). However, forecasted
EBIT growth has significantly increased compared
to the previous year, particularly in the Technology
(+7.0 percentage points) and Media &
Telecommunications (+6.0 percentage points)
sectors. This trend may be attributed to the ongoing
digitisation and the emergence of artificial
intelligence.

Overall, the average expected sales growth has
decreased by 0.1 percentage points, while the
average forecasted EBIT growth has increased by
3.0 percentage points.

Figure 11:

Forecasted sales growth by industry

(in percent)
Automotive
Chemicals & Pharmaceuticals
Consumer Markets
Energy & Natural Resources
Financial Services
Healthcare
Industrial Manufacturing
Media & Telecommunications
Real Estate
Technology

Transport & Leisure

Total

Family-owned companies
Non-family-owned companies

2021/2022 [N 2022/2023

10 12 1.

Figure 12:

Forecasted EBIT growth by industry

(in percent)
Automotive
Chemicals & Pharmaceuticals
Consumer Markets
Energy & Natural Resources
Financial Services
Healthcare
Industrial Manufacturing
Media & Telecommunications
Real Estate
Technology 16.5

Transport & Leisure

Total

Family-owned companies
Non-family-owned companies

18

Source: KPMG in Germany, 2023
Note: n/m = not meaningful



2.3 Inflation Expectations

As compared to the second half of the year 2022, a
decline in inflation rates could be observed in the
past months of 2023. However, the current inflation
level is still well above the ECB’s target of around

2 percent.

In line with these observations, around half of the
participating companies expect short-term
company-specific inflation rates of at least

4 percent. The highest short-term inflation
expectations can be observed within the Consumer
Markets sector, while participants within the
Technology sector expect the lowest short-term
inflation rates among all industries.

Consistent with the previous year’s study, the
majority of participants anticipate their company’s
specific mid-to long-term inflation (i.e. from the third
planning year onwards) to be in a range between

1 and 3 percent.

Participating companies identified high energy
prices, resource scarcity, and geopolitical crises as
the primary drivers for high inflation rates. However,
compared to last year, fewer participants believe
that high inflation rates are caused by the rapid
rebooting of the economy following the Covid-19
pandemic (-11 percentage points). Instead, an
increasing number of participants identified the
price-wage spiral as one of the primary drivers for
inflation (+10 percentage points).

Summary Introduction
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Figure 13:

Short-term company-specific inflation
expectations

(in percent)

Figure 14:

Mid/-Long-term company-specific inflation
expectations

(in percent)
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Figure 15:
Main drivers of the current level of inflation
Total (in percent, multiple choices possible)

84 84
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2021/2022 - 2022/2023 Source: KPMG in Germany, 2023
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The impact of inflation on a company is significantly

influenced by the company’s ability to pass on its Flg.u.re 16: ) ) ] .
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Inflation Unleashed? Gentral Banks' interactionwith capital markets

To assess the current inflation trends, it is helpful to
examine the causes of their emergence. The main
reason for today’s high inflation rates was
essentially the expansionary monetary policy
pursued by central banks in response to various
crises, both global (the 2008 financial crisis and
2020/2021 Covid-19 pandemic) as well as regional
(the 2012 sovereign debt crisis and Russia’s war
against Ukraine). A (too) significant increase in the
money supply beyond a healthy ratio to economic
output regularly leads over time to inflation
exceeding the typical inflation targets set by central
banks.

In the USA and particularly in Europe, the money
supply has increased significantly in recent years
beyond the growth in economic output — thereby
altering its relation to economic output. It is evident
that the money supply in the Eurozone increased
by multiples compared to that in the USA. While
inflation in the USA — as acknowledged by the Fed
early on — was primarily attributed to a somewhat
expansionary monetary policy, Europe experienced
additional special effects alongside money-related
inflation, such as the war-induced increase in
energy prices.

Against this background, the perspective between
general overall inflation and core inflation (adjusted
for volatile products such as energy) became
crucial.

The latter generally serves as a better indicator for
the long-term inflation trajectory. In Europe, there
was a recent situation observed where core inflation
continued to rise while overall inflation was
declining. Compared to the Fed and other central
banks, the ECB took significantly more time to
recognise the sharp rise in inflation as a fact that
required an appropriate response.

As a result of the strong inflation, central banks
aggressively raised interest rates, with the Fed
displaying a more determined and earlier response
in terms of both timing and magnitude compared to
the ECB.

Figure 18:

Monetary base/GDP development USA and
Eurozone
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Figure 19:
Interest rate development USA and Eurozone
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Developments over the past decade have led to
adjustments in the inflation targets of the central
banks. Originally, the inflation targets of both central
banks were capped at a maximum of 2 percent.
However, there was a relaxation of this target in the
years 2020/2021, so that currently higher inflation
rates of around 2 percent are considered the target
in both economic areas.

Meanwhile, it appears that inflation has also been
incorporated into the capital markets and reflected
in capital market prices. The initial inflation-driven
increase in nominal implied total market returns in
2022 came to a halt. For Germany, the implied
overall market returns declined from their peak in
October 2022, which was around 10 percent, to
below 9 percent in April 2023, while inflation
expectations simultaneously stabilised. By early
2023, market return expectations had thus returned
to the range of long-term nominal market return
expectations of 7-9 percent (a range, however,
based on a moderate inflation environment). It is
also evident that short-term inflation expectations
are declining, but long-term inflation expectations,
measured against the central banks’ inflation target
of 2 percent, are solidifying at a significantly higher
level.

Against this background, central bank
communication and capital market observations
suggest that inflation rates will remain above recent
historical averages in the medium to long term,
despite the current efforts taken by central banks
through increases in interest rates.

KPMG

Figure 20:
Inflation expectation
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Additionally, it remains to be seen whether
developments in the USA and Europe will tend to
converge or diverge in the medium term. The
potential reasons for divergence could be the
partially different causes of inflation, the level of the
money supply, as well as the varying overall
objectives of central banks, coupled with the
resulting and partly different countermeasures in
terms of actions and timing.



2.4 Determination of Expected Values

In the past, companies with a long history and
operating in a relatively stable environment may
have found single-value estimations of future cash
flows to be a sufficient forecasting tool. However, in
environments characterised by high uncertainties,
the applicability of single-value estimates is
severely limited.

In economic environments characterised by high
uncertainty, it is essential to use multi-valued
estimations based on scenarios and simulations to
address performance and risk drivers in a
systematic and transparent manner. This approach
is necessary due to the challenges posed by
predicting macro- and microeconomic
developments, as well as short-term distortions,
which can significantly impact business models.

In line with last year’s Cost of Capital Study, the
majority of participating companies still rely on

single-value estimates to forecast future cash flows.

This indicates that alternative scenarios and
potential changes in the future performance and
risk of the prevailing business model are not being
adequately considered when determining expected
values. However, the trend from the previous year
of participating companies increasingly utilising
simple scenarios to derive future cash flows
continues this year as well.

Figure 21:
Measurement of expected values
Total (in percent)
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simulations)

Source: KPMG in Germany, 2023



2.5 Gonsideration of Risks

Future cash flows are characterised by uncertainty
and must therefore be determined by their expected
value.

To improve the precision of expected values, it is
crucial to include all relevant opportunities and risks
associated with the business model, whether they
are micro- or macroeconomic in nature, during the
preparation of the financial forecast. The
importance of considering risks in a company’s
financial forecast is additionally emphasised during
times characterised by high uncertainty.

Compared to last year’s study, we observed that
the number of participants taking economic risks
into account increased slightly.

Regarding the microeconomic risk factors, the
significance of risks associated with new
technologies/digitisation increased for participants
compared to last year's Cost of Capital Study. This
trend aligns with the growing prevalence of
emerging technologies, such as atrtificial
intelligence, which impact established industries
and potentially generate new business prospects.
Additionally, the declining trend of new competitors
as a microeconomic risk factor was already
observed in last year’s study.

Figure 22:

Consideration of risks in the financial forecast — macroeconomic risks
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Figure 23:

Consideration of risks in the financial forecast — microeconomic risks
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81 80
56
51 51
45

21 21
Customer-side risks New technologies/ New Supply-side risks (for Other micro-
(for example market digitisation competitors example supplier economic risks

and sales risks) networks)

2021/2022 Il 2022/2023

Source: KPMG in Germany, 2023



2.6 Dealing with Uncertainty

The series of crises — becoming progressively more
short-term — and their resulting adverse economic
consequences have endured throughout the past
year in the wake of the Covid-19 pandemic,
compounded by Russia’s war against Ukraine. As
highlighted in the focus article on pp. 10 et seq., a
rise in geopolitical crises could lead to further
uncertainties in the future.

According to the findings of this year’s Cost of
Capital Study, almost 70 percent of the participating
companies reported that uncertainty has a (highly)
negative impact on their business plan.

A comparison across industries, however, shows
that for some companies, especially in the Energy
& Natural Resources as well as Financial Services
sector, uncertainty had a positive or even highly
positive impact on business plans.

While most participating companies indicated that
uncertainty has a negative impact on their business
plan, the majority of these companies do not see a
need to adjust their planning processes for this
reason.

The companies that indicated a need for
adjustment (17 percent) see the need to change
their planning approach, increase the level of detail
in their business plans, and make other
adjustments.

Figure 24:

Impact of uncertainty on companies’ business plans
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Figure 25:

Need and level for adjustment of planning process due to uncertainty
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3.1WAGC Overview

The so-called WACC approach is the most
common discounted cash flow (DCF) method when
deriving an enterprise value.

By applying this approach, the weighted average
cost of capital (WACC) is utilised to discount a
firm’s future cash flows. The WACC is calculated by
weighing the cost of equity and cost of debt based
on their respective proportions of the market value
of equity and market value of debt in relation to the
total entity value.

Since 2014/2015, the WACC has ranged between
6.6 percent and 7.1 percent. This year’s study
shows a significant increase in the WACC

to 7.9 percent and thus again reaches the level of
the years 2005/2006 to 2013/2014.

Ensuring methodological consistency in deriving the
cost of capital is crucial across various valuation
scenarios encountered in practice, rather than
focusing solely on value-based consistency.
However, a significant proportion of study
participants fail to compare the cost of capital
utilised in M&A transactions and investment
decisions, despite the need for consistently applied
concepts that are applicable to different project

types.

Figure 26:
WACC (after corporate taxes)
Total (in percent)
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In times of uncertainty, it is more important than ever for companies to keep an eye on cost of capital
parameters in order to be prepared for changing market conditions and to protect their companies against
losses. How can companies keep track of the most important capital market data? The KPMG Valuation
Data Source collates relevant cost of capital parameters and guides the user through the derivation of the
individual weighted average cost of capital (WACC) or the cost of equity relevant for the financial sector:
the user simply specifies the preferred reporting date, the desired country, the currency and the peer
group and selects the desired settings for the calculations. The KPMG Valuation Data Source provides
access to cost of capital parameters from more than 150 countries and peer group-specific data from
over 17,000 companies worldwide. Historical cut-off dates are available from 2012 to the present.

Relevant cost of capital parameters at a glance

For further information see www.kpmg.de/valuation-data-source.

Cost of Capital
Parameters
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https://atlas.kpmg.com/de/en/deal-advisory-services/vdsdetails/kpmg-valuation-data-source

The current year has seen a notable increase in the
aggregate WACC across all industries, with each
sector displaying a higher WACC than the previous
year. The most significant increases are observed
in Real Estate (5.9 percent to 7.6 percent),
Consumer Markets (6.7 percent to 8.0 percent) as
well as Media & Telecommunications (6.3 percent
to 7.6 percent).

As compared to last year’s study, the Technology
sector continues to report the highest WACC,
increasing from 8.0 percent to 9.2 percent.

On average, family-owned companies applied a
higher WACC of 8.1 percent compared to hon-
family-owned companies, which used a WACC of
7.8 percent.

Figure 27:

WACC (after corporate taxes) by industry
(in percent)
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Consumer Markets

E The Consumer Markets sector

consists of the Consumer Markets

and Retail sub-sectors. In general,
the development of the cost of capital in
these sub-sectors was quite
homogeneous. While the WACC for the
Consumer Markets sub-sector increased
from 6.4 percent to 8.1 percent, the
WACC for the Retail sub-sector
increased from 7.0 percent to
8.6 percent. As a result of these
developments and the stronger increase
in the Retail sector, the difference
between the two sub-sectors narrowed
slightly to 0.5 percentage points.

Media & Telecommunications
In the Media sub-sector, the WACC
increased from 6.6 percent in the
previous year to 8.5 percent in the
current year. In line with that, an increase
can also be observed in the
Telecommunications sub-sector.
Compared to last year, the WACC
increased from 5.8 percent to
7.3 percent.



3.2 Risk-free Rate

The Capital Asset Pricing Model (CAPM) is a
theoretical capital market model commonly used to
determine the cost of equity. The CAPM states that
the cost of equity can be divided into the risk-free
rate and a premium that compensates investors for
risks associated with the investment.

In order to ensure consistency in maturity, the risk-
free rate used in the cost of capital derivation
should be based on the term structure of interest
rates of the relevant central banks.

To mitigate short-term market fluctuations and
potential estimation errors, especially for long-term
returns, the risk-free rate should be derived based
on the calculation of an average of the three
months preceding the valuation date. After last
year’s slight increase, the risk-free rate continued
its upward trend this year by increasing significantly
to 1.9 percent.

In the context of a cross-country comparison
between Austria/Germany and Switzerland, this
year a homogeneous development is observable. In
Germany and Austria, the applied risk-free rate
increased from 0.2 percent to 1.9 percent
compared to last year. The increase in Switzerland
was less pronounced, yielding a risk-free rate

of 1.8 percent compared to 0.7 percentin last
year’s study. It should also be mentioned that,
unlike in previous years, the average risk-free rates
applied in Germany/Austria and Switzerland are
almost at the same level.

KPMG

Figure 28:
Average risk-free rate applied
Total (in percent)
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Figure 29:
Average risk-free rate applied
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3.3 Market Risk Premium

As a parameter not directly observable in the capital
markets, the market risk premium is derived by
subtracting the risk-free rate from the market return.

In October 2019, the Technical Committee for
Business Valuation and Economics (FAUB,
Fachausschuss fur Unternehmensbewertung) of the
Institute of Public Auditors in Germany (IDW,
Institut der Wirtschaftspriifer) published an
adjustment to the recommended bandwidth for an
appropriate market risk premium in response to
current developments in the capital markets and the
monetary policy of the ECB. As a result, the new
recommended range for the market risk premium in
Germany lies between 6.0 and 8.0 percent.

The Council of Experts for Business Administration
(KFS/BW, Fachsenat fur Betriebswirtschaft) of the
Chamber for Tax Advisors and Auditors in Austria
(KSW, Kammer der Steuerberater und
Wirtschaftsprifer) recommended a nominal market
return of 7.5 to 9.0 percent at the end of 2017. Less
the average risk-free rate applied by
German/Austrian participants, this results in an
approximate market risk premium of between

5.6 and 7.1 percent.

When determining the market risk premium,
individual analyses should always be conducted
based on the bandwidths recommended by the
standard-setters mentioned above.

Figure 30:
Average market risk premium 71 72 72 4
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Source: KPMG in Germany, 2023

Figure 31:

Average market risk premium

Germany versus Austria versus Switzerland (in percent)
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Among the participating companies from Germany,
more than half (565 percent) apply a market risk
premium above 7.0 percent. In contrast to last
year’s study, this proportion has decreased
significantly.

Instead, we observe an increase in the number of
participating companies that apply a market risk
premium of below 7.0 percent, particularly in a
range between 6.76 and 7.0 percent.

However, the slight decline in the level of the
market risk premium has by no means
compensated for the increase in the risk-free rate.

By definition, the market risk premium is an
industry-independent parameter. Accordingly, the
market risk premiums applied by the study
participants were in a narrow range without any
significant differences between specific industries.

Figure 32:

Distribution of the market risk premiums of

German companies
(in percent, multiple choices possible)
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Navigatingincreasing uncertainty? Development of marketreturn *
expectationsin turbulent times

Continuously higher expected inflation rates (see
also focus topic pp.18 et seq.) and a dimmed
economic environment in the Eurozone — especially
in Germany — are currently the main influencing
factors on the return expectations observed on the
stock market. Clearly visible in the first nine months
of the past year is the inflation-related increase in
nominal total returns, which, during this period,
along with an increasing risk-free rate, led to an
increase in the implied market risk premium, in
some cases even exceeding the range
recommended by the FAUB of the IDW. In
hindsight, market overreactions regarding inflation
expectations cannot be ruled out, and capping
implied market risk premiums at the FAUB upper
limit seemed sensible even when viewed from
today's perspective.

After incorporating the first "inflation shock" and
declining short-term inflation expectations since the
middle of last year, long-term inflation expectations
appear to be gradually stabilising at an elevated
base level, at least with no signs of a decline in
expectations apparent. At the same time, total
returns and implied market risk premiums reached
their interim lows in the spring of 2023. During the
same period, the pace of the risk-free rate increase
also slowed down.

Since the middle of this year, there has been a
renewed increase in implied return expectations. In
past periods without significant inflation, the
increase in return expectations could mainly be
attributed to increasing risk aversion among market
participants due to growing uncertainties.

In the winter of 2022/2023, the sharp increase in
implied returns was largely driven by inflation. The
recent increase in returns can be attributed to the
gradual increase in inflation expectations on the
one hand and recession expectations on the other
hand, possibly even a combination of both effects.

Figure 33:

Total returns, risk-free rate and market risk
premium
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Figure 34:
Inflation rates and total return expectations
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Although fundamental company valuations regularly
make use of capital market data, an unreflected
transfer of possible market overreactions (such as
those observed 1999 — the dot.com bubble, 2009 —
the financial crisis, and 2012 — the sovereign debt
crisis) to the valuation calculations must be
avoided. Against this background, (irrational)
market over- or underestimations need to be
analysed and, potentially, adjusted. In the current
environment, attention must be given to both
implied inflation expectations and market
participants’ risk assessments. While the reference
point during times of normal inflation was the
historically observable nominal return bandwidth
(7-9 percent), it is advisable to isolate the now-
relevant inflation effect as the basis for the risk
assessment analysis by initially referring to a
historically observable bandwidth of real returns.

Based on a range of historically observable real
returns, and taking into account a bandwidth of
realistic inflation expectations, the second step
results in a justifiable range for the nominal return
expectations for fundamental valuations. Deducting
the current risk-free rate results in the third step,
which determines the acceptable range for the
market risk premium. If the current implied market
risk premium lies outside this range, it should be set
at the upper/lower limit of the bandwidth for
valuation purposes.

Figure 35:

Derivation of a nominal return bandwidth
and market risk premium
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The graph “Inflation rates and total return
expectations” on the previous page shows that real
total returns remained relatively stable throughout
the observation period, with the exception of a short
period at the end of the recent low-interest phase
(due to the continued intervention of the ECB
despite rising inflation). Currently, this indicator
does not yet suggest a potential market
overreaction on the risk side.

Also, the current inflation expectations do not
appear to be exaggerated in light of the factors
mentioned in the focus topic on pp. 18 et seq.
Apparently, the markets are gradually moving
forward after a temporary inflation expectation spike
drive by short-term inflation data — which was
quickly corrected. There is no apparent irrational
exaggeration.

Gradual adjustments in inflation expectations and
increasing risk aversion among market participants
can lead to further increases in implied returns. If
the ECB decides to hold back on further interest
rate increases during a phase of declining
momentum, implied market risk premiums would
tend to rise again. Correspondingly, it must be
taken into account that these expectations must
also be reflected in business plans and sustainable
inflation-related growth rates.



3.4 Beta Factor

The beta factor quantifies the operational risk of a
company by measuring the volatility of the return on
an individual asset in comparison to the market
return as a whole. Due to the absence of
alternatives, the beta factor is typically determined
based on historical data despite its intended
purpose of assessing a company’s future risk in
comparison to the general market risk.

Since beta factors can only be observed for publicly
traded companies, the concept of a peer group
consisting of comparable listed companies is still
the dominant method used to derive the beta factor.
However, for new business models it may be
difficult to identify a relevant comparison group, and
this may require the development of new
approaches in the future.

The unlevered beta factor reflects a company’s
operational risk without considering its capital
structure, whereas the levered beta factor provides
a measure of the equity provider’s systemic risk,
taking into account the risk from debt in the capital
structure.

Compared to last year’s study, the average
unlevered beta factor applied by participating
companies decreased from 0.86 to 0.85. This
development is also reflected in most of the
industries. The strongest changes in the unlevered
beta factor can be observed in the Energy & Natural
Resources, Consumer Markets, Healthcare and
Transport & Leisure industries.

KPMG

Figure 36:
Average unlevered beta factors by industry
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Figure 37:

Average levered beta factors by industry
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3.9 Gost of Equity

The levered cost of equity is calculated using the

mathematical equation of the CAPM, which takes Figure 38: .
into account the risk-free rate, the company’s Average levered cost of equity
specific levered beta factor, and the market risk Total (in percent)
premium. 10.1
o o5 95 9% 98 91 93 gg 9.4

Compared to the previous year’s study, the average
levered cost of equity applied by the participating
companies increased from 8.2 percent

to 9.4 percent, reaching the level of the years
2005/2006 to 2013/2014.

This increase is also reflected in a cross-country
comparison between Germany, Austria and
Switzerland. More precisely, the average levered 2005/ 2006/ 2007/ 2008/ 2009/ 2010/ 2011/ 2012/ 2013/ 2014/ 2015/ 2016/ 2017/ 2018/ 2019/ 2020/ 2021/ 2022/
cost of equity in Germany and Austria increased 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
from 8.2 percent to 9.4 percent and

from 8.6 percent to 10.2 percent, respectively, while

Source: KPMG in Germany, 2023
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. Figure 39:
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Compared to the previous year, the levered cost of
equity increased significantly in the survey period.
This is due in particular to the significant increase in
the risk-free rate, which compensates for the
observed decline in the market risk premium.

The aforementioned development of the levered
cost of equity applied in the survey period is also
reflected in each of the different sectors. The most
significant increase can be observed in the
Consumer Markets, Real Estate and Technology
sectors.

The average levered cost of equity applied by the
participating family-owned companies amounts to
9.9 percent, which is 0.7 percentage points higher
than the levered cost of equity applied by non-
family-owned companies. This observation is in line
with the results of last year’s study.

Figure 40:

Average levered cost of equity by industry
(in percent)
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Consumer Markets

The levered cost of equity in the

Consumer Markets industry
increased from 7.7 percent in the
previous year to 9.3 percent. This
development is also reflected in the
individual sub-sectors. In the
Consumer Markets sub-sector, the
levered cost of equity increased by
1.2 percentage points to 8.4 percent
and in the Retail sub-sector by 2.2
percent to 10.5 percent.

Media & Telecommunications
Compared to last year’s study, the

levered cost of equity in the

Financial Services sector
increased by 1.5 percentage points to
8.8 percent. This level can also be
seen in the sub-sectors. The Media
sub-sector saw an increase of 1.6
percentage points and the
Telecommunications sub-sector was at
8.2 percent.



3.6 Other Risk Premiums

Predicting future developments and cash flows with
complete accuracy is impossible. As a result, it is
essential to identify the uncertainty and associated
risks of cash flows and to incorporate them
appropriately into the expected value and cost of
capital.

In addition to risk-adjusting cash flows, risk
premiums can be used as part of the cost of capital
in order to mitigate uncertainty.

In line with the previous year’s findings, the country
risk premium is still the most important surcharge on
the cost of capital and thus the most frequently
applied other risk premium at the overall and
national level.

However, a cross-country comparison between
Austria, Germany and Switzerland shows that the
majority of participating companies from Germany
apply no additional risk premiums. This is
significantly different from Austria and Switzerland.

Figure 41:
Other risk premiums 2021/2022 versus 2022/2023
Total (in percent, multiple choices possible)
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Source: KPMG in Germany, 2023

Figure 42:
Selected other risk premiums 2022/2023

Germany versus Austria versus Switzerland (in percent, multiple choices possible)

7

65
52
44 46
11
— — .
Country risk Small size company Risk premium for No additional
premium premium planning uncertainties risk premiums
[ | Germany Austria Il Switzerland Source: KPMG in Germany, 2023

Cost of Capital
Parameters

Page 23




3.7 Gost of Debt and Debt Ratio

Aside from the cost of equity, the cost of debt and
the debt ratio are essential components in
determining the WACC.

While the cost of debt represents the rate of return
expected by an entity’s debt lender, the debt ratio is
defined as the proportion of the market value of the
(net) debt to the market value of the total capital
(entity value).

After the downward trend in recent years and a
historical low observed in the previous year’s study,
the average cost of debt applied by the companies
participating in this year’s study increased
significantly to 3.8 percent in the survey period.

In contrast to the previous year, a difference in the
cost of debt between Germany, Austria and
Switzerland can be observed. More precisely, the
increase in the average cost of debt applied by the
participating companies in Germany and Austria
was more pronounced than in Switzerland, although
the risk-free rates within those regions during the
survey period are alike.

Figure 43:
Average cost of debt
Total (in percent)
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Figure 44:
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The overall increase in the cost of debt compared to
last year’s study is evident across all industries. The
Healthcare, Media & Telecommunications and Real
Estate sectors recorded the largest increases,

of 2.2 percentage points, respectively.

The average cost of debt applied by family-owned
companies amounts to 3.6 percent and is therefore
slightly lower (-0.3 percentage points) than for non-
family-owned companies.

Unlike in last year’s study, the increase in the cost
of debt is accompanied by an increase in the
average debt ratio. The largest increase,

at 8.1 percentage points, was seen in the
Technology sector, while the average debt ratio of
companies in the Energy & Natural Resources
sector remains the highest of all industries.

Figure 45:

Average cost of debt by industry
(in percent)

Automotive

Chemicals & Pharmaceuticals

Consumer Markets

Energy & Natural Resources

Financial Services

Healthcare

Industrial Manufacturing

Media & Telecommunications

Real Estate

Technology

Transport & Leisure

2.0
Total 38

Family-owned companies = 3.6
Non-family-owned companies 3.9

0.0051.01520253.0354.045

2021/2022 I 2022/2023

Cost of Capital
Parameters

Page 23

Figure 46:

Average debt ratio by industry
(in percent)
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3.8 Sustainable GrowthRate

The sustainable growth rate of a company is a
crucial element in determining the terminal value. It
represents the company’s inflationary growth in a
sustainable state.

While it is recommended that a company’s specific
sustainable growth rate be determined by analysing
its operations, the study participants commonly
estimate it by applying a general consumer-based
inflation rate.

When assuming perpetuity, the terminal value is
usually the main contributing factor towards the
value of an enterprise. It assumes that the
company is in a state of sustainable equilibrium,
which is usually not reached at the end of the
planning horizon. Because of its importance, the
derivation of the sustainable year should be based
on a scenario approach such as Monte-Carlo
simulations.

Figure 47:
Measurement of the sustainable growth rate
Total (in percent, multiple choices possible)
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Figure 48:
Determination of the terminal value
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Source: KPMG in Germany, 2023



Compared to last year’s survey, the overall average
sustainable growth rate applied by the participating
companies increased slightly from 1.1 percent

to 1.2 percent.

Overall, the change in average sustainable growth
is reflected in the different industries, as most
sectors show an increase in the average
sustainable growth rate. The largest increase can
be observed in the Real Estate sector, where the
sustainable growth rate increased from 0.8 percent
to 1.2 percent. The industries which experienced a
decline in the average sustainable growth rate are
Automotive, Energy & Natural Resources, Financial
Services, Healthcare and Media &
Telecommunications.

At the country level, the average sustainable growth
rate in Germany increased slightly compared to last
year, from 1.0 percentto 1.1 percent. In Austria, a
decrease from 1.3 percent to 1.2 percent can be
observed, and in Switzerland the average
sustainable growth rate remained constant at

1.4 percent.

To properly interpret the applied growth rate, it is
important to take into account both the duration of
the detailed planning horizon and the growth rates
that were applied during that time.

Figure 49:

Average sustainable growth rate by

industry

(in percent)
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Source: KPMG in Germany, 2023

Chemicals & Pharmaceuticals

B Growth rates in the Chemicals &

Pharmaceuticals sector remained

at the previous year’s level of 1.3
percent. However, there was some
convergence in the sub-sectors
compared to the previous year, as the
Pharmaceuticals sub-sector reported a
slight increase of 0.1 percentage
points to 1.2 percent.

Consumer Markets

The growth rate in the Consumer

Markets sector increased slightly

by 0.2 percentage points
compared to last year. This was
reflected in both sub-sectors, which
both increased by 0.2 percentage
points. The Consumer Markets sub-
sector increased its growth rate to 1.3
percent in the recent period and the
Retail sub-sector to 1.5 percent.
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4.1Recognition of animpairment

In recent years, with the exception of 2020/2021,
which was presumably impacted by the Covid-19
pandemic, the number of companies recognising an
impairment of goodwill or assets has remained at a
fairly stable level.

The most recent period exhibits a slight increase in
companies recognising an impairment

to 45 percent. This could be attributable to the
economic consequences of Russia’s war against
Ukraine.

As in previous years, the majority of the
impairments recognised are attributable solely to
asset impairment. However, the number of
participating companies recognising goodwill
impairment increased from 17 percent in the
previous year to 21 percent in the current year.

As a result, the number of companies not
performing impairment tests decreased slightly
from 57 to 55 percent.

Figure 50:
Recognition of an impairment over time
Total (in percent)
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Source: KPMG in Germany, 2023

Figure 51:
Recognition of an impairment 57
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4.2Triggering Event

According to the IFRS, an impairment test on the
goodwill recognised must be conducted once a year
within the scope of the annual financial statements.

In the previous year, approximately one-third of the
participants reported that they performed an
additional impairment test based on a triggering
event, i.e. an indicator of impairment. In the current
year, the percentage of participating companies
performing an impairment test prompted by a
triggering event has risen to 44 percent.

Similar to the previous year, the majority of
triggering events were attributable to lower long-
term expectations as well as other factors.

As anticipated in last year’s Cost of Capital Study,
the number of triggering events caused by the cost
of capital has increased significantly as a result of
the increased cost of capital.

This overall trend may be attributed, in part, to the
economic consequences of Russia’s war against
Ukraine.

Figure 52:
Triggering event
Total (in percent)
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23 25
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5
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2021/2022 WA 2022/2023 Source: KPMG in Germany, 2023

Figure 53:
Cause of the triggering event
Total (in percent, multiple choices possible)
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4.3 Plausibility - Market Capitalisation and Multiples

The fair value less costs of disposal approach
centres on the exit price and therefore primarily on
the assessments of potential acquirers. The IFRS
mandate a plausibility test of the valuation results
derived using this approach.

To ensure the risk equivalence of the cost of
capital, we suggest also conducting a plausibility
test with market expectations when calculating the
value in use.

As the market capitalisation often inadequately
reflects control or significant influence over a
company, primarily due to the limited number of
shares traded, it may be advisable to incorporate a
control premium into this comparison.

Furthermore, while comparing the values
determined through the value in use approach with
the market capitalisation, the valuation perspective
and the information accessible to the capital market
may have an impact. Therefore, a plausibility test
should consider supplementary information, such
as industry and analyst reports, as well as
multiples.

Around three quarters of the participating listed
companies conducted a plausibility test of the
valuation results.

Figure 54:
Plausibility of the valuation results

Listed companies, total (in percent, multiple choices possible)
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I Yes, with multiples

Il VYes, with the market capitalisation of the company

17 Yes, with analysts’ target price of analysts’

sum-of-the-parts valuations

Yes, on the basis of other factors

M No

Source: KPMG in Germany, 2023

Figure 55:

Comparison of market capitalisation to
fair value less cost of disposal
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Figure 56:
Comparison of market capitalisation
to value in use
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The IFRS, particularly the fair value less costs of
disposal method, mandates a plausibility
assessment of the valuation results, for instance by
utilising the multiples approach.

The multiples approach is a capital market-oriented
valuation method that involves applying a multiple
to financial metrics such as EBITDA, EBIT or, in
certain cases, sales, to determine the value of a
company in a simplified manner.

Suitable multiples are determined by analysing
capital market data based on a comparative price
setting (e.g. peer group) which are then applied to
the company being valued.

Although 73 percent of the participating companies

use plausibility calculations based on multiples (e.qg.

for valuations in general), only 18 percent consider
them to be an integral component.

EBITDA multiples are the most commonly used,
followed by sales and EBIT multiples.

KPMG Multiples provides benchmark data to assist
with price determination. This tool grants quick
access to current market multiples.

Figure 57:

Application of multiples

Total (in percent)

19
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18

58
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Source: KPMG in Germany, 2023

Figure 58:

Type(s) of multiples used for the plausibility of valuation results or other valuation considerations
Total (in percent, multiple choices possible)
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5.1Monitoring Value Enhancement

A company’s future value is influenced by the
investments it holds. To avoid potential losses in
future value due to ever-changing market dynamics,
it is critical to continually track risk and performance
trends.

Reviewing past investments plays a key role in
improving the decision-making process for future
investments.

Compared to last year, there was a slight increase
of one percentage point in the number of
respondents focusing solely on changes in
performance and two percentage points in the
number of respondents focusing solely on changes
in risk. As volatility and market uncertainty increase,
we observe a transition in respondents’ priorities.
More companies seem to focus on changes in risk,
as opposed to emphasising both risk and
performance monitoring.

Figure 59:
Monitoring of value enhancement
Total (in percent)

50 51

49

3
—
Change of performance Change of risk
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Values
Page 44

Both

Source: KPMG in Germany, 2023



b.2 Sustainability/ESG

In recent years, the importance of sustainability
issues for companies, their employees and
shareholders has grown significantly. ESG
challenges, which encompass environmental,
ecological, economic, social, and political factors,
have now become an integral part of how
companies operate. The role of ESG criteria in
corporate governance and decision-making
processes is becoming increasingly important.
However, it is still uncertain which ESG issues will
impact margins in the medium to long term and how
viable entire business models will be in the future.

The number of companies considering the impact of
ESG issues on their future business development
remains at a high level.

The results of the survey show that the importance
of ESG for future business development varies from
industry to industry. Compared to last year, the
importance of ESG issues has decreased slightly in
most industries, particularly in the Automotive
sector. The reasons for this development need to
be further illuminated in the future.

As in the previous year, resource-intensive
industries and those where environmental issues
play a significant role, such as Energy & Natural
Resources, Real Estate, and Transport & Leisure,
are more sensitive to ESG issues than other
industries.

Figure 60:
Impact of ESG issues on future business development
Total (in percent) 48 45
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Figure 61:
Relevance of ESG issues by industry
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How companies manage ESG-related risks largely

depends on the specific risks they face. Figure 62:

According to the study participants, the main risks Risks .arlsmg from E,SG ) )
Total (in percent, multiple choices possible)

associated with ESG are environmental and 70
regulatory in nature, which is not surprising given 66 67
the efforts to address climate change and the
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which may be attributed to the growing g
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The majority of survey respondents have included
ESG impacts in financial reporting, either in cash
flows (52 percent), cost of capital (6 percent), or
both (5 percent). There is a clear trend towards
ESG remaining a highly relevant topic in the future,
making it increasingly important to transparently and
appropriately capture the impact of ESG-driven
changes on business models.

2021/2022 I 2022/2023 Source: KPMG in Germany, 2023

Figure 63:
Consideration of ESG implications within financial planning
Total (in percent)
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6.10nline Industry Analyses

The findings of this study are accompanied by
industry-specific cost of capital parameters, which

can be accessed via https://hub.kpmg.de/en/cost-of-

capital-study-2023. The data includes both the
forecasting figures and cost of capital parameters
from the actual and previous studies.

In the interactive online version, search criteria can
be individually selected in order to retrieve industry-
and/or country-specific information and to display
developments over time.

The level of industry detail can be increased by
selecting sub-sector data.

As in the previous years, we have performed
separate assessments of sectors/sub-sectors for
which we had responses from at least five
participants.

Figure 64:

Instructions for KPMG Cost of Capital Study 2023 interactive

KPMG Cost of Capital Study 2023
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6.2 KPMG Digital Solutions

In addition to the Cost of Capital Study, KPMG
Valuation Germany offers a range of digital
solutions. Our offerings seamlessly combine our Additional KPMG tools for self-use
transaction know-how with the technological
expertise of our global network. This enables you to
effectively overcome challenges in the transaction

Figure 65:
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6.3 KPMG Valuation Publications

For more than 12 years now, KPMG in Germany
has also published its Valuation News. This is an
online newsletter published three times a year that
provides updates on current topics relevant to
company and asset valuation. In addition to the
focus topics contained herein, the latest newsletter
from September 2023 addresses the Tax-CAPM as
well as specific questions related to determining the
consideration transferred using the example of
earnout clauses. Valuation News can be accessed
via the following link: Valuation News — September
2023— KPMG Germany.

In December 2020, the second edition of the book
“Praxiswissen Unternehmensbewertung” was
published. It includes explanations and assistance
on several topics related to the valuation of
companies and assets under the following sections:

» Regulatory-driven valuations

» Company valuations in the context of
transactions and other decision-making
processes (value-based management)

» Company valuations for tax purposes

» Accounting-driven valuations

* Industry- and company-specific valuation issues
» Valuations of individual assets

« Determination of the cost of capital
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Figure 66:
KPMG Valuation publications
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ValuationNews

Deal Advisory
September 2023

Editorial

Sehr geehrte Leserinnen und Leser,

wir freuen uns, Innen mit dieser 39, Ausgabe
unserer Valuation News emeut aktuelle Themen in

Inhait

Bezug auf die Bewertung von L
Vermdgenswerten vorstellen zu knnen

Im ersten Beitrag stellen wir die Schwerpunkithemen
der in Kirze erscheinenden Kapitalkostenstudie

2023 vor und geben einen thesenformigen Uberblick
iber unsere Erwartungen beziigich der Entwickiung

Zusammenhange zwischen Zinsentwicklung, Infla-
tion und den Reaktionen der Kapitalmarkte, um
abschiielend einen Ausbiick insbesondere zu der

wirtschaftiche Entwicklung und Aus-
wirkung auf Zinsentwickiungen, Infla-
tion und Kapitaimarkte

Tax-CAPM — Ein CAPM mit Steuem
auf Anteiseignerebene.
Seite 9

Consideration Transferred —
Einzelirage E

der Kapitalkosten und Markrisikopramien zu geben.
Der zweite Beitrag befasst sich it dem Tax-CAPM,
einer Erweiterung des Standard-CAPM, und beant-
‘wortet die Frage, ob eine Bewertung mitiohne
Steuem der Anteiiseigner” einer Bewertung ,vor/
nach Stevem der Anteilseigner entspricht. Ab-

Outs’
Seite 13

Geme stehen wir dariiber hinaus fir Inre individuel-

Einzeliragen im Zusam-
menhang mit der Bestimmung der Gbertragenen
Gegenleistungen (consideration transferred) bei

1

ragen zur Verfugung. Sie emeichen uns unter
de-valuation-news@kpmg.com.

zemabschluss nach IFRS 3 am Beispiel von Eam-
out-Klauseln.

Wir winschen Ihnen eine spannende Lekiire und
freuen uns tber ihr Feedback Auch Anregungen,
Themenvorschiage und weiterfihrende Diskus-
sionen sind jederzeit willkommen.
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List of Abbreviations

ATX
CAPM
CGU
DAX
DAX-40

DCF
Debt ratio

EBIT
EBITDA

ECB
ESG

EU
FamDAX

FAUB

Fed

Main Austrian stock exchange
Capital asset pricing model
Cash-generating unit

Main German stock exchange

The 40 largest blue chips on the main German stock
exchange

Discounted cash flow

Ratio of market value of (net) debt to market value of total
capital (entity value)

Earnings before interest and taxes

Earnings before interest, taxes, depreciation and
amortisation

European Central Bank
Environmental, social and governance

European Union

DAXplus Family 30 Index, consists of the 30 largest and most
liquid family-owned businesses (founding family holds at least
25 percent of the voting rights or seats on the management
board or advisory board and 5 percent of the voting rights) in

the Prime Standard of the German stock exchange

“Fachausschuss fur Unternehmensbewertung und Betriebs
wirtschaft des IDW”: Technical Committee for Business
Valuation and Economics of the IDW

Federal Reserve System

IAS
IDW

IFRS
KFS/BW

KSwW

M&A
MDAX
MRP
P&L
PPA
SDAX

SMI
USA
WACC

International Accounting Standards

“Institut der Wirtschaftspriifer in Deutschland e.V.”:
Institute of Public Auditors in Germany, Incorporated
Association

International Financial Reporting Standards

“Fachsenat fiir Betriebswirtschaft in Osterreich des
KSWQ”: Council of Experts for Business Administration

“Kammer der Steuerberater und Wirtschaftsprifer in
Osterreich”: Chamber for Tax Advisors and Auditors in
Austria

Mergers & acquisitions
German mid caps stock index
Market risk premium

Profit & loss

Purchase price allocation

Small caps, the companies following the MDAX with
market capitalisation and exchange turnover

Main Swiss stock exchange
United States of America

Weighted average cost of capital
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