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AHV Associates

A Cofoundedin 2001 by AndrewHarrington, AHVAssociates. LP(AHV)is a Londonbasedboutique investmentbankfocusedon advising
privatecompaniesacrossa rangeof M&A and capitalraisingassignments

A AHV specializes in hospitality and has worked with companies that own and/or operate hotelsytafmrserviced apartmentspstels
and mixeduse resorts.

WHAT WE DO

AHV Associates

Mergers & Acquisitions

Board Advisory Capital Raising

\ ¢

A Buyside advisory A Corporate debt / equity
A Seliside advisory A Strategic options assessment A Acquisition finance

A Joint ventures A Independent valuations A Growth capital

A Management buyouts A Real estate finance

AHV Assaciates LLP is authorized and regulated Wyitlamcial Conduct Authority FEA
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Summary of Key Points

Whatisthe needfor thisreport?

A

A

A

Sustainabilityhas becomea core requirementfor investorsand we have been seeingan
everincreasingamountof capitalbeingdirectedtowardssustainablénvestments

In Europetoday, roughly50% of all AssetdUnderManagement{AUM)canbe classifiedas
sustainablessets

Hospitality is the real estate sector that is most exposedto the changingtides of
sustainabilitydemandsfrom investors,with high exposureand sensitivityto consumer
demandscoupledwith the strongrelationshipbetweencosts,energyconsumptionandthe
efficiencyof such Thissituationnaturallypresentsboth risksand opportunities

Howhasthe situationevolvedandwhatisthe outlook?

A

A

With countries reinforcing commitmentsto carbon reduction with the recent COR6
conference we expect regulations and reporting standardsto move forward with
standardisingequirementdor sustainabilityo be built into allinvestments

We have already seen this with updatesto Markets in FinanciallnstrumentsDirective

(MIiFID 1) and the recent Introduction of the ISSB Going forward we see such
developmentsurther pushingcapitaltowardscertifiablyW & dz& G linkegtinemtt S Q

Whatdoesthis meanfor hospitality?

A

A

5

Increasingrisk of assetsbecoming W& (i NJ iy Ré& Rrrterm, but also increasing
opportunity,with the greatestopportunityreservedor thoseagileenoughto moveearly.

Profitmaximizatiorintegratedwith riskminimization

Opportunity for a continuing cycle of value creation coming from: enhancedconsumer
demand (increaseddemandwith reduced price sensitivity),reducedoperatingcostsand

accesso cheaperdebtinstruments

Thekeyto this cycleof valuecreationis the accesgo cheaperfinancingwhichenablesthe

transition Generallythe consensusn the markethasbeenthat greenfinanceinstruments
are pricedbetweenl5 and25 basispointscheaperthan conventionafinanceproducts

In hospitalitywe haveseenthis gapwidento 1325 bps Thisis becausehospitalityhasa
potentiallyvery lucrativecycleof valuecreation,due to its high sensitivityto sustainability
factorson both the revenueandcostlines

Sources: Bloomberg, Eurasian Economic Review, Whitbread.

Sustainable Assets as Proportion of Total AUM:
Europe United States Japan
$12T

Canada
$1.7
50.6%

Australia 4
New |
Zealand
$0.7T
63.2%

' $92T :

Total Assets Under Management

Lower Operating Costs Increasing

P Access to Cheaper Financil
Higher Occupancy Levels Operatmg 1

_ Leverage Lower Exit Yields
Higher ADRs and,RevPAR
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Executive Summary

Introductionto ESGndTheNeedForThisReport
A Today, more than ever, organisationsare expectedto take into accounta wide range of

non-financial considerations broadly relating to Environmental,Socialand Governance
(ESG)factors Ultimately, the framework seeksto promote greater responsibilityand
transparencyandhasrecentlybegunto gainwidespreadegitimacyin the financiaworld.

A 2020 was a bumper year for purely sustainablefund managersin Europe,with Assets
UnderManagementAUM)surpassinghe $1 Trillionfor the first time. Today,it hasrisen
to $1.4 Trillion, with more than 50% of all money flowing into fundsin Europegoingto

sustainablenvestments

A Accordingto Morningstar,2021/22 has been expectedto be the period over which ESG
impact investing truly enters the mainstream With sustainabilityupdatesto MiFID Il

coming into force in 2020 requiring investment managersto ask clients about their

sustainabilitygoals,and the veryrecentintroduction of the ISSBy the IFRS-oundationa

significantstep in brining consistencyto ESQGeporting standardswe expectthat an ever
increasingamountof capitalwill flow in the directionof sustainablenvestments

Thisrapidly evolvingsituation bringsboth gravedangersfor those who fail to react, yet
unboundedopportunity for thosewho can adapt,and particularlythose braveenoughto
be earlymovers

Historically the HospitalityindustryK | & lye€nfknownto be quick on its feet. However,
the industry hasbecomemore agileand ableto reactto situationsasthey play out; This
has been demonstrated through the increasingadoption of technologyin the last few
yearsandthe A Y R dzieddhdite the pandemic TheHospitalitylndustryis perhapsthe
most exposedreal estate sector to ESGfactors and, therefore, it representsa huge
opportunityfor thoseableto graspit.

A With the evolvingsituation we see opportunitiesto not only maximizeprofits but also
minimizeexposurdo risk,both from aregulatoryandconsumerdemandperspective

We seeprofit maximizatiorcomingfrom a matrix of enhancedconsumerdemand reduced
operating costs and accessto cheaperdebt instruments,with an expectationof yields
differentialswideningoverthe longterm.

Sources: Morningstar, Bloomberg.
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Executive Summary

TheW \nESG

A

A

As we discussfully in & { S (tdIANITY Sgaged the focus of this report is on the
Environmentahspectof the ESGramework

More concretethan socialand governancdactorsin terms of easein which KeyPerformance
Indicators(KPIsfanbe measuredwe haveseengreenfinancemechanismsand specifically
debt instruments,emergemost rapidly and prominentlyin the evolvingsustainableESG
financesector.

SinceGreen Financedebt instruments are the crux of this report and what we have
labelled¥ ¢ ®portunityofthel 2 NJ thefgfiBiSon the reasondor the emergenceof
suchdebt instruments,the instrumentsthemselvesand what this meansfor the broader
realestatesectorandthe hospitalityindustryspecifically

EnvironmentaRisk ReaEstate Hospitality
A Inboth the realestateand hospitalitysectorsit is helpfulto breakdownthe environmental

impactsinto: The ConstructionPhaseand the OperationalPhase and also The Supply
Chainof each

Theinitial constructionis obviouslya muchmore concentratedmpactover a short period
of time while overoperationsthe impactisincrementaloverthe entire lifecycle
Thereport discusse$ow it is important to increaseresourceefficiencyacrossthree key
areas Energyand Water Consumption,and Waste Management,discussingvhere the
optionscurrentlystandin termsof improvingefficienciesn thesekeyareas

We discussthe argumentfor retrofitting, which is a crucial piece of the puzzlewith it
estimatedthat 95% of buildingsthat existtodaywill still be aroundin 50 years

There are however, presently, significant obstaclesin terms of costs, with financial
incentivesnot fully aligned,evenat the governmentalevel

We seenew buildsaswherethe mostd 6 | fgt Jour 6 dzOchrébe had With buildingin
sustainable elements across the lifecycle, into design, construction and operation
unlockinggreatervaluewhile alsohavinga positiveimpacton the widerenvironment

Sources: Europa, Bank of England.

Supply Chains

Energy Consumption
Water Consumption

Waste Management
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Executive Summary

TheOpportunityof the Horizon GreenFinanceén ReaEstate& Hospitality Global Sustainable Debt Issuance:

A While issuancesof green bonds (the first green debt instruments)beganin 2007, the 800
sector only begunto really gain traction in 2013 with the first issuanceof a corporate 500 [ |
greenbondandthe first single$1 billion + bondbeingissued

g
= 400
A GreenFinancen real estate alsoemergedat this time, with UnibaitRodamce Sa & F A St %28 a

2014greenbondissuancef € 750 million, with issuanceseallytakingoff in 2017.

A In hospitality, the new subsectorsof debt instrumentsR A Rafri@euntil 2019 Activity >
begunto get off the groundin 2019 with 4 notable Europeangreenbond offeringsand
greenloanagreementsbut it wasbroughtbackto earthin 2020with the pandemic Green Bonds Green Loans

A 2021 has seen activity begin to pick up again, of note is Qatari 5 A | A4EDmillion Sustainability bonds Social Bonds
syndicatedloan for their conversionof the former US Embassyinto a hotel, which is Sustainability-linked loans Sustainability-linked bonds
contingent on the construction process and final building itself meeting specific
sustainabilitycriteria

A Giventhe nascentstageof developmenif the sector,availabledatais thin on the ground Yield Differential Green vs. Conventional
Conclusionsiowevercanbe drawnfrom the wider marketand initial transactionssuchas Bonds:
the verypublicandtransparentWhitbreadbondissuance 0.15%

A Researchfrom French asset managers Amundi suggestthat the averageso called 0.10%
ogreeniung on green finance products (lower interest and coupon rate payments,for
borrowersandbondissuersrespectively)s betweenl5and25 basispoints

A 2 KA (i 6 NsBuarkRedfdwo greenbondsin February2021, the most significantgreen
issuancein the hospitality sector, was an important step, particularly given the public
nature of the issuance The couponrates (interest payments)for the two bondswere
between70 bpsand 1325 bpscheaperthan the equivalentcostof financefor a similarly
rated (BBB) issuancesuggestinghat the greeniumfor hospitality could be significantly
higherthan 15to 25bps (0-25%)

A Thismakessenseas Hotelsare in a unique position, with high sensitivityto consumer P
preferencesand very high energyintensity. The Opportunityof the Horizonfor hospitality

is therefore, a continuingcycle of value creation through lower operating costs, higher
RevPARsheapercostof financingandlower exityields

0.05%

0.00%
(0.05%)
(0.10%)
(0.15%)

(0.20%)

9| SourcesvasakronanClimate Bonds InitiativenibaitRadamcewestfield, Bloomberdymundj Eurasian Economic Review, Whitbread. ASSOCIATES






Introduction: Environmental, Social, Governance

WhatisESG?

Today,more than ever, businessesre expectedto take into accounta wide range of non-
financial considerations broadly relating to Environmental,Socialand Governance(ESG)
factors

- Environmentatriteria concernthe way in which organizationsnteract with their physical
environments
- Socialcriteria concernthe way in which an organizationinteracts with society,and the
relationshipghat it haswith all stakeholders Governance
criteria are the most inward looking of the ESGramework, concerningthe
internalsystemsof practice controlsand procedureswithin organizationshemselves

AUM of PRI Signatories and Total No. of Signatories:

ARecenbut RapidlyEvolvindHistory
3500 120

A TheESGrameworkemergedaspart of a joint initiative betweenUN SecretaryGeneraKofi

Ananand the CEOsof major financialinstitutions as part of the UN GlobalCompactin 3000 100
January2004 with the term W 9 {offidially coinedin the UN GlobalCompactstudyand & ., i .
subsequentonferencditled: @ 2 KGhre$ A Y. & € % I ‘ 80 é
A In 2006 the releaseof the | b ®#nciplesfor Responsiblénvestment(PRI)markedthe > 2000 | 60 =
first step in actually requiring companiesto incorporate ESGfactors into financial 52 1500 | I | g’
evaluations o ‘ | 40 D
. Z 1000 <
A Initially, 63 companiessignedthe PRIwith aninitial combinedAssetdJnderManagement
(AUM) of $6.5 trillion. As of 2020 there were a more than 3,000 signatorieswith AUM 500 ‘ 20
havingballoonedto morethan $100trillion. o & o 0

mmm Assets under management
Assets Owners' Assets under management
Number of Signatories

—e— Number of Asset Owners

AHV

11| Sources: Greengage, Forbes, Fox Rothschild, UNPRI, CFI. ASSOCIATES



Research Scope

SettingParameters

A Asa highlevel framework, ES@actors naturally take into accounta very broad range of
considerations

A Thisresearchreport is focusedon the areawhere we seethe mostimminentand globally The Environmental Crisis & Business
prominentrisksbut alsothe greatestopportunity¢ EnvironmentaConcerns

EnvironmentaConcernsndDebtInstruments TheOpportunityof the Horizon

A It isin this area,where we seesignificantopportunity, both in accessingheaperfinancing
while alsoattractinga wider customerbasethat is lesspricesensitive

A Thereport will addressgrowingissuesrelatingto the broaderenvironmentand the role
that businesse$aveto play,then movinginto a discussiorof the risksasthey relate to
real estate and the opportunities presentedby the emergenceof Green Financedebt

instruments,andfinallyfocusingon the riskspresentedto the Hospitalitylndustryandthe
opportunitiespresentedby the recentemergencef greenfinancein hospitality

SociahkndGovernance€onsiderations?

A While Sociabnd Governancéactorsalsoplaya significantole, they areverymuchW & 2 ¥ (i Sl - _ _
characteristicghat are considerablarderto quantify. Hospitality & Environmental Risk

A Giventhe nascentstage of developmentof frameworksfor sustainabledebt capital
financing, the factors of Socialand Governanceare far less integrated into rating
proceduresandrequirementsfor loansthan Environmentafactors

A Socialand Governanceconsiderationsdo have an important role to play in terms of
influencing consumerdemand, however, for the purpose of this researchwe will be

Real Estate & Environmental Risk

focusingon EnvironmentalConcernsand the emergingopportunitiesin combattingthe
risks

12| ASSOCIATES






Global Environmental RisklAn Overview

TheEin ESG

A Arguablythe most prominent, and certainlythe most globallysignificantaspectof the ESG
frameworkis the Environmentalaspect,specificallyrelating to the ClimateCrisisand the
associatedisks Theissueof ClimateChangeandthe ClimateCrisisare veryuniquein their
scope affectingeveryoneGloballygivingthe issuea unigueglobalnecessityor action

MisalignmenBetweenShortterm InterestsandLongefTermGoals

A Historicallythe sciencehas faced significantresistance stemmingfrom both issueswith
graspingthe magnitudeof the situationthat we face,but alsothe more populistaspectof
governments and corporations putting economic interests ahead of longerterm
environmental concerns, that have a tendency to require disruptive, expensiveand
unpopularpoliciesto be put in place

Changindrhetoric

A Therhetoric surroundingthe ClimateCrisishasgrown louder and louder sincethe turn of
the Millenniumto the point whereit is at today,whereit hasbecometoo loudto ignore In
the UK, pollsfrom IPSO3Mori showthat at least85% of Briton are now concernedabout
climatechangewith the majority (52%) veryconcerned

A Thesedevelopmentsare alignedwith the increasinglclearnature of the evidence With an
undeniablyclearcorrelationbetweenGlobalPopulation GDP FossiFuelEmissionsaind the
levelsof AtmosphericCQ (graph?2).

IncreasingsovernmentaRwarenesandCommitment

A While the UN has done significantwork relating to bringing businesspracticesand ESG
factors into alignmentsince the turn of the Millennium, the issue of Climate Change,
directly, was most prominently brought to the fore with the Paris Climate Agreement
(2015.

14 | Sources: IPCC, BBC, Met Office, IPSOS Mori.

When do you think Britain will feel effects of

80% climate change?
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Global Environmental RiskEuture Environmental Risk and the Role of Business

Understanding-utureEnvironmentaRisk Weather & Climate Disasters Exceeding $1b. in
A With Globaltemperaturesrising at an averageof roughly 0.18°C per decade,the World is ” Costs: $400
predictedto surpassa 1.5°Cincrease/elativeto pre-industriallevels,whichis consideredo _
be the (!X é If -'P\ Qby 2'0@ N : Cﬁ%}ﬁ’gzte disaster cost .
A While the numbersseemsmallin the grand schemeof things, suchincrementaldifferences : \F":g‘éigzmrms $300
are anticipatedto have graveimplications,most significantlywith extreme weather events 15| H Droughts
increasingn both severityandfrequency M Floods $200

I Tropical cyclones

10| @@ Severe storms

TheRoleof Business $100

Number of billiordollar disaster events

A Businessebavehada significantrole in the emergenceof the situationthat we find ourselves
in today, with the commercialsector being responsiblefor an estimated 18.2% of CQ

Aggregate disaster cost (billions of USD)

0
L . g . : . L . 0
em.lsswnsm the UKin 2020 Thisimpact obviouslywidenswith the definition of business & ‘@q,ﬁ @0 @qﬁ @00 '&so "9@ wefo 'é"°$
whichcanencompassll sectors
A Asaresult,businesseslsohavea significantrole to playgoingforward. It hasbecomelessof Global CO2 Emissions by Sector (in tonnes,
a questionof whether businessegan afford to take into accountsuchfactors,and more of billions):
whetherthey canaffordnot to. Electcity & Heat
14 7
Thelmpacton Business 12 -

A TheClimateCrisispresentsa number of different risksto businesseshoth in terms of direct
risksas a result of a more volatile climate (PhysicaRisk but alsorisksthat relate to their
responseto the issue and their role. Thesecan be categorizedas ReputationalRisk 8 Tanspor
RegulatonRisk TransitionaRisk and ultimately,ExistentiaRisk

6 Manufacturing & Construction
A Suchrisksare not evenlydistributed and presentthemselveamost prominentlyto industries
that aremostentrenchedn their pollutingways

Buildings
Land Use Change & Forestry

A Onthe other sideof this, there are significaniopportunitieson the horizonfor businessethat 2 - -
embracethe needfor this transition,both in terms of mitigation of the riskslisted abovebut R e e A

0 : Fugitive emissions

alsoin amoreactive,positiveeconomicsense N ' o '© ) R
P Ko K & & S s

AHV

15| Sources: IPCC, BBC, Gov.UK, FT, Schatz Senate Gov, Vox, The Guardian. ASSOCIATES




Global Environmental RigkEvolving Regulatory Environment

Laclof ClearandConsistenBustainabilifReportingStandardsn Business

A Historicallythere havebeenissueswith integratingsustainabilityconcernsinto businessand
financialdecisionrmaking

A Suchissueshave stemmedfrom a lackof clearand consistentstandardsacrossgeographies
andjurisdictionsandalsoa lackof implicationgor followingor not followingstandards

ThelSSB

A At the beginningof November2021, the International FinanciaReportingStandards(IFRS)
Foundation announceda series of significant developmentsincluding the International IFRS
Sustainabilitystandard8oard(ISSB)

A Theformation of the ISSBs part of an effort to establisha globalconsensugor climateand
sustainabilitydisclosuresnore generally

Consolidatiomf FragmentedReportingenvironment ISSB

A ThelSSBwill consolidatethe Value ReportingFoundation(VRF)and the ClimateDisclosure
Standard8oard(CDSBp establisha singleglobalstandardssetterfor sustainability

A Consolidationof global standardsthrough the IFRSFoundationwill likely give the new
standardsettingboardandaddedamountof legitimacyamongbusinessedpllowingon from
the Foundationsvorkin standardizingccountingprinciplesanddisclosures

Implicationdor Business

A Whilecurrently(at the time of writing) in the very earlystagesthe moveto establisha global
standardssettingbodyfor sustainabilityis goingto havefar reachingconsequenceacrosgshe
capitalstackof businessednvestors andlenders

A Establishingucha wide reachingstandardfor reporting sustainabilityissuesin a commonly
acceptedwvaywill further increasehe onuson businessesicorporatingsuchissues

Sources: Accountancy Age, London Business School, IFRS.
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What is Being Done About [t?

An Introduction to Green Finance
























































































