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Navigating valuation in this volatile time
We share our thoughts on valuation assessment in responding to the COVID-19 pandemic
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What we will be sharing today? 

During these unprecedented times, there are many uncertainties and questions that arise with business valuations. Is 
there a “magic solution”? 

Is COVID-19 a 
black swan 
event that is 
creating threats 
or 
opportunities?

Are the different 
industries equally 
affected by the 
pandemic?

How should we 
consider the 
impact of the 
pandemic in 
business 
valuation and is 
there a quick-
fix?

Is cash king? What 
should be considered 
when assessing the 
assumptions underlying 
the financial 
projections? What is the 
shape of the recovery 
curve that we should 
adopt?

Should discount 
rate be lower 
than pre-
pandemic level?

Are the current 
earning multiples of 
comparable 
companies a fair 
reference point? 

What is the 
“magic 
solution”? 
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Amidst the crisis, is there a silver lining?

COVID-19: A black swan creating threats or opportunities?

Digital services acceleration

• Societal shift to online channels such as social media, digital conferencing and 
e-commerce shopping

• Record-high downloads of video conferencing applications due to social 
distancing measures observed globally 

• Surge in demand for online groceries, 
essentials items and cooked meals

• In Singapore, orders from Lazada’s
online grocery arm, Redmart
exceeded 300% on weekly average2

• Global movement restrictions in 130+ countries 
• Heightened precautionary behavior amongst travellers
• Global airline sector has lost c. $41 billion, a fifth of its market capitalisation1

Next wave of innovation

• Dramatic shifts in consumer and 
business behaviors such as remote 
working and supply chain changes 
are likely to trigger the next wave of 
innovation

Thriving delivery services

Travel restrictions

Supply chain crisisShuttered shops

• Local and global supply chain 
disruptions fuelled by workforce 
and logistics constraints

• Increased online competition 
• Social distancing affecting foot 

traffic into brick-and-mortar stores
• Drop in discretionary income leads 

to lower spending

1 CNBC - BUZZ-Global airline stocks lose $41 bln market cap in February - AJ Bell, 6 March 2020 2 Channel News Asia - Delivery services see spike in business because of COVID-19, 19 Feb 2020

CHALLENGES OPPORTUNITIES
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KLSE All Asian Exchanges

Significant decline in market capitalisation of Malaysian companies, with only the healthcare sector showing positive 
gains 

COVID-19 has led to a ripple effect across different industries

Source: Capital IQ, DCS analysis as at 24 Apr 2020

• Glove makers and medical equipment suppliers 

are the gainers in the healthcare sector with 

the strong demand to curb the pandemic

Market capitalisation changes during the COVID-19 outbreak (Past 3 months)
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The pandemic is creating uncertainties in business valuations and there are many views addressing the emerging issues

Key valuation considerations

IVSC. (March 2020). Dealing with valuation uncertainty at times of 
market unrest.

IVSC’s technical standards boards
“One of the main issues when dealing with valuation 
uncertainty is that a valuation is not a fact, but it is an 
estimate of the most probable of a range of possible 
outcomes based on the assumptions made in the 
valuation process.”

IVSC’s technical standards boards
“These times have been made even more interesting 
in respect of valuation as valuers are having to value 
assets, when there are limited to no comparable 
evidence and all markets are facing an uncertain 
future.”

IVSC. (March 2020). Dealing with valuation uncertainty at times of 
market unrest.

International Financial Reporting Standards
“While an expected cash flow approach is highly 
dependent on assigning probabilities to estimates of 
future cash flows, such judgements on the inputs may 
nevertheless be more transparent and more readily 
tied to underlying commercial expectations than the 
addition of a “COVID-19” risk premium to the discount 
rate that may be more arbitrary and for which there is 
no evidential base to support the quantum of the 
adjustment.”

“Guru of valuations” - Professor Damodaran
“In good times and when valuing mature companies, 
cash flows are generally design for going concerns. 
These are not good times, and even mature companies 
are facing threats to survival. It is almost impossible to 
adjust for this concern in discount rates and it is 
therefore imperative that you make judgments about 
the likelihood that your company will not make it, and 
this probability will be higher for smaller companies, 
young companies and more indebted companies.”

Professor Damodaran. (March 2020). A Viral Market Meltdown V: 
Back to Basics!

IASPlus. (April 2020). IFRS in Focus — Accounting considerations 
related to the Coronavirus 2019 Disease
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Near term considerations on revenue growth 
and operating margin 

Long term considerations on revenue growth 
and operating margin

Inputs in the discount rate

Enhanced modelling

Cash flows is key and a more rigorous review of cash flows is required

Key valuation considerations

There are additional factors to consider (highlighted 
in red) when assessing cash flows and estimating 
discount rates. Key areas include:

How will this crisis affect the 

company’s operations near term?

How will this crisis affect the business the company 

is in, and its standing in that business in the long 

term?

Revenue 

Growth in 2020

Operating 

Margin in 2020

Revenue 

Growth from 

2021 - 2025

Target 

Operating 

Margin in 2025

Revenue Growth Operating Margin
Growth/Investment 

Efficiency

Expected FCFF = Revenues + Operating Margin – Taxes - Reinvestment

Risk-adjusted Discount Rate

Cost of Equity Cost of Debt 

Value of Business

Failure Risk

Updated failure 

probability & effect
How has this crisis affected the price of risk & the likelihood of default

Updated Equity Risk Premium Updated Default Spreads

1 2

3

Source: As adapted from Professor Damodaran’s website

Additional lenses are required in reviewing cash flows

1

2

3
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Long term consideration on revenue growth and operating margin

Consider near term and long term impact of COVID-19 in projecting cash flows as there are uncertainties and the 
projected growth is expected to be volatile

Key valuation considerations

Near term consideration (<12 months) on revenue growth and 
operating margin

Impact varies by industry

Supply chain interruptions: 
• Timing
• COGS and financial health of suppliers
• Production limitations
• Human capital availability and productivity 

(ability to work remotely and in changed 
environment)

Regulatory changes and stimulus:
• Travel restrictions
• Social distancing
• Government funding and
• Loan payment holidayRegulatory changes 

and stimulus 

Operation disruption 

Shape of recovery

Expected recovery level:
• V-shaped or U-shaped? 
• When will businesses return to pre-pandemic 

state? 
• Recovery may differ between geographical regions

Deferred consumption (real estate) versus permanent 
lost consumption (tourism and hospitality)

More rigorous check on business survival even for 
mature companies, ability to meet financial 
obligations and have sufficient funds to sustain 
through pandemic and post-pandemic

Airbnb emerged during housing bubbles crisis1. Will 
virtual working space become the new reality?

Post-pandemic 
consumption patterns

Going concern 

Emerging new 
business models 

Healthcare

4% 

Consumer durables 

and apparel

-24% 

1 2

In the past 3 months in Asia, growth:

1Entrepreneur Media, Inc. (March 2020). For Savvy Entrepreneurs, an Economic Downturn Creates Opportunity.
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Discount rate (cont’d)

− Credit default spread: Higher credit default spread indicates 
growing concern on the ability of debtor to service their credit. 

− Beta: Historical betas do not always capture specific sector risk 
relative to the market in crisis (e.g. airlines, hotels etc).

• Avoid double counting of discount rate with excessive risk loading (do 
not adjust the same risk in cash flows and discount rate at the same 
time)

Enhanced modelling

• Given the immense uncertainties in the near and medium terms, 
consider alternative scenarios in your forecasting process and perform 
enhanced modeling. 

• For example, consider probability-weighted expected return method 
to reflect all expectations on possible cash flows instead of a single 
expected outcome.

Discount rate should not be lower than pre-pandemic, historical data may not reflect the current environment and avoid 
double counting of risk

Key valuation considerations

Discount rate

• Lower interest rate should not translate to a lower cost of capital 
compared to pre-pandemic.

− Risk free rates are artificially low due to intervention of 
government in reducing interest rates and quantitative easing

− Low bond yield due to higher demand for “safer investments”

• Discount rate built up using historical data may not reflect the 
current environment. 

− Higher equity risk premium: Measures have been taken to 
increase the ERP to reflect the uncertainties in future economic 
growth, market volatility, credit spread. Professor Damodaran has 
increased the ERP estimation for many countries in April 2020, for 
example: 

Country Increase in ERP between Jan-20 and Apr-20

Malaysia 182 bps

Vietnam 385 bps

Indonesia 242 bps

Thailand 216 bps

3 3

4
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Market data discrepancies 

• As comparable company financial metrics are on a lagging basis, 
market multiples will be depressed relative to historical multiples.

- Numerators such as enterprise value or equity value are reflective 
of the current environment while denominators such as LTM 
revenue and LTM earnings are based on historical performance 
pre-pandemic.

- As a result, the multiples derived may be depressed.

• Need to compare apple-to-apple

- Consider using forward multiples 

- Consider using current period denominator as historical 
information may no longer be appropriate

• It may no longer be appropriate for recent transaction prices, 
especially those from before the expansion of pandemic to receive 
significant, if any, weight in determining fair value (IPEV Valuation 
Guidelines).

Use current comparable multiples to ensure we are comparing apple-to-apple

Key valuation considerations

Numerator 

based on 

current period 

Period impacted by COVID-19

FYE: 31 Dec 2019 Valuation date: 31 Mar 2020

Denominator based on historical 
information (pre and post 

pandemic)

Illustration of market data discrepancies



Uncertainties

In such uncertain times, valuation requires significant judgement. 
There is a need to consider the company situation together with 
market information. Valuation approaches need to be adjusted 
based on circumstances and when new information is available.

Key takeaways

Back to fundamentals

It is vital to consider the drivers of growth and carry out a rigorous 
review of cash flows by considering the near and long term impact 
of the pandemic. 

Consider discount rates together with the cash flows projection 
and avoid double counting or loading of excessive of risk.

© 2020 Deloitte Corporate Solutions Sdn Bhd

Back to 

fundamentals

Industry 

specific-

impact

Uncertainties

12

Industry-specific impact

Different industries are affected by the pandemic in different 
degrees and the road to recovery varies among the industries. It is 
important to understand the implication of the pandemic on 
industry dynamics and valuations.
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Navigating valuation in this volatile time
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Regulated members and other stakeholders should ensure that they are familiar with the 
RICS Valuation Practice Alert – Coronavirus – 2 April 2020, which includes 
the following on inspections and investigations.

‘Any restrictions of information and/or the ability to inspect must be made clear, agreed 
with the client and clearly stated in the report. All affected terms of engagement must be 
amended to confirm this. These requirements also apply to any valuation assumptions that 
are made as a consequence of restricted access and/or valuation information. If the 
Regulated Member considers that it is not possible to provide a valuation 
on a restricted basis, the instruction should be declined.’

CHALLENGES IN ASSESSING PROPERTY DURING & POST COVID-19
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EXAMPLES OF RISK
• For tangible assets reduction in market prices 

after the date of acquisition or valuation, 
– a deterioration in the projected future 

income of a security, 
– a loss of liquidity compared with other 

assets, 
– costs for maintaining or developing an 

asset being higher than currently 
anticipated, 

– the rate of an asset’s technical or physical 
obsolescence being higher than currently 
anticipated 

VALUATION UNCERTAINTY
• Can be caused by various factors. These can 

be broadly divided into the following 
categories: 
– market disruption, 
– input availability, 
– choice of method or model. 

VALUATION ISSUES 
MARKET RISK VS VALUATION UNCERTAINTY
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o Back to basics of yields and 
returns

o More sharing and higher 
transparency of information 
between parties

o Be observant of market 
changes, be forward-looking

o Evaluate all indications and 
utilise forecasts

HOW TO ASSESS VALUE OF A PROPERTY AMIDST UNCERTAINTY?

COST OF DOING
BUSINESS

TRENDING
OCCUPANCY RATESENTIMENT

ASKING RENTAL PROJECTED RENTAL 
GROWTH

Limitation and 
credibility of data

Subjectivity in 
valuation

Economic and 
market variations
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IMPACTS OF COVID-19 ON PROPERTY BY TYPES

Development Land
Residential (High Density)

Private Hospital
Private University

Purpose-Built Office

Shopping Mall 
Hotel

Theme Park
Commercial Land

Industrial 
(Logistics, Warehouse, Data Centre)

Residential (Landed)
Plantation / Estate

Low HighRISK

HUMAN 
TRAFFIC

Low

High
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OVER THE HORIZON

• Economic activities are 
expected to remain slow

• No longer business as usual 
– social distancing will be a 
norm gradual resumption of 
activities

For 2020

• Recovery dependent on how 
soon Covid-19 can be 
contained

• Consumption confidence 
and investment appetite 
unlikely to improve 
immediately 

Medium-term
• Both production and 

consumption have to resume 
to effectively reboot global 
economy

• It may take 2 to 3 years to 
iron out the impacts of 
Covid-19

Long-term



WEBINAR  |  27 APRIL 2020CBRE | WTW

HOW TO PRESERVE VALUE?

Tenants’ retention and 
adoption of technology

Underperforming or 
depreciating 
properties to 

undertake space 
readaptation

Owners of large land 
banks to opt for lease 

for temporary use 
instead of going into 

development

Flexible contractual terms 
for tenancy or sale
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FUTURE TREND IN PROPERTY DEVELOPMENT

Reversion to conventional office 
drives demand for space

Work from home / flexible work 
arrangement will be a new norm

Technology-enabled products 
such as co-working and Airbnb 
could face challenges

Better-regulated sector such as 
hotel would be preferred due to 
health concern

E-commerce continues to 
experience exponential growth

Small warehouses located closer 
to neighbourhoods to cater to last 
mile delivery

New innovations of leisure 
activities that require less 
human concentration could 
emerge in retail landscape 
such as e-sports centre
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POTENTIAL WINNERS AND LOSERS IN SHORT- TO MEDIUM-TERM

Source: Decode EFC
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IF YOU HAVE ANY QUERIES, PLEASE REACH OUT TO US

Foo Gee Jen | Group Managing Director
CBRE | WTW

30-01 30th Floor | Menara Multi-Purpose
8 Jalan Munshi Abdullah | P O Box 12157
50100 Kuala Lumpur, Malaysia

T 60 3 2616 8888 | F 60 3 2616 8899
geejen.foo@cbre-wtw.com.my
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Price Adjustment and 
Payment Mechanism

Due Diligence:
Areas of Increased Focus
And Impact on Process

“Material Adverse Effect”/ 
“Material Adverse Change” 
Provisions

Pre-Completion 
Covenants

Representations and 
Warranties, Indemnities 

Deal Financing and 
Strategy

Approaching and Structuring Private M&As in 
the Covid-19 Landscape

The information in this presentation is for general information only and is not a substitute for legal advice
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Difficult to predict 
magnitude of 
Covid-19 effects 

Completion 
adjustment to 
capture impact up 
to completion 

Deferred payment to 
address mid or long-
term effect

Retention and 
escrow
arrangement 
against potentially
illiquid party

 Historical performance 

may not be good 

benchmark for valuation 

 Financial forecasts and 

expected post-

completion synergies 

may become 

questionable.

Buyers encouraged to move 

away from “lock box” 

method with fixed price 

locking in value at an earlier 

pre-determined date to the 

more complex completion 

accounts adjustment 

mechanics so that the final 

price reflects the adverse 

impacts up to completion

Deferred structures, e.g. 

earn-outs and milestone 

payments linked to target’s 

medium to long term 

performance, 

notwithstanding the 

complexities, may bridge 

valuation gaps between 

parties

 Buyers may prefer 

retaining part of the 

purchase price to secure 

indemnity/ warranty 

claims against potentially 

illiquid sellers

 Sellers concerned of 

Covid-19’s negative 

impact on buyer’s cash 

availability may favour

escrow arrangement for 

deferred payments 

Price Adjustment and Payment Mechanism

1

The information in this presentation is for general information only and is not a substitute for legal advice
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Workforce and labour
issues, safety and health

Status and ability of 
performance,
suspension/ exit rights 
of key contracts

Inevitable due to lockdowns and 

necessarily enhanced investigations

Virtual due diligence capabilities

Physical site visits may not be possible; adequate capabilities 

to conduct entirely or primarily virtual due diligence 

including visitation (access to information, building/facilities 

and key employees) become significant

Scope and adequacy 
of insurance

Business continuity plan, 
remote work capabilities, 

cybersecurity, crisis 
management procedures 

Due 
Diligence

Areas of Increased Focus
to evaluate business vulnerabilities

Supply chain dependencies 
and resilience, effect on 

end-market demand

Prolonged process

Solvency risks, 
liquidity issues, 

financial forecasts

Impact on Process

Litigation risks

Change in law/ 
regulatory landscape

2

Force majeure

Common term in commercial contracts 
to allow suspension or termination 

(partially or wholly) if performance is 
delayed or hindered by a defined list 

of supervening events or, even 
generally, events ‘beyond its control’

Malaysian law - not afforded by 
default but must be explicitly 

provided in the contract

The information in this presentation is for general information only and is not a substitute for legal advice
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if at completion, target’s financial/ 
trading position is in 
significantly worse position

Typical pro-buyer clause which allows it to 

walk away from an ongoing deal

Usually achieved through: non-occurrence 

of MAE/C as a pre-completion condition, 

“bring down” of sellers’ representations and 

warranties at completion, occurrence of 

MAE/C as a standalone termination event.

MAE/MAC

Sellers likely to seek express carve-out of 

Covid-19 effect on the basis that it is now a 

known and (supposedly) assessed risk. 

Buyers should at least secure Covid-19 

effects to the extent disproportionately 

impactful on target’s business as compared 

to other industry players. 

Important to address the possibility that 

impact of the event may not have 

completely materialised at completion

CARVED-
OUTS

DISPROPOR
-TIONALITY

MATERIALITY
THRESHOLDS &

MEASUREMENT 
BENCHMARKS

MATERIALISATION 
OF EFFECTS

“Material Adverse Effect”/ 
“Material Adverse Change” (“MAE/C”) Provisions
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Careful thought and negotiation anticipated 

to determine quantitative & qualitative 

materiality thresholds and measurement 

metrics/ benchmarks

3

The information in this presentation is for general information only and is not a substitute for legal advice
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Pre-approval 
to Covid-19 
contingency 

plan

Carved-
outs with 

limitations

Standard of 
compliance

Virtual 
visitation 

rights

Finalisation
of adequate 
contingency 

measures

may be inevitable to minimise conflict
Balancing exercise

between sellers’ obligation to refrain actions 

outside target’s ordinary course of business and 

target’s need to take emergency measures in 

responding to Covid-19 ramifications.

M&A transactions with conditional period (usually to procure regulatory and other third party

approvals and sometimes, for conduct of due diligence) usually impose pre-completion covenants on

sellers to preserve target’s business and assets and allow buyers certain access (and sometimes some

degree of control) during the interim period up to the completion handover.

Pre-Completion Covenants

4

The information in this presentation is for general information only and is not a substitute for legal advice
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Increased 
scrutiny 

expected

 In addition to seeking 

comprehensive R&Ws with 

specific Covid-19 areas, 

buyers should be careful in 

accepting and assessing 

effect of sellers’ disclosures, 

knowledge qualifiers and 

updates before completion

 Indemnity may be an efficient 

tool to address specifically 

identified risks

Limitation of 
liabilities

 Sellers likely to attempt 

ring-fencing R&Ws

 Buyers’ knowledge, change 

in law and mitigation 

obligation may be other 

highly negotiated 

limitations

Increased 
retention sum

Covid-19 is expected to 

incentive upward 

pressure on the amount of 

retention sum

W&I 
insurance

 W&I is now likely to 

specifically exclude losses 

arising from Covid-19. 

 However, if the significant 

slow down of M&A deals 

lead to reduction in 

premiums, it may be used 

to offset other risks.

Representations and Warranties (R&Ws), Indemnities 

5

The information in this presentation is for general information only and is not a substitute for legal advice
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Acquiring lower stake instead 
of 100% acquisition; call 
option to allow increase

E.g. convertible preference 
shares, with conversion ratio 

variable by future performance

Forming joint 
venture/purchasing 

consortium to share risks

Lenders’ willingness to 
underwrite new financing 
commitments may be uncertain

More rigorous diligence & 
tighter financial covenants 
expected from lenders

Decrease will require 
injection of more equity

Due diligence 
& financial 
covenants

Lower equity
percentage

Alternative 
instruments

Joint venture

Debt leverage 
available

keyword

New financing 
commitments

Financing

Alternative 
structure

Deal Financing and Strategy

6
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Ang Siak Keng is a partner in the firm’s regional Corporate Commercial practice group. He also leads a team of
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related practice areas including mergers and acquisitions, equity and debt capital markets, debt and corporate
restructuring, private equity, venture capital, real estate and property development, corporate finance and banking,
competition and antirust, commercial regulatory compliance and employment.

Ang’s personal area of focus is mergers and acquisitions, foreign direct investments and equity capital markets. He has
led numerous domestic and cross-border transactions relating to private acquisitions and divestments, public
takeovers, IPOs and private fund/capital raising, and has assisted numerous multinationals, foreign investors (especially
China-SOEs) and leading domestic businesses in structuring their Greenfield investments including negotiating joint
venture and strategic alliance and developing boutique commercial arrangements. Ang’s commercial experience spans
across many industry spaces including, IT, telecommunications, manufacturing, education and healthcare.

Together with his team, Ang also regularly advises financial institutions, multinationals and property developers on
structuring their credit and financing facilities (including multi-jurisdictional, syndicated and offshore loans) and the
acquisition, disposal, lease and management of their real estate assets.
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LEGAL

Zaid Ibrahim & Co is a member of ZICO Law, a network of independent law firms in ASEAN. ZICO Holdings Inc. is an integrated provider of multidisciplinary professional services listed on Catalist of SGX-ST.

DISCLAIMERS

The information in this presentation has been prepared based on information available in the public domain and has not been independently verified. No responsibility or liability is accepted by Zaid Ibrahim & Co or by any of its
professionals, officers, employees or agents as to or in relation to the accuracy or sufficiency of the information contained in this presentation or any other written or oral information made available to any recipient of this
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The information on this presentation is not intended to replace or serve as substitute for any professional advice and/or counsel.
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