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Origin

Pre-audited financial information for the third quarter (ended September 30, 2023) is being
provided to the Finance Committee for review. The report provides details on the economic
environment, financial results and other key indicator information. The financial information

provides Council with an overview of the City of Richmond’s (the City’s) financial results
throughout the year and before the annual audited financial statements are presented.

This report supports Council’s Strategic Plan 2022-2026 Focus Area #4 Responsible Financial
Management and Governance:

Responsible financial management and efficient use of public resources to meet the needs
of the community.

4.1 Ensure effective financial planning to support a sustainable future for the City.

4.3 Foster community trust through open, transparent and accountable budgeting
practices and processes.

Economic Overview

The global economy is continuing to slow. Low growth is expected in the short and medium-
term, though no sharp downturn is anticipated. There is also increasing divergence between
lower, constrained growth in advanced economies and emerging markets that are proving
stronger and more resilient at higher levels of growth. Exceptions include the U.S., which has
experienced unexpected resiliency in consumption and investment, and China, which continues
to face significant challenges in its real estate sector. The Russia-Ukraine war continues to weigh
on the outlook, and the potential global economic impact of the Israel-Hamas war is not yet
clear. Other factors impacting global forecasts include increasing geo-economic fragmentation
after decades of global integration, effects of monetary policy tightening required to reduce
inflation, withdrawal of fiscal supports, and extreme weather events.

In Canada, the Bank of Canada (BoC) maintained the policy rate most recently in September and
October, after raising interest rates three times earlier in the year. The BoC notes that higher
interest rates are working as intended — price pressures are easing, and inflation has come down
from its peak in June 2022.! However, core inflation has been harder to rein in than anticipated
and progress toward the 2% inflation goal has been slow and uneven. Population growth
continues to drive demand, though consumer spending as well as hiring are slowing.

Economic activity in Richmond continues to be relatively healthy. Businesses continue to face
the ongoing challenges of the current economic climate, including high input costs for both
goods and services. However, risks posed by disruptions at the Port of Vancouver in Q3 have
been resolved and supply chain pressures have eased, even as costs remain high. Business
licencing continues to show strong activity, reflecting new businesses starting operations and
others altering their operations in response to current conditions and/or to take advantage of new
opportunities. While industrial and office vacancy rates have increased in Richmond, industrial
vacancy rates remain near record lows. Lower growth should continue to be expected in 2023
and into 2024, aligned with global conditions.

'Bank of Canada. Monetary Policy Report, October 2023.
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Macroeconomic Indicators & Forecast

1) Global Growth — Real Gross Domestic Product (GDP) % Change?
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e The International Monetary Fund projects

global Gross Domestic Product (GDP) will
decrease from 3.5% in 2022 to 3.0% in 2023,
contracting to 2.9% in 2024.

In 2023, Canadian GDP is forecasted to grow
by 1.3%, with U.S. and China GDP growth
forecasts of 2.1% and 5.0%, respectively.

This global growth profile for 2023 is
slightly weaker for Canada and China and
slightly stronger for the U.S. than predicted
last quarter, reflecting an increasing
divergence across markets and a greater than
expected resiliency of the U.S. economy.

2) Interest Rates — US and Canadian Overnight Central Bank Rate % at Year End*
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o After increasing rates in July 2023, the BoC

has held its overnight lending rate steady at
5.0%.

The U.S. Federal Reserve paused its pattern
of raising rates at all previous 2023
meetings, holding rates at 5.38% (5.25% -
5.50%) on November 1, 2023.

Inflation in services prices and core inflation
are proving more persistent than anticipated.
That said, higher interest rates and tighter
financial conditions are slowing economic
growth.

2nternational Monetary Fund, World Economic Outlook (October 2023): Navigating Global Divergences.

3US Federal Reserve, Bank of Canada and Royal Bank of Canada Research; Bank of Canada Monetary Policy Report (October 2023); RBC
Financial Markets Monthly, (November 2023).
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3) Exchange Rates — CAD/USD at Year End*

::(5) e The Canadian dollar (CAD) continues to
135 be weak against the U.S. Dollar (USD),
130 despite short term fluctuations. It ended
122 Q3 2023 slightly weaker than the

115 previous quarter though aligned with Q1,
o at $1.35 CAD/ $1 USD. Weakening is
1.00 expected to continue, with some recovery
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e The short term fluctuations in the
exchange rate are related to market
sentiment, with a Q3 decline coinciding
with data released on the slowing
Canadian economy. The CAD regained
some strength more recently, with slower
than expected U.S. inflation in October.

4) Unemployment®

¢ According to Statistics Canada’s

135
1?2 September 2023 Labour Market Survey,
105 the employment rate increased, while

9.5 unemployment was unchanged at 5.5%
8.5 4 .

75 for the third consecutive month.

6.5

55 e Given record high population growth,
‘3‘:2 ) _ employment gains of approximately

Q3-21 Q4-21 Q1-22 Q2-22 Q3-22 Q4-22 01-23 Q2-23 Q3-23 50,000 per month are required for the

: { let 1
anad etro Vancouver employment rate to remain constant.

Employment grew by only 40,000 people
in August, though by 64,000 in
September.

e At the end of Q3 2023, the Canadian,
B.C., and Metro Vancouver
unemployment rates were 5.5%, 5.4%,
and 5.9%, respectively.

4RBC Economics (RBC Financial Markets Monthly, November 2023); Interchange Financial (Canadian Dollar Gains on Weaker Than Expected
US Inflation Numbers, November 14, 2023).
SStatistics Canada Labour Force Survey (September 2023); Labour Force Statistics Highlights Issue #23-10.
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5) Consumer Price Index (CPI —2002=100)°
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6) Building Permits — Richmond’
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e Inflation in Canada is slowing, though
the pattern has not been linear, with an
increase of 3.3% in July, 4.0% in August,
and 3.8% in September. Compared with
other provinces, B.C. had the third lowest
rate of inflation in September.

o Prices for durable goods are decelerating,
and consumers are paying less for
airfares, though grocery prices remain
elevated.

e On average over the past 12 months,
inflation has been higher in B.C. (5.0%)
and Metro Vancouver (5.1%) than
nationally (4.7%).

¢ During the third quarter of 2023, there were
149 residential, 97 commercial, and 46
industrial building permits issued in
Richmond.

o This represents a 25.1% decline in total
building permits issued over the same
period in 2022, with less of a decrease in
industrial (17.9%) as compared to
commercial (24.2%) and residential
(27.7%).

e 172 new units were added to the local
housing supply in Q3 2023, which
represents a 71.7% decrease as compared to
the same period in 2022. Due to the large
number of units typically involved in multi-
family projects, substantial quarter-over-
quarter fluctuations are expected, as permit
issuances reflect not quarterly activity
specifically, but that of the development
cycle for multi-family units.

SStatistics Canada, Consumer Price Index; also Consumer Price Index, September 2023; also BC Stats, Consumer Price Index, September 2023,

Issue 23-10.
7Cify of Richmond Building Permits.
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9) Commercial Space!!

a) Industrial Space
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b) Office Space
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Note that the increased transit-orfented vacancy rate in Q4 2022 was due to the
Paramount development (6388 No. 3 Road) coming to market. Short-term
fluctuations are expecled as new supply is added.

N Cushman & Wakefield Office and Industrial Market Beat Reports 03 2023.

14
12 L]

e The Metro Vancouver industrial vacancy

rate has increased to 1.6%. While still low,
it has not been this high since Q4 2019. The
increase was driven by new construction
completions and an influx of vacant space
for sublease.

In Richmond, the industrial vacancy rate
remains lower than Metro Vancouver
though has increased to 1.2%, its highest
rate since Q4 2020.

While there is some softening of tenant
demand in the industrial market given
current economic conditions, vacancy rates
are still well below that of a healthy market.
Average asking net rents are high though
remained stable in Q3.

At the end of Q3 2023, the office vacancy
rate had increased to 9.9% in Richmond,
with transit-oriented vacancy edging
downwards to 9.2% 2,

The office vacancy rate remained relatively
steady at 9.8% in Metro Vancouver, despite
differing trajectories across municipalities.

Downtown Vancouver office vacancy rates
remained near a 30-year high at 13.6% in
Q3 despite significant new leasing activity,
reflecting new construction completions
and an interest in high quality Class A and
AAA office space. Year-over-year vacancy
rates decreased in many suburban markets.

Average asking rents in Richmond are the
lowest in the Metro Vancouver region.

2Note that as of Q1 2023, transit-oriented office data is now sourced from Cushman and Wakefield for greater consistency across commercial
vacancy rates presented in this report. The definition of “transit-oriented office” is office space within 600 meters of a Skytrain station. As this
definition includes a limited number of developments in the City Centre, any change (whether related to new inventory or absorption) may have a

seemingly disproportionate impact on the data.
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11) Goods and People Movement
a) Regional Cargo Movement!*

Regional Cargo Movement
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b) Airport Passengers!’®
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Yport of Vancouver Monthly Cargo Statistics; YVR Monthly Statistics.

In Q3 2023, cargo volumes handled by the
Port of Vancouver, as measured by Twenty
Foot Equivalents (TEUs), decreased by
23.4%, as compared to the same period last
year. While fluctuations are expected, some
slowing may have been related to the Port
strike action in Q3 2023.

In Q3 2023, 82,805 tonnes of air cargo
passed through the Vancouver International
Airport (YVR), which is a slight decrease
of 0.5% as compared to the same period
last year.

Passenger travel through YVR continues to
grow, with an increase of 17.0% in Q3
2023 (7.15M) as compared to the same
period last year (6.11M).

Globally, aviation passenger volumes are
now expected to reach 9.4 billion in 2024,
surpassing 2019 volumes (9.2 billion). The
airline industry has also more than doubled
its profit forecast for 2023.

e Hotel room revenues in Richmond for Q3
were $105M, which is 20.7% higher than
the same period last year. Year-to-date
revenues are even stronger, with 2023
tracking 31.0% above 2022 revenues.

Bypr Monthly Statistics; Airports Council International, Global passenger traffic expected to recover by 2024 and reach 9.4 billion passengers
(September 27, 2023); Financial Times, Global airline industry more than doubles its profit forecast (June 5, 2023).

16Cil‘y of Richmond Additional Hotel Room Tax Ledger-
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Residential Real Estate!’
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With mortgage rates at a 10-year high, a central element of the market this year has been the
hesitancy of homeowners to list their homes. This lack of supply combined with expensive debt
has had major impacts both on new buyers and potential move up purchasers resulting in a return
to more historical average levels of pricing and sales.

Richmond - Residential Sales
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Y7 Real Estate Board of Greater Vancouver.
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Single family detached (SFD) home sales
increased by 19.6% compared to Q3
2022.

Townhouse and apartment sales have
increased by 34.3% and 35.8%,
respectively, compared to Q3 2022.

Townhouse sales comprise 21.3% of the
residential home sales in Richmond. SFD
and apartment sales account for 22.5% and
56.2%, respectively, of home sales in
Richmond.

There were 865 residential home sales in
Richmond in Q3 2023, a 31.5% increase
compared to the same period last year.

Richmond residential properties had a
sales-to-active listings ratio of 21.5% as
at September 30, 2023, representing a
seller’s market.

Analysis of historical data suggests
downward pressure on home prices
occurs when the ratio dips below 12% for
a sustained period, while home prices
often experience upward pressure when it
surpasses 20% over several months.

At Q3 2023, SFD properties in
Richmond had an average of 34 days on
the market, an 8.1% decrease compared
to Q3 2022.

Townhouses and apartments in Richmond
had an average of 24 and 26 days on the
market, respectively, representing a
14.3% and a 13.3% decrease over the
same period last year.
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Greater Vancouver - Average Days on Market e At Q3 2023, SFD properties in GVRD
? had an average of 31 days on the market,
© which represents a 3.1% decrease
% compared to Q3 2022.
® e Townhouses and apartments in GVRD
w© had an average of 21 and 24 days on the
market, respectively, which represents a
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decrease of 19.2% for townhouses and

ingle Family ~@~Townhouse partment
7.7% for apartments, compared to Q3
2022.
Richmond vs. Greater Vancouver Residential e The Home Price Index (HPI) 18 for SFD
Home Price Index (HP1) . . .
52200000 properties in Richmond at Q3 2023 was
$2,100,000 .
st0000 $2,179,100, a 4.7% increase compared to
St.s90000 Q3 2022. The GVRD housing market has
o000 increased with SFD properties priced at
$700,000 .
ss000m0 — $2,017,100, which represents a 5.8%
032177 Q4-2022 01-2022 Q2-2023 Q3-2023 .
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e At Q3 2023, the HPI for townhouse
properties in Richmond was $1,126,200,
an increase of 7.1% compared to Q3
2022. The HPI for townhouse properties
in GVRD was $1,098,400, which
represents a 4.7% increase compared to
the same time last year.

e The HPI for apartments in Richmond was
$750,200, an increase of 6.6% compared
to Q3 2022. The HPI for apartments in
GVRD was $768,500, which represents a
5.5% increase compared to the same time
last year.

Bt1ome Price Index is a tool to measure home prices trends in Metro Vancouver and other major markets in the country. It is an alternative
measure of real estate prices that provides the market trends over traditional tools such as mean or median average prices.
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Finance and Corporate Services’ favourable variance is mainly due to vacant positions
from earlier the year that have subsequently been filled. Estimated appropriations at year-
end included $400K for the business continuity planning and incidence response project
currently in progress and anticipated to be completed in 2024.

Fire Rescue’s third quarter’s unfavourable variance is mainly due to staff overtime which
is expected to continue into the fourth quarter. In September 2023, 13 firefighters were
recruited which is expected to reduce overtime in the new year.

Law and Legislative Services is on budget.

Library’s favourable variance is mainly due to vacant positions. Any surplus at year-end
will be appropriated for future use within Library operations.

Planning and Development’s favourable variance is primarily due to building permit
revenue that was recognized year to date and unfilled vacancies. Estimated appropriations
at year end include $673K for ongoing initiatives that are in progress and expected to
carry over into 2024.

Policing’s favourable variance is driven by lower than budgeted policing contract costs
due to RCMP Officer complement vacancies.

Fiscal’s surplus is due to favourable investment income and operational savings.
Estimated appropriations at year-end include $7.3M to fund debt payments relating to the
borrowing for Steveston Community Centre and Library, and $982K for service fees for
Lulu Island Energy Company in accordance with the asset transfer agreement as presented
in the 2024 Proposed Operating Budget report.

Flood Protection Utility’s favorable variance is mainly due to operational savings. Any
surplus at year-end will be transferred to the Flood Protection Provision.

Sanitary Sewer Utility is on budget. Any surplus at year-end will be transferred to the
Sewer Stabilization Provision.

Sanitation and Recycling Utility’s favourable variance is mainly due to higher Recycle BC
revenue than budgeted and vacant positions. Any surplus at year-end will be transferred to
the General Solid Waste and Recycling Provision.

Water Utility’s favourable variance is mainly driven by operational savings and discounts
for early payment not taken by customers. Any surplus at year-end will be transferred to
the Water Levy Provision.

The presentation of the figures for the Financial Statement, Statement of Operations is different
from the Net Budget presentation above. The above presentation combines revenues and
expenses, and presents the net amount inclusive of transfers. The Statement of Operations
presents the revenues and expenses separately and prior to any appropriations and transfer to
reserves. The Statement of Operations for the Nine Month Period Ended September 30, 2023, with
comparative figures for 2022, is included in Attachment 3.
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Cash and Investment Portfolio

As of September 30, 2023, the City’s total cash and investment balance was $1.69 billion, which
represents the City’s working capital for ongoing operational obligations, as well as funds held in
reserves and liability accounts for future and restricted uses.

The City’s total cash and investment balance was comprised of $1.29 billion in investments and
$407 million in a high interest savings cash account, with a weighted average annualized yield of
4.50% for the third quarter of 2023.

Consumer Price Index (CPI) inflation has been volatile during the quarter, where CPI went from
2.8% in June, 3.3% in July, 4.0% in August, 3.8% in September, and cooled to 3.1% in October.

With clearer signs that monetary policy is moderating spending and relieving price pressures, the
BoC held its target for overnight interest rate at 5% at its last two interest rate decision meetings
while indicating that further policy rate increases will be considered if needed.

The City’s overall credit risk exposure remains low through maintaining a diversified and high
credit quality investment portfolio comprised of 49% in chartered banks, 44% in provincial
government, 5% in B.C. credit unions, 1% in federal credit union and 1% in MFA long-term
bonds. As shown in the investment maturity summary in the chart below, the City’s cash and
investment portfolio has been strategically positioned in order to allow for more flexible
reinvestment opportunities to lock into higher rate investment products in the current interest rate
environment.

Q3 2023 Investment Maturity Summary

Under 1 year
1to 2 years
2 to 3 years
3to4years
4105 years

Over 5 yegrs

S0 $100 $200 $300 $400 S500
Millions

Janks JC Credit Unions ‘ederal Credit Union ’rovinces AFA
Staff will continue to monitor the interest rate movement and will position its cash and

investments to ensure that, amongst its investment policy objectives, capital preservation and
liquidity continue to be the most critical considerations for all municipal investment decisions.
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All investment activities have been conducted in compliance with the City’s Investment Policy
3703. Based on independent Environmental, Social, and Governance (ESG) rating of the City’s
fixed income portfolio, the City continues to receive high ESG Rating of “AA” as of Q3 2023.

Contract Awards

In accordance with Policy 3104, this report provides information on new contract awards and
aggregate contract extensions greater than $75,000. During the third quarter, 36 contracts greater
than $75,000 were awarded totalling over $23.3 million (Attachment 4).

Financial Impact

None.

Conclusion

The September 30, 2023 financial information report provides details on the economic
environment, financial results and other key indicator information to the Finance Committee for
information.

o

Cindy Gilfillan, CPA, CMA
Manager, Financial Reporting
604-276-4077

Att. 1: Economic Indicators

Att. 2: Financial and Key Indicators

Att. 3: Unaudited Statement of Operations
Att. 4. Contract Awards Greater than $75,000
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Attachment 1

| Economic Indicators September 30, 2023

Regional and Local Market Indicators (continued)

YVR Air Cargo (tonnes) 82,805
PMV Container Movement (TEUs) 737,730
YVR Passengers (million) 7.15
Richmond Hotel Revenue

($ million) 105.0
Notes:

a) QF indicates quarter-end; YE indicates year-end.

b - Jorecast to year-end.

c) Figures have been updated to reflect changes in source data.

List of Sources:

1) International Monetary Fund, World Economic Outlook (October 2023): Navigating Global Divergences).

2) US Federal Reserve, Bank of Canada and Royal Bank of Canada Research; Bank of Canada Monetary Policy Report, October 2023; RBC
Financial Markets Monthly, November 2023).

3) RBC Economics RBC Financial Markets Monthly, November 2023;

4) & 5) Statistics Canada, BC Stats.

6) City of Riclmond Building Permits.

7) Canada Morigage and Housing Corporation.

8) 9)10) & 11) Real Estate Board of Greater Vancouver.

12) Cushman & Wakefield Office and Industrial Market Beat Reports.

13) City of Richmond Business Licences.

14) Port of Vancouver Monthly Cargo Statistics.

YVR Monthly Statistics; .
City of Richmond Additional Hotel Room Tax Ledger.
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Attachment 2

I__Einancial and Key Indicators

September 30, 2023

(All dollar amounts in $000’s)

Koads, vvater, sewer ULLs

Received $1,303
Parks DCCs Received $49
Total DCC Fees Received $1,352
DCC Reserves — Uncommitted

Balance at QE $143,534
Capital Funding Reserves $223,225
Utility Reserves $96,287
Affordable Housing Reserves $9,866
Other Reserves $105,776
Total Uncommitted Reserves $435,154
Taxes Collected $142,406
City Portion of Taxes Collected $72,627
Unpaid Taxes - Delinquent &

Arrears (at QE) $5,037
No. of Participants on Pre-

authorized withdrawal (at QE) 6,403
Pre-authorized withdrawals

payments $8,595
Interest rate % paid 4.95%

Sources: All data is from City of Richmond records

Investments $1,286,904
Cash (includes high interest
savings accounts) $407,153
Total Cash and Investments $1,694,057
Average City Rate of Return on

Investments % 4.50%
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Unaudited Statement of Operations’
For the Nine Month Period Ended September 30, 2023, with comparative figures for 2022.

Attachment 3

(in $000's)
Budget Actuals Actuals
Sept 30, Sept 30, Sept 30,
2023 2023 2022
Revenue:
Taxes and levies $ 215,289 $ 216,674 $ 202,318
Utility fees 100,207 101,140 95,850
Sales of services 36,905 31,533 27,122
Payments-in-lieu of taxes 10,988 10,200 9,992
Provincial and federal grants 8,742 28,973 7,083
Development cost charges 15,243 8,547 11,037
Other capital funding sources 49,274 19,865 32,878
Other revenue:
Investment income 10,739 29,234 22,674
Gaming revenue 10,875 10,073 9,199
Licences and permits 9,146 11,421 10,473
Other 13,703 18,651 23,539
Equity income 314 1,571 1,467
481,425 487,882 453,632
Expenses:
Community safety 106,153 99,696 97,523
Utilities: water, sewer and sanitation 89,159 86,925 83,468
Engineering, public works and project
development 64,346 57,954 56,982
Community services 57,152 51,060 46,271
General government 57,252 53,180 49,781
Planning and development 24,810 17,777 16,012
Library services 8,465 8,379 8,120
407,337 374,971 358,157
YTD Surplus (Annual Surplus)? 74,088 112,911 95,475
Accumulated surplus, beginning of year 3,574,424 3,583,362 3,487,887
Accumulated surplus, end of September 303 $3,648,512 $3,696,273 $3,583,362

Statement of Operations for City and Library after intercompany eliminations, includes investment in Lulu Island Energy Company but excludes

Oval results,

2Annual Surplus is the difference between revenues and expenses and reflects the change in the accumulated surplus on the Statement of
Financial Position. Annual Surplus is prior to transfer to reserves and surplus appropriations. The revenues include capital contributions,
development cost charges and other items that impact the investment in tangible capital assets within the accumulated surplus. The expenses

include amortization which impacts the investment in tangible capital assets in accumulated surplus.

SAccumulated surplus is equivalent to the net worth of an organization and is comprised of investment in tangible capital assets, reserves,

appropriated surplus, general surplus and other equity.
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