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We are delighted to

present the 2021
Caribbean Hospitality
Financing Surveuy,
highlighting financing
trends in the region’s
hospitality and tourism
industry and the
outlook for the future.

Introduction

What extraordinary events we have all experienced over the last 16+ months.

The coronavirus pandemic has had such a devastating impact on so many lives
and on the physical and mental well-being of millions. We are sure everyone’s

hearts go out to all those affected directly by the pandemic.

No one could have predicted a disaster of this magnitude.
In Caribbean terms it has been like a Category 5 hurricane
except that this catastrophic event did not continue its
journey after a day or two, allowing time for recovery
efforts and assistance. It has stayed in place for

many months, as the damage continued to unfold.

From a business perspective, the impact on financial well-
being and livelihoods of owners and employees is clear.

Businesses were lost in some cases and the financial
health of others seriously damaged. Many lost the work

of a lifetime and yet it was not the fault of business owners
nor employees nor any stakeholder.

Most insurance policies did not cover claims for business
interruption caused by a pandemic while usual sources
of oversees assistance were unavailable, as governments
were preoccupied dealing with their own responses to the
pandemic.

Our report finds 60% of respondents believe COVID
unquestionably has been the greatest threat to tourism in
their lifetimes — which puts the pandemic in perspective
when considering the scale of previous catastrophic events
such as 9/11 and SARS, and major hurricanes such as lke,
Irma, Maria, Ivan and Dorian.

Of course, the tourism industry has been hit harder
than most, with airports closed for months, widespread
travel restrictions, rigorously applied quarantine
measures and other health protocols such as social
distancing and wearing of masks.

How can a tourism industry survive such conditions?
How can resorts possibly continue?

And yet ... the results of our survey illustrate the
remarkable resilience of the region’s tourism industry.

In the prevailing circumstances, a 2020 Caribbean
Financing Survey was not possible and so the 2021
Survey has been particularly eagerly anticipated.
The results are worth the wait and provide hugely
valuable insights into how the financing community
views the impact of the pandemic on the future of
the region’s tourism industry.

Notwithstanding what will hopefully be a once-in-a-
lifetime event, the confidence levels of the financing
community are at remarkably high levels, particularly
for the non-bank sector comprising private equity firms,
family offices, developers and others.



Pre-pandemic, the Confidence Barometer, which records the financing
community’s confidence levels in our tourism industry, had recorded an
amazing sequence of nine consecutive years of increased confidence
levels from 2009-2018, with a downward correction in 2019.

Where are we now post pandemic? The confidence of banks is at 5.83
out of 10, just 8% down on pre-pandemic levels. Non-banks rank at an
extraordinary 8.96 out of 10, the highest level since non-banks were first
surveyed in 2015 and more than double the confidence level immediately
prior to the pandemic. It is the non-banks who are currently the major
source of inward investment into the Caribbean and who are really driving

the changes in the financing landscape.

How can these remarkable results be explained? It is a difficult question
but one to which the survey responses provide some answers. Results
vary across the region and by different business models, but it is clear the
surging real estate market is unquestionably a major factor driving the
confidence levels.

Stakeholders in resorts and condo-hotels with real estate components

are exhibiting huge confidence. The survey also reveals a rapidly growing
market sector of privately owned villas and villas for rent, some separate
and distinct from traditional resorts, others managed by established resort
management companies. Either way, they have created an ecosystem
satisfying the needs of villa owners or renters.

The real estate market has boomed even in jurisdictions that have
welcomed few tourists post-pandemic as many investors, mainly high net
worth ("HNW") individuals, look for a Plan B or Plan C in case this pandemic
continues or similar events become part of the “‘new normal”. The family
offices of these HNW individuals, coupled with private equity funds, are
driving the real estate growth, which is predominantly taking place at the
very high end of the market.

. GaryBrough - Tamara Bassett
The effects of COVID will unquestionably feature strongly in future _ = Vgl o -
surveys. No-one knows how events will unfold but the results of this survey At ; T: +1 649 2311563
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Industry outlook
The impact of COVID

Given the period under review it was
inevitable that the subject of COVID

would dominate responses in this surveuy.

Some 60% of respondents stated that COVID has
unguestionably been the greatest threat to tourism in
their lifetime.

When asked to specify the single biggest impact COVID
has had to date on financing decisions involving Caribbean
tourism projects, the responses provided insights into how
financiers were able to get through the pandemic and how
the financing landscape has changed.

Some responses clearly indicated the biggest impact for
them were tough financial lessons learnt; others were
surprised at the rate of recovery. A lack of financing was
also raised, along with the increased cost of doing business.

Financial
disciplines

Many respondents reflected on
the financial lessons learnt.

“Need strong Balance Sheet.”

Cash flow

The old maxim “cash is King”
appears to be more relevant than
ever following the pandemic.

“Ensure proper working capital.”

Speed of
recovery

Several respondents remarked on
their surprise at the speed of recovery
once restrictions were lifted.

“The pace of recovery of international
leisure travel to the region.”

“Cautiously optimistic now as pent-up
travel demand seems to be spurring
visits.”

@ Availability
of financing
Other respondents commented

on the increased difficulties of
securing financing.

“The willingness of banks and
non-bank lenders to finance hotel
projects at all. Those that will
consider lending require strict and
unattractive covenants.”

“Lack of financing”

“Slightly more cautious with larger
projects that do not have HNW group
as equity partners.”

(O Cost of doing
business

One feature of the new landscape
appears to be an increased cost of
doing business.

“Spike in material costs and shipping.”




Confidence levels

There was no 2020 Caribbean Hospitality Financing Survey for obvious reasons and so
it is useful to look at where confidence levels were pre-pandemic.

Confidence levels for banks had increased for an astonishing nine years from 2009-2018
before experiencing a 11% downward correction in 2019.

The confidence levels of non-banks had exceeded those of banks every year since their
first participation in the Survey in 2015. However, in 2019 there was a considerable 42%
downward slide in non-bank confidence levels.

So, in short, going into the pandemic, confidence levels appeared to have peaked after
many years of annual increases and had seemingly just started on a downward trend.
The question at that point was whether this would be just a temporary correction or the
start of a less confident financing community who were envisaging a possible downturn
in economic activity. Some respondents were even contemplating the dreaded "R’ word —
recession.

So, what are the current confidence levels of the financing community post COVID?
The results do not disappoint.

They are, in fact, remarkable, particularly for the non-bank sector. The banks’ confidence
levels are only 8% lower than they were before the pandemic. However, the non-banks are
far more bullish. Their confidence is at a level of 8.96 out of 10 which is more than double
the rate pre-pandemic. Indeed, they have the highest confidence levels since 2015 when
non-banks first participated in the survey.

These results represent a reassuring response, given the extent to which respondents are
responsible for literally billions of dollars of investment in the Caribbean tourism sector.

How can these confidence levels be explained? Other survey comments provide the context.

None of the non-banks has disposed of equity stakes in Caribbean tourism projects
pursuant to the pandemic. All of them anticipate making new investments in Caribbean
tourism projects in the next 12 months. The majority report already having made new
investments since the outbreak of the pandemic.

Confidence level (1 bearish - 10 bullish)

Confidence level (1 bearish - 10 bullish)
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Confidence level (1 bearish - 10 bullish)

Confidence level (1 bearish - 10 bullish)

Caribbean Financier Confidence Barometer - Banks Non-banks' appetite for investment
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Caribbean Financier Confidence Barometer - Banks are noticeably more cautious than non-banks. Some 40% report lending,
Banks versus Non-banks but only to existing clients with strong track records, while 60% report lending

but taking a more conservative approach compared to the pre-COVID period.

Banks also appear to deserve credit for how they have handled the pandemic’s
impact on their clients. None reported that any of their clients had gone out of
business as a consequence of COVID, while respondents also assisted their
tourism industry clients in various ways. These included deferring debt service
payments and restructuring. In return they imposed a wide range of restrictions
on payments (including dividends, and intercompany transactions), increased
reporting requirements and requiring additional security if available.

It remains to be seen how borrowers cope with the revised terms of their loans,
although they will no doubt have benefited from the financial disciplines imposed
by lenders.

2015 2016 2017 2018 2019 2020 2021 On a cautionary note, what confidence there is among banks could still evaporate.
Some 20% of banks anticipate that more than 10% of their tourism industry clients
. Banks . Non-banks will go out of business within the next 12 months.



Rea l estate Asked about non-negotiable characteristics that a destination

must have to attract such investors, respondents nominated:

While confidence is high across the board,
our survey found results vary by geography

d bu busi del Th . 7, l “Open outdoor spaces and “Direct commercial flights “Excellent air access,
an y business model. Ihe reglorT srea . high-quality amenities.” from major US airports.” telecom, security,
estate market features more prominently this health care options.”

year than in previous Caribbean Financing
Surveys and is clearly a factor, possibly the
major factor, driving high confidence levels.

“FBO. Excellent telecoms

“Good infrastructure.” “Good internet. Safety.”
plus tax advantages.”

¥ - “Rule of law, labor
“Safety, reliable Wi-Fi, ase of access, eco-system ule of law, labo

The majority of non-bank respondents report seeing their i A of services and activities, and lift.”
o ‘ natural amenities, airlift. o

stakeholders and other HNW individuals contemplating telecom, stable poIltlcaI

investments in Caribbean tourism projects as part of a Plan environment.”

B or Plan C strategy for an alternative base to live and work

from home in the Caribbean for extended periods in the %

event of further outbreaks of COVID and similar pandemics. B

If we factor in the Caribbean’s “eternal summer” climate, “
outdoor lifestyle and proximity to North America, then it " \ : . k
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the Caribbean, particularly if your island home jurisdiction 3
has a private air terminal and excellent telecommunications — ¥ g 1
which, sadly, many islands in the region still lack. ,/'-"'/
: 3
iy
. |
i I
‘ I
‘.-—". - 8




Not surprisingly resorts and condo-hotels with a real estate component are beneficiaries

of the strong market but it appears that the biggest growth market is privately owned

villas and/or villas for rent. The growth of this sector represents one of the major insights
generated from an analysis of responses to the survey. These villas are sometimes serviced
by e.sf[ablished resor't management companies whilst gthers are separat§ aﬁd distinct from of respondents believe that growth is
traditional resorts. Either way they have created an entire ecosystem satisfying the needs predominantly at the very high end of the

of the villa owners or renters by creating jobs in services such as landscaping, catering, o real.estatd miag

security and daily activities. 47 /0

42% believe growth is at both the high-end
and mid-market with just 11% believing it is
right across the board.

The appetite of non-banks for financing tourism real estate purchases predicated on future
rentals varies, but only 15% indicate they are not interested. Nearly half have a high or
probable level of interest. Taken as a whole, it seems likely that financing will be available, if
required, to fund continued investment in this area. Some 60% of banks say it is “possible”
they will finance tourism real estate purchases, and only 15% rule this option out. Suffice to ¢
say we can expect to see continued growth in this sector.

Non-banks' appetite for financing

tourism real estate purchases Tourism real estate growth
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How long will the real estate boom last? Two thirds of respondents believe it is more than o (]
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Gold star award

Which governments in the region were
considered by respondents to have
provided the best support to their local
tourism industry? Many received praise.

“Island governments in Dutch Caribbean provided wage subsidy to
private sector and other subsidies, funded by the Government of
the Dutch Kingdom."

“Cayman Islands due to their control of the issue.”

“Turks and Caicos did a great job and still is.”

“Dominican Republic- High vaccination rate. Jamaica -
Resilient corridor.”

“Bahamas, Antigua.”

¥ ]

Timeline

When asked when the number of tourists visiting the Caribbean would return to
pre-COVID levels, respondents’ opinions varied but most suggested we are not
there yet. Certainly most banks suggest it will be late 2022 before we get back to
pre-Covid levels and even the more optimistic non-banking sector respondents are,
overall, in agreement. Some even think it will take until 2023 and beyond for tourist
numbers to fully recover. It is worth noting that experiences vary across the region.

Some destinations have already returned to pre-COVID levels. However,
respondents were asked for their views on the region as a whole.

Timeline for pre-COVID tourist numbers in the Caribbean

Confidence level (1 bearish - 10 bullish)

We are Late 2021 Early 2022
already there beyond

. Banks . Non-banks




Fi na nci ng % Banks' top countries for new financing

30 .............................................................................................................................

. 5 LS
During pandemic

During the last 16+ months'banks say 80% of their primary financing 0 USSP

activities have involved the restructuring of existing financing agreements
and 20% has been financing of new builds. 15 -

Top countries

When we looked at which destinations in the Caribbean have financiers that
are most bullish, 14 different destinations were put forward, of which 6 were
nominated by both bank and non-banks and which are highlighted in'Green 0... e N T T T e T .

PR T iy X Aruba  Bermuda Bahamas Cayman Dominican Jamaica  Turks &
/ Republic Caicos

Non-banks' top countries for new financing

Bahamas .
Cayman
Dominican Republic
Guyana
Jamaica
St. Maarten

Turks & Caicos :




Terms

The terms of financing have not changed significantly since 2019.

Debt service coverage ratio Interest rate margin (bps)
D e B0 -+
L0005 e e
2 O
L]
) 1 S PP PRSP R PPPPPRERIIOOSPPPPPPFISRIINN R TPPR R
L]
1.5 i . """""" ° LR -~ . 5 o B N 1 L O S S PR SOTSPPPTPOOORos ST
L]
T oo L2101 ST TS PO T OO TSP PP OO UOP PPN S SUTE S ST OO PP PR UPPPRO
600 ..............................................................
0 T T P o o ®
L] L] ° L]
A00 ---ieeeeeeenen . . . o SR BN RO U ROURUUNIUN RN
[ PSPPSR PP .
B 8 g 2 “: ‘(j g E I.f‘_) 2 ": ‘CE ‘c_\ 8 E 200 ....................................................................................................
o o o o o o (=] o o o o o o o o
N N N N N N N N A« N N N N N (0 T
8 8 g g g 2o gt 22 25
o o o o o o o o o o o o o [=]
N (3\] N N N N N N N N N N N N
Loan to value
100 PP PP
900 oo Banks stated that a strong equity component was their most critical covenant.
The debt service coverage ratio required has risen slightly, to around 2 on average.
BO vvireeeermmmrnnnniinnieiiin e scnennainnnsssnnsseninnannnnssseneese o B The loan-to-value ratio is hovering around 60% and average interest rate margin is
approximately 500 basis points. These terms are not unexpected particularly at a
: time when financiers are calling the shots. The bigger challenge is whether financing
70 e oo s e s s sernasannenn e oo opma s e sessenn . |Sava||ab|e
. O .
L]
...... Leee @
60 ° . ° O . ° ®
L] L]
50 -eeieec..... HEEL NENL PR BN . N . N W BN MW =
40 ...............................................................................................................



Availability of finance

Financiers indicate they are generally positive about financing tourism related
projects in the Caribbean for all categories.

The level of positivity for existing hotels and new builds may be a little surprising
but many existing hotels are taking this opportunity to renovate and/or restructure
and some of the new builds have been planned for some time and are backed by
HNW investors with a strong track record. Some of the new inward investment is
also in new builds rather than acquisitions.

When asked if deals are often too small in the Caribbean, and whether there is

insufficient scale to make the investment worthwhile, approximately half of the
respondents agreed that this was an issue and was a reason why institutional

funds are largely not available in the Caribbean.

For those for whom scale is an issue, their minimum investment amount varied
significantly. For some it was as high as US$200m. Most fell in the US$S25m —
USS75m range but several made it clear they would still be interested in transactions
in the USS2m - USS10m range.

As we have seen throughout this survey, non-banks are leading the charge in terms
of current financing of Caribbean tourism projects. We asked them what statement
most accurately reflects their post pandemic rationale for investing in Caribbean
tourism projects. Some 54% said they applied the same rationale and metrics as
before the pandemic, while 31% said their rationale was opportunistic and that the
pandemic had led to more opportunities with greater value. The remaining 15% said
their investments were linked to their stakeholders’ intention to spend more personal
time in the Caribbean which impacted investment targets.

Existing Hotels

Positive

Acquisitions

. Neutral

New Builds




Other trends

The critical issues impacting financing activity in the region
are once again very clear.

Itis no surprise that airlift was yet again identified as the most
critical issue for all banks and all non-banks.

Crime is again the second most important issue for non-banks,
cited by 86%, matched by the impact of health-related issues —
the latter becoming more important compared to previous years,
thanks to the effects of COVID. For 83% of banks, the availability
of debt and equity was the second-most important issue with
crime and health next most important.

. Very Important

Moderately Important

. Not Important

Airlift Crime

Banks ) Non-banks

Government incentives
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Debt & equity financing

S N

Banks banks

Impact of social media

‘

Banks Non-

banks

Health issues (e.g. COVID)

Banks Non-banks

. Very Important

Moderately Important

. Not Important

Immigration issues

Banks ) Non-banks '

Absence of exit strategy
w
Non-
Banks banks

Quality of telecommunications

\

Banks Non-banks
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When asked what other issues impact their financing activity, respondents
listed difficulties finding suitable employees, quality (or lack thereof) of day-to-
day banking services and the need for no restrictions on currency flow.

Many respondents (50% banks, 43% non-banks) considered it was becoming
more difficult to conduct business in the Caribbean — one of the few
cautionary notes coming out of the survey.

Banks' view on level of difficulty
to conduct business in the Caribbean

. More Less ‘ Just the same

Non-banks' view of level of difficulty
to conduct business in the Caribbean

In terms of how these critical issues impacting financing
activities can be'mitigated, respondents emphasized the
need for a “joined up” macro approach to tourism.

“Integrated tourism strategy.”

However most r,éépondents looked firmly tewards
government for leadership in tackling these issues.

“A proactive government that "Stroné government
recognizes issues and effectively understanding and support.”
deals with them.”

|

“Investment by governments in “Sustained airlift, political ™
infrastructure.” stability.”
“Greater government support.” “Deter illegal immigration.

More efficient government
department processing.”



New financing
landscape

Announcing a “new landscape” can sound presumptuous
but it is difficult to imagine a catastrophic event like
COVID lasting for 16+ months and it not leading to
dramatic changes in the financing landscape, which may
have changed forever in some respects.

What does this new financing landscape look like?

We have already identified several changes, such as the increased cost of doing
business, the increased role of real estate and residential components of resort
developments, the thriving high-end real estate market, the accelerated emergence
of the private villa market, owned or rented, the enhanced profile, and inward
investment role of family offices and private equity, to name just a few.

We asked respondents where their focus would
be over the next 12 months in terms of asset
type. Their answers reinforced these trends.

“Remote eco-luxury high end
resorts serving multi-generational
family customers.”

“Working capital needs of regional
portfolios of hotels.”

“Luxury serviced small foot-print
residential developments.”

“Villa resorts.”

“All real estate. Marina related.”

“Beachfront, water view and
water access.”

“New luxury development with
residential component.”

“New tourism for sale product
with a mixture of villas and
multi-unit.”




It is hard to say there were any winners pursuant to COVID but unquestionably
some business models appear to be more sustainable than others.

84% 16%

Some 84% of respondents believe low-volume, high-end destinations now
have more sustainable business models than high volume mid-market
destinations, while 16% believe high volume mid-market destinations have
the more sustainable business model.

Four out of five respondents believe resorts and condo-hotels with a real
estate component are more sustainable than European Plan Hotels,

the sustainability of which was supported by just 11% of respondents.

The sustainability of all-inclusives was supported by only 5% of respondents.

Overall, 83% of banks and 77% of non-banks believe Caribbean destinations
servicing the North American market appear to have a more sustainable
business model in a post-COVID environment than destinations with a diversified
portfolio of source markets. The latter was supported by 17% of banks and

23% of non-banks with no support from respondents for destinations primarily
servicing the European market or other markets.

Clearly proximity to home when traveling is an important factor during these times.

06

What did we miss?

Respondents were asked whether the survey had
missed any critical issues impacting their decision
to finance tourism projects in the Caribbean.

The following responses were received.

“Hospitality employees have decreased globally, with many furloughed
employees retiring or finding new careers. Wages will begin to increase
as a result of the scarcity and this will impact hotel EBITDA.”

“Banking needs improving, more capital needs to come available to
hotels/resorts”

“Impact inflation may have on (rack) rates”

“Caribbean countries quickly found themselves struggling to fund relief
programs like the Western countries did by going into debt. Caribbean
countries need to seriously address their very large debt loads.”

18



Excitement and Optimism

We want to conclude the Survey on a positive note and the responses certainly justify that.

When asked what single new opportunity excites
the respondents and fills them with optimism about
the future of the tourism industry in the Caribbean,
we received responses which were consistent with
all the other major Survey responses.

“Peoples realization that they can work remotely and therefore can spend much
more time in a warm location.”

“Off-grid resort projects for ultra-luxury.”
“Stand alone villas within a resort.”

“Better critical health care options.”

“Working capital needs of large hotel groups.”
"All-inclusive conversions.”

“Boating related.”

“Villas.”

...... and perhaps the most telling comment:

“The fact that the industry survives something like Covid against all odds.”

We concur — there is no better way to sum up the resilience of the region’s tourism industry and explain
why this latest survey is characterized by positivity and optimism.




Baker Tilly’s Caribbean Leisure and
Tourism contacts

Please contact the Baker Tilly member firm represented in your country if
you have any questions.

Bahamas

Craig A. (Tony) Gomez
T: +1(242) 356 4114
E: cgomez@bakertilly.bs

Barbados

Muhammad Patel
T:+1 246 233 0948
E: Muhammad.patel@bakertillybarbados.com

Cayman Islands
Miguel Lopez

T:+1 345946 7853

E: mlopez@bakertilly.ky

Puerto Rico

Jose A. Rodriguez, CPA, CGMA
T: 787-622-8855

E: jrodriguez@bakertillypr.com

Bermuda

Kevin Insley
T:+1 4417 295 6621
E: kinsley@bakertilly.bm

Dutch Caribbean
Anijli Finessi
T: +599 9 736 6300

E: finessi@bakertillycuracao.com

Trinidad & Tobago

Leslie Ramcharitar
T: 868 6250169

E: leslie.ramcharitar@bakertilly.tt

British Virgin Islands
Nigel MacPhail

T:+1 284 494 5800

E: nmacphail@bakertilly.vg

Jamaica

Wayne Strachan
T: +1(876) 906-1658

E: wayne.strachan@bakertilly.com.jm

Turks and Caicos Islands

Gary Brough
T:+1 649 231 1563
E: gary.brough@bakertilly.tc
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