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Executive Summary

Virtually all observers who have examined the issue have identified financing as a constraint to overall environmental improvement in the Caribbean region.  However, no systematic analysis has been made of the specific needs or availability of financing for environmental improvements in the Caribbean tourism sector. Thus, tourism planners currently lack information regarding either the magnitude of the problem or the specific types of financing that are most needed (e.g., working capital, supplier credit, non-recourse, long-term debt, equity, or other types of financing).

This paper presents a first attempt to create a framework for evaluating environmental financing options for the tourism sector in the Caribbean.  Given the paucity of primary data, the paper first develops a typology for categorizing environmental financing needs and availability. This framework is used to identify major trends influencing the supply and demand for financing. The findings are primarily based on anecdotal evidence and should be viewed as preliminary rather than as definitive conclusions.  Moreover, in a region as diverse as the Caribbean, the findings are generalizations and their applicability to individual country situations will vary.

The evaluation suggests that the priority gaps in financing environmental improvements are probably for (a) funding for planning studies and (b) purchasing environmental equipment for retrofits and upgrades.  Developers and operators also face serious problems in accessing working capital and long-term financing for new construction, but this reflects generic financial market problems that are less susceptible to amelioration by targeted environmental funds.  

This paper concludes with a brief assessment of the need for a Sustainable Tourism Fund of the type recommended by the Caribbean Tourism Organization (CTO). The Organization of American States (OAS) is currently sponsoring a project that proposes to create a fund for small and medium size hotels, which will help address the issue of financing for new hotels.  In order to supplement the OAS-sponsored fund, this paper recommends (a) creating a revolving fund to cost-share in financing efficiency studies and (b) designing with the U.S. Export-Import Bank a program or “fund” for financing environmental equipment imports by tourism developers and operators in the region.  The fund would concentrate initially on quick payback investments, but would attempt to link the savings from these investments to financing for larger, more capital intensive environmental investments.  Ideally, the program could also be linked with grant financing sources (e.g., GEF) to support investments whose benefits primarily accrue to society at large.

1. 
ENVIRONMENTAL FINANCING NEEDS – THE “DEMAND SIDE” OF THE EQUATION
Fragmentary estimates are available for some of the environmental investment needs in the Caribbean region, especially for public sector environmental infrastructure.  For example, the Inter-American Development Bank and the Caribbean Development Bank estimated in 1996 that the region needs to invest $2.5 billion to $4.0 billion over the next ten years just in public sector water and wastewater treatment alone (fn).  However, no well-documented estimates have been made for the level of private sector investment needed in the tourism sector to meet environmental standards over the coming years.  As a result, this report highlights some of the major trends influencing the demand for environmental improvements in the tourism sector and makes some very preliminary quantitative estimates for various types of financing needed. 

A wide variety of categories can be used for evaluating demand for environmental investments.  The ultimate typology is somewhat arbitrary and depends on the issues to be addressed.  The following categories appear to be the most relevant for evaluating environmental financing options:

· environmental sector (water and energy conservation, wastewater treatment, clean power, solid waste management, habitat preservation),

· payback period for investment (short-term, long-term, negative, unknown),

· type of financing (working capital, equipment purchase, new construction),

· size of establishment (small, medium, large),

· responsible sector (public, private).

Many other considerations will also influence financing needs and availability, such as ownership of establishments (local, multi-national), type of enterprise (hotel, restaurant, guide service), and currency denominations (local, foreign), but these are regarded as less important for this preliminary analysis.

Throughout the paper, frequent reference will be made to two different categories of environmental investments. The first includes a variety of investments that will reduce future operating costs (e.g., better metering, more efficient HVAC systems, solar hot water heating, water conservation, and so on) and which will payback the investment costs over time.  The second category includes investments that are required by environmental regulations, but which increase future operating costs (e.g., wastewater treatment plants where untreated effluent would otherwise by discharged free-of-charge, emissions controls on in-house power generating units, and so on).  In many cases, however, the two types of investment decisions will be intertwined.  For example, if new regulations require wastewater treatment, it may make sense to invest in a treatment technology that costs more initially but is more energy efficient or that provides for water recovery and reuse.  In this case, the basic decision to invest in wastewater treatment is forced on the firm, but the decision whether to invest in a more expensive alternative is based on the return on the incremental investment.

1.1  Environmental Sectors

One way of projecting future demand for environmental improvements is by environmental sector.  Among the most important are: energy conservation, clean power generation, water conservation and reuse, wastewater treatment, solid waste management, and habitat preservation

Energy Conservation: Energy conservation offers perhaps the greatest opportunities for both near- and longer-term cost recovery.  Given the generally high electricity costs in the region (primarily oil fired power) there is tremendous potential for gains from pure housekeeping improvements which entail little or no costs.  For example, policies that encourage staff to systematically turn off room air conditioning when guests are not present can yield substantial savings at minimum inconvenience to guest comfort.  Other investments such as energy efficient lighting and room sensors can easily pay back in less than one year under conditions of high usage.  In theory, demand for these types of investments should be huge in light of the quick savings that they can generate, but as discussed later, the expected demand may not materialize unless active steps are taken to promote greater awareness of the potential savings available.

On the other hand, some of the larger investments in energy conservation may require sophisticated engineering and cost analyses. For example, decisions whether to currently replace less efficient old HVAC systems will depend critically on future energy costs, planned replacement cycles for systems which are becoming obsolescent anyway, the timing of introduction of even more efficient technologies in the future, and the like.  As a result, it is very difficult to forecast demand for these types of improvements without careful study of a cross-section of typical facilities in a representative sample of countries. 

Clean Power Generation: In the past, power has almost always been supplied by public utilities.  However, with the emergence of small-scale, point of use power generation technologies, it is often becoming cost-effective to produce power on-site.  This is especially the case when on-site power can “co-generate” process heat for heating and cooling purposes as well.  Renewable energy technologies also provide substantial environmental benefits.  Solar energy is already cost-effective in some applications, such as hot water systems and the overall cost for photo-voltaic panels is rapidly becoming cost competitive with conventional energy generation.  Similarly wind energy costs are becoming competitive with fossil fuels in many applications.  The speed with which these on-site generation, co-generation and renewable energy technologies are adopted will, however, depend on a complex set of institutional and management decisions, so it is difficult to predict how quickly demand for point-of-use power systems will actually increase.  

Water Conservation and Reuse: The other area that offers significant potential for cost recovery is water conservation and reuse.  Similar to the case of energy conservation, there are numerous management and small investment opportunities for reducing water usage.  These range from simple monitoring of water meters for earlier detection of leaks to installation of low flow equipment or retrofitting faucets in kitchens with foot pedals.  These types of investments typically payback in less than one year and should usually be funded from cash flow or working capital borrowings. 

More ambitious water conservation investments, such as installation of dual water or recycling systems, are typically much more expensive to install on a retrofit basis than as an element in new construction. As a result, demand for them will presumably be limited primarily to new projects.  Water recovery and reuse systems may be appropriate in selected areas where water is especially scarce.  However, reuse systems are still generally not cost-effective or accepted by consumers for drinking water purposes, so the demand for them is likely to remain limited for the near future except in instances where recovered water can be used for irrigation or selected industrial applications.

Wastewater Treatment: On-site wastewater treatment is likely to become a major environmental financing need for the tourism sector over the next ten years.  Only about ten percent of the population in the Caribbean is served by modern centralized sewerage treatment plants and these are usually only in the major cities and provide only primary and a little secondary treatment (3, p.104).  Moreover, outside of the urban areas, the costs of extending collection systems to outlying locations usually make centralized treatment systems unaffordable.  In view of the increased discharges in many areas and the growing awareness of the adverse environmental impacts of these discharges, many operators are likely to invest in on-site treatment facilities because of market pressures, even if not explicitly required to do so by regulations.  The widespread availability of relatively inexpensive “package treatment” plants will encourage substantial investment in wastewater treatment by private sector operators in the region. 

Solid Waste Management: Solid waste management is typically a government responsibility in the region, with most businesses (although not households) being charged disposal fees.  However, most of the landfill sites are far below standard and there is minimal separation of hazardous wastes or hazardous waste treatment capacity.  As a result, there is some opportunity for cost savings through waste minimization and recycling programs, but not as much as would be the case if user fees were increased to reflect the full costs for modern sanitary landfill and hazardous waste disposal services. The investment costs, however, for waste minimization and recycling programs are quite small, since the main expenses associated with improved internal waste management practices are the labor costs associated with minimization and recycling programs,

Habitat and Community Preservation: One of the most difficult problems in enhancing the regional environment is financing habitat and community preservation programs.  Except for a small number of nature-oriented resorts that have significant land holdings, most tourists visit attractions that are either in the public domain or belong to entities other than the hospitality providers whose facilities they are staying at.  As a result, individual hospitality operators typically feel little responsibility to finance investments to maintain public lands or support local sustainable development initiatives.  

Some countries in the region are beginning to experiment with special conservation taxes on tourism to fund habitat preservation and broader social development goals.  Non-governmental organizations and land conservation groups are also attempting to address these problems.  However, given the other problems facing most of these countries, relatively little attention has been paid to financing the acquisition and upkeep of public spaces that add to the overall appeal of the destination and give the local population a greater sense of benefit from the tourist trade.  This attitude seems to be changing in many countries, so there will probably be an increased demand for conservation activities, but the extent of the increase is hard to predict.

Demand Projections: As noted, any estimates of likely levels of investment in environmental improvements are subject to wide uncertainties.  However, in order to provide some sense of probable requirements, Table 1 presents our best guess as to the annual level investment that might be expected from existing hotels retrofit facilities to improve their environmental performance.  Table 1 also presents our best guess regarding likely investment in purely environmental enhancements by new hotels (i.e., the amount of incremental investment being made strictly for environmental purposes).  

The projections are based on an assumption that five percent of existing hotels will retrofit with energy and water saving devices per year, but that only one percent will retrofit with co-generation or renewable energy and two percent with on-site waste water treatment.  It is assumed that 50 percent of new hotels in the region will incorporate energy and water savings investments and that ten percent will invest in on-site clean power generation and 20 percent will include on-site wastewater treatment.  The projections are based on 200,000 hotel rooms currently in the region with 10,000 new rooms being added each year.

Table 1

Annual Investments in Environmental Enhancement

Caribbean Hotel Sector

(U.S. dollars)

	
	Energy Efficiency
	Clean Power
	Water Efficiency
	Waste

Water
	Solid Waste
	Habitat

Conserv.

	Retrofit
	6,000,000
	4,000,000
	1,250,000
	4,800,000
	500,000
	n.a.

	New Const.
	2,500,000
	2,000,000
	400,000
	2,000,000
	200,000
	n.a.

	  Total
	8,500,000
	6,000,000
	1,650,000
	6,800,000
	700,000
	n.a.


Source:  See Annex A for a summary of the assumptions for these estimates

1.2   Payback Periods

An important consideration in determining the demand for financing is the economic return that can be expected from a specific investment. Environmentalists tend to emphasize the “win-win” nature of environmental investments that actually pay for themselves in a relatively short time because of efficiency gains.  Conversely, business operators frequently complain about the heavy financial burden of investments made to comply with strict environmental regulations.  In reality, environmental investments run the gamut from highly profitable to highly costly.  Many environmental investments do, in fact, yield very attractive financial returns through improved operating efficiencies (not to mention the indirect marketing benefits from a cleaner destination).  On the other hand, many other environmental investments represent only an expense to the individual operator (although they may yield a substantial gain to the public at large and indirect marketing benefits to the operator).  In addition, expensive pre-investment studies are often required in advance to determine whether a particular investment can pay for itself. 

Payback periods are important not only because they determine the degree of economic self-interest that an operator will have in making a particular investment.  Payback periods can also influence the willingness of lenders or investors to advance funds for particular purposes.  If an investment will directly improve an enterprise’s profitability by reducing costs, financing is more likely to be made available than if an investment is necessary to meet environmental regulations, but will reduce a firm’s profitability and jeopardize the repayment of the associated loans or equity investments.

a. Quick Payback Investments: The work performed by Hagler Bailly under USAID’s EAST contract in Jamaica provides dramatic evidence of the potential savings that can be realized from environmental investments in efficiency enhancing areas. For example, some inexpensive investments such as work area faucet aerators paid back in less than a month and about 80 percent of the water saving investments paid back in less than two years.  Investments in electricity saving items are more expensive and paid off somewhat more slowly, with well over 90 percent of the investments paying back in one to two years.

No agreed guidelines define what constitutes a “quick” payback for financing purposes. Investments that pays back in less than one year are clearly different because the expenditures can be recovered within an annual budget cycle. As a generalization, most of the very quick payback investments (i.e., less than one year) reflect either no-cost changes in management practices or investments in relatively inexpensive small items such as low-flow water fixtures or high efficiency light bulbs.  Most of these activities can be phased in over time if necessary, with the investments in additional equipment covered by the savings generated in prior periods.  To the extent that financing is required for these items, it should normally be included in regular working capital financing for the enterprise in the form of short-term bank lines of credit.  However, despite the quick payback and very high return on investment, some enterprises, especially smaller ones, may not make the investments because of perennial cash flow problems or simple lack of awareness of the very high rate of return from these types of investments. (Certainly experience in the United States suggests that actual demand for very quick payback energy and water savings devices is much lower than economic theory would predict).

Once payback periods become longer, the type of financing required shifts from short-term to long-term as size of investments and amortization periods increase and rates of return on the investment decline.  Table 2 presents a simple example of an investment with a ten- year revenue stream (presumably from cost savings via higher operating efficiencies).  For example, a $100 investment generating $100 per year in savings would have a payback period of one year and would yield a return on investment of almost 100 percent over ten years.  If the investment yielded only $20 per year in savings, it would take five years to payback the initial investment and the rate of return on that investment over the ten year repayment period would fall to 15 percent.

Table 2

Rate of Return Based on Payback or “Break-even” Period

(ten year repayment stream)

	Years to Payback
	1 year
	3 years
	5 years
	7 years
	9 years

	Rate of Return
	100%
	31%
	15%
	7%
	2%


Investments that pay back in one to three years will have a rate of return on investment of 31 to 100 percent and will be higher than the cost of capital for most companies in the region.  As a result, these companies should consider such investments as being “profitable” and they should be willing to seek external financing for them to the extent that they cannot be financed internally from cash flow.  The issue in these cases will primarily be whether the companies in fact recognize the magnitude of savings that can be achieved from the investments and whether they are sufficiently creditworthy to qualify for financing from available sources.  However, if local interest rates are high or term finance is simply not available in the local market, it may not be possible to fund these investments in the absence of foreign financing.  As a result, section 2 of the report (which discusses financing availability) addresses the supply of short- and medium-term financing for relatively quick payback investments.

b. Intermediate-Payback Investments: Once payback periods are longer than three years it becomes more problematic as to how many firms will find it in their self-interest to make the investments.  As shown in Table 2, investments with payback periods of three to five years provide a return on investment of between 15 and 31 percent.  For many companies in the Caribbean, internal rates of return in this range begin entering the  “gray area” where it may or may not be economic for the individual firm to fund the investment, even if financing is available.  As a result, private sector demand for these intermediate payback investments may be considerably less than might be expected.  As a result, it may be an appropriate public policy goal to provide financing on terms that will make such investments more attractive in order to meet environmental goals in the region.

c. Extended-Payback Investments: As shown in Table 2, investments  that takes five or more years to pay back will return no more that 15 percent on the initial investment (with a ten year life). Rates of return of 15 percent or less are unlikely to cover the cost of capital for most companies in the region.  As a result, many large environmental infrastructure investments (such as replacing HVAC systems or adding water recovery and reuse facilities) are unlikely to be undertaken unless they can be financed with lower-cost loans.  To the degree that it is a public policy goal to encourage these types of extended payback investments, it will almost certainly be necessary to create new lending facilities that will extend credits at subsidized rates.

d. Negative-Payback Investments: Some environmental investments will represent a dead-weight cost to the enterprise and will not be undertaken in the absence of a regulatory regime that requires the companies to do so.  For example, if public sewer and wastewater treatment facilities are not available, it may be good public policy to require new tourism resorts to treat their own waste streams on-site instead of allowing them to discharge directly into the ocean.  However, instead of creating future efficiency savings, this type of investment will create ongoing operating costs for the individual operator (although if others also make similar investments, the industry will clearly benefit from higher visitation and room rates).  As a result, the investments will usually only be made because the operators are required to do so as a condition of doing business.  In some cases, developers and operators may find that such requirements reduce the profitability of their ventures to a point where it is not possible to raise financing to make the necessary investments.  In these cases, there may be a compelling public policy and political rationale to create special low-cost funding mechanisms to facilitate meeting these regulatory demands.

e. Studies and Analyses: The costs of the pre-investment analyses that are required to identify least-cost solutions are often ignored in payback calculations since they represent a sunk cost by the time the investment decision is being made.  As demonstrated by the Hagler Bailly experience in Jamaica, the potential savings from quick payback investments can be dramatic, but typically the savings can only be realized by a fairly labor-intensive assessment of the operations of individual facilities by trained experts.  Many tourism operators will not be willing to incur the up-front costs of these studies in the absence of certainty that they will be able to recover the study costs along with the costs of any investments in efficiency improvements.  Moreover, there is often a bias on the part of both managers and bankers against paying for paper studies in contrast to specific pieces of equipment that have a lasting value for production and can serve as collateral for loans.

Because of the perceived bias against paying for professional services, one of the assumptions of this paper is that demand for planning studies is less than optimal.  To some degree, the problem can be overcome simply by making the tourism sector more aware of the potential savings that can be realized through better pre-investment planning.  However, the paper also recommends that additional steps should be taken to reduce the costs and risks of identifying potential savings.  The primary vehicles for reducing pre-investment costs and risks are cost-sharing and contingent reimbursement mechanisms to help defray the expense of evaluating least cost (see Section 2 for more detail).

f. Likely Payback Periods: Table 3 presents some very rough estimates of likely payback periods for the range of investments covered in Section 1.1.  The estimates are probably reasonable accurate for the energy and water conservation categories, but much more suspect for the wastewater treatment and on-site power generation categories, since payback periods will vary tremendously depending on probable energy costs and availability and costs of public sewage collection and treatment systems.  As a result, the estimated payback periods should be considered as suggestive rather than as well-founded projections.

Table 3

Illustrative Payback Periods for Environmental Investment

Caribbean Hotels

(U.S. dollars)

	
	Less than 1 year
	1 to 3 years
	3 to 5 years
	Over 5 years
	Negative

	Retrofit
	2,600,000
	5,262,500
	5,075,000
	1,592,500
	2,020,000

	New Construct.
	1,010,000
	2,310,000
	2,250,000
	690,000
	840,000

	Total
	3,610,000
	7,572,500
	7,325,000
	2,282,500
	2,860,000


1.3 Type of Financing

Financing for retrofits will be very different from financing for new ventures.  In addition, the likely payback period for retrofit investments will significantly influence the type of financing needed, whereas environmental investments for new construction will be folded into the overall financing arrangements for the development.   In essence, small retrofit investments which also payback in short periods of time should generally be financed over the course of the year from cash flow (with perhaps some use of lines of credit to cover temporary working capital needs).  Larger equipment items for retrofit will typically need to be financed by supplier credits or medium-term loans where the lenders will keep title to the equipment as security.  The financing of new enterprises or major upgrading of facilities will typically require separate project or corporate financing, which usually involves the issuance of new corporate bonds and/or stock.  Some of the factors influencing the demand for each of these categories of financing are discussed below.

a. Working Capital: Most assessments of capital market development in the Caribbean region indicate that short-term trade credit is generally available, at least relative to the availability of longer-term credits. The main need for working capital financing in the Caribbean is probably with the large number of small hotels that are only marginally viable.  Many of these entities are perennially short of cash and need financing, but are poor candidates for bank financing because of their weak loan repayment prospects.  

Table 3 indicated that the likely level of retrofit investments that payback in less that one year will probably be in the range of $2 to $3 million per year.  Most of these investments will be funded from cash flow, so it is probably safe to assume that the demand for externally-funded working capital to meet environmental investment requirements would be well under $1 million per year
b. Equipment Finance: The primary demand for supplier credits will probably be for retrofit investments that will pay back in the one to five year period. Some firms in the region have lines of credit with commercial banks that they can draw on for purchasing major equipment items, but this appears to be the exception.  There will be some additional demand for supplier credits as an element of the financing of new construction projects, but this would probably not be very large. Overall, if the assumptions behind Table 3 are correct, over 60 percent of the environmental investments for the retrofit market will pay back in one to five years, suggesting a potential need for equipment financing in the range of $10 to $11 million per year.  This suggests that equipment financing will be the most important element of any sustainable finance initiative for the Caribbean tourism sector.

A related assumption of this report is that much of this potential demand for environmental investments is unlikely to materialize unless companies are made aware of the potential for recouping initial investment costs through energy and water savings and other efficiency gains.  Thus the report recommends linking support for equipment financing with funding for pre-investment studies that will help them identify potential environmental cost savings.

c. New Construction and Major Upgrades: Investment in new construction and major upgrades is primarily for items other than environmental infrastructure. Most of expenditures for new hotels are for land, site improvements, construction, furnishings and fixtures, and pre-opening costs. Basic systems (HVAC, lighting, water systems, etc.) will be required in any event.  Thus, the “environmental” or “sustainable” components of the projects relate only to the incremental expenditures required to enhance environmental efficiency and meet environmental standards that go beyond the investments necessary to provide normal guest services.  

Table 3. indicates that the environmental component of new hotel construction is likely to be somewhere in the range of $7 to $8 million per year.  However, very little of this “environmental” investment will be separable from the underlying project and or corporate financing for the venture.  New hotel ventures can essentially be financed either on a “project” or a “corporate” basis.  In either case, the financing will be arranged for the entire project or on the strength of the corporation’s assets and track record.  The specific items of environmental equipment or services will not be separately financed unless some suppliers or export credits are included in the package.

In the case of project financing, the venture promoters will seek debt and equity based strictly on the revenue stream projected for that venture without recourse to the assets of the promoters or other sponsors (hence project financing is also called “non-recourse” financing).   Equipment suppliers or export credit agencies may provide financing for their components of the project, but their participation is an organic part of the overall financing package and cannot be separated out or handled as an independent transaction.

In the case of corporate financing, lenders and investors are advancing funds on the basis of recourse to the underlying assets and earning capacity of the borrowing corporation. As a result, it becomes very difficult to speak of financing environmental improvements that are embedded in these new projects (or in major overhauls or upgrades that are paid for through a re-financing of the entire project).  Table 3 presents the estimates of likely environmental expenditures associated with new hotel construction for illustrative purposes, but it will be difficult to arrange financing on this basis.  Investors or lenders may want to support some ventures rather than others because they are more environmentally responsible, but their money will simply end up in an overall financing package that will be funding the overall project, not individual pieces of it.

1.4 Size of Enterprise

The demand for various types of financing will vary considerably by size of enterprise.  Some good data is currently being developed for small and medium sized hotels in the Caribbean by an OAS Study.  We hope to include the findings from the study in the final version of this report.

Small and Medium Hotels: There is no inherent reason why small and medium size hotels should have a different demand for environmental investments.  In actuality, however, small hotels, unless they are focused on a specific high-return market niche, are typically not as profitable as larger hotels.  As a result, the ability to finance environmental upgrades may be limited.  Banks are simply not going to be as willing to lend to less credit-worthy customers.  As a result, the best avenue for financing investments in environmental improvements may be to ensure that importers and distributors of the equipment have access to appropriate short- and medium-term financing so that they can extend suppliers credits to their customers.

Large Hotels: Large hotels (over 100 rooms) typically have better access to international capital markets, especially if they have foreign or multi-national ownership.  However, even in these cases, managers may have difficulty in financing larger items of environmental equipment that they would like to import to improve efficiency or meet environmental requirements.  As a result, the recommendations for improving awareness of and access to financing for pre-investment studies and equipment purchases will also be relevant for larger hotels, especially in the case of retrofit projects.

1.5 Public versus Private Sector Financing Responsibilities
Finally, it will be important to explicitly consider the allocation of responsibility between the public and private sectors for financing environmental infrastructure.  Currently about 95 percent of all infrastructure (power, water and wastewater treatment, roads, telecommunications, and ports) in the Caribbean region is in the public sector (fn).  As a result, current estimates of environmental infrastructure financing requirements typically assume that the bulk of the investment will be in the public sector.  The accuracy of this assumption will depend on the extent to which governments in the region attempt to shift more of the financing burden to the private sector through privatization or investment performance requirements.

With respect to privatization, opportunities to transfer ownership and operating responsibilities to private companies may be somewhat more limited in the smaller Caribbean economies than in the large OECD countries that have been championing the concept.  This is simply because the scope for creating competition among suppliers is more limited, whether it be for generating power or treating wastewater.  Nonetheless, budgetary stringency and public pressures for improved service will encourage many governments in the region to experiment more aggressively with privatizing various environmental services, with an attendant increase in demands for private sector financing for these activities.

Perhaps more important for financing requirements will be decisions whether to impose more stringent “performance standards” on new tourism developments, such as the requirement to provide on-site waste water treatment or power generation (or stand-by generating capacity) as part of the investment approval process.  Not only is this a way to reduce public sector financing requirements directly, but it also opens interesting opportunities for innovative developers to provide services (affordable wastewater treatment and power) to local communities (either with full cost-recovery from user fees or at reduced rates as a community relations service).  In addition, there may be some opportunities to create “tourism industrial parks” whereby private developers (or special-purpose authorities) provide common infrastructure to support clusters of tourism facilities in designated areas.  The actual demand for this type of on-site or common infrastructure is difficult to determine, but is likely to increase fairly dramatically over the next ten years or so with a corresponding increase in demand for financing.

2. SOURCES OF FINANCING – THE “SUPPLY SIDE” OF THE EQUATION
In attempting to identify the priority needs for additional financing, it is necessary to explore the likely amounts of financing likely to be available from various sources in relation to the demand for each type of financing.  The biggest gaps between supply and demand are likely to be the areas which are most in need of special financing programs.

2.1 Cash Flow

The ability of companies to finance environmental investments out of cash flow depends essentially on their profitability.  One of the most intractable problems for financing many of the quick payback investments is the existence of too many small facilities that are not competitive and only marginally profitable at best.

Small and Medium Size Hotels:  Note: we hope to be able to provide some quantitative information in the final paper on profitability of small and medium hotels here based on the results of the OAS study 
Large Hotels: Larger private hotels are typically more profitable, although we have not yet been able to find any data documenting this for the Caribbean area.  Assuming that most large hotels are reasonably profitable, it would appear that most investments with a very quick payback (i.e., less than one year) should be capable of being financed from cash flow or existing bank lines of credit.  Once payback periods extend beyond one year or more significant individual items of equipment are required, most firms will require a capital budgeting decision whether or not to purchase the item.   Once a purchase decision is made, the question of how it will be financed will depend on the overall capital structure of the firm and its policy for financing equipment purchases.  In most cases, companies will be interested in getting bank financing or supplier credits for such purchases as long as the terms are reasonably favorable.

2.2 Commercial Banks, Merchant Banks, and Non-Bank Financial Institutions

In general, commercial banks in the Caribbean region have tended to concentrate on relatively short-term trade and export financing.  Merchant or investment banks have not been as oriented toward providing long-term capital as in the United States or Europe and there is a definite shortage of insurance and pension funds to provide long-term equity and debt for environmental projects.  As a result, the availability of short-term credit is relatively much greater than long-term financing from local institutions.

Commercial Banks: In third world economies, British-type commercial banks specialize in short-term lending to businesses through trade and export financing and working capital financing. They hardly ever provide long-term loans. Commercial bank lending rates are generally high and vary significantly among countries in the region:

Table 4

Illustrative Bank Lending Rates

	
	1994
	1995
	1996

	Barbados
	10%
	10%
	10%

	Belize
	16%
	16%
	16%

	Jamaica
	49%
	44%
	43%

	Trinidad & Tobago
	16%
	15%
	16%


Of the total lending in Trinidad and Tobago, for example, the total for installment loans was just under 20 percent in 1991, although the amount was slowly increasing from the 1980s.  In many cases, long-standing relationships with a bank are often necessary for significant borrowing and most banks will require collateral of well-over one hundred percent of the value of a loan (typically 200 percent against raw land).

Merchant Banks: Because of the British heritage in many of the Caribbean countries, merchant banks have played a more significant role than in the United States.  For example, an IDB loan paper for Jamaica indicated in 1993 that “the last five years have witnessed rapid growth, especially within the non-bank sector.  The total of non-bank financial intermediaries increased from thirteen to 29 in 1992, 21 of which were merchant banks.  A major impetus behind the expansion in merchant banking lies in their lease financing activities, from which commercial banks are prohibited.  Of particular significance is the leasing of motor vehicles and industrial equipment” (fn).

Non-bank Financial Institutions: In general, non-bank financial institutions such as savings banks, insurance companies, and pension funds are not well developed financing institutions.  This is a special impediment to financing new projects, since these are the types of institutions with longer-term horizons which are in a position to extend credits on terms of ten years or longer.  These long term loans are often necessary to amortize the construction costs of large new tourism projects.

2.3 Supplier Credits 

Suppliers of equipment often extend financing as a competitive marketing tool, recognizing that they can often secure better terms than many of their customers could on their own.  In essence, these supplier credits can be provided either directly by the seller or in the case of exports, many countries provide export credits through governmental agencies, such as the U.S. Export-Import bank.

Official Export Credit Agencies: Most OECD countries have official credit agencies  which extend export financing for their products.  Overall, the terms offered by these agencies are controlled by international agreement among the creditor countries to avoid credit wars.  The lending by these credit agencies typically includes both credit insurance to private banks that extend trade credits and direct loans to importers by the official export credit agencies.

Of special note for financing sustainable tourism projects in the Caribbean is the fact that the U.S. EximBank gives special priority to financing environmental goods and services.  This emphasis is reflected in favorable terms that are available for these exports, such as ability to finance 100 percent of the eligible export item.  The U.S. EximBank is also willing to consider smaller transactions for environmental goods and services.

Preliminary discussions with U.S. EximBank staff indicate an interest in considering innovative approaches to encourage the bundling of pre-investment study costs with special lines of credit to equipment suppliers and/or countries in the region to promote environmental investments by the tourism sector.  As a result, the recommendations in Section 4 of this paper, propose that a program designed with the U.S. EximBank to support cost-shared pre-investment analyses and subsequent equipment financing for environmentally oriented equipment purchases by Caribbean tourism companies.

2.4 Utilities/ESCOs

Over the past decade both utilities and specialized Energy Service Companies (ESCOs) have emerged as sources of financing for energy savings. U.S. utility companies have gotten into the business of financing the purchase of energy efficient equipment primarily as a means of reducing requirements for investing in new power generating capacity.  They often provide an array of energy savings items (high efficiency light bulbs, sensors, timers, etc.) which can be paid for over a period of time in the monthly bills.  We are not aware of utilities in the Caribbean region providing this type of service.  However, a strong case can be made for doing so, because of the economies of scale they have in purchasing, the opportunity to make consumers aware of potential savings in their energy bills, and their access to financing on better terms than available to most of their business customers.

ESCOs also provide an attractive opportunity to combine financing for the pre-investment analyses with the acquisition of energy efficient equipment.  The centerpiece of the ESCO concept is a “performance contract” under which the ESCO agrees to identify potential energy savings, acquire the necessary energy efficiency equipment, and get paid back from a pre-agreed share of the resulting savings in energy costs.  In many cases, the ESCOs assume responsibility for financing the equipment, although increasingly they are merely developing the energy savings plan and are not assuming direct responsibility for financing the equipment acquisition.  It is not clear whether this is happening primarily because most large industrial customers can finance the equipment on better terms than the ESCO or for other reasons.  As a result, it is somewhat difficult to predict how significant a source of financing ESCOs are likely to be for the tourism sector in the Caribbean in the foreseeable future.

2.5 Specialized Environmental Funds 

A variety of specialized environmental funds have been created to help overcome gaps in financing for environmental projects.  Almost all of these have some initial seed capital or other credit enhancements from government agencies.  Some of the funds are aimed specifically at global problems such as global warming or biodiversity conservation while others are to promote environmental enterprises in general.

Specific Problem-Oriented Funds: The most important special environmental fund is the World Bank/UN’s Global Environmental Facility (GEF).  The billion-dollar GEF provides grant funding to pay for the incremental costs that various public and private projects incur to deal with problems of global concern in four areas (climate change, biodiversity conservation, marine pollution, and cross-border environmental problems).  The GEF is a potential source of funding for a variety of environmental infrastructure investments for the region, but only to the degree that they fall within one of the four program areas.

Other specific problem-oriented funds include a variety of renewable energy and biodiversity conservation funds.  Most of these funds have been catalyzed by government contributions or co-financing, but increasingly they are being tasked with the responsibility of raising the bulk of the money from private investors.  Examples include several new “conservation enterprise” funds being managed by non-profit conservation groups; these funds are primarily oriented toward a variety of sustainable forest product initiatives, but they also finance ecotourism projects.

General Environmental Enterprise Funds: At the other end of the spectrum are general purpose environmental funds, which are designed to finance environmental investments in a variety of sectors.  Examples include the $20 million Global Environmental Fund (also GEF, but not to be confused with the Global Environmental Facility above).  Another example is the Environmental Enterprises Assistance Fund (EEAF) which specializes in smaller environmental projects.  These general purpose environmental funds will consider eco-tourism projects, but they are not high priorities for them.

2.6 Government Development Banks/Funds 

A variety of government financing institutions has been developed to help overcome financing gaps and to provide technical assistance and policy guidance in development.  The largest are the big multi-lateral development banks.  Initially these institutions lent almost exclusively to governments and public agencies, but increasingly they have created and turned to private sector oriented mechanisms for lending.  There has also been a trend toward providing credits through local “on-lending” institutions, which often provide loans and equity directly to the private sector.

International Development Finance Programs: Traditionally public sector infrastructure was funded largely through the multi-lateral development banks like the World Bank, the Inter-American Development Bank (IDB) and Caribbean Development Bank (CDB).  As greater priority has been given to the private sector’s role in generating economic growth, these institutions have allocated an increasing share of their activity to their private sector arms, such as the World Bank’s International Finance Corporation (IFC) and the IDB’s Inter-American Investment Corporation (IIC).  These private sector arms act largely as investment banks, with more or less the same investment criteria.  As a result, they are oriented toward larger projects, although the IFC has now financed about 100 tourism projects around the world (for a total of over $500 million in debt and equity), with some of them being as small as 50 rooms.  These institutions are limited to financing new projects or major expansions, however, so are not particularly relevant to firms that want to add or replace specific items of equipment to improve environmental performance.

Local Development Finance Institutions (DFIs): Widespread recognition that local capital markets have not provided sufficient long term commercial bank financing has lead to the formation of a variety of local development finance companies.  Most of these DFIs have been supported financially by the IDB and CDB.  For example, the CDB financed a market study in Barbados that concluded that there was an unmet demand for investment resources estimated at between $10-15 million for the acquisition of long-lived productive assets.  This led to the funding of a development finance institution for Barbados.

One of the advantages of the DFIs is that they can lend in U.S. dollars.  This is important because regional companies usually cannot access dollar denominated loans from local banks.  The only companies that typically have access to this type of financing are the ones which can borrow directly from the multilateral institutions like the IFC, CDC, IIC, of which there are only a few.  For example, an IDB document noted:

“The major sources of foreign currency financing in Jamaica are the two state development institutions (The National Development Bank and the Agricultural Credit Bank) and Trafalgar.  The State institutions lend through local commercial banks, primarily on a project basis and are virtually the only source of true term financing in Jamaica.  Their foreign currency operations (primarily for the import of equipment) are funded through borrowing from Government agencies and multilateral development sources.  They lend with exchange cover provided by the Government in local currency at rates that are normally below normal local market rates.  These government institutions, however, currently have only limited foreign exchange funds available for industry”.

2.7 New Equity

The specialized environmental funds and private sector arms of the multi-lateral development banks provide equity financing as well as loans.  In practice, however, they tend to prefer either quasi-equity (debt instruments which can be converted to equity at a later date at their discretion) or straight loans.  For example, almost 90 percent of the IFC’s financing for tourism projects is now in the form of debt rather than equity.  The IFC has found that other equity providers were often finding other ways to increase their returns, which the IFC could not match (for example, operator/investors can pay themselves management fees or construction companies can earn part of their return through their contracts).  As a result, most equity financing for tourism projects comes from private individuals or institutional investors.
Individual Investors: No good data exists on the proportion of equity investment coming directly from private investors in the Caribbean.  The region has a long history of family owned firms and individual networking.  As a result, most expansion capital for small and medium sized businesses appears to have originated with family and friends who are willing to support local enterprises based on personal knowledge of the individuals involved.

Venture Capital: Venture capital markets are not well developed in the Caribbean region and the tourism industry does not have the high technology, high growth characteristics that tend to attract venture capital.  Venture capital is typically looking for higher returns than can be realized in the tourism industry (e.g., 30 percent or higher) based on divesting in 5-7 years by selling for 3-5 times the original investment.  Tourism facilities in the Caribbean do not have a ready public market for so-called Initial Public Offerings (IPOs) which are the usual “exit” vehicle that venture capitalists use to get their money out of investments.  As a result, local or foreign venture capital is not likely to be a significant source of funding for tourism projects in general and certainly not for environmental retrofits of existing properties

Stock Markets: In general, securities markets in the Caribbean, while growing noticeably over the last two-three decades, are not well developed.  As a result, it is difficult for individual hotels or other entrepreneurial enterprises to tap stock markets for equity financing.  In some cases, large international chains may want to go to the equity markets for additional funding, but these financings will typically be part of an overall increase in capital for the company and will not be associated with any particular facility.

2.8 Tax and Regulatory Incentives

A wide variety of tax and regulatory incentives exist and they will have an indirect impact on the ability of Caribbean tourism enterprises to attract financing for environmental enhancements.  In general, however, they will not directly affect the ability of individual firms to finance projects except to the extent that they impact the overall profitability of the industry.

Incentives Affecting Relative Cost of Inputs: The costs of operating tourism facilities in the Caribbean are often higher than competing destinations because of taxes and other policies which increase the costs of imports, including imports of environmental equipment.  As a result, it may be appropriate to consider selective reductions in import tariffs on environmental inputs in order to make them more affordable and, therefore, easier to finance

Incentives Affecting Market Demand for Outputs: Governmental regulations and industry practices can also impact the demand for tourism services, including policies which will make consumers more aware of and will to pay more for environmentally friendly facilities.  For example, certification programs that measure environmental performance can create market demand for “green” hotels and tourism services.  This is turn creates an incentive for hotels and other tourism service providers to invest in environmental enhancements.  One aspect of this which has probably not received as much attention as it warrants, is the potential for facilitating access to capital by emphasizing the environmental performance of borrowers as one of the elements used to judge the performance of the banking system.

Regulatory Hammers and Inducements: In the final analysis, the primary motivation for most hospitality operators will be the regulatory requirements imposed on them by government agencies responsible for monitoring and enforcing environmental policies.  If the countries have firm environmental guidelines that are effectively enforced, individual companies will have little option except to comply with them.  They will have to find financing to make the required investments in order to come into compliance or pay significant fines in the short-run and ultimately go out of business if the polluting activities are not stopped.
3.  GAPS IN FINANCING AVAILABILITY 

Given the scarcity of data on both the actual demand for environmental investments in the region and on the availability of various types of financing, it is difficult to make accurate assessments of the areas of greatest need.  Nonetheless, the preliminary estimates developed in section 1 are suggestive of some of the primary requirements. When combined with the qualitative information available on some of the sources of financing, it is possible to draw tentative conclusions.  These findings should be viewed as working hypotheses instead of firm findings, but they do help point toward some practical initiatives.

3.1 Demand and Supply Match

On the demand side, the preliminary estimates that were shown in Table 1 illustrate the areas where demand is likely to be greatest based on the retrofit versus the new project market and based on likely payback periods.  Recasting Table 1 in percentage terms shows that roughly 70 percent of the environmental financing requirement is estimated to be for retrofitting existing hotels and 30 percent for environmental investments by new hotels.  It also shows that over two-thirds of the financing for the retrofit market will be for investments with a payback period of between one to five years.  Investments with these kinds of pay back periods should be attractive to most companies, especially if they can be financed with official export credits that are at internationally competitive rates (currently at about 7-8 percent for U.S. EximBank-supported loans). 

Table 5.

Allocation of Estimated Financing Demand

	
	1 or less
	1 to 3
	3 to 5
	over 5
	negative
	Total

	Retrofit
	11%
	22%
	21%
	7%
	9%
	70%

	New Constr.
	4%
	10%
	9%
	3%
	4%
	30%

	Total
	15%
	32%
	30%
	10%
	13%
	100%


There is no adequate basis for estimating current availability of financing by these same maturities.  However, based on the discussion in section 2, it would appear that, at least in relative terms, there is less of a problem with short-term financing (i.e., less than one year) than with longer term financing.  Furthermore, shortfalls in working capital availability to finance quick payback items are symptomatic of an underlying problem that cannot be easily addressed by providing short term credits for financing specific environmental items, since such borrowings are fungible and will be used for what ever is the firm’s highest priority at the time.

Conversely, it does appear that there is a large demand for items with payback periods of one to five years.  Especially in the retrofit market, these types of investments appear the most likely to require supplier financing.  Companies retrofitting their facilities (except for major rehabilitation programs) will generally not want to incur the costs of issuing corporate bonds or new stock to pay for the equipment.  Instead, it will be much easier for them to finance individual items of equipment or the import content of a retrofit project if they can get credit from their vendors or from an official export credit agency.  Official export credit agencies such as the U.S. EximBank are generally willing to finance these kinds of exports, but currently cover a relatively small share of U.S. exports of environmental equipment.  As a result, there is both a presumption that this type of financing is needed and that there are gaps in its availability.  

Those retrofit items that are like to have a long payback period (i.e., over five years) or a negative payback are also candidates for supplier credits, but it appears that the demand for them will be driven primarily by regulatory requirements, not economic benefits.  As a result, it may be even more important to try to ensure the availability of supplier credits to help finance them, since bankers and investors are likely to see the required expenditures as reducing their expected returns or increasing the risks of non-payment.  Thus they may be inclined to finance “productive” investments with other clients than negative payback environmental investments (although this will be much less the case if the whole industry/country is investing in environmental enhancements that make the area more attractive for tourists).

As noted in the earlier sections, new developments will be financed as a consolidated package of debt and/or equity finance.  As a result, the specific items of environmental investment will not be separately funded.  A sustainable development fund which focuses on financing new projects should encourage project developers to be more environmentally responsible if they feel that they can get better financing terms or are more likely to be able to finance the project at all by doing so.  However, in order to avoid diluting the effectiveness of the fund by financing lots of non-environmental expenses, it will be necessary to co-finance projects with other sources.  The sustainable development fund should focus its lending where it can make the critical difference in getting developers to adopt more environmentally appropriate technologies or management practices than they would otherwise have been inclined to do. 

3.2 Lending Requirements of Various Sources

Different lenders and investors have different tolerances for risk and capabilities to provide different size financing packages.  Small lenders and investors basically can only finance smaller transactions.  Large lenders and institutional investors are basically only interested in large transactions, since the project review and processing costs are about the same for a large as a small project.  Thus, one of the critical issues in examining potential gaps in financing markets is to evaluate the size requirements of both the potential borrower and the potential lender.  

Traditionally, the big institutional financing agencies where unwilling to consider small transactions.  However, this is changing primarily because of the growth of financial intermediaries or “on-lending” institutions that borrow from the large sources and re-lend the money to local borrowers.  Most of the Development Finance Institutions in the region operate on this basis.  Increasingly other entities such as the official export credit agencies are also offering master lines of credit to commercial banks or vendors who can then draw down on these lines of credit in order to finance smaller transactions.  Thus, when evaluating the potential for financing from some of the large official financing entities, it is important to look not only at their own lending criteria, but also at the lending criteria of the intermediary organizations that they help to fund.

Other issues can also be important in gaining access to financing.  Examples include the requirements that lenders or investors impose in terms of insurance coverage against various types of risk, the extent of collateral that will be required, the amount of management oversight or voting control they will seek, the sophistication of supporting documentation and audited financial statements that will be a condition for lending, and so on.  These items can be vitally important to a borrower in terms of ability to get financing, but they involve a level of detail and specificity that is beyond the scope of this paper.

4. RECOMMENDED PROGRAMS TO NARROW THE GAPS 

A number of different studies have recommended a variety of funds to help finance environmental infrastructure in the Caribbean region.  Two are especially relevant.  One is the current proposal by the executing agency for the OAS Caribbean Tourism Competitiveness and Sustainability Program to create an investment fund aimed at small and medium hotels.  The other is a 1996 recommendation by a joint IDB/CDB review to create an infrastructure financing fund, which would be heavily (although not completely) aimed at financing large infrastructure projects.  This study indicates that both of these initiatives are well-justified.  This study also suggests that it would be desirable to set up a complementary initiative which could help finance planning studies to identify cost-effective environmental investment opportunities in the tourism sector and to provide supplier credits in a manner to encourage linking very quick payback investments with those with a longer payback period.

4.1 Evaluation of the Need for a Sustainable Tourism Development Fund: Existing Proposals

The IDB/CDB recommendations for a public sector infrastructure investment fund are directly relevant to the tourism sector.  To the degree that the public sector has adequate access to financing, it is more likely that the major environmental infrastructure services, especially waste water treatment, clean power generation, and adequate solid and hazardous waste management services will be provided by outside entities.  However, to the degree that the public sector cannot or will not provide these services, individual enterprises will increasingly either be required to pick up the slack with on-site systems or that they will feel that they have to do so in order to meet guest expectations.  

The OAS Tourism Competitiveness and Sustainability Program has undertaken a systematic survey of the needs and capabilities of the small and medium size hotel sector (defined as hotels up to 75 rooms).  They found a consistent pattern among respondents that access to financing is a major issue.  As a result, the Executing Agency for the contract commissioned the development of a concept paper for an Investment Fund.  We have not seen the paper, but the results are reportedly promising.  It is estimated that a Caribbean Small and Medium Size Hotel Investment Fund could be put together within an eight to ten month period and could raise total investment capital of approximately $25-30 million.  

It will not be easy to raise this much money this quickly, since the usual special purpose fund typically takes at least 18-24 months to be funded and given the sharp increase in such funds, it may be difficult to attract investors.  Nonetheless, it would clearly be highly desirable to have an investment fund that would be support small and medium size hotels, which are the ones that have the most difficulty in financing both to retrofit existing facilities and to expand.  The investment criteria for this new fund have not been spelled out in any detail yet (which is being deferred until preparatory steps have been completed).  One of the challenges for this fund would be to create mechanisms that would allow it to effectively help meet the need for financing retrofit activities and not limit its activities to the financing of new facilities or enterprises, which is the normal focus of such funds.  This type of focused investment program is clearly possible and will help fill a significant financing gap for the tourism sector in the region.

4.2 Possible Additional Needs for Sustainable Development Financing

The primary conclusion of this paper is that there is likely to be lack of financing to support demand for investments in specific items of environmental equipment in existing facilities, especially if efforts to increase awareness of cost savings potential are successful.  These retrofit costs will typically be relatively small.  For example, USAID’s EAST project in Jamaica found that the per-hotel investments in environmental infrastructure resulting from their assessments were in the range of $25,000 to $100,000 for small and medium size hotels.  Financing in this range is generally be too small for a private sector investment fund, which would typically seek both equity and debt participation in new ventures or significant expansions.  Before making a decision to put money into these types of investments, a great deal of due diligence needs to be undertaken, and it is usually not cost-effective for this small a commitment.  As a result, it is simply not profitable to for a fund to make investments this small.

In lieu of, or in addition to, creating a new investment fund, this paper recommends that a special line of credit be set up with the U.S. EximBank that would provide financing for environmental equipment.  Strictly speaking, there is no need to create a new vehicle for providing export credits to firms in the region, since EximBank is already giving priority to financing exports of environmental goods and services.  Nonetheless, there are a number of potential advantages from arranging a special program to deliver the normal package of EximBank financing services.  Such a special program would:

· Create publicity for the cost savings opportunities associated with environmental efficiencies;

· Provide a vehicle to encourage borrowers to re-invest the savings from very quick payback investments into longer payback investments;

· Incorporate up-front planning studies as an integral part of financing packages, thereby encouraging firms to explore all alternatives for savings;  

A special sustainable tourism supplier credit program could be created directly by EximBank as a free-standing program.  However, it seems more feasible to launch the program on a non-exclusive basis with local banks (such as has been done in Poland with a line of credit to the private sector environmental bank, BOS Bank) and/or with equipment vendors and local distributors.  In this way both commercial banks and distributors would have an incentive to make their customers aware of the possibility of getting financing on favorable terms for environmental equipment investments.

One possible component of such a program would be for USAID or other assistance agencies to provide some seed funding to create a cost-sharing program to defray some of the costs of up-front studies to evaluate cost-effective investment options.  As discussed earlier in the paper, there is often a reluctance by private companies to invest in paper studies to examine investment options.  If the new fund could include a cost-share feature (e.g., the fund might pick up half the cost of a study, with the possibility of some additional expense recovery if the investments do in fact generate significant savings).  It will be important for the companies to put their own money into the studies so that they will be motivated to take them seriously, but it will also be desirable to encourage them to undertake the analyses by reducing costs.  As the number of firms making these kinds of evaluations increases, others should become more aware of the potential savings and should be more inclined to pick up the full cost of the studies.  In addition, as the number of studies increases, more local analysts will gain the capability to perform the work and the costs will come down.  As a result, over time, it should be possible to phase out any cost sharing support without significantly reducing the demand for such studies.

It will also be important to link the funding for the studies with financing for the equipment purchases in order to enable companies with weaker balance sheets to still be able to make the required investments.  EximBank already provides funding for engineering studies, so it would be relatively easy to tie the cost-sharing fund to the supplier credit program.

4.3 Other Recommendations

Performance contracting: As a possible supplement to the proposed cost-sharing and supplier credit program, it might also be desirable to develop mechanisms to encourage greater use of performance contracting by ESCOs in the region.  It was beyond the scope of this study to evaluate why performance contracting does not seem to have become common in the Caribbean region.  Nonetheless, it is clear that most firms in the tourism sector have not systematically evaluated the opportunities for efficiency gains in either the water or the energy sector.  Thus, if ESCOs could be encouraged to become more active in the area, awareness of the potential savings from environmental efficiencies should spread much more quickly.  If the ESCOs themselves financed the investments in efficiency, it would reduce the need for other funding mechanisms, such as the cost sharing and supplier credit program proposed above.  On the other hand, if the ESCOs are not providing the financing under their performance contracts (as appears increasingly the case), it should increase the demand for equipment financing.

Conservation financing: As noted in earlier sections, there is also a need for financing conservation initiatives that will help preserve the natural habitat in areas outside of the grounds owned by the hotels themselves.  Funding for these purposes will have to come largely from governments or conservation organizations, since it unrealistic to expect individual hotel owners to make significant direct contributions to these activities which benefit everyone, not just their guests.  Nonetheless, the tourism sector has a great stake in ensuring that the local environment is protected and that the destination will remain attractive.  As a result, many conservation initiatives in the region are featuring taxes on tourists to fund various types of environmental funds.  These funds typically do not focus exclusively on habit preservation or community development, but these types of investments are usually supported by these funds.  This appears to be an area where significantly more can be done to enhance environmental conditions throughout the region.
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		ENVIRONMENTAL FINANCING REQUIREMENTS  --  CARIBBEAN TOURISM INDUSTRY

		FACTORS

		# of existing rooms		200,000

		%retrofitted each year		5%

		% with cogen		1%

		% with WWT		2%

		# of new rooms built/yr		10,000

		% with enviro enhancements		50%

		% with cogen		10%

		% with WWT		20%

		NEW CONSTRUCTION		less than 1		1 to 3		3 to 5		over 5		negative

		water efficiency = $/room		80

		payback period		60%		25%		10%		5%		0%

		power efficiency = $/room		500

		payback period		30%		30%		30%		10%		0%

		cogen = kw/room		2

		cogen = $/kw		1000

		cogen payback period		0%		45%		45%		10%		0%

		wwt = gal/room/day		400

		wwt = $/gal/day		2.5

		wwt payback period		0%		25%		25%		10%		40%

		solid waste = $ room		40

		solid waste payback		10%		30%		30%		10%		20%

		habitat = $ room

		RETROFIT COST		less than 1		1 to 3		3 to 5		over 5		negative

		water efficiency = $/room		125

		payback period		60%		25%		10%		5%		0%

		power efficiency = $/room		600

		payback period		30%		30%		30%		10%		0%

		cogen = kw/room		2

		cogen = $/kw		1000

		cogen payback period		0%		45%		45%		10%		0%

		wwt = gal/room/day		400

		wwt = $/gal/day		3

		wwt payback period		0%		25%		25%		10%		40%

		solid waste = $ room		50

		solid waste payback period		10%		30%		30%		10%		20%

		habitat = $ room

				Water Effic.		Power Effic.		Cogen		WWT		Solid Waste		Total

		Retrofit		1,250,000		6,000,000		4,000,000		4,800,000		500,000		16,550,000

		New Construction		400,000		2,500,000		2,000,000		2,000,000		200,000		7,100,000

		total		1,650,000		8,500,000		6,000,000		6,800,000		700,000		23,650,000

				less than 1		1 to 3		3 to 5		over 5		negative

		Retrofit		2,600,000		5,262,500		5,075,000		1,592,500		2,020,000		16,550,000

		New Construction		1,010,000		2,310,000		2,250,000		690,000		840,000		7,100,000

		total		3,610,000		7,572,500		7,325,000		2,282,500		2,860,000		23,650,000
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