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Timeshare ABS offer investors exposure to hospitality sub-segments we

view as favorable —leisure travel, drive-to locations, and resort destinations.  Headquarters Address:

This could be an alternative to the mixed hotel collateral investors typically =~ Academy Securities, Inc.

see on CMBS deals. To be sure, hotel performance has noticeably improved ~ 522 Third Avenue, 12th Fi
. . . . New York, NY 10017

since the height of the pandemic. Hotel loans delinquency rate currently

stands at 4.44%, compared to 8.17% a year ago, the largest decline across all

property types, according to MCIA. But we still see clear pockets of weakness

across the sector, especially in business travel-dependent urban hotels in

markets such as Chicago or San Francisco. The $328.9 million Palmer House Hilton (JPMCC 2018-

PHH, in receivership and foreclosure) and the $273.7 million Club Quarters Hotel Portfolio (BX

2017-CQHP, matured non-performing) are cases in point.?

Timeshare ABS collateral may also provide landlords better insulation from inflationary
pressures, compared to other hospitality segments. Unit owners are typically responsible for
maintenance capital expenditures and operating costs of the property. Interestingly, the owners
of the timeshares (aka vacation ownership interest, or VOI) may also benefit from some inflation
protection on their ownership. VOIs are essentially pre-paid vacations, shielding owners from
potential inflation- or demand-driven sharp increases of vacation prices.

On the flip side, timeshare delinquencies may ramp up in a recessionary environment or a
softening job market. In distress, owners may not prioritize timeshare loan payments versus
other debt obligations such as mortgage or auto loan payments. Historical delinquency trends
suggest a relationship between unemployment levels and timeshare defaults, according to rating
agencies.

Timeshare ABS Issuance and Spreads

Timeshare ABS issuance reached $2.6 billion in 2022 (Figure 1). The most recent deal, the $280
million MVWOT 2022-2A priced its benchmark triple-A class at 1+180bp. The spread on the
subordinated triple-B class was 335bp. The consistent timeshare spread widened over 2022,
along with other securitized products, potentially offers a good entry point to the sector.

1 See “Hotel Receiverships: Palmer House Hilton Spotlights Stabilization Efforts,” CMBS Credit Focus, Academy Securities, November 17, 2022
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Figure 1. Timeshare ABS Issuance and Spreads
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Unique Timeshare Features Support Collateral Performance

We highlight a few aspects we believe are relevant for timeshare ABS analysis:

Points programs may reduce property risk. Timeshares, or VOI, were historically sold
on a fixed-week, fixed-unit basis. Owners purchased the right to access a specific unit in
a specified property for a defined time period each year in perpetuity. Over time some
VOlIs shifted into points programs. Owners purchase points that entitle them to use any
of the program’s properties at any time during the year, based on tiering, availability, and
the number of purchased points. Such programs alleviate property-specific risks, in our
view. For example, natural disasters or other geography-concentrated developments that
may render particular timeshare properties inoperable for some time could simply shift
VOI owners to other properties in the system. Hurricane lan’s impact on timeshare ABS
is a case in point. While nearly all timeshare issuers have properties in Florida where lan
made a landfall in September 2022, there appears to have been minimal impact on loan
delinquencies, according to rating agencies. More broadly, a points-based system diversifies
market exposure — a key aspect especially as the market is seeing growing bifurcation in
hospitality performance across geographies.

Distinct chain-scale positioning. Timeshare programs stretch a wide spectrum of the
hospitality chain-scale, based on deal documents and developer presentations (Figure 2).
Investors can focus on exposure to the luxury or upper upscale segments (for example,
Hilton Club and Marriott Vacations), upscale (Hilton Vacation Club or Travel + Leisure), or
midscale (Bluegreen Vacations).
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Figure 2. Timeshare Programs Across Hospitality Chain-scale
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e Chain-scale segmentation could drive owner characteristics. Timeshare deals diverge in
their pool-level owner characteristics. For example, Hilton 2022-2 features 746 weighted
average FICO score, and a range of 600-843 (Figure 3). In contrast, in BXG 2022-A the levels
are 724, and 570-844, respectively.

Figure 3. Timeshare ABS Pool Characteristics
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The distinct chain-scale segmentation we see across timeshare programs can drive some
of the differences in pool characteristics. For example, the average customer household
income across all of Bluegreen Vacations customers is significantly lower than the levels of
the other operators customers (Figure 4). Bluegreen'’s positioning in the midscale hospitality
segment most likely drives the household income difference.

Figure 4. Customer Household Income Across Timeshare Programs
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e Repurchasing of defaulted loans. Developers repurchase or substitution of timeshare
defaulted loans appear to be key factors holding down deal default levels. The monthly
defaults stood at 0.61% in late 2022 across timeshare deals (weighted average), according
to recent rating agency performance reports. The agencies note ongoing repurchase
or substitution of the majority of defaulted loans. To be sure, timeshare ABS structures
typically make developer repurchases and substitution of defaulted loans optional rather
than mandatory. As such, investors do not have guarantee that such developer support will
continue to keep defaults low. Ongoing timeshare sales and inventory availability could be
some of the factors driving developers’ ability to repurchase or substitute defaulted loans.
Repurchase of defaulted collateral partly allows developers to procure new inventory. Recent
growth in VOI sales across developers bodes well for repurchase activity. For example, Travel
+ Leisure saw 5% quarterly sales growth in Q3 2022 (and 45% over the past three years),
according to the developer’s recent financial statements. Marriott Vacations Worldwide
reported 27% contract sale YoY increase in Q3 2022.

e Industry consolidation. Ongoing consolidation in the timeshare sector should favor the
large operators that tap the securitization market. This echoes an aspect we highlighted for
the self-storage space.? As operations become more sophisticated and technological-savvy,
larger operators can benefit from economies of scale and data-driven customer acquisition.
Hilton Grand vacations acquisition in 2021 of Diamond Resorts, the largest independent
timeshare operator, is one example of the acquisition activity in the sector.

2 See “Self Storage: Aspects to Watch as Performance Decelerates,” Securitized Products Special Topics, Academy Securities, February 2, 2023
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https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Storage.pdf
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Disclaimer

Although certain information has been obtained from sources believed to be reliable, we do not guarantee
its accuracy, completeness or fairness. We have relied upon and assumed without independent verifica-
tion, the accuracy and completeness of all information available from public sources.

Views and opinions expressed are for informational purposes only and do not constitute a recommenda-
tion by Academy Securities for any purpose including buying, selling, or holding any security. Views and
opinions are current as of the date of this presentation and may be subject to change, they should not be
construed as investment advice.

This information discusses general market activity, industry or sector trends, or other broad-based busi-
ness, economic, market or political conditions and should not be construed as operational, research or
investment advice. This material has been prepared by Academy Securities and is not financial research
nor a product of Academy Securities. It was not prepared in compliance with applicable provisions of law
designed to promote the independence of financial analysis and is not subject to a prohibition on trading
following the distribution of financial research. The views and opinions expressed may differ from those
of Academy Securities. Investors are urged to consult with their financial advisors before buying or selling
any securities. This information may not be current and Academy Securities has no obligation to provide
any updates or changes.

Economic and market forecasts presented herein reflect a series of assumptions and judgments as of
the date of this presentation and are subject to change without notice. These forecasts do not take into
account the specific investment objectives, restrictions, tax and financial situation or other needs of any
specific client. Actual data will vary and may not be reflected here. These forecasts are subject to high
levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed
as merely representative of a broad range of possible outcomes. These forecasts are estimated, based on
assumptions, and are subject to significant revision and may change materially as economic and market
conditions change. Academy Securities has no obligation to provide updates or changes to these forecasts.
Case studies and examples are for illustrative purposes only.

Index Benchmarks

Indices are unmanaged. The figures for the index reflect the reinvestment of all income or dividends, as
applicable, but do not reflect the deduction of any fees or expenses which would reduce returns. Investors
cannot invest directly in indices.

The indices referenced herein have been selected because they are well known, easily recognized by inves-
tors, and reflect those indices that the Investment Manager believes, in part based on industry practice,
provide a suitable benchmark against which to evaluate the investment or broader market described here-
in. The exclusion of “failed” or closed hedge funds may mean that each index overstates the performance
of hedge funds generally.

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO
ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR UNLAWFUL TO DO SO.

©Academy Securities, Inc.



