KPREIT

Kingston Properties Limited

A Real Estate Investment Company

Listed on the Jamaica Stock Exchange

Risk Management and Mitigation Policy

KPREIT is involved in the purchase, ownership, management, rental and/or sale of real estate
tor profit. The Board of Directors approves all real estate investment transactions.

The Investment Committee meets periodically and analyses the real estate investments that
aligns with the Group’s Statement of Investment Policy (SIP).

Risk Identification

Set forth below are the risks that we believe are material; however, there may be other risks not
considered by the directors to be material but may have an impact on the Company or the
stock’s performance.

Risks associated with the specific property as well as sector and geographic risks have an impact
on the performance of the company and the company’s shares. Diversification by property type
and geography is the appropriate approach that Kingston Properties uses to manage real estate
risk. Our real estate investments are in different geographic locations, include different types of
properties (i.e. office buildings, warehouses, residential) and comprise a diversified mix of
tenants. Additionally, we focus on ensuring proper due diligence when making acquisitions,
focusing on the local market, characteristics of the properties, strength of the underlying tenant
base and the capital structure of the transaction.

Asset and Industry Risks

The value of our real estate assets and the financial performance of those assets, and
consequently the value of our shares, are subject to the risk that if our properties do not
generate sufficient revenues to meet our operating expenses, including debt service and capital
expenditures, then our cash flow and ability to pay distributions to our shareholders will be
adversely affected. The following factors, among others, may adversely affect the income
generated by our properties:

* downturns in the economic conditions of Jamaica and the USA, such as declines in
GDP and employment levels;

e changes in interest rates and availability of financing;

e competition from other office, retail and residential buildings;
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 real estate market conditions, such as oversupply or reduction in demand for office,
retail or residential space in the markets in which we operate or intend to operate;

¢ vacancies, changes in market rental rates and the need to periodically repair, renovate
and re-let space;

* changes in space utilization by our tenants due to technology, economic conditions and
business culture;

* increased operating costs, including insurance expense, utilities, real estate taxes, state
and local taxes and heightened security costs;

* significant expenditures associated with each investment, such as debt service payments,
real estate taxes, insurance and maintenance costs which are generally not reduced when
circumstances cause a reduction in revenues from a property;

 civil disturbances, earthquakes and other natural disasters or terrorist acts or acts of war
which may result in uninsured or underinsured losses or decrease the desirability to our
tenants in impacted locations;

* declines in the financial condition of our tenants and our ability to collect rents from our
tenants; and,

* decreases in the underlying value of our real estate.

Debt and Re-financing Risk

There are some typical risks associated with debt financing, such as mortgaging a property to
secure payment of indebtedness and not being able to meet the debt service obligations. A
lender may take enforcement steps which could adversely atfect our cash flow and,
consequently, the amount available for dividends to shareholders.

Economic risks

Adverse economic conditions and dislocations in the credit markets could have a material
effect on our results of operations, financial condition and ability to pay distributions to our
shareholders. Our business may be affected by market and economic challenges experienced by
the economy or real estate industry as a whole in Jamaica and the U.S.A, including the impact
of high unemployment and by international economic conditions. These conditions, or similar
conditions existing in the future, may adversely affect our results of operations, these include,
but are not limited to:

e the financial condition of our tenants, may be adversely affected, which may result in
tenant defaults under leases due to bankruptcy, lack of liquidity, operational failures or
for other reasons;

e our ability to borrow on terms and conditions that we find acceptable, or at all, may be
limited, which could reduce our ability to pursue acquisition and development
opportunities, reducing our returns from our acquisition and development activities and
increase our future interest expense;

e reduced values of our properties may limit our ability to dispose of assets at attractive
prices or to obtain debt financing secured by our properties and may reduce the
availability of unsecured loans;
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Leverage Risk

Our degree of leverage could affect our ability to obtain additional financing for working
capital, capital expenditures, acquisitions, development or other general corporate purposes.
Our degree of leverage could also make us more vulnerable to a downturn in business or the
economy generally. These could affect the market price of our shares.

Acquisition Risks

There are risks associated with property acquisitions. We have acquired in the past and intend
to continue to pursue the acquisition of properties and portfolios of properties, including
portfolios that could increase our size and result in alterations to our capital structure. Our
acquisition activities and our successes are subject to the following risks:

even if we enter into an acquisition agreement for a property, we may be unable to
complete that acquisition after making a non-refundable deposit and incurring certain
other acquisition-related costs;

we may be unable to obtain or assume financing for acquisitions on favourable terms, or
at all;

acquired properties may fail to perform as expected;

the actual costs of repositioning, redeveloping or maintaining acquired properties may
be greater than estimated,;

the acquisition agreement will likely contain conditions to closing, including completion
of due diligence investigations to our satisfaction or other conditions that are not within
our control, which may not be satisfied;

acquired properties may be located in new markets, either within or outside the Jamaica,
where we may face risks associated with a lack of market knowledge or understanding of
the local economy, lack of business relationships in the area and unfamiliarity with local
governmental and permitting procedures;

we may acquire real estate through the acquisition of the ownership entity subjecting us
to the risks of that entity; and

we may be unable to quickly and efficiently integrate new acquisitions, particularly
acquisitions of portfolios of properties, into our existing operations, and this could have
an adverse effect on our results of operations and financial condition.

the acquired properties may expose us to unknown liability. We may acquire properties
subject to liabilities and without any recourse, or with only limited recourse, against the
prior owners or other third parties with respect to unknown liabilities. As a result, if a
liability were asserted against us based upon ownership of those properties, we might
have to pay substantial sums to settle or contest it, which could adversely affect our
results of operations and cash flow.

Unknown liabilities with respect to acquired properties might include:

liabilities for clean-up of undisclosed environmental contamination;

claims by tenants, vendors or other persons against the former owners of the
properties;

liabilities incurred in the ordinary course of business; and
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Competition for acquisitions may result in increased prices for properties. KPL acquires
properties as they are presented with attractive opportunities. We may face competition for
acquisition opportunities with other investors, and this competition may adversely affect us by
subjecting us to the following risks:

* we may be unable to acquire a desired property because of competition from other well-
capitalized real estate investors, including publicly traded and private REITs,
institutional investment funds and other real estate investors; and

* cven if we are able to acquire a desired property, competition from other real estate
investors may significantly increase the purchase price.

Contingent or Counterparty Risks

This may be related to the action or actions of property owners or tenants of adjoining
properties, who through their actions may have an impact on the viability of our assets limiting
our ability to earn and ultimately make distributions to shareholders. This event could lead to a
decline in the value of the real estate limiting our ability for re-sale or reduced market prices.

Currency Exchange Risk

We may be subject to risks from potential fluctuations in exchange rates between the Jamaican
dollar and the currencies of the other countries in which we invest.

If we invest in countries where the Jamaican dollar is not the national currency, we will be
subject to international currency risks from the potential fluctuations in exchange rates between
the U.S. dollar and the currencies of those other countries. A significant depreciation in the
value of the currency of one or more countries where we have significant investments may
materially affect our results of operations. We may attempt to mitigate any such effects by
borrowing in the currency of the country in which we are investing. We cannot assure our
stockholders, however, that our efforts will successfully neutralize all international currency
risks.

Re-Letting and Tenant Risk

We derive all our income from rent received from our tenants and we face potential difficulties
or delays renewing leases or re-leasing space. If a tenant experiences a downturn in its business
or other types of financial distress, it may be unable to make timely rental payments. Also,
when our tenants decide not to renew their leases or terminate early, we may not be able to re-
let the space on a timely basis, or at all. Even if tenants decide to renew or lease new space, the
terms of renewals or new leases, including the cost of required renovations or concessions to
tenants, may be less favourable to us than current lease terms. As a result, our cash flow could

decrease and our ability to make dividend payments to our shareholders could be adversely
affected.

The bankruptcy or insolvency of a major tenant may adversely affect the income produced by
our properties. Some of our tenants may file for bankruptcy protection or become insolvent in
the future. A bankrupt tenant may reject and terminate its lease with us. In such case, our claim
against the bankrupt tenant for unpaid and future rent might be subject to a statutory cap that
might be substantially less than the remaining rent owed under the lease, and, even so, our
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claim for unpaid rent would likely not be paid in full. This shortfall could adversely affect our
cash flow and results of operations.

Resale Risk

We may have difficulty selling our properties, which may limit our flexibility. Properties like the
ones that we own may be difficult to sell. This may limit our ability to change our portfolio
promptly in response to changes in economic or other conditions. In addition, applicable laws
may limit our ability to sell properties, and this may affect our ability to sell properties without
adversely affecting returns to our shareholders. These restrictions reduce our ability to respond
to changes in the performance of our investments and could adversely affect our financial
condition and results of operations.

Insurance Risk

Insurance costs and policy deductibles expose us to unpredictable expenses which may be
material. The Company maintains general liability and property insurance policies with coverage
considered prudent by the Company’s management. Management also monitors on an ongoing
basis the level of coverage in place according to standards of prudence and to guard against
significant exposure to liability and loss. The potential exists that insurance cover in place for
the benefit of the Company may be inadequate and/or claims may not be paid, and in either
such event the Company may suffer loss and/or be exposed to third party claims, affecting the
results of the Company’s operations and profitability.

Market Risk

Changes in market conditions could adversely affect the market price of our stock units. As
with other publicly traded equity securities, the value of the Company’s ordinary shares depends
on various market conditions that may change from time to time. Among the market
conditions that may affect the value of our ordinary shares are the following:

* the extent of investor interest in our ordinary shares;

* the general reputation of “REIT” like entities and the attractiveness of our ordinary
shares in comparison to other equity securities, including securities issued by other real
estate-based companies;

* our underlying asset value;

 investor confidence in the stock and bond markets, generally;

* national economic conditions;

* changes in tax laws and government policies;

e our financial performance;

Given the low level of liquidity of the local stock market in part due to the low level stock
ownership penetration, trading in shares may occur less frequently than desired. Additionally,
given that the principal owners of shares tend to be institutional investors, the level of trading
activity may be diminished.

General stock and bond market conditions
The market value of our ordinary shares is based primarily upon the market’s perception of our
growth potential and our current and potential future earnings and cash dividends.
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Consequently, our ordinary shares may trade at prices that are greater or less than our net asset
value per share of common stock. If our future earnings or cash dividends are less than
expected, it is likely that the market price of our ordinary shares will decline.

Dilution Risk

Further issuances of equity securities may be dilutive to current security holders.

The interests of our existing ordinary shareholders could be diluted if additional equity
securities are issued to finance future developments, acquisitions, or repay indebtedness. Our
ability to execute our business strategy depends on our access to an appropriate blend of
financing options including the issuance of new shares.

We may change our policies without obtaining the approval of our stockholders.

Our operating and financial policies, including our policies with respect to acquisitions of real
estate, growth, operations, indebtedness, capitalization and dividends, are exclusively
determined by our Board of Directors. Accordingly, our shareholders do not control these
policies

Risk Mitigation Strategies

The Group utilizes established best practices in its risk management strategies and reviews
various risk factors at both the Investment and Risk committees and the Board of directors’
meetings. Consensus in the decision-making process ensures that undertakings are consistent
with the Group’s risk appetite and that adequate measurement and mitigation strategies are
being employed, including being adequately funded to absorb any adverse shifts.

Economic Risks

1.1. The Group uses various metrics to measure and monitor financial risks to its operations
to ensure it remains a going concern. These include debt service coverage, net operating
margin, funds from operations growth, debt to EBITDA, Debt to Equity, and Equity to
Asset ratios. Specific benchmarks are set based on a composite of selected global REITs
and our performance is measured against this composite. Whereas adverse economic
conditions and dislocations in the credit markets could have a material effect on our results
of operations, due to a downturn in the economy, our strategy is to diversify across various
jurisdictions to mitigate against any economic fallout in another jurisdiction.

1.2.

1.2.1. As part of our strategy to manage risk with our tenants, we require corporate
tenants to provide financial statements for the most recent three years, pay two
months security deposit, provide bank references and a history of past tenancies.
Tenant accounts are constantly reviewed for early signs of difficulty and our tenant
relations team remains in continuous communication with tenants to frequently do
assessments of their operations.
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1.2.2.

1.2.3.

KP adopts various funding strategies including raising funds both from the debt
and equity markets, we have established liquidity thresholds to ensure we are
adequately funded to meet not only operating expenses and/or debt servicing, but
to take advantage of new opportunities as they come up. Further, we ensure that
our credit rating with our financing partners remain intact to allow us to access
funding when needed and at favourable rates. Additionally, with excellent working
capital management, KP is able to fund on-going working capital and debt service
needs while maintaining adequate financial resources to mitigate the risk of missing
opportunities during difficult economic periods.

We have built longstanding relationships with our financing partners and have
established high level of credit worthiness with them to allow KP to access funding
even during periods of economic downturn. Additionally, we have established a
diversified portfolio of different types of real estate assets, such as commercial,
residential and industrial and in various markets.

Asset and Industry Risks

13. T

1.3.1.

1.3.2.

1.3.3.

1.3.4.

1.3.5.

1.3.0.
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A diversified portfolio of properties across different sub classes and in different
jurisdictions allows the Group to remain resilient during bad economic periods.
Further, the Group maintains an adequate pool of financing options with various
institutions in different jurisdictions.

We conduct extensive data gathering and monitor the activities in the markets in
terms of inventory levels, comparable market rents and level of new construction.
The strategy is to remain competitive while maintaining full occupancy in our
properties as the generation of cashflow is paramount.

Real estate market conditions are constantly monitored by the company and the
relevant adjustments made to the portfolio. New investments are pursued in
accordance with the current market reading and outlook.

We continually assess tenant needs and explore possibility of flexi-space.

The Group adopts a policy of applying an above inflation level increase in rents or
CAM charges to cover added expenses. KP maintains tight budgetary controls to
prevent overruns in operating costs and review its operating contracts annually.
Through its “green” policy approach, KP is also committed to reduce utility
consumption at its properties and thereby mitigate on cost increases.

Rent and CAM charges are adjusted appropriately to provide adequate coverage
for fixed costs. This type of risk is usually characterised by reduced activities
resulting in savings in variable costs such as utilities and building repairs. These
savings act as a mitigating factor.



1.3.7.

1.3.8.

1.3.9.

The Group adopts a policy of insuring our properties at full replacement costs.
Although circumstances may change over time, property locations are selected
carefully through a robust investment analysis process and all properties have a
minimum level of security and infrastructural protection to minimize the impact
of these risks.

The Group ensures that there is adequate security deposit coverage for each tenant,
a three-month delinquency limit is established; penalties on late payments and/or
negotiated settlements including deferrals or lease extensions are tools used to limit
this risk.

To deal with decreases in the underlying value of our real estate, the Group has
dynamic and diversified holdings in various markets where the movement in one
market may be adequate to offset the movements in another. Periodic property
upgrades are done including preventative maintenance and renovations, help to
maintain the underlying value of our properties.

Acquisition Risks

1.4.

1.4.1.

1.4.2.

1.4.3.

1.4.4.

1.4.5.
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Rigorous due diligence led by a Board select committee helps to reduce the number
of instances where this risk materializes. The financial impact of this risk is also
mitigated by negotiating the lowest possible non-refundable deposit in the first
place.

All offers to purchase are contingent offers and provide an exit should conditions
to close do not materialise. Further, financing arrangements are included as part of
the due diligence process.

Alternative uses are always considered with new property acquisitions. Worst case
scenarios are considered in the investment analysis process and investments may
not be accepted if this is outside the scope of KP’s investment strategies.
Performance of acquired properties are constantly monitored and decision to
dispose may also be considered for underperforming assets if it is the most
economically beneficial option.

A premium return is established during the underwriting process to handle
contingencies above the minimum target return.

The Group pursues the joint venture or partnership model for acquisitions in new
markets. This ensures that the partners share equally in the risk but are also persons
familiar with local operations and have had an established track record. The cost
of local experts are also factored in the ROI consideration and overall investment
analysis where it is necessary for the company to incur such costs.



1.5.

1.6.

1.7.

1.8.

1.9.

1.4.6. Effective acquisition planning which considers management, staffing and
resources reduces the likelihood of this happening.

1.4.7. Full titles search is performed to confirm ownership of investment properties and
ascertain any liens on the property. Professional valuators, surveyors and engineers
are used to assess investment properties prior to acquisition and checks are made
with the relevant environmental bodies (such as NEPA in Jamaica) to ensure no
environmental issues exist and covenants are adhered to.

1.4.8. The Group is being capitalized to effectively pursue investment opportunities that
falls within its risk and return metrics it may consider joint venture arrangements
to achieve those targets. The Group establishes a limit of remaining within the
target rate of return, if that is not achievable on a current or proforma basis, the
deal is eschewed.

Re-Letting and Tenant Risks

Constant assessment of tenants and their business to determine if they become a letting
risk. Additionally, limits are set and monitored on tenant exposure per jurisdiction or
industry within which they operate. Early termination clauses are present in all leases to
ensure the landlord recovers sufficient rent to cover the re-letting period.

Resale Risks

The real estate market is assessed frequently and proactive decisions are taken to dispose
of properties before adverse market events.

Contingent or Counterparty Risks

Where possible, legal recourse is taken to deal any contingent or counterparty risks.
Currency Exchange Risks

In respect of currency exchange risks, the Group may attempt to mitigate any such effects
by borrowing in the currency of the country in which we are investing. Additionally,
periodic monitoring of the movement of the exchange rate is done to time conversions
actions. As much as possible, the Group arranges lease agreements in the USD functional
currency, and where foreign currency is earned, it is utilized in settling liabilities of the
same cufrency.

Debt and Re-financing Risks

The Group, monitors debt covenants frequently and ensures that there is adequate LTV.
Further, aggressive principal reductions are employed to achieve lower L'TVs by faster
debt repayments.
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1.10.

1.11.

1.12.

Leverage Risks

The Group adopts a very conservative approach to debt ratios, with debt to asset of 50%
ot less and debt to equity below 75%.

Insurance Risks

The Group reviews its insurance coverage annually and ensures that there is adequate
coverage on all our properties.

Market Risks

Key focus of management and the Board is to deliver earnings and dividends at or above
expectations which is demonstrated by the minimum ROI embedded in the asset
acquisition strategy. This drives shareholder value and any misalignment in the share price
will be corrected in the long term by the market forces acting on full information. The
Group continues to build its corporate profile through significant promotional activities
and community involvement which is key to retaining strong market presence even during
period of bad condition in the stock market. Additionally, management keeps abreast of
the developments within the jurisdictions where it operates and strategically adjust its
business model to deliver the greatest value to its stakeholders.

Approved by the Board of Directors- December 19, 2024
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