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R esort development has substan-
tially expanded its product lines
in recent years. What was once a

simple �eld of transient overnight lodging
hotels, lots, condominiums, and timeshar-
ing now includes a diverse and varied
product mix. 

Although like most printed dictionaries
and encyclopedias, some of these de�ni-
tions may be further evolving by the time
you read this, we felt it was time to de�ne
or describe the range of resort ownership
products available to the consumer—and
thus to developers—in today’s marketplace. 

TIMESHARE
In its simplest form, timesharing

involves selling deeded real estate or a
non-deeded equivalent interest, which
entitles its owner to use one week in a
resort accommodation project together
with its amenities while in residence. In
deeded projects, purchasers usually
acquire a 1/52 nd undivided interest in a
condominium unit. This product has a
vacation “feel” and is not typically an asset
that will appreciate.

Buyers pay an initial purchase price
(typically �nanced by the developer) and
then annual maintenance fees. Some time-
shares are �xed time (e.g., the owner has
the 34 th week of the year in perpetuity),
but many are �oating time programs,
requiring the owner to make an annual
reservation. Some have priority rights
based on purchase price or a rotating
high-to-low demand selection process.
The larger programs often feature an
internal trading program, and virtually all
timeshares are a�liated with a major
exchange such as Interval International or
Resort Condominiums International, thus
allowing more �exibility as to time and
location for a yearly vacation. 

FRACTIONAL OWNERSHIP
INTERESTS

Fractional developers sell an alternative
second home product, which provides

expanded use rights along with extensive
amenities and services. Fractions are typi-
cally between 1/8 and 1/4 ownership,
giving the fractional owner between 6 and
13 weeks of use per year. 

As contrasted with timeshare, this prod-
uct has a real estate “feel” and is not sim-
ply a bundle of timeshare weeks.
Fractional owners anticipate appreciation
like other second home owners. The frac-
tional product appeals to those who can
vacation more frequently and intend to
return to a single location season after
season. Many of these projects use a rotat-
ing calendar or rotating priority system in
order to allocate use rights. Acquisition
costs and annual fees are signi�cantly
higher than timeshare. 

The exchange component of the frac-
tional product is now very important with
high-end exchange companies like RCI’s
Registry Collection providing an attractive
exchange service for this product. In the
2006 Fractional Interest Leisure Real
Estate Market Report , (the “ NorthCourse
Report”), well-known industry analyst,
Richard Ragatz, RRP, divided fractionals
into traditional and high-end segments.
He de�nes “traditional fractional inter-
ests” as those whose accommodations and
amenities are of “three-star” level quality
selling for less than $500 per square foot.
“High-end fractional interests” he de�nes
as being of “four-star” quality in their
units, furnishings, and amenities and sell-
ing from $500 to $999 per square foot.

PRIVATE RESIDENCE CLUBS 
Private residence clubs (PRCs) are the

highest end fractional products that cater
to persons accustomed to a level of service
not common except in the extreme end of
the economic spectrum of resort users.
Fraction sizes are usually smaller for pri-
vate residence clubs as compared to tradi-
tional and high-end fractionals ranging
between 1/7 and 1/17. Subject to space
available limitations, owners usually have
unlimited use of facilities and lodging, a

privilege they usually pay for through
high-dollar annual maintenance fees or
“dues,” and in some cases a daily use fee.
The NorthCourse Report identi�es these
products as selling for $1,000+ per square
foot and the pinnacle of quality in both
accommodations and amenities—truly
“�ve-star” in every respect.

DESTINATION CLUBS
Destination clubs are membership-

based clubs structured like golf country
clubs that feature a deposit refund mecha-
nism. The destination club developer typi-
cally owns or has use rights in a collection
of high-end (�ve-star PRC level accom-
modations) single-family homes, condo-
miniums, and other luxury accommoda-
tions in beach, mountain, urban, or for-
eign locations. 

Members have the right to vacation in
various accommodations, subject to the
reservation procedures that are estab-
lished by the club. The member typically
does not own any real estate and can
resign his membership at any time and
receive a refund, which typically equals
80 percent of his deposit. Annual fees are
higher than timeshare or traditional and
high-end fractionals.

Initial acquisition costs are often in high
six �gures, and annual dues run in the
thousands of dollars. Most of these prod-
ucts are non-equity—you are really buying
a contractual right to occupy, and buyers
trust the developer to run the facilities at a
break-even level to assure continued use. A
small number of destination clubs have an
equity structure that varies from club to
club but which gives membership an own-
ership interest in the real estate held by the
club. Memberships typically cannot be
resold, with the club controlling re-sales.
Destination clubs retain the �exibility at the
developer’s discretion to add or subtract
residences in the club inventory based on
member demand and available opportuni-
ties to acquire “top of the line” residences. 
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CONDO HOTELS & HOTEL CONDOS
These products have received renewed

emphasis as an attractive real estate prod-
uct for consumers and a favorable financ-
ing alternative for condominium develop-
ers, ever since an SEC No-Action letter in
2003 permitted signing of a rental man-
agement agreement prior to closing and
without having to register the product as
a security under federal law. (A developer
must also be sure to comply with state
securities laws, which may not be as liberal
as the SEC’s 2003 position.) 

Condo hotels involve the sale of luxury
condominiums as real estate coupled with
the right to participate in a voluntary,
optional rental management program with
the developer or its affiliated management
company. These projects look more like
high-end condominium projects than
hotels and give owners the opportunity to
acquire the whole unit or residence and
reduce carrying costs by participating in a
rental management program. Owners
have personal use rights but are often
encouraged to limit personal use of their
condominiums to allow the rental pro-
gram manager to book overnight rentals
and group meetings. 

This product may be differentiated
from hotel condominiums, which look

and operate more like a traditional hotel
with all the regular hotel guest services
and amenities. Here, the unit sold is not a
spacious condominium unit but a typical-
ly-sized hotel room. Hotel condominiums
are often a financing tool for developer-
operators who cannot obtain conventional
financing and want to develop and oper-
ate a more traditional hotel-type product.

RV CLUB MEMBERSHIP PLANS
The recreational vehicle (RV) member-

ship club is becoming an increasingly
important component of resort develop-
ment today. Although the concept has
been around almost as long as second
home lot sales, the industry went through
a period of decline which seems to have
ended now. Like its timeshare cousins, it
often features flexible use but with guaran-
teed annual space (with total time limita-
tions) for your trailer or other RV (even a
tent) and common amenities for your
enjoyment while in residence. There are
organizations offering trading of RV
spaces much like the timeshare exchange
companies. Acquisition costs are relatively
low, depending on amenities and time pur-
chased, and annual dues for maintenance
are usually much lower than timeshare. 

TOMORROW...
So, what of the future? The watchword

in the industry seems to be “mixed-use.”
The project of tomorrow may include a
condo hotel, timeshare, fractional owner-
ship, and a component of a destination
club, all in one resort. Even high-end
fractionals and private residence clubs,
which can be viewed as stand-alone devel-
opments, are typically integrated into a
larger urban, golf, or mountain communi-
ty through accessibility to other local
amenities. This should reduce the product
and use cost per participant, and
economies of scale should help keep
maintenance fees under control. 

Whatever the future holds, it should
prove to be as exciting as the past in this
industry, which is always evolving to meet
ever-changing consumer demand for new
and updated recreational products and
experiences. D
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