White Paper on Mid-Tier Fractions

Mid-Tier fractions are not a new product. Maybeged up a bit, but they’ve been around for at I@fist
years.

From the time second homes became accessible toitlaie class, vacation homes have been purchased
by more than one family. Back in 1972, doing reskdor Brockway Springs, which became the firsg, fe
timeshare in the world, the records of Placer Ogurake Tahoe CA, showed that more than 30% of
homes were owned by more than one family.

By virtue of timeshare documents fractions were abl‘borrow’ those documents to overlay on a priype
to be sold in larger increments than timeshare sieEke core benefit of those documents were tlegt th
[a] guaranteed the rights and obligations of alhevg, and [b] allowed a deed to be given to eaateow
instead of being a tenant in common.

In the purchaser’s view both these elements wesgello$tantial benefit. Now, their investment coudd b
safe for personal use and ownership. So, earlystiare developers who along with their lawyers, arot
and registered documents should be given credibfitay’s explosion in fractions.

This process allowed us to develop 1/5th fractiam&rests in Sunriver, OR in the late 1980s faragle,
and for the Deer Valley Club to begin sales ing¢hdy 90s.

If history is the prolog. What's the future?

Definition: Levels of Fractionals

Dick Ragatz, in his seven-year work on fractiores tefined the different levels of fractions baged
price per square foot of the 'units' sold. Underdefinitions, less than $500 a square foot isaditional
fraction', $500 to $1000 is a 'mid-tier' and ov&080 is a 'private residence club'.

We suggest there may be other indicators to judgereva fractional product falls within definitiortakms.

It is our inclination to distinguish between twot tloree levels. We would group 'traditional’ andi+tier'
together and then have, in the second categoivatprresidence clubs'. So, just ‘fractions’ andvate
residence clubs’. And, from hereon out we’ll chkmn that.

Why? Certainly, ‘private residence clubs' are aschgpart with very high selling prices and equhigh
service levels. Other fractions, positioned to nepefcific market demands are just that - 'fractiona
projects. They have had all the attributes of thajher priced cousins save one just not the ftash
sometimes not the same owner reservation plan.

Reservation Plans

In the early days of fractions, the reservatiomsmghow the time is use] was a fixed, rotating odb. So,
if a quarter interest was sold the owner would hewery fourth week to use, and each year the us&sve
would advance one week. The same being true fottta@ eighth week share. On larger fractions this
plan also benefited the rental agent if the fraxtiovere to have a dual use.

As developers gained more experience with fractipngects it became common for some fractions have
a flexible reservation plan. For that matter someape residence clubs now have both fixed andiflex
reservation plans. In fact, today, some of the rimoivative reservation plans are of the combimatipe.
So, as frequently happens, as buyer preferencdmetier understood, the way these condos and harees
used is merging together regardless of price points

Is one use or reservation plan better than the®tNet necessarily, but human nature continue€oahd



more flexibility in time use. Ragatz determinedsthy his research in 1982.
So, this assessment leads us to recommend tworgs. levels of fractions.

Tiersby destination

We might also look at the location in which fractioare developed. True destination resorts likeeAsp
Stowe, Boca Raton, New York, etc. should have painy service intensive products that are in concert
with the hotel options located there. It's expeadiv go there....a $105 dollar lunch for three inl V&t
week for me, and no desserts! So, pricy locatiopsice real estate.

Regional resorts, by contrast, can be 'down honkagfancy product may very well be out of placré¢h
So, a fraction may be a better fit. Not all wanedays of service and expansive finishes and FF&E
packages. One may want to let the kids roam andexabmpulsive about breakage.

A project was built at Big Bear Lake outside of k& the fractional buyer, but he finishes and FFR&&re
private residence clubs level. They lost sales tmz#he buyer was ‘afraid’ to use the unit!

Demogr aphics and Psychographics
Who buys the fraction? What are the motivations,itftome levels, and do they have the same buying
motivations as those who buy a private residenae™l

The core element is discretionary income. Withoumio purchase. Discretionary income, naturalbmes
in different amounts. A family income of $50k mdlp® the purchase of a timeshare.

Income levels of, say, $300k makes it easy to cemdiuying a private residence club share.

But, what about the in between levels? With all¢bepetition for resources, (college tuition, prigra
housing improvements, savings in general, and gb)fbuying a vacation home more problematic.

So, one might say if not the whole vacation homg ntt just part of it? The obvious answer is tioat t
some extent that is the answer. However, buyingsiets are not based on just income levels andis t
case disposable income levels.

The money to spend just opens the door so to spt&sathe physiological drivers that will allow aiying
decision to be made.

Does the potential buyer see themselves as haamnged' the right to a vacation home? How much does
one value 'getting away' to the same place vsetagia of other family vacation choices? Are tHads at
home, or are they empty nesters? Might the buyeslbeming' in their own minds by purchasing a
fraction, or the eyes of those whose opinions tf@ye? Or, conversely, if they own a timeshardis just
the next step in a series of smart steps to gusgantewarding, leisure lifestyle?

Many of the wealthy enjoy the idea of being thridityd are thrifty; it shows they can save while lkegp
more. The middle-income folk have to save every, éagry way, to meet their cash flow goals, sorgavi
on a vacation home might not be what they wanotdtdcould be either the whole thing [really madkiit]
or no ownership at all.

This is mitigated by the price of vacation homeasthle 'old days' one could buy a seasonal, vachtiome
for $30k. Now, that may be $300k or even $500kgéb the destination resorts where it's millions.

Those with a more modest income level can revidémownership of a timeshare because of the luitury
affords. Some wealthy buy timeshares because Wslitey can be value oriented and 'smart' to their
peers. Plus, it's a heck of a product anyway.

Some middle-income folk might consider a fractibit tcomes with a rental/investment opportunityisTh
allows them to be smart and more diversified wligirtinvestment strategy while still getting some



personal vacation use.

So, to develop a fractional project aimed at thddie income demographic and priced at that level ma
not be successful. One can say that it might tafkeea marketing positioning for this type of offieg that
developing a very expensive private residence club.

Service Levels
What's expected of service? What price is onenglto pay for it? How expensive is it to provide?

Absolute luxury as provided by a few resort projgsrin the world is an expensive proposition asdist
greatly if the resort is located off shore with lawges.

A resort can be built in a top location with exeell materials, well designed and constructed aaidcibst
can be amortized over a number of years. The fiadslione side of the two-edged luxury propositibhe
other is service which means people; and peoplessiin an underdeveloped area, are expensive.

As good a job as Four Seasons, Ritz, St. Regisreamy independent hotel companies do in providing
luxury they cannot be compared to their own forgigoperties, where staffing costs are low. Sosthéf
to guest ratio is higher similar to cruise shipast thre registered in foreign countries with foredgews than
in the U.S.

Can a homeowner's association offer real luxurgedimed above? With the physical property, yes,
especially if its sold on a fractional basis, sarenmoney can be put into the physical property.

But, will the owners association pay the cost affsig? More than likely, not. Owner associations aot
known for their high rolling traditions.

In private residence clubs there are examplesrafcgelevels paid for and enjoyed; ski concierged a
locker areas, heated boots, etc. Or, airport ti@mtaon via project-owned vans.

This is not the case with fractions where owneesmaore willing to do for them selves in order ty psay,
$4500 per year in dues vs. $12,000.

We make the case that no U.S. based private resddub can be a real five star property as defined
hotel ratings due to the personnel costs and @léyef HOA management policies.

So, coming down from that reality what service lev@ould a fractional project offer? The easy arsa:
a service level commensurate with how service fméé by the buyer.

The buyer being middle income, for this examplg, safamily income of $175,000, may once in a while
splurge on a luxury night out, they keep luxurytprelose to their vests as they have so many other
family-based costs. So, the Hilton, Marriott, Wiastervice levels are expected and accepted. Bydlye
nothing wrong with that!

The same goes for dining at, say, Ruth's Chrisudb&xk, or $4 drinks at Starbucks, etc.

It's an axiom for private residence clubs thatehty cost for the interest is not the deterreat,itis the
reservation plan and annual costs.

For the fractional owner the entry cost is impotrfaraddition to the ongoing costs, so that didatiethe
proper reserves are in place, that the servicéddeedefined to those that are necessary to eiretfort
but no extra frills.

Exchange
The draw of exchange is undeniably strong. If thetfonal buyers see themselves as buying a vacatio
home vs. a travel product [timeshare] how does axgé fit in?



Intriguing, but not dominant in use. But, a veryidalosing benefit. Exchange should be offered,tha
developer should not expect to use large numbersecoming exchangers as sales leads.

By having a vacation home to use throughout the tfeme is precious little time to exchange beyond
personal use. By having a higher maintenance fmedrimeshare, there is less extra-disposal indome
spend on getting to the exchange resort. So, weftwreexchange, maybe, once every five years.

That usage pattern then dictates what the exchaomgpany can charge for annual dues if exchangetis n
a frequently used option.

Marketing
What are the marketing messages to fractional mests? What do they want to know? How much of the
story to tell?

The drivers are value, family, memories, and pgesti

1. Value for the money spent a wonderful vacatiomé larger and nicer than one might have chosen if
they had decided to purchase a whole ownership home

2. Family for the opportunity to provide qualityocadions for the kids and/or grandkids to experiehee
alternatives to city life, and to engage in aci@gtthey would not have the chance to do in the cit

3. Memories for a lifetime.

4. Prestige for ownership of a real vacation homeavimeshare. Naturally, there can be some ctinfij
ideas working in this area as a timeshare canéme &g a great purchase and with a deed, just like a
fraction, an investment in use and real estatecgspein high demand areas like our projects iniNéork
and San Francisco.

How do we reach them?

1. Internet marketing for sure. The challenge igg¢bthe addresses, so linking with other busirseissthe
area or the major amenities is key. It's very totmbe a stand-alone project these days; one raeds
anchor, or a number of smaller anchors on whidbetse the marketing program. Easier said than dure,
2. Area real estate agents may have Internet askelresyes. But beware the lack of attention and
performance. “Times may be a-changing” with thent,History has recorded only a few instances where

local brokers really jumped on a project and madess

3. Collaterals in the form of take-ones, fulfillmeawnership information, FAQs, floor plans, buildi
renderings, financing sheets, etc.

4. Lead tracking software through Salesforce oeisth
5. Site display area[s]

As opposed to many private residence club buyeost of these buyers have not owned a vacation home
before. Therefore the materials must be more hiasgtol the benefits of vacation home ownership.

Sales
How do fractional customers want to be sold? Howglshould the sales cycle take? What to close on?

This is a mid-cycle sale. Timeshare is a shortegeale, and a wholly owned homes are a long-cydée s
The reason why fractions are not a long-cycle isafleat in the extended time period they may loose
interest and decide not to buy. The reason frastawa not a short-cycle sale is that the buygrésding



more and making a psychological commitment to '@w#écation home, which will impact the life of the
family.

Explaining 'why' a vacation home, and as a posliiléng it to timeshare in concept, and then iras
every sale-- discovery is vital.

So goes discovery, so goes the sale. As we knoaustemer will tell the salesperson how and why the
sale should go down.

Thereafter the key drivers will be the same agpforate residence clubs: owner use and cost of shipe

Both are delicate topics and the sale can beflesthier is not well handled. Nothing to hide dt pist the
explanation has to fit the buyer's interest andnt@n abilities.

Consider this - if the customer is a family unitsitypical for one spouse to be more right braiaed the
other more left brained. It's the left-brainer thélt need to be brought along more slowly as lcaycl
detail are important. However, the left-brainer genlost in the detail, so that's where the baarumes
in.

Star Resorts knows that fractions are the hardesttion product to be sold. More so than lots, lmme
condos and timeshare. It's easily understood, thahgualified sales executives are the one pardon
category in greatest demand.

How long should the ‘close’ take? That really deggean the sales person and their skills. We know of
sales folk who get buyers to sign the docs andcel¢la® holding check, say, $15k while on vacatiornth&
other end, which is the norm at this time, is thiéofv-up when home, and that process can take tesks
to three months.

Post Sale M anagement
Go to the Hilton, Sheraton, and Marriott model isccabove.

The annual dues as called for by the various séafistrations should be in the $4000 range inclgdin
reserves. Attentive staffing is a must.

Single Family Homes as Fractions
There is interest with many developers or homeosvt@sell single-family homes on a fractional basis
Some comments:

1. A one -off home will not work. Many reasons. IGslif you want more info.

2. A colony of homes will work assuming they faito definable categories, so the use can be fiexibl
through all the homes for better owner satisfaction

3. Marketing can be a challenge as there is ntitakmass.
4. Getting the right sales team will be a problemtiie same reason.

5. A local property manager will probably do managet, and that can cause quality control problems.
Even though customers may say they want a no-&ijserience, once they own they will want more
services, and the local property manager may nsebap to handle them.

Conclusion

The Fractional Product has much value in the vanatal estate market. In a world where there are s
many vacation choices, this is a viable option fitathe needs of many consumers and can be aidsit
for many developers. It does take a finer tunedatjmn to execute successfully than a private srgid
club — in many instances.






