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Redeveloping
timeshare resorts
By Scott MacGregor
As the U.S. timeshare industry enters
its fifth decade, our network of resorts
and the people who lead and manage
them have arrived at a very interesting
set of circumstances—some foreseeable
when the resorts were being planned, but
many not so.
The resorts have aged. Many need
more than a regular update. Major systems and structural components are
nearing the end of their useful lives and
require an extensive—and expensive—
overhaul. The early-adopter owners, too,
have aged. They find themselves with
something from which they seek relief:
an asset not eagerly sought by their heirs.
Forty years ago, although technological
innovation was clearly on the horizon, no one
could have anticipated its pace, direction, and
impact on societal norms and perspectives.
Resort operators must invest in new
technologies for their operations and to
meet guest expectations, and be expert
users of modern operating and communications systems—particularly mobile.
They also must figure out how to
package and present their products to a
generation very different from the one that
originally embraced vacation ownership.
The assumption that unimaginable
circumstances would exist is evidenced
by the practice, common in the 1980s, of
having a “sunset” provision in the Decla-

ration, forcing the owners’ association to
reassess its mandate and hold a referendum of its members to determine its future.

New approach needed

Yet, even such well-intentioned foresight did not anticipate the scope and
depth of the challenges that association
leadership—its board of directors and
management—would face when contemplating its continued existence.
For resorts successfully to transcend
these physical, financial, and generational
hurdles, a profoundly different approach
to business as usual is required. A resort’s
leadership must adopt plans to re-engineer
and redevelop to meet these new realities.
As a starting place, the terms “legacy” and “sold-out” should be removed
from the timeshare lexicon. A timeshare
resort is a complex business, and it is either a successful ongoing enterprise or
in some stage of “going out of business”
wind-down.
A resort’s leadership is similar to that
of other businesses: a board of directors
who sets strategic directions and provides
oversight, and a management team who
implements the tactical plan.
As with any other business, this team
can’t simply be caretakers, watching as
the resort falls into a tortuous but inevitable decline. The “legacy” term cannot be
used as an excuse not to pursue a proper
course of reinvestment in the property.

And what customer would want to
frequent a business that’s “sold out?”
A thriving business changes with its
environment and aggressively seeks
continuous improvement. Leadership
must be bold and decisive while continuing to meet their obligations to
serve the best interests of the owners. Increasingly, this puts timeshare
boards in unfamiliar and often uncomfortable territory.

The “D” word

Due to the nature of the business, this
leadership team must think and act like
another term that many boards have tried
to excise—the “D” word, the dreaded
Developer. A timeshare resort is a unique
combination of a real estate and lodging
business, and the developer is the entity
charged with evaluating, selling, and operating it.
Many boards are ill-prepared for this
challenging task. They weren’t elected
specifically for that role, and the resorts’
documents often give little direction or
structure for the process of redeveloping
the resort. Even the most experienced and
well-intended of boards will lack the expertise, tools, and resources to be a successful resort developer.
Resources are available, though.
These days, the more seasoned management companies, particularly those
that may be affiliated with a developer,

have in-house many of the necessary
skills and disciplines, including design,
building, and even finance and legal;
and outside guidance in finance, legal,
and title that is unique to the complex
timeshare environment.
Development firms and, increasingly, some vacation clubs, may be prepared
to partner with resort boards to act as
their surrogate developer, bringing assistance in planning and execution as well
as sales, capital, and consumer financing—often the most elusive pieces of the
redevelopment process.

Evaluation tools

Redevelopment begins with an hon-

est and thorough evaluation of the resort’s current position and its best options
for the future.
Although timeshare is a unique
business structure, the evaluation tools
are well-worn. What’s often termed a
“sustainability” study that measures the
resort’s ability to continue in its present
state is really a feasibility study, conducted on an operating business rather than a
prospective one.
SWOT (Strengths, Weaknesses,
Opportunities, and Threats) and Highest
and Best Use analyses help to focus the
findings of the feasibility study on a set
of decisions of how to proceed.
The first of these decisions must be
existential: Shall we continue as a time-

share? The SWOT analysis helps to condense the positive and negative internal
and external forces affecting this decision. (See the example on page 26).
The Highest and Best Use analysis
assesses the business and real-estate components of the property to evaluate options. Is the resort still a desirable lodging
facility? What are real-estate value trends
for comparable properties in the area? If
it were to be sold as a repurposed real-estate project, what might it sell for?
Although the great majority of resorts will conclude that another couple
of decades of timeshare operation is the
right way forward, a number will conclude otherwise.
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• Thoughtful and competent management
• RCI Silver Crown designation

• Small resort size limits reconfiguration
options and results in small owner population to cover fixed costs

• Consistently high TripAdvisor ranking

• Studio units less desirable in market

• Attractive site and facilities
• Trust regime reduces transaction costs

• No indoor pool, small units reduce RCI
point values & timeshare resale value

• On-site facilities that could be reconfigured to add amenities, revenue generation

• Reduced visibility due to location off main
road

Opportunities

Threats

• Hospitality ratings, pleasant environment
indicate higher rental revenues possible

• Increased owner fallout as ownership and
property continue to age

• Trust regime, low quorum requirements
allow for relatively rapid, low-cost termination of timeshare program

• Limited owner exit options increases likelihood of fraud by “relief” companies

• Strong regional commercial real-estate
values indicate a positive sellers’ market
• Desirable 3.5-season market may attract
interested timeshare developer

• Small owner base cannot easily absorb
unexpected financial trauma
• Aging facilities will incur growing maintenance and repair costs

Termination plan

For these resorts, a termination plan
can be drafted with assistance from the
association’s legal, title, real-estate, and
financial advisers. This plan, which the
members must ratify, should encompass
the following procedural elements:
• A transparent communications plan
among leadership and ownership, outlining how the evaluation processes will
be conducted and communicated to the
owners, and how feedback will be collected and synthesized. The board should
announce its plans to conduct studies and
commit to involving the membership in
their interpretation and any future plans.
Two-way communication is the key, and
we now have a variety of communications channels at our disposal to disseminate the information and obtain valid
feedback from the owners.
• How the plan will be voted on.
• The timeframe for the overall process.
• The projected sources and uses of
funds associated with all phases of the
plan, especially the potential economic
costs and benefits to the owners.

Owners and staff

An often-overlooked element of a
termination plan is what happens to the
owners and staff after the property has
been sold. The team that operated the
resort while anticipating that a different
use for the property was coming deserve
assistance to transition into the new operation, or a different one.
Critically, everyone involved should
not assume that the owners are done vacationing. Although resort leadership
must conduct these analyses, any strategic decision must be made based on the
wishes of the ownership. If leadership
presents the findings of its studies clearly, along with some scenarios of the options available and the costs involved in
each choice, the ownership will be able to
make an informed decision.
A truly successful wind-up is when
those owners are given options to transition
into other vacation-ownership programs—
perhaps a club that acquires inventory in
another resort in the community.
This is a true win-win-win: the owners are given an exit option and an opportunity to continue vacationing in the style
to which they have become accustomed;
a weaker resort has been removed from
the market, helping to clear up the excess
supply of timeshares clogging the resale
channels; and another resort in town
has moved some of its non-performing

inventory. This is redevelopment in its
most vibrant real-estate sense, with properties realigned to their highest and best
use, benefiting the entire community.

A series of decision points

For most properties, the findings of
the sustainability research and dialogue
with the owners will result in a clear
mandate to continue.
Typically, however, this is not a decision made at a single meeting or point in
time; it is more likely an iterative process
with information accumulated incrementally, so that the final redevelopment plan
is the result of a series of decision points.
The plan may begin with a survey of the
owners to gauge their interest in continuing
or departing, and their appetite for additional
investment in the resort if such is necessary.
Assuming most give the “go-forward”
nod, the leadership will continue to accumulate additional data in the form of engineering and updated reserve studies to
determine the scope and cost of work to
be done, legal reviews of the resort’s conformity with its documents and options for
restructuring, title evaluations to determine
the costs of clearing title to inventory for
resale or for positioning the resort for sale
as a whole, and conversations with potential clubs or resellers about mounting a new
retail sales program for the resort.
All of these findings will help the
resort’s leadership to refine their financial models for the various options.
When each new level of understanding
is achieved and communicated to the
owners, their views on the resort’s future may change or be reinforced.

Retail sales

The developer mindset necessarily
includes retail sales, not just a “resale”
program to move some association and
owner weeks. A retail-sales program
conducted by a well-resourced marketing and sales entity brings many benefits, and is the sole route to true sustainability. It will re-establish values for all
the owners, creating exit options where
few existed previously.
The association can accept deeds in
lieu of foreclosure for unpaid assessments,
with the knowledge that those intervals
won’t remain long on the association’s
balance sheet as a non-performing liability.
Owners seeking to sell their intervals on
the secondary market will find the value of
those intervals supported by the association’s
efforts, not thwarted by their lack of action.
Perhaps even the children of the cur-

rent owners will become excited by the
concept of owning something in a growing enterprise, rather than being burdened
by something no one else seems to want.
To make this retail-sales environment work, the leadership must embrace
the redevelopment paradigm. “Sold-out”
is out. Everyone is in sales, all the time.
Rentals aren’t a source of revenues to
make up for the disinterested owners who
have stopped paying assessments; they
are the headwaters of the stream of the
resort’s next generation of owners.

Dealing with differences

That ownership may look different
than it did in the resort’s first development cycle. It may be a term interest in
a trust, denominated in points, enhanced
with travel-club benefits, and delivered
on a mobile device.
The physical product may look different too, with more communal spaces,
and connectivity via kiosks, tablets, and
the ubiquitous Wi-Fi.
Timeshare boards of directors are
charged with the critical responsibility
of determining what path will serve best
interests of a majority of their owners,
and then executing a plan of action to
achieve results.
Those owner interests include more
than just a clean bed and a resort that gets
a facelift every seven or eight years. They
include a supported intrinsic value of ownership, options to move on when they need
to, and a product that will get them where
they want to go, now and into the future.
For many board members, this is
uncharted and even unwelcome territory. Whether it’s a wind-up plan, a
reorganization, or just a re-energized
commitment to move forward, the new
reality is that a developer’s skills and vision are essential.
The days when the sales room was
abuzz, bells were ringing, and the resort’s
energy and ownership were growing each
day were the heydays.
Let’s get the “D” word back into the
association boardrooms, and better days
will lie ahead.
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