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ABSTRACT 
 
The research question enquires if the timeshare market provides financial 
institutions with opportunities to adapt the timeshare market offering as an 
extension of their product range thereby growing the loan portfolio which it 
can hold as an income producing annuity or securitise this debt to realise 
profits.  
 
The timeshare market has grown substantially from modest beginnings in 
Europe in the early sixties to a world wide multi billion US dollar industry by 
the turn of the century. Despite a tarnished image and an industry associated 
with hard sell techniques, it continues to enjoy acceptance amongst 
consumers as a way of ensuring future holidays by fixing the cost, up front. 
 
The research showed that timeshare which is an entrenched concept is 
viewed as a consumer product and not as an investment. International 
literature highlights various risks associated with timeshare as well as the high 
cost of sales, high maintenance costs [levies] and exit costs. The literature is 
unanimous that if these costs could be reduced there would be more 
investment in timeshare thereby attracting a wider audience. 
 
The research also indicates that a business needs to conduct value chain 
analysis not only to look at its costs and performance in each value creating 
activity but also on ways to improve thereupon. Although the managing of 
core processes is vital to a company’s survival it also needs to scan the 
market environment to identify competitors. A company should have a 
competitive intelligence system that allows it to recognise the threat of new 
technologies and / or emerging products. Integration (backward or forward) is 
a grand strategy available to a business enabling a company greater control 
of the value / supply chain. 
 
The research report has tried to quantify the opportunities available to 
financial institutions to implement backward vertical integration in a market 
that they have steered clear from due to the “high risk” tag it carries.  
 
Due to the lack of up to date information the research report is mainly 
qualitative. It should be treated as a pilot study, highlighting what is of 
importance and which areas are to be treated with care when entering the 
timeshare market. 
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1 CHAPTER ONE: CONTEXTUALISATION 
 

1.1 BACKGROUND TO RESEARCH 
 

Timeshare started with humble beginnings in Europe in the early sixties and 
to date has grown into a global multi billion US dollar industry. The industry is 
associated with hard sell techniques but despite this tarnished image, it 
continues to enjoy acceptance amongst consumers as a way of ensuring 
future holidays with costs being fixed up front. 
    
Timeshare is an entrenched concept which is viewed as a consumer product 
and not as an investment. There are various risks associated with timeshare 
with the major ones being the high cost of sales, annual levies [maintenance 
costs] and exit costs. If these costs could be reduced there should be a wider 
audience thereby attracting more investment. 
 

Financial institutions continuously develop new products to enhance / extend 
their service offering in an effort to retain as well as attract new customers.  
 

Timeshare could provide financial institutions with opportunities to adapt the 
timeshare market offering as an extension of their product range thereby 
growing their loan portfolio. This loan portfolio could be held to maturity which 
would produce an income annuity or securitise it (if the financial institution 
was hampered by capital constraints). By securitising the loan portfolio, profits 
would be realised immediately and the balance sheet released of assets 
thereby allowing the financial institution to create further loans.  
 

1.2 THE CONTEXT OF THE STUDY 

The development of a timeshare resort (inter alia the design, construction and 
financing of the project) as well as the sale of the timeshare intervals (usually 
weeks) and thereafter the management of the resort are all interrelated which 
brings together different role players. The role players involved usually have 
short term horizons (+/- 3 years) with the exception of the timeshare owners 
whose horizon is long term (10 years and +). Because of the different value 
propositions of the role players an integrated approach is not followed. 

 

Financiers (traditionally banks) provide finance to enable consumers to 
purchase goods and services. The financing of timeshare weeks by financiers 
is considered as “high risk” as the underlying asset (the right to the 
exclusive use and occupation of accommodation - such as a hotel suite) is not 
considered to be good security vis-a-vis a mortgage bond over fixed property 
or a lien over moveable property. Because of these risks associated with 
timeshare, lending of this nature is not encouraged by financiers. The result is 



 9

that consumers find it difficult to source finance for this type of purchase and 
financiers (banks) lose a source of additional business (personal loans). 
 

1.3 THE PURPOSE OF THE RESEARCH 
 

The purpose of the research is to demonstrate the viability of the timeshare 
market and the financing opportunities it provides as well as the competitive 
edge a company enjoys when it is first to market. 
 
The research will investigate if a financial institution can apply backward 
vertical integration thereby ensuring a source of business (personal loans) for 
itself. Financial institutions need to on-lend monies deposited with it to earn a 
return. 
 
The research will investigate the legal basis of timesharing and which form of 
ownership is the most cost effective for the developer and timeshare 
purchaser. It will also investigate which form of ownership is the most easily 
realisable thereby allowing a financier to resell a timeshare interval should the 
original purchaser default. 
 
The research will investigate the increase in foreign tourists to South Africa 
since 1994.  
 

The purpose of the research is to demonstrate that the solutioning of clients’ 
needs can lead to an increase in a financier’s loan book thereby ensuring 
customer retention (i.e. one stop shop). 
. 

1.4 THE PROBLEM DEFINITION 
 

1.4.1 RESEARCH QUESTION 

 
Does the South African timeshare market provide financial institutions with an 
opportunity to enter the industry to extend its product range thereby 
increasing its loan book?  
 

1.4.2 HYPOTHESIS 

 

The South African timeshare market offers broader opportunities for financial 
institutions. 
 

1.5 THE DELIMITATIONS 
 

The research proposal will not attempt to calculate Return on Investment  or 
Return on Equity (ROI / ROE) for timeshare resorts / projects as hurdle rates 
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for investors would differ depending on the type of development (green fields 
vis-à-vis brown fields) and the target market it is aimed at. The state of the 
economy would also have an impact on return criteria. 

 
Market research will not be done to determine projected sales prices for 
timeshare intervals (weeks) but information obtained from industry 
participants (eg RCI Global Vacation Network (RCI) and the Timeshare 
Institute of South Africa (TISA)) will indicate the state of the industry and if it 
can accommodate new entrants. The potential size of the timeshare industry 
(market offering) will not be measured. 
 
The timing of the product offering may not be ideal (slowdown in consumer 
boom and the introduction of the National Credit Act (“NCA”)) but the concept 
is the critical issue. The restrictions that the NCA imposes on financiers will 
not be investigated (as it will apply across the board to all consumers and 
affect all financiers).  
 
The cost of introducing this new product offering will not be calculated as it is 
seen as an extension of existing lending products. 
 

1.6 CONCLUSION 
 

From its infancy in the 1960’s to the new millennium the international 
timeshare industry has shown substantial growth and now plays a major role 
in the world tourism industry. The South African tourism market has also 
shown growth since the first democratic elections were held in 1994 and has 
benefited from improved economic conditions (locally and internationally). 
 
Competition amongst financiers (commercial banks) remains fierce and they 
continuously seek new markets / product offerings to increase their stake in 
the lending industry and improve their profitability.  
 
By adopting backward vertical integration a financier (commercial bank) can 
enter the time-share industry and enjoy first mover advantages. By entering 
the industry on such a basis, financiers (commercial banks) will be involved in 
all of the activities in the value chain thereby exercising control over it, with 
the result that the risks associated with the financing of timeshare can be 
reduced.  
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2 CHAPTER TWO: LITERATURE REVIEW 

2.1 INTRODUCTION 
 

The publication “Hospitality Directions Europe Edition” (Issue 12 of September 
2005) provides the following definition of timeshare: 
 
“Timeshare” has become a generic term covering a variety of models 
which provide partial usage or ownership rights to holiday properties. 
Professionals active in the sector stress that the investment made by 
individuals in a timeshare product should be seen as an investment in 
holiday facilities and not as a property investment (p.2). 
 
The publication goes on further to point out that timeshare embraces a 
number of different concepts with the most prominent being:- 

 
The classical timeshare scheme – a user purchases an interval (usually in 

intervals of one week) in a holiday property with the right to use the 
property every year for a fixed term (usually a set number of years – 
purchaser obtains no equity interest in the unit but in some cases the right 
is sold in perpetuity) and in addition to the purchase price pays an annual 
maintenance charge (usually referred to as the maintenance levy). 

Fractional ownership – this concept is also associated with aircraft, boats as 
well as property whereby the purchaser obtains part ownership of the 
equity in the asset purchased. Usually the fractions purchased are divided 
into larger proportions (anything ranging from one month to a number of 
months in a year) compared to timeshare which is usually done in weekly 
intervals. The initial cost (purchase price / maintenance levy) is greater 
than that of timeshare but the target market is more affluent and a higher 
quality of property is purchased. 

Private residence clubs – the concept is similar to fractional ownership but 
operates in an exclusive market with matching costs. The purchase is 
usually for 6 to 8 weeks of a year.  

Points clubs – the purchaser obtains rights via a points system to the use of 
holiday properties that have been acquired by the points club. 

Condo hotels – this is a variant of interval ownership. The owner purchases a 
hotel room / suite (equity based ownership) and is entitled to a certain 
amount of usage of the unit (ranges between 1 and 4 weeks) and then 
places the unit into a rental pool. The owner benefits from the rental 
income if the room is rented out to hotel guests. 
   

The timeshare concept originated in Europe in the 1960’s when a ski resort 
developer in the French Alps was innovative and marketed the resort by 
encouraging guests not to rent rooms but rather to buy intervals of time in the 
resort instead. Occupancies increased and the idea spread world wide. 
 

 



 12

2.2 RATIONALE FOR TIMESHARE 
 

The potential profits to be gained from the sale of a resort that has been 
timeshared, relative to a whole ownership scheme differ substantially. The 
following example of a 50 unit project will illustrate the point. 
 
 

Description Outright Sale Timeshare 
50 units x R750,000 / unit R37,500,000 - 

50 units x 51 weeks x  
R20,000 / week 

- R51,000,000 

  
 
The revenue received from the timeshare sales is 36% more than the 
conventional sales. Sight must not be lost that with the conventional scheme, 
50 outright sales take place while with the timeshare development 2,550 sales 
are required and therein lies the core of what timeshare is all about. It is a 
service industry which is focussed on selling future holidays and not simply 
selling property. 

 
Not all fifty two weeks of the year are sold as one week out of the fifty two, 
one is retained for maintenance (such as painting) or for upgrades 
(refurbishing). Each timeshare purchaser is liable for a maintenance levy. The 
maintenance levy that each timeshare week attracts is intended to cover all 
running expenses (inter alia rates & taxes, electricity, security, repairs & 
maintenance, cleaning, insurance, audit fees, salaries and wages of resort 
staff, etc) as well as the replacement of furniture, fittings and appliances on a 
regular basis. 
 
 
 
 
 

2.3 TIME-SHARING WORLD WIDE 
 
According to the 2003 Resort Timesharing Worldwide Report prepared by 
Resort Condominiums International the following facts and figures are 
pertinent: 
 

• ownership of time-share increased by about 12% annually from 1990 to 
2002. There are about 6,700 households that own or hold membership 
use rights to some 10,7 million weeks of time-sharing. 

 
• The number of time-share resorts worldwide amounts to 5,425 with the 

majority of them being located in North America. The table below 
reflects the worldwide distribution. 
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Location Number of Resorts % Share 
North America 1,682 31 

Europe 1,357 25 
Latin America 868 16 

Asia 760 14 
Africa 325 6 

Caribbean 271 5 
Pacific 162 3 

 
• The 5,425 resorts provide about 325,000 accommodation units 

worldwide. Time-share resorts in the United States of America tend to 
be the largest with the average time-share resort consisting of 80 units 
while on a global basis the average timeshare resort consists of 60 
units. 

 
• Worldwide the time-share industry recorded sales of $9.4 billion in 

2002. Typical time-share buyers are upper-middle income, middle-
aged, married couples who own their own home. Time-share products 
are priced and packaged to attract ordinary working people as well as 
the affluent. 

 
• Median household incomes of buyers range from about US$35,000 in 

some developing countries to more than US$90,000 for buyers in the 
Caribbean. 

 
• Italy attracts the largest proportion of unmarried buyers (37%), while 

timeshares in Latin America attracts the most households with children 
(58%). Market penetration remains low in most countries (fewer than 
3% of households in the United States of America own timeshare). 

 
 
 
Hotel companies have found that by employing the basics of timesharing they 
have been able to fill hotel rooms. This has been accomplished by utilising 
existing facilities and services as well as building new hotels / resorts. In 1984 
Marriott implemented this business strategy and has been very successful. 
Hilton has also been very successful in this regard while Disney Vacation 
Club is another hospitality company that has entered the timesharing 
business. 
 
The report indicates that the potential for future growth exists. This bodes well 
for the tourism industry of which timeshare forms part. By adopting the 
timeshare concept and adapting it to suit their needs various branded hotel 
groups have recognised the benefits of timeshare and the immense value it 
can add to their business. In view of the aforementioned, the timeshare 
industry could be viewed by financial institutions as a source of additional 
business not only by utilising existing products to fund a resort but developing 
new products to fund the resulting timeshare intervals.  
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2.4  TIMESHARE IN EUROPE 
 
The following has been extracted from “Hospitality Directions – Europe 
Edition” (Issue 12; September 2005) 
 

• Market Trends in Europe – Growth in timeshare in Europe has lagged 
behind that of the USA. With +/- 7 million timeshare owners in the 
world, Europe accounts for 20% compared to 50% for the USA. Of the 
+/- 1,4 million owners in Europe the largest market is in the United 
Kingdom / Ireland which had 440 000 owners in 2001. 

 
Between 1990 and 2001(last year for which details exist) timeshare owners in 
Europe grew by 10% a year on average. An analysis of the annual growth 
figures reflects a declining trend (30% in 1990 to a virtual standstill in 2000). 
The major reasons for this are: 
 

• Implementation of the European Union (EU) Timeshare Directive in 
1997 which banned the taking of deposits during the newly introduced 
cooling off period  

• Growth in real wealth in the region which saw a revived interest in the 
outright purchase of second homes  

• Adverse effects of dubious practices in the marketing and sales of 
timeshare which damaged the sector’s credibility and standing 

 
Timeshare Resort Development – The publication reports that +/- 25% of the 
world’s timeshare resorts are located in Europe. Exhibit A below reflects the 
location of these resorts 
 
Exhibit A 

 
Country Resorts % Units Av Resort Size 
Spain 512 35,3 29,244 57 
Italy 186 12,8 12,375 67 

France 142 9,8 9,850 69 
United Kingdom 129 8,9 4,010 31 

Portugal 124 8,5 7,654 62 
Austria 55 3,8 3,230 59 
Greece 45 3,1 2,225 49 
Turkey 38 2,6 3,381 89 

Germany 38 2,6 2,163 57 
Switzerland 37 2,5 1,465 40 

Finland 31 2,1 1,404 45 
Scandinavia 40 2,8 1,595 40 

Malta + Cyprus 35 2,4 2,319 66 
Other Europe 40 2,8 2,111 53 

Total 1452 100,0 83,026 57 
    Source: The European Timeshare Industry in 2001, Organisation for Timeshare in Europe  
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Major Destination - Many Eastern European countries have joined the EU with 
the Mediterranean remaining a popular holiday destination. The 
Mediterranean as a destination has seen a large influx of holidaymakers from 
these countries. Timeshare purchase trends, tend to mirror the patterns of 
mass market holiday-taking, but at this stage it is considered  too early to say 
whether the beginnings of growth in these markets is representative of the 
traits of a small group of wealthy purchasers or represents a broader general 
trend.  

 
Type of Resorts – The bulk of resorts in Europe are Beach resorts (60%) with 
the balance being evenly spread between Countryside / Lake and Ski / 
Mountain. Surveys conducted by Interval International (timeshare exchange 
company similar to RCI) and Marriot indicate that beach locations remain a 
firm favourite. 
 
Branding – The entry of branded hotel groups in the timeshare industry which 
is a feature in the United States of America has not taken place in Europe. In 
part this is attributed to sector’s lifecycle (regarded as lagging the USA by 5-
10 years) where the pioneering developers evolved out of real estate and not 
from the hospitality fraternity. The growth of branded timeshare properties will 
have an impact on the sector as hotel companies  
 

• make it easy to visit their sites without the use of high pressure sales 
techniques  

• that have high brand recognition are able to create trust and a sense of 
confidence amongst consumers / potential consumers 

• provide the consumer with the belief that their investment is secure 
(company has the know-how to look after the property, manage it and 
ensure that it is properly maintained and that it can be re-sold without 
incurring a capital loss 

• reducing marketing and sales costs 
  
Timeshare Regulation – The report identifies the legal and regulatory 
framework as key factors surrounding timeshare sales in Europe. Whilst many 
companies concur that regulation has improved consumer confidence others 
feel that the current legislation errs in favour of the consumer. 
 
The European Union’s Timeshare Directive was passed in 1994 for 
implementation in 1997 in response to various concerns. The directive 
encompassed four areas: 
 

• A statutory minimum cooling off period of 10 days after signature of the 
purchase contract by the parties 

• Banning the taking of deposits during the cooling off period 
• Contracts being in the language of the purchaser’s country of 

residence 
• A full property description together with the purchaser’s right to be 

provided to form a part of the contract. 
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Although the Directive was incorporated into national laws (a task completed 
in 1999) this has resulted in an uneven spread of measures in individual 
countries with cooling off periods ranging between 10 and 15 days as well as 
a lack of consistency with regard to the taking of deposits. 

 
The effect of the directive has been twofold. It has aided growth by eradicating 
dubious practices of former years which has helped to improve the image of 
timeshare. On the other hand it has hampered growth because of its 
unbalanced regulations and lack of consistency throughout Europe. 
 

• Sales and Marketing – Since the outset, sales and marketing practices 
has been the Achilles heel of the timeshare industry. The Timeshare 
Directive is the result of unscrupulous developers employing dubious 
methods. Although mainstream companies have worked hard to 
reverse the poor image of the industry the legacy continues to linger. 
The activities of “travel clubs” who are not subject to the Timeshare 
Directive sell travel packs (which are not supported by inventory) and 
their marketing and sales practices are not controlled. These travel 
clubs who are regarded as “timeshare” by consumers and the media, 
do not help the image of the timeshare industry. 

 
Sales and marketing costs range between 30% and 50% of costs and 
companies are employing more targeted and sophisticated sales and 
marketing methods to bring costs down. Developing links with credit 
card companies, car dealerships and other high profile businesses has 
changed the perception of the consumer towards the industry. 

 
European timeshare developers are copying their American 
counterparts by offering mini-vacations to trial products as well as 
holiday letting to introduce prospective customers without the high 
pressure sales hype. Exposure of the resort via the internet also 
assists with the sales drive.  
 

• Changing Industry Shape – In the early days of the timeshare industry, 
developments were the consequence of distressed hotel stock being 
acquired and converted. Consumers tastes have moved on in that: 

 
o The market has become more affluent 
o Low cost airlines have brought in a new dimension 
o The market demands higher quality 

 
The shape of the industry is changing due to branded operators entering the 
market, new models being introduced and an increased focus being placed on 
mixed-use developments. 

 
Fractional sales as well as private residence clubs are attracting the largest 
interest and this is where growth is taking place. On a world wide basis, 
Marriott Vacation Club International (“MVCI”) has predicted that the ratio of 
timeshare / fractional sales will move from 84:16 in 2004 to 74:26 in 2008. 
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These new models (fractional ownership / private residence clubs) fall into a 
niche market and represent a minority of sales. 

 
Timeshare has become a lifestyle product providing a whole range of travel 
purchases for which flexibility is of paramount importance. 

 
The challenge to the timeshare industry for 2005 and beyond is to 
 

• Provide variety to cater for changing holiday patterns 
• Produce / develop a product that increases profitability 
• Ensure that the timeshare purchasers use their investment as an 

exchange tool for a lifestyle product 
 

 
Financial and Economic Aspects – As noted in other publications this report 
highlights the problem that traditional timeshare companies, as opposed to 
hotel companies with timeshare interests, find it difficult to obtain development 
finance. Financiers are hesitant to finance timeshare developments due to the 
following reasons 
 

• Poor image of sector 
• Accounting procedures not being transparent 
• Sales and marketing costs being high 
• Lacking an in depth knowledge of the industry 

 
The report also indicates that a higher rate of return is generated by timeshare 
developments compared to standard hotel developments. Because timeshare 
developments generate substantial revenues during the sale of time intervals 
the payback period is more attractive compared to hotels that rent out rooms 
on a daily / weekly basis and whose payback period is longer. 

 
Timeshare can also add benefits to hotels in the following way 
 

• Food and beverage sales in the hotel can be boosted because of the 
demand from timeshare owners. The provision of this service is already 
on site and the marginal cost to meet the increased demand would be 
low. 

• On site installation of more extensive leisure, sports or health facilities 
demanded by timeshare owners that cannot be justified for a hotel. 

 
The above demonstrates that scale economies can be can be generated by 
catering for additional demand at low marginal costs. Over time the 
established hotel model is changing in favour of mixed use developments.   
 

• Future Prospects – The shape of the industry is evolving with 
segmentation playing a major role. The industry (analysts as well as 
practitioners) believe that the old style of timeshare has reached its 
“sell by date” and that the demand for the following is strong 
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o Products that are branded and of a high quality 
o Fractional ownership 

 
The downside of the above is that volume growth will be difficult because as 
the product moves upward, the target market becomes smaller. 

 
The move by branded hotel groups to adapt their operating model by looking 
at timeshare as a way of increasing revenue and by generating economies of 
scale is positive. 

 
It is expected that industry consolidation will take place with a few key players 
dominating the market.  

 
The essence of the timeshare industry is flexibility of use but from a market 
demand perspective, consumers want to be able to extend the points or 
credits gained (from interval ownership) to other travel products and services.  

      
The report concludes that timeshare in Europe did not turn out to be the 
blockbuster that had been forecasted some 10-15 years ago but with the 
changes that have taken place (improved regulation, better operators and a 
wiser public) it has a role to play in leisure development. 
 
Although the timeshare concept originated in Europe, the product has found 
success in the United States of America and developers in South Africa need 
to take this into account and ensure that market research is undertaken to 
justify the substantial investment that would be made if the decision is taken 
to enter the timeshare market. 
 

 

 

 

2.5 TIMESHARING IN SOUTHERN AFRICA 
 
The Ragatz Resort Timeshare in Southern Africa (published in March 
2004) has produced the following key findings: 

 

2.5.1 INDUSTRY SIZE 

 
At the time of the report there were 191 resorts in Southern Africa with the 
majority located in South Africa. The following breakdown reveals their 
location: 
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Country Number 
South Africa 180 
Zimbabwe 6 
Reunion 2 
Mauritius 1 
Namibia 1 

Swaziland 1 
 

These resorts include 8,128 timeshare units with about 250,000 households 
holding the rights to some 363,000 weeks or the equivalent in points. 
 
During 2002, an estimated 32,000 weeks or the equivalent in points were sold 
for R566 million. In 2003 this increased to an estimated R705 million 
representing about 38,000 weeks or the equivalent in points. 
 

2.5.2 TIMESHARE PURCHASES 

 
The bulk of sales are made by developers with resales accounting for a little 
more than a quarter of all sales. A small portion is taken up by gifts and 
inheritances. The table below reflects the source of sales: 

 
Source % 

Developers 61 
Resales 26 

Gifts, inheritances or other 13 
 

The average price paid per week of annual use amounts to R17,600. This 
represents one of the lowest averages for new timeshares sales anywhere in 
the world, equivalent to +/- US DOLLARS 2,700 or EUROS 2,200. Relative to 
median buyer incomes, timeshare in Southern Africa is much more affordable 
than those in the United States or Europe. 

 
Timeshare resales average R13,800 per week which is lower than the 
average price for timeshares sold by developers. Notwithstanding the 
aforementioned, the difference between new and resale prices is less than in 
almost any other region of the world. 

 
Compared to the industry, in Southern Africa, larger unit sizes (2 & 3 
bedrooms) are most common with three bedroom units representing a higher 
proportion of newly sold inventory than in any other major world timeshare 
region. 

 
The bulk of sales by developers are “Right of Use”. (For a definition of this 
term please see discussion on page 11). 
 
The reasons for buying are varied and the table below gives an idea which 
resort characteristics influence a buyer’s decision: 
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Resort area characteristics % 
Attractions & entertainment 42 

Ocean beaches 39 
Mountains 34 

Golf 26 
Gambling 19 

 
The most important purchase motivators are the certainty of quality 
accommodation and the credibility of the timeshare company with the most 
cited purchase hesitation being the possibility of future maintenance fee 
increases. 
 

 
The table below reflects that (in the main) the place of purchase from 
developers takes place at the resort: 
 

Location % 
Resort 45 
Home 27 

 
The marketing of timeshare takes many forms but the marketing channels that 
generate sales are: 

 
Channel % 

Word of mouth 26 
Print advertisements in magazines 

and newspapers 
 

17 
 

 
2.5.3 CONSUMER BENEFITS 

 
The report indicates that the level of satisfaction with timeshare purchases is 
high but room remains for improvement as 17% of purchasers are not 
satisfied. The table below reflects the various levels of satisfaction: 
 

 
Satisfaction % 

Satisfied 83 
Very satisfied 57 

 
 
It was also reported that timeshare owners experienced an improvement in 
their holidays. The table below indicates the degree in improvement: 

 
 

Degree in improvement % 
Look forward to holidays 74 

Spend more time on holidays 64 
Increase in health & happiness 62 
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2.5.4 COMMUNITY BENEFITS 
 

The report indicates that timeshare resorts attract the type of owners that 
most resort areas seek as visitors. The median annual income of these 
visitors is R227, 000. 
 
 
The table below provides interesting insights: 

 
 

Characteristic Finding 
Mature (median age 56 years) 

Stable (married / homeowners) 79 % / 93 % 
Retired 32 % 

Non-retired Either self employed entrepreneurs or 
upper / middle management or 

professional / technical 
 
 

Timeshare ownership dramatically increases visitation to the area where the 
resort is located. The report reflects a 74% increase in number of nights spent 
in that resort area per five years, as compared with prior to ownership. This 
substantially benefits the resort area by increasing total visitation and 
stabilizing repeat visitation. 

 
Timeshare owners report using 95% of the time available in their timeshares, 
either personally or for use by others. High occupancy rates result in strong 
year-round utilisation, reducing seasonal fluctuations in resort area 
employment. 
 
Timeshare travel parties spend an average of R3,640 in the local community 
during their holiday, or R449 per day. Total expenditures by all timeshare 
guests while on Southern African vacations total about R1,22 billion per year 
thereby generating jobs and supporting businesses throughout the region. 
 
The average timeshare owner pays R1,480 in maintenance fees each year, 
per week of annual use that they own. Much of the revenue goes to local 
resort communities, paying the salaries and wages of resort staff and for 
purchasing supplies both locally and abroad. Total maintenance fee 
expenditures by all Southern African timeshare owners total about           
R537 million annually thereby creating jobs, supporting local businesses and 
paying taxes. 
 
As indicated by the report, the selling price of timeshare intervals is one of the 
lowest worldwide. Prospective timeshare owners are motivated by the 
certainty of quality accommodation as well as the credibility of the timeshare 
company. The majority of timeshare owners are satisfied with their purchase 
and have experienced an improvement in their holidays. The benefits to the 
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community are substantial with total visitation increasing as well as repeat 
visitation stabilizing. The result of the aforementioned has an impact on the 
economy for these areas as the increase in spending has a direct influence on 
the well being of the local community. All of these are positive factors that a 
new entrant into the timeshare industry could capitalise on. 
  

 

 

2.6 SOUTH AFRICAN LEGISLATION AFFECTING 
TIMESHARING 

The timeshare industry in South Africa is controlled by The Property Time-
Sharing Control Act 75 of 1983 (“The Act”). The scope of the Act is as follows:  

The Act was introduced to regulate the sale of time-sharing interests based on 
different time-sharing schemes which are described in more detail below. Not 
all aspects of time-sharing are regulated by the Act nor does it limit the 
operation of time-sharing schemes to the owners of properties. The following 
main issues are covered:- 

- restrictions on the development of a time sharing scheme; 

 
- the contents of advertisements regarding the sale of time-sharing     
  interests; 

 
- disclosures by a developer; 

 
- contracts of sale of timesharing interests; 
 

 
- restrictions on the receipt of consideration following the sale of a 
  timeshare; 

 
         - the management of a timesharing scheme. 

  
The Act is applicable to all alienations of time-sharing interests under a 
property timesharing scheme. In terms of section 1 of the Act a ‘property time-
sharing scheme’ means: 

 
(a) any scheme, arrangement or undertaking in terms of which time-
sharing interests are offered for alienation or are alienated and the 
utilization of such interests is regulated and controlled, whether such 
scheme, arrangement or undertaking is operated pursuant to a share 
block scheme; any scheme under which time-sharing interests 
connected with rights to membership of or participation in any club are 
granted; any time-sharing development scheme based on the 
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alienation of undivided shares in a unit as defined in section 1 of the 
Sectional Titles Act 95 of 1986, or otherwise; or 

 
(b)any scheme, arrangement or undertaking declared a property 
timsharing scheme by the Minister by notice in the Gazette for the 
purpose of this Act, in terms of which interests in the use or occupation 
of immovable property, or any portion or part thereof, defined in the 
notice, are sold or leased. 

 
The term alienate, in terms of the Act, means – sell or let for utilisation 
over a prescribed period of at least three years. The Act only applies to 
time-sharing interests in immovable property and not to time-sharing 
interests in movable property, such as an aircraft. In terms of the Act 
the concept of immovable property includes the land and any building 
or improvements thereon, whether of a permanent nature or not, 
erected or to be erected.  

 
 

The legal basis of a timesharing scheme is now discussed. The way 
that a timeshare scheme can be operated will either be based on 
ownership or a right of use: 

 
� Based on ownership – in such schemes the purchaser of a 

timesharing interest becomes a joint owner of the property 
by acquiring an undivided share in it. It follows that all 
purchasers become co-owners of the property and in terms 
of an exclusive use agreement among the parties, each 
being entitled to the exclusive use of the property during 
their time period. (Time-sharing is also possible in respect of 
a building that has been sectionalized under the Sectional 
Title Act 95 of 1986). 

 
� Based on a right of use – such schemes will be based on 

one of the following: 
 

o by purchasing a share in a share block company under the 
Share Blocks Control Act 59 of 1980, thereby acquiring the 
right to occupy for a particular period of time. Shareholders 
then enter into a use agreement which regulates occupation 
and use of the building. 

 
o by joining a club where the trustees hold units on behalf of 

the club. Membership of the club allows the member the right 
to occupy a particular unit. 

 
o by leasing a unit from a lessor whereby the lessee acquires a 

right to occupy the unit for a particular period as determined 
by the lease. It follows that the lessee is only entitled to 
intermittent use of the property for the period of the lease. 
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From the above, it can be seen that depending on the method of operating a 
timesharing scheme, due notice needs to be taken of the following legislation: 
 

 
- Property Time-sharing Control Act 75 of 1983, 
 
- Sectional Titles Act 95 of 1986, and 
   
- Share Blocks Control Act 59 of 1980 

 
 
The Code of Conduct for the time-sharing industry: 

 
 

The Business Practices Committee (acting in terms of the Harmful Business 
Practices Act 71 of 1988) in conjunction with TISA have prepared a code of 
conduct for the time-sharing industry. It is the intention of the code to govern 
business practices within the timesharing industry by protecting both the 
interests of the industry and consumers and to promote an equitable balance 
between these interests. The code is administered by TISA, reporting to the 
Business Practices Committee. 

 
Although the code of conduct does not have the force of law it does seek to 
provide the orderly self regulation of the time-sharing industry.  

 
Notwithstanding the code, the rights or remedies that parties may have 
because of any agreement, the common law or any legislation, remain intact.  
 
A legal framework (in the form of the Property Time-sharing Control Act 75 of 
1983 together with the Code of Conduct) is in place to govern the timeshare 
industry as well as to protect the interests of consumers and developers. A 
cooling off period of five days, which is less than that enjoyed by consumers 
in Europe, is in place. All participants in the timeshare industry need to comply 
with the applicable legislation. Developers need to be cognisant of the fact 
that the timeshare end product encompasses different types / forms of 
ownership and the choice they make in selecting the form of ownership can 
have a long term impact on their business.  
 
 

 
 
 
2.7 CUSTOMER VALUE IN THE TIMESHARE INDUSTRY 

 
In their paper “Understanding Customer-Derived Value in the Timeshare 
Industry” published in the Cornell Hotel & Restaurant Administration Quarterly 
in February 2007, Sparks, Butcher and Pan found that prior research into 
timeshare had addressed economic effects, customer-satisfaction surveys, 
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purchase motivations as well as demographic profiles but had remained silent 
on identifying the value that timeshare owners derived. Sparks et al (2007) 
are of the view that the purchase of timeshare is multi dimensional as it 
consists of both experiential and ownership aspects (i.e. over and above the 
holiday experience purchasers of timeshare also buy into some type of 
ownership which represents an investment of a long term nature). Other than 
descriptive studies such as Crotts and Ragatz (2002) and Lawton, Weaver, 
and Faulkner (1998), Sparks et al (2007) believe that no other research has 
investigated the experiential product as described above, where the customer 
pays an amount of money to own the right to a vacation interval.  
 
Timeshare has an additional ownership aspect to it in the form of annual 
levies for the maintenance of the resort. 
 
Sparks et al (2007) employed a qualitative-group interviewing process based 
on focus groups. A major reason for choosing focus groups enabled them to 
canvas a range of opinions at one time. The outcome of the research enabled 
them to determine what provides value to timeshare owners. 
 
Sparks et al (2007) were able to determine twelve dimensions of customer 
value as shown in Exhibit 1, reflected hereunder; 

 
                                                                                  Source: Sparks B, Butcher K & Pan G; 2007 Cornell University 

        
 
 



 26

Five Dimensions of Vacation Value 
 
The non-specific holiday themes as reflected in Exhibit 1 are the five 
dimensions that all respondents found in all forms of resort accommodation. 
Although the dimensions translate into derived value for the owners of 
timeshare all holiday makers of a resort experience are likely to derive value 
from the five dimensions.  
 
Sparks et al (2007) point out that although the dimensions might be relatively 
generic, the data collected provides insight as to how resort managers can 
optimize the value obtained by consumers by providing the following example  
 
“while all holiday makers might seek relaxation, the fact of timeshare 
ownership forces many consumers to commit to taking a holiday with 
its implicit relaxation” (Sparks, Butcher and Pan: 2007, p. 33). 

 
 

The exhibit below reflects the five dimensions and their meanings. 
 
Exhibit 2   Non-specific Value Dimensions for Holidays 
  
Dimension                Meaning                  
 
Convenience Value            Value derived through the convenient    
           location and access of a timeshare 
  property.    
 
Location Value The value gained from the resort's    
  position and access to destination  
  attractions. 
 
Relaxation Value  Being able to relax and unwind. Value 
   was derived from their ownership 
   because by having the product they 
   were "forced" to take a holiday and this 
   seemed to be a positive outcome for many. 
 
Social Value  The opportunity to holiday and spend 
   quality time with family and friends, 
   as well as the opportunity to meet and   
   socialize with other timeshare members.  
 
Fun and enjoyment Value  Value derived from the enjoyment of the 
   timeshare experience,  such as the "fun" 
   or "play" from activities (such as children’s 
   activities, member social events, etc.), 
   facilities or services. 
 

 

                                                               Source: Adapted from Sparks B, Butcher K & Pan G; 2007 Cornell University 
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Seven Dimensions of Timeshare Value 
 

These seven dimensions that relate directly to timeshare resorts may also 
surface in standard holiday resorts. Sparks et al (2007) however found that 
timeshare owners undertook a comparative evaluation to highlight aspects 
where timeshare did better or where owners felt that they could derive value 
which was not otherwise available. 

 
These dimensions have been classified by Sparks et al (2007) as 
supplementary service dimensions as they enhance the resort product to 
create additional derived value. A key finding of their research is that 
ownership pride has two facets. On the one hand respondents reported a 
sense of pride from the ownership, making them feel special for achieving 
ownership of a holiday destination, while on the other hand they felt their self 
esteem was threatened by the negative attitude that was held by the general 
public towards timeshare.  
 
 
The exhibit below reflects seven dimensions and their meanings. 
 
 
Exhibit 3     Specific Value Dimensions for Timeshare 
  
Dimension   Meaning  
 
Ownership pride   A feeling of ownership pride from being able 
    to treat the "unit" as their own holiday 
    house/apartment. 
 
Financial                    Timeshare ownership tends to accrue      

financial benefits and costs across its lifetime. 
A feeling of deriving financial value from their 
timeshare purchase, such as the recognition 
of long-term financial savings, and monetary 
comparisons with other resorts (both 
timeshare and non timeshare) and holiday 
styles (cruises and overseas trips). 

 
Flexibility                    The value derived from the opportunity to use 
    timeshare for varying reasons, such as for 
    various needs (visiting relatives, graduations),  
    accommodation styles (purpose-built, no  
    timeshare, locations), overseas travel, and  
    different holiday styles (cruises, flights, short 
    breaks) is best conceptualized in flexibility 
    terms. 
 
Gift    Value derived from the opportunity and ability 
    of being able to give a holiday or part of a 
    holiday as a gift. 
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Reward    The derived value from being able to use 
     timeshare purchases as a reward for others 
     or themselves was evident. 
 
Luxury                          "Owning" something a little luxurious and 
     deriving a sense of feeling that they could 
     experience a level of pampering that they 
     could not normally afford. The opportunity 
     to stay in high quality properties and use high 
     quality services and facilities. 
 
New experience        Value from being able to experience things 
    that they would not normally be able to 
    experience.       
 

          Source: Adapted from Sparks B, Butcher K & Pan G; 2007 Cornell University                          

 
 
Relationships between Dimensions 
 

Sparks et al (2007) conducted further investigations into the relationships 
between derived value dimensions by utilising the approaches proposed by 
Mattsson (1992) and by Woodruff (1997) who independently suggested that 
value dimensions can be characterized at different levels (Sparks, Butcher 
and Pan: 2007). 
 
By first treating the initial split between non-specific and specific value 
dimensions as a function of the degree of customization available to the resort 
guest, Sparks et al (2007) found that it became clear that timeshare resorts 
possessed greater opportunities to offer a more customized product. 
 
Sparks et al (2007) concur with Mattsson (1992) and Woodruff (1997) who are 
of the opinion that value dimensions for the resort guest can be differentiated 
from each other based on core characteristics and on supplementary 
characteristics.  
 
The distinction between these value dimensions has led Sparks et al (2007) to 
illustrate them in diagrammatic form as reflected below, in Exhibit 4. 
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                                Source: Sparks B, Butcher K & Pan G; 2007 Cornell University 

 
In the above model, the function of the supplementary services is to enhance 
or make the product offering different. This leads to the notion that while 
generic values are essential for all holiday resorts, supplementary values 
enhance a specific situation. 

 
 

Detractors 
 

While the major focus of the research was to explore factors that would 
increase the value that consumers received from owning timeshare, Sparks et 
al (2007) were also able to identify detractors to value. These detractors relate 
to factors that do not allow the consumer to obtain full value from owning the 
product. 

 
 

Exhibit 5  Detractors of Value 
  

 

Dimension    Meaning                     
  
Facilities Value was diminished due to the quality of the 
 facilities received at some resorts mainly 
 through exchanges. 
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Availability of timeshare  Value was diminished due to where resorts 
    were not available close to the purchaser's 
    home. 
 
Reservation issues  Value was diminished when there issues  
    was a lack of opportunity to make specific 
    requests when reserving a timeshare week. 
 
Financial   This dimension was multifaceted. Value was 
    diminished from two key sources:  

                                              (1) when the timeshare product was  
  perceived to have little or no resale value; 
  and 

                                              (2) the cost of maintaining the timeshare 
      product. 
 
Life cycle    Value was diminished when personal stage 
    life cycle stages prevented optimal use. 
 
Timeshare   Value was diminished primarily through 
image    how the industry was perceived, especially 
    with unethical practices. 
 
 

                                       Source: Adapted from Sparks B, Butcher K & Pan G; 2007 Cornell University 

 

 

  

 
The Knowledge Factor 
 
Where consumers were knowledgeable on how to use their timeshare 
investment, Sparks et al (2007) found that this helped them obtain value from 
their ownership.  
 
 
Findings 
 
Sparks et al (2007) believe that their research provides executives of the 
timeshare as well as the hospitality industries with new perspectives for them 
to review their positioning premised upon how consumers derive value not 
only from owning timeshare but also from their stay at a timeshare resort.  
The findings of Sparks et al (2007) can be summarised as follows:- 
 

They confirm that derived value has distinct attributes and concur with 
Holbrook (1999) & Woodall (2003) that to determine value a comparative 
assessment against alternative products is required. (Sparks et al (2007)). 
 
Customer value must be assessed in its appropriate context and the 
findings point out that industry executives have the chance to point out 
differences in their product offering. 
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Value dimensions can be reflected as having different levels. 
 

      Identifying certain aspects of timeshare ownership that detracts from     
value. 

   
 
 

Management Implications 
 
 
The study has a further aspect to it in that it suggests a few value dimensions 
that the timeshare industry should pay attention to, to satisfy timeshare 
owners and attract prospective owners. In this regard they highlight the 
following:- 
 

• Cutting marketing costs and reducing the perception of high pressure 
sales tactics can address the dimension of value connected to 
timeshare by utilising an informed marketing approach. 

• The giving of gifts (reward dimension) is an opportunity to allow 
existing timeshare owners to encourage friends and family to 
experience timeshare without enduring pressurised selling. 

• The challenge facing the timeshare industry is how to enlist the aid of 
current timeshare owners to counteract the negative attitude towards 
timeshare to assist in timeshare sales? 

• Sales personnel to be realistic regarding common areas as well as 
maintenance assessments. 

• Informative educational sessions to be held for existing timeshare 
owners to enable them to gain optimum use from their timeshare. 

 
Timeshare operators who want to create a competitive advantage that is 
sustainable need to focus on the themes that are most likely to produce the 
most competitive advantage for the industry compared to other holiday 
products. By delivering on the values that consumers believe to be important 
and by highlighting the aspects of value that are difficult for transient 
hospitality businesses to copy will result in a sustainable competitive 
advantage. By promoting themes such as esteem, pride and rewards, 
timeshare operators will be rewarded with positioning opportunities. It is 
incumbent on the industry to highlight these factors to distinguish timeshare 
from regular resorts. 
 
 
Conclusion 

 
The ownership of timeshare represents a distinct product form which the 
consumer has a strong association with. Value builds up over a period of time 
and in conjunction with a greater awareness of how to extract value from the 
product. Education regarding the product is essential. Understanding how 
owners derive value from timeshare can be put to good effect by the industry 
to attract new owners and to improve satisfaction levels as well as loyalty 
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among current owners. By creating such value, the competitive position of the 
industry should be improved. The industry must not lose sight that value 
resides in the experiences of consumers. 
 
Branded hotel groups who saw the advantages of timeshare and adapted the 
concept to suit their needs have benefited from this industry. Leading financial 
institutions who value repeat business from loyal customers could follow the 
lead of hotel groups and adapt the timeshare concept to suit their lending 
products. By cutting marketing costs which will reduce the selling price of the 
timeshare interval and educating customers to the value of owning timeshare 
these institutions could create a competitive advantage for themselves.  
 
 
 
 
 

2.8 IMPORTANT ISSUES FOR THE TIMESHARE INDUSTRY 
 

In February 2000, Robert H. Woods, conducted a study to examine potential 
challenges facing the timeshare business. His study was confined to the 
United States of America. He developed a survey that contained 26 potential 
challenges to the timeshare industry and participants were asked to gauge the 
importance of each challenge on a Likert-type scale of 1 (very important to the 
future of the industry) to 5 (not very important). Before mailing the survey, it 
was sent to the board of trustees of ARDA (the American Resort Development 
Association which regulates the timeshare industry in the USA) for their 
comment and input. The survey was mailed to 425 timeshare executives and 
127 were returned. The findings were published in February 2001 in the 
Cornell Hotel and Restaurant Administration Quarterly under the title 
“Important Issues for a Growing Timeshare Industry”. 

 
The responses to the survey in the order in which they were ranked (mean 
scores) by the participants are reflected hereunder: 
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Challenge Mean 
(1) Industry reputation with consumers 1.82 
(2) Company reputation with consumers 1.85 
(3) Employee training programs 2.01 
(4) Human resources management  2.10 
(5) Owner relations 2.17 
(6) Shortage of employees 2.30 
(7) Stronger guidelines on ethics 2.33 
(8) Management development 2.52 
(9) Obtaining leads 2.65 
(10) Overall cost of sales 2.69 
(11) Cost of marketing 2.74 
(12) Complex state regulations 2.75 
(13) Resales 2.79 
(14) Marketing practices in industry 2.83 
(15) New financing methods 2.98 
(16) Capitalization costs 3.08 
(17) Uniform accounting standards 3.09 
(18) Loss of tax incentives 3.16 
(19) Product flexibility 3.28 
(20) Litigation expenses 3.34 
(21) Internet marketing 3.40 
(22) Wall Street 3.44 
(23) Receivables financing 3.45 
(24) Industry consolidation 3.59 
(25) Independents vs brands 4.20 
(26) International sales 4.49 
(27) Other 4.79 

Source: Woods R.H 2001 Cornell Hotel and Restaurant Quarterly 
 
 
Discussion of the Challenges 

 
Not all the challenges are addressed as they do not fall within the scope of 
this research report and only those deemed pertinent have been commented 
on. 
 

• Industry reputation (1) – The entry into the industry by large reputable 
hotel companies (eg Marriott & Hilton) as well as other household 
names such as Disney together with ARDA addressing many of the 
problems faced by it, the reputation of the industry has been improved 
but the problem of a negative reputation lingers in part due to isolated 
instances of pressurised selling, which is seized upon and blown out of 
proportion by the media.  

• Company reputation (2) – the study by Woods found that there are a 
few companies (big & small) that engage in unscrupulous practices 
which can tarnish the reputation of solid operators. The result of this is 
that even the best operators are viewed with unjustified suspicion by 
potential clients. 
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• Ethics (7) – This is closely tied up with the first and second challenges 
and relates to the topic of an industry policing itself. Any problem with a 
single company is seen by the public as symptomatic with the industry. 
Despite ARDA and its members adopting a strict ethical code not all 
timeshare operators abide by the code or belong to the association. 

• Leads (9) – Finding buyers is not easy and in the USA if the selling 
company is not registered in a particular state it cannot sell timeshare 
to individuals of that state. To register in every state is costly and as 
such the pool of potential buyers is restricted to the state in which the 
timeshare company is registered. For this reason most timeshare 
companies have extensive programmes to reward existing owners who 
provide leads and possible purchasers. 

• Cost of sales (10) – The cost of marketing as well as capitalization 
costs are components of the “Cost of Sales” and are dealt with under 
items 11 and 16 below. 

• Cost of marketing (11) – as indicated in 9 above there is a limitation on 
mass marketing which drives up this cost. In the USA the cost of 
marketing a timeshare week averages between 40 to 55 percent of the 
total cost of the development. Reducing this cost will remain a very 
important issue for the industry throughout the next decade. 

• Resales (13) – The initial sale of a timeshare interval covers the cost of 
marketing (which is substantial) and an owner wishing to sell will find it 
difficult to recover these costs in a second and subsequent resales. 
Very few companies have internal resale departments (such as 
Marriott) and leave the sale thereof to estate agents or the owner 
themselves.  

• Marketing practices (14) – this varies from operator to operator but the 
use of high pressure tactics contributes to the negative perception of 
the industry that lingers in the mind of consumers. 

• New financing (15) – The financing of a project that can take anything 
between seven and ten years to sell out will always require innovative 
forms of finance. Added to this purchasers also require funding to 
acquire the timeshare interval which in many instances the timeshare 
developer provides in-house funding.  

• Capitalization costs (16) – the cost of developing timeshare resorts 
continually rise, the planning period can run into years and many 
projects are abandoned due to the lack of funds. 

• Product flexibility (19) – Timeshare owners do not wish to holiday in the 
same resort year after year and the inflexibility problem has been 
resolved to some extent by RCI and Interval International who for a fee, 
conduct exchanges locally and internationally. The challenge still facing 
the industry include product design and product use arrangements. 

• Internet marketing (21) – E commerce has taken off with the hospitality 
and travel industries taking full advantage of this new medium of 
information, developing sales / marketing tools to attract buyers of their 
services. In the USA timeshare companies are precluded from this 
powerful tool unless the timeshare company is registered in the state of 
the prospective purchaser. 
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• Wall Street (22) – the study competed by Woods reflects that 
hospitality operators continue to be puzzled by Wall Street’s lack of 
enthusiasm to wholeheartedly embrace the hospitality industry, let 
alone timesharing. 

• Receivables (23) – Although banks and financial institutions finance 
timeshares most owners finance the sale with the selling company. A 
deposit of 10 to 20 percent of the purchase price is paid with the 
balance funded over a period of six or seven years. Only 25% of 
timeshare sales are paid for in cash. Of the total timeshares sold in the 
USA, the default rate ranges between 2 and 5 percent. Depending on 
the state in which the timeshare company is registered, in, purchasers 
are given three to ten days to rescind from their purchase. In terms of a 
PricewaterhouseCoopers study conducted in 1999 the rescission rate 
in 1997 was 17.6 percent. A separate receivables industry has evolved 
around the timeshare industry with companies purchasing loans 
(receivables) from timeshare companies who then collect the loans and 
service them. 

• Industry consolidation (24) – Woods believes that within the next 
decade the timeshare industry is likely to see a consolidation similar to 
the one experienced by the hotel industry in the 1990s. Timeshare 
companies will continue to consolidate to gain market share. 

• Independents vs brands (25) – Despite the entrance of large name 
brands into the timeshare business the ratio of independents to brand 
operators in 1998 was 70 percent to 30 percent as reported by Richard 
Ragatz in his paper “State of the Industry” which was published in the 
Timeshare and Ownership Review Vol.2, No.1 p.13. An article 
published in the aforementioned publication by Edwin McMullen and 
Simon Crawford-Welch entitled “Looking into the Crystal Ball: Vacation 
Ownership 2000” reported that as of 1999 only about 5 percent of 
annual USA timeshare sales were accounted  for by name brand 
companies. 

 
 
Major Concerns 

 
 

Woods then further summarized the industry’s prospects by subjecting the list 
of concerns to factor analysis by using a varimax rotation (defined by the 
Oxford Dictionary of English as a “method of factor analysis in which 
uncorrelated factors are sought by a rotation that maximizes the variance of 
the factor loadings”), to group the challenges that made up the survey into 
eight reasonably distinct components thereby eliminating the need to consult 
a lengthy list of concerns. 

 
 

The varimax rotation results are reflected below and are reported in 
eigenvalues. An eigenvalue, greater than one indicates a distinct grouping of 
factors. 
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Factor 

No 
Name & Component variables Eigenvalue 

1 Marketing issues (marketing costs, cost of sales, 
leads) 

5.981 

2 Image (ethics, owner relations, reputation of 
companies, marketing practices, accounting) 

3.561 

3 Regulatory issues (state regulations, resales, 
internet) 

3.226 

4 Strategic issues (Wall Street, consolidation, product 
flexibility, international sales) 

2.664 

5 Financial issues (capitalization, tax incentives 
receivables, new financing) 

2.076 

6 Employee training (employee training, independents 
vs brands) 

1.887 

7 Human resources (management development, 
human resources issues, employee shortage) 

1.334 

8 Legal issues (litigation, industry reputation with 
consumers 

1.147 

Source: Woods R.H 2001 Cornell Hotel and Restaurant Quarterly 
 

Although the industry has made significant progress, the two areas that are of 
the greatest concern are marketing and the image of timeshare companies. 

 
The author feels that the study will not only be of interest to timeshare industry 
operators but also shows the need for more research to be done on 
timeshare. 

 
The study shows an industry in transition and while the issues raised may be 
of relevance now, the view of industry leaders may change over time as 
conditions within the industry change. 

 
In closing, Woods notes that many timeshare operators are keen to improve 
the industry and thereby polish its image. 
 
The industry has suffered from a tarnished image and this could present an 
opportunity for a financial institution whose ethics and value system are above 
reproach to enter the industry thereby restoring credibility and faith therein. As 
indicted elsewhere in this report by entering the industry and having control 
over the entire value chain, financial institutions can exercise influence on 
marketing costs to make timeshare more affordable. 
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2.9 TIMESHARE AS AN INVESTMENT 
 

2.9.1 Resort Timeshares as an Investment 
 

The paper “Resort Timeshares as an Investment” by Alan J. Ziobrowski and 
Brigitte J. Ziobrowski published in the Appraisal Journal in October 1997, 
examines a model for pricing timeshare resort properties. The one model is 
from the perspective of the pure consumer who expects to use the property 
for personal use while the other model is provided for an investor whose goal 
is wealth creation. The models take into account normal cash flows, debt 
financing and taxes.  

 
The Ziobrowski’s were surprised to find that notwithstanding the size of the 
timeshare market and the future prospects that it holds, very little research 
had been undertaken in this area. They found only “three papers that dealt 
with timesharing in a relatively rigorous way”;- 

 
 

(a) Thomas R. Kirby, “Appraisal of Timeshare Resort 
conversions,” The Appraisal Journal (July 1982); 417 - 
427 who wrote about the considerations involved in 
valuing a property that had been recently converted 
from condominium ownership to timeshare 

(b) Kumar Tharmalingam, “Timeshare – Is it Here to Stay”, 
The Appraisal Journal (October 1986); 571-581 who 
undertook a marketing study that concentrated on 
timeshare consumer characteristics, product 
preferences, purchasing patterns and satisfaction. 

(c) Wade R. Ragas, “Inflation, Changing Buyer 
Expectations and Timeshare Valuation,” The Appraisal 
Journal (April 1986); 246 -256 who deals with the 
valuation of timeshare by describing a general model 
for pricing a timeshare by utilising present values of 
after tax cash flows. 

 
 
The Ziobrowski’s question the model developed by Ragas as it is based on 
the assumption that a hotel room can be substituted for a timeshare with 
adjustments being made for the money saved by self catering instead of 
eating out. They believe that this assumption is flawed in that the model;- 

 
• Suggests that all timeshares in a particular area have the same value 

(as determined by hotel rates in the vicinity). 
• Assumes that consumers are indifferent about their place of stay (a 

hotel room with a bathroom versus an apartment consisting of several 
bedrooms / bathrooms, living rooms and a kitchen). 

 
The purpose of their study was to provide a model to price timeshare 
properties based on variables that are available / easily obtained and not 
making assumptions about less than perfect substitutes for important cash 
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flows. To verify their model they collected data from an area that had a 
relatively high density of timeshare resorts. By employing the net present 
value model, both new and resold timeshare units were scrutinised to 
establish if timeshares were efficiently priced. 
 
The Model 
 
The model developed by Ragas is reflected below 
 
NPV = PVH + PVF – PVA – E – PMV + PVS; where 
 
NPV = net present value of the sum of different variables 
PVH = present value of all future hotel savings 
PVF = present value of food savings due to kitchen facilities 
PVA = present value of maintenance fees 
E      = initial cash outlay to purchase the timeshare 
PMV = present value of all future mortgage payments 
PVS = present value of after tax sale proceeds 
 
The  Ziobrowski’s state that Ragas did not empirically test his model with 
actual data but in place thereof he ran a total of 756 simulations of various 
combinations of timeshare sales prices, hotel costs, inflation and timeshare 
maintenance costs. They were not surprised with the outcomes that: 

 
• NPV increased due to higher hotel prices and higher property 

resale value 
• NPV decreased as maintenance fees and interest rates 

increased. 
 
The  Ziobrowski’s made various amendments (which are described below) to 
the Ragas model:- 

 
• PVH is substituted with PVR (present value of unit rental savings) as 

they are of the opinion that it is not necessary to bring hotel rooms into 
the picture. They found that at most timeshare resorts, individual 
timeshare units sit alongside identical rental units. It is obvious that 
identical apartments in nearly identical locations provide an accurate 
estimate of “rental savings” associated with ownership. They made the 
assumption that timeshare rents are competitive with comparable 
nearby accommodation that had not been timeshared. 

• PVF = 0, no assumptions required to adjust for food savings as there is 
no difference to the kitchen in a rented or purchased unit. 

• PVM = 0, the  Ziobrowski’s contend that financial institutions will not 
lend money for the purchase of timeshare in the traditional real estate 
sense as timeshared properties provide no collateral. (The authors 
back this up with reference to two sources: 

 
o Toddi Gunter, “Bid $2,375, Asked $18 500,” Forbes (June 21, 

1993):184 – 185 who reported that timeshares can be obtained 
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for less than half of the asking price and in many cases for much 
less than that. 

o American Resort Development Association, which is a trade 
organisation representing the timeshare industry, who have 
reported that timeshare resales will only achieve 80% of the 
original price due to the lack of financing as well as new units 
steadily coming on to the market (as reported by Gunter on 
page 185 of the abovementioned article). 

 
Taking the above into account the new resort timeshare valuation is reflected 
below:- 

 
NPV = PVR – PVA – E + PVS 

 
The Ziobrowski’s determine PVR by using the current (weekly) rental rate for 
an identical unit and escalating this rate by the inflation rate to determine the 
savings in future. This figure (i.e. the future savings) is then discounted by 
utilising the required return on a very low risk investment. (The Ziobrowski’s  
hold this view as they have made an assumption that most timeshare 
purchasers view the acquisition of timeshare as an essentially risk-free way of 
reducing future holiday costs and not as a venture to make money). The same 
process (escalation / discounting) is adopted to calculate PVA, however the 
Ziobrowski’s  are of the view that PVS is impossible to measure and the 
estimation thereof very difficult. In their model they have assumed that the 
owner of the timeshare will resell the timeshare for the original price paid for it 
minus transaction costs (real estate broker fees). They acknowledge that this 
approach is generous. 

 
If the timeshare is purchased as an investment, the model essentially remains 
the same save for a few adjustments. The rental income, minus brokerage 
fees* paid to find renters replaces rental savings. The payment of 
maintenance fees is a cost incurred whether the timeshare is used by the 
purchaser or rented out. In the same way the purchase price and the selling 
price remain unchanged. The major differences in the model are as follows:- 
 

• The cash flows associated with taxes on operating income 
• An increase in the required rate of return 

 
*The authors report that brokerage fees are substantial, being as high as 35% in some instances. 

 
Data Collection 

 
The Ziobrowski’s were not able to obtain data from traditional sources to 
validate their model and as such they chose Hilton Head Island (a famous 
summer holiday destination in the United States of America that annually 
attracts nearly two million visitors) to develop a database, utilising actual 
selling prices, rentals and maintenance fees for 36 timeshare weeks 
comprising of 25 resale units and 11 new units. They assumed inflationary 
expectations to be 4% annually and an expected rate of return for a low risk 
investment to be 5%. 
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The same equation was used for investment purposes with changes being 
incorporated to cater for the brokerage charged on rentals. A 9% required rate 
of return was assumed as reasonable for a risky real estate investment and 
this was based on national returns in the United States of America over the 
past 20 years. The selling price (PVS) was also adjusted downwards, taking 
inflation into account by 15% as this mirrored reality.   

 
The Findings 

 
Vacation Purchaser - All the properties in the sample reflected positive cash 
flow and all of them barring two had positive NPV’s. Resale units 
outperformed new units (higher IRR’s) as a result of the immediate 
depreciation of new timeshares when they are first sold. The results indicate 
that for consumers intending vacationing in a single resort community for at 
least five to ten years and who would otherwise rent equal accommodation, 
timeshare as an economic alternative is not only viable but enhances wealth. 

 
Pure Investor – The results in this study differ with those of the vacation 
purchaser as only 31 properties reflected positive cash flows but no property 
posted a positive NPV. The reasons for the turnaround in results are fourfold:- 

 
• Vacation purchasers do not pay the renters tax (in this case 9,14%) 
• Investors incur brokerage fees which are substantial (as high as 35%) 
• Investors are liable for income tax on their operating income 
• Investors would call for a higher rate of return as they obtain no other 

benefit from the property.  
 

 
The result of the study showed that when purchased for private use the 
properties were found to be fairly priced but when purchased as an 
investment, obtaining a reasonable rate of return compared to the risk, was 
doubtful. This held true irrespective if the purchase was for cash or with 
borrowed funds.  

 
In summary the Ziobrowski’s coined a simple catch phrase:  

 
NEVER “INVEST” IN TIMESHARE - USE IT OR LOSE IT 

 
2.9.2 Is Timeshare Ownership an Investment Product? 
 
The paper “Is Timeshare an Investment Product?” by Martin Hovey which was 
published in the Journal of Financial Services Marketing in November 2002, 
examines if the purchase of timeshare which involves the outlay of money for 
economic benefit fits into the definition of an investment product. The paper 
also identifies the risks associated with timeshare as well as the methodology 
applied to timeshare valuation. 

 
Hovey also comments on the considerable growth that the timeshare market 
has seen and states that it is developing as a global industry. Despite its 
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growth and the potential for timeshare Hovey, like Ziobrowski and Ziobrowski, 
is surprised at the fact that little attention has been directed at the analysis of 
timesharing.  

 
Hovey also raises the issue that there has been little discussion about 
timeshare as an investment product. Within the context of timeshare 
ownership as an investment product he raises two important issues:- 
 

• Is timeshare a security? It appears that disclosing this information is 
withheld from the consumer. 

• Is the consumer protected? What information is presented to the 
consumer? 

 
Hovey acknowledges that the valuation of timeshare has been addressed by 
two prior studies:- 
 

• Ragas, W. R. Hovey contests the notion upon which the study by 
Ragas is founded, namely, that a substitute for a timeshare 
condominium is a hotel room. Properties featuring identical 
condominiums that are available either for holiday rental or timeshare 
ownership are not uncommon and as such data is available which 
dispenses the need for many of the assumptions / calculations put 
forward by Ragas. 

• Ziobrowski, A. J and Ziobrowski B. Hovey believes that the model 
developed by Ziobrowski and Ziobrowski is more plausible than the 
one developed by Ragas because it takes similar rental properties as 
substitutes but believes it has a major flaw as its authors contend that 
the investment is risk free. Hovey also questions the high resale values 
utilised by Ziobrowski and Ziobrowski as this is not the case. Hovey 
observes that the secondary market is not active. 

 
The Timeshare Industry 

 
Hovey also notes that the timeshare industry creates jobs, promotes jobs and 
helps economies to grow. Quoting from the article “A Glimpse at US 
Consumers’ Interest in Timesharing” that was written by Upchurch and 
appeared in the International Journal of Hospitality Management in 2000 the 
contribution by the timeshare industry to the USA economy in 1999 was 
significant: 

 
• Employment of 50 000 people 
• Indirect contributor to 220 000 jobs 
• Input of US$ 18 billion into the economy 

 
The same article reports that the timeshare industry has reflected a growth in 
the region of 1000% in the past 20 years. Despite the impressive growth 
during its development stage the perception of timeshare was negative due to 
aggressive marketing techniques as well as to claims regarding the value of 
the investment made by developers / marketing agents. This all contributed to 
many countries introducing codes of practice preventing timeshare from being 
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sold as an investment product. The outcome is that in most countries the 
timeshare industry is highly regulated. In regulated markets timeshare is sold 
as a consumer product and unlike an investment product no financial advice 
is given. 

 
Is Timeshare Ownership an Investment Product? 

 
The timeshare industry refers to timeshare ownership as a lifestyle product 
and in the United States of America some federal courts have ruled that 
where it is purchased for the purpose of lodging and is contracted in this way, 
timeshare is not a security. This approach is not followed by other countries 
who view timeshare as a security. Hovey points out that in Australia timeshare 
is categorised as a managed fund and because of all the rules and 
regulations that need to be complied with, he asks the question “is timeshare 
an investment product?” because he believes that it matters to consumers, 
regulators as well as the industry.  

 
Hovey believes that it is reasonable to consider timeshare as an investment 
product because a purchaser outlays money with the expectation of an 
economic benefit being the fixing of the price of holiday accommodation for a 
future period. The funds flowing from the sale of individual timeshares are 
pooled and invested in an asset (the timeshare resort) which is then managed 
by a professional manager for the benefit of the timeshare owners (the 
investors). Hovey is of the opinion that in reality this is a managed investment 
product. As with any investment product two important aspects that need to 
be considered are the risks attached to the product and the expected returns. 

 
The Risks Associated with a Timeshare Investment 

 
Hovey discusses various managed investment products (eg. mutual funds, 
different types of trusts as well as real estate and equities) and the risks 
associated therewith but the table that follows is restricted to timeshare. 

 
 

Risks associated with timeshare 
 

 
Type of Risk Impact Reasons 

Liquidity High The ease with which a security (or asset) 
can be reduced to cash. Time taken to sell, 
reduction in price below market value and 
lack of secondary market all contribute to 
high liquidity risk. 
 

Marketability High The risk that a future market will not exist. 
Marketability closely interrelated with 
liquidity. 
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Market Volatility Low The risk that the market will be volatile and 
rise or fall sharply within a short space of 
time. Resale sale prices low but 
predictable 

Business risk Medium The risk of a major unexpected 
deterioration in a firm’s business. Unable 
to sell out the scheme timeously, negative 
perceptions relating to the industry, 
escalating levies and failure to recruit 
quality resort staff are all business risks 
faced. 

Interest rate Low Interest rates are a function of the 
economy and are influenced by a country’s 
balance of payments, exchange reserves 
and the level of inflation. All businesses 
are affected in a similar way to interest 
rates.  

Political Low Political risk relates to insurrection, 
corruption, changes in government as well 
as changes in government policy (taxation, 
monetary & fiscal policy) including 
legislative and regulatory changes. 
Timeshare faces regulation either by law 
imposed on the industry by regulators or 
self imposed in the form of a code of 
conduct drawn up by the industry itself. 
The timeshare industry faces regulation in 
most countries thereby ensuring consumer 
protection with the result that this risk is 
low. 

Counter party Medium This relates to defaulting members of a 
scheme which would entail a loss in 
revenue by the scheme. The scheme will 
endeavour to replace these members but 
the financial strain to maintain an 
acceptable level of service may result in 
the operator of the scheme becoming 
insolvent.  

                  Source: Adapted from Hovey, M. Journal of Financial Services Marketing  

 
 
By identifying the above risks Hovey is of the view that timeshare is not a risk 
free investment and as such the risk free rate cannot be utilised as the 
discount rate which was the approach followed in the analysis of timeshare by 
Ziobrowski and  Ziobrowsk 
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Analysis of Timeshare as an Investment 
 

Hovey developed a model, which follows similar lines to the Ragas and 
Ziobrowski models, to determine the NPV of a timeshare purchase; 

 
NPV = Cash Benefit – ICO + PVRSP 

 
Cash Benefit = rent saved minus the maintenance levy 
ICO                = initial cash outlay per timeshare unit 
PVRSP          = present value of after tax sale proceeds 
 
Actual data regarding the purchase price of timeshare as well as the 
maintenance levy was used by Hovey. With regard to the sale proceeds he 
used information obtained from an article by Gutner that was published in 
Forbes in 1993 “Bid $2 375, Asked $18 500”, which is representative of resale 
values and factors in brokerage and transaction costs. 
 
The notion, as proposed by Ziobrowski and Ziobrowski, that a timeshare 
purchase is risk free and utilises the returns obtained on a property trust index 
as a reasonable proxy for a timeshare investment was rejected by Hovey. 
Inflation data as reported by the Australian Bureau of Statistics has been 
used. To cater for returns and inflation the following formula is utilised. 

 
(1 + r) = (1 + k)(1 + π) 

 
By utilising the information collected, Hovey demonstrated that NPV is 
negative over a thirty year period and only becomes positive in year 33 
(where the resale proceeds are depreciated by 75,4%). Where the resale 
proceeds are depreciated by 50,0%, NPV is negative until year 30. 

 
Given a ten year time line (a holding period of ten years was assumed by 
Ziobrowski and Ziobrowski as they believed that after spending this amount of 
time at the same resort the timeshare owner may want a change of resorts) 
Hovey believes that this investment would be rejected as an investor would 
find better investments in the market place by making well judged investment 
choices. 
 
Ramifications for the Timeshare Industry 

 
Hovey notes that the timeshare industry strongly defends its position that the 
purchase of timeshare is an investment in lifestyle rather than the making of 
an investment for a return. One cannot fault the argument that consumers 
have choice and if the consumers’ choice does not make economic sense (i.e. 
meeting a standard of return) then this is reasonable. In many instances 
consumer spending is explained by models which are more in line with the 
disciplines of consumer behaviour and marketing rather than economic 
analysis. Hovey accepts the view that timeshare is marketed as a consumer 
product which is purchased for its utility and pleasure by consumers who can 
afford such a purchase. Various studies have shown that consumers are 
relatively happy with their purchase.
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Notwithstanding the above the Hovey finds it difficult to support the view that 
timeshare locks in the future price of a holiday through the payment of an 
upfront fee today. Even if the notion that timeshare be treated as a security is 
put aside it should still be possible to prove that it is a viable acquisition. 

 
Hovey asks what the timeshare industry can do to make timeshare, from a 
consumers’ perspective, more viable as an investment. The following areas 
that were of concern to him are highlighted below: 
 

• Initial costs are high as the costs involved in fractional ownership of 
any asset are expected to be higher as the economies of scale 
decrease and the unit costs increase. 

• Development costs (which include feasibility studies, professional fees, 
construction, finance and marketing) are very high. 

• Financiers assume substantial risk and look to a higher return as 
compensation. 

• The returns on the investment must be enough to reward both the 
developer and the financier – hence a decrease in costs will go a long 
way in making timeshare more viable. 

• Cost of sales which includes marketing costs appears to be higher in 
the time share industry. 

 
Although Hovey suggests that a reduction in the cost of sales and other costs 
would make the purchasing of timeshare more viable, this would result in a 
reduction of funds available to market the resort resulting in fewer sales being 
made. This in turn would result in a longer time to sell out the resort which in 
turn would increase finance and marketing costs.  Hovey is of the opinion that 
a “catch 22” situation results. 
 
According to Hovey the annual levies are high and can be kept at such levels 
because exit costs are high due to low resale values. He also believes that 
the maintenance levy should be split between the maintenance of the building 
(a very necessary expense) and the fee that timeshare members pay for other 
services. He is of the view that only members wanting these services should 
be billed for them. This will also assist in reducing the cost of timeshare 
ownership.    
 
A further consideration for the timeshare industry to consider is a reduction in 
the cost of selling a timeshare investment thereby reducing marketability and 
liquidity risk. 
 
Conclusion  
 
Hovey concludes that after analysing the information collected a timeshare 
investment does not provide reasonable returns to a consumer and as such 
cannot be viewed as an investment product. He also feels that he has 
dispelled the notion that by purchasing timeshare, a consumer can lock in a 
portion of vacation fees at today’s prices by paying an upfront fee.   
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He highlights three aspects that contribute to the cost of timeshare and are 
considered as factors that could make timeshare more affordable: 
 

• Cost of sales 
• Maintenance costs 
• Exit costs 

 
The challenge to the industry is to reduce these costs thereby making 
timeshare more viable and attracting a wider market. 
 
 
2.9.3 Timeshare – Is it an Asset?  
 
Bryan Hirsch in his daily column for Business Day regarding personal 
investment matters wrote an article entitled “Timeshare – Conventional vs 
Point System” which was published on 30 July 2007.In this article he points 
out that he often consults with people who list their timeshare as an asset 
when compiling their statement of assets and liabilities. Notwithstanding the 
fact that many people have made substantial savings by swapping their 
timeshare for overseas accommodation, timeshare “should be seen more as a 
lifestyle asset than an investment where you make a return on your initial 
amount”. 
 
The article further points out the differences between conventional timeshare 
and the points system with conventional timeshare being backed by 
something tangible – a specific week, at a specific time, at a specific resort.  
Conventional timeshare has the added benefit of flexibility. 
 
When buying on the points system there is never a guarantee of what you 
own – you are buying a form of currency that entitles you to time in various 
resorts and cautions readers that it is possible that more points are sold than 
weeks are owned.   
 
He is of the opinion that conventional timeshare can be useful to families 
when budgeting for holidays as the initial outlay for the timeshare as well as 
the annual levy are known upfront.  
 
The timeshare industry does not consider timeshare as an investment product 
but rather views it as a lifestyle product. Lifestyle products are in essence 
consumer products and consumers purchase them for the value / benefit that 
they believe will accrue to them from such purchase. By entering the industry 
and controlling the entire value chain, financial institutions can exercise 
influence on the above costs thereby making timeshare reasonably priced 
which could result in a product that would be more affordable to consumers.  
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2.10 TIMESHARE FINANCING 
 

In their article “Timeshare Industry Consolidation, Negative Cash Flows, and 
Access to External Funding” by Radie G. Bunn, Walt A. Nelson, and Travis D. 
Walker, (published in the Journal of Taxation of Investments in the fall of 
2006), industry trends, the relationship between sales, release fees and 
negative cash flows as well as financing arrangements that are commonly 
used were examined.  

 
The construction and sale of a timeshare development reflect characteristics 
that in terms of income and cost structures are unique to the property field. 
The continued growth in the timeshare industry including the entrance of 
household names such as Marriott, Hilton and Disney indicate that timeshare 
can be very profitable but the developer needs to absorb negative cash flows 
in the early stages of the project before reaping the benefits of positive cash 
flow. 

 
As reflected in this paper, an effective balance of income*, according to R 
Miller, President and General Manager of Marriott Leisure from the 
development of a timeshare resort is as follows: 

 
Selling vacation ownership interests 60% 
Financing sales    30% 
Property management fees  10% 

 
 

* The above information appeared in an article by Dianne R. Suchman entitled “Developing 
Timeshare and Vacation Ownership Properties” and published by the Urban Land Institute of 
Washington D.C. in 1999   

 
The costs associated with the development of a timeshare project are 
summarised below: 
 

• Acquisition of property and development 
• Sales and marketing 
• Administration costs including finance 
• Subsidizing resort maintenance costs during sell out 

 
It has been seen in previous sections that the costs attributed to sales and 
marketing are a major contributor to the overall cost in the development of a 
timeshare resort. Radie and his co authors quote from a survey by 
PricewaterhouseCoopers, “Financial Performance 2004 Edition: A Survey of 
Timeshare & Vacation Ownership Resort Developers” (2004), conducted for 
ARDA that the average spent by responding companies on sales and 
marketing amounted to 47,6% of sales. It is interesting to note that public 
companies reported a figure of 45,7% compared to private companies of 
51,0% indicating that public companies enjoy economies of scale in this 
important cost component. 
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The above highlights the challenge facing timeshare companies to reduce this 
cost. 

 
It is critical for the continued growth of the timeshare industry to obtain 
sufficient and reasonably priced sources of external funding. Timeshare 
companies need to obtain funding to support the following areas of their 
business: 
 

• Acquisition of property and development thereof 
• Financing of sales 
• Resort operations 

 
The acquisition of the property and the subsequent development of the 
timeshare resort is much like any development loan. A financier normally 
retains sufficient funds to complete the project and pays on a progress draw 
basis. The construction company is paid as work progresses and is certified 
by an architect or quantity surveyor. 

 
Before addressing the financing of consumers the timeshare company will 
have to subsidize the running of the resort before the resort reaches a critical 
mass, i.e. sufficient timeshare intervals have been sold and the levies 
attached thereto have been collected to effectively run and maintain the 
resort. The company will normally access working capital loans / lines of credit 
for this purpose.   

 
The financing of sales, i.e. the funding of receivables, is an area that has 
attracted a substantial amount of interest in the timeshare industry. The 
company raises loans on the receivables to repay the development loan. In 
essence a fresh loan is raised to retire an older loan. 

 
The three forms of receivable funding are: 
 

• Hypothecation 
• Portfolio sales 
• Securitization 

 
Hypothecation – the hypothecation of receivables takes place when 
receivables are pledged / ceded as security (collateral) for the funding of debt. 
The paper quotes from the 2004 survey by PricewaterhouseCoopers (referred 
to above) that this is the most frequently type of funding used for receivables 
financing. The loan is usually done on a recourse basis which means that if a 
debtor (consumer) defaults the timeshare company must replace the 
defaulting loan with a performing loan. If the lender retains a portion of the 
loan as protection to ensure performance then this can lead to over 
collateralization. This type of funding is usually quick to arrange, the cost is is 
less than portfolio sales but higher than securitization because with 
securitization the loan size is usually not less than US$ 50 million. Another 
advantage is that over time a relationship of trust is built between the lender 
and borrower resulting in quick turnaround times when additional loans need 
to be arranged. 
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Portfolio sales – portfolio sales is the selling of the receivable book to a 
financier. The transaction can be with or without recourse. It would appear 
that this is the least used method of financing. The advantage of this type of 
loan is that a large amount of funding can be raised and costs reduced as 
staff normally required to administer a loans receivable book are no longer 
required. A disadvantage with this type of funding is that the company “loses 
touch” with its customer base who could be alienated by the lender depending 
on the level of service provided. Repeat sales to these “customers” would be 
very difficult in view of the fact that another company now interfaces with the 
debtor.   

 
Securitization – the securitization of a portfolio of receivables is commonly 
referred to in the USA as “ABS” (asset backed securities). In terms of the 
2004 survey by PricewaterhouseCoopers (referred to above) this form of 
funding is the largest used by the timeshare industry and in 2003 there were 
US$1,2 billion in receivables securitized. Twenty issues took place at an 
average of US$60 million per issue. In terms of the aforementioned survey the 
US$1,2 billion represents 30% of the financed sales reported. 
The methods most commonly used to securitize timeshare receivables is by 
private placements with institutional investors or through the creation of 
special purpose entities. Securitization is attractive to lenders as it provides a 
ready made loan book with a diverse debtor base thereby reducing risk. 
 
By securitizing their debtor book the timeshare company will free up capital 
tied up in an asset which can be used more effectively in retiring costly debt 
but at the same time loses the interaction with its clients. This type of funding 
which initially takes a long time to arrange (because of the complex legal and 
regulatory compliance issues), provides the cheapest form of finance. 

 
Radie and his co authors have proposed six remedies to address the issue of 
negative cash flow; 

 
Reduce Sales and Marketing Costs – with sales costs taking up 45% of total 
sales the marketing model needs to be turned onto its head. Instead of the 
promise of free gifts in exchange for a high pressure tour of the timeshare 
resort, developers should increase broadcast advertising and promote 
discounted holidays at their resorts to generate interest / leads.   

 
Securitization – this is the most cost effective way of financing receivables but 
because of the minimum “deal size” this option is only available to the “large 
industry players”. Radie and his co authors advocate that smaller timeshare 
companies pool their receivables in an effort to obtain this cheaper form of 
funding. 
 
Revolving Credit – Radie and his co authors are of the opinion that once a 
development loan has been repaid (usually once the building is 70 – 75% sold 
out), the remaining units should be available as collateral to a lender for the 
provision of a revolving credit line. The access to a source of cash, secured 
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by way of future sales in a debt free building would ease the strain on cash 
flow during low season when the demand for units is traditionally slow. 

 
Mezzanine Financing – this type of funding is common in commercial property 
finance where the developer can reduce the level of own capital tied up in a 
property for an increase in the rate of borrowing. The increased cost is 
justified if the project can deliver an increased rate of return. 

 
Discount to Buyers – this normally applies to smaller operators who instead of 
obtaining forms of finance discussed above can offer a discount to the buyer 
to repay their loan in full. If this discount is less than the cost of other forms of 
finance then the developer scores and retains the goodwill of the timeshare 
purchaser. 

   
Lease Options – by leasing units that are not in high demand allows the 
developer to generate income without incurring a release fee to the financier 
providing funding for the development.  
 
A recurring theme in the literature review is the need to reduce marketing 
costs which account for a sizeable portion of the total cost of timeshare. Being 
able to do this would allow an entrant into the industry to enjoy a competitive 
advantage. A financial institution that enters the industry as a developer would 
not have to resort to the normal avenues of funding (hypothecation of 
receivables or portfolio sales) but could carry the funding on balance sheet 
(personal loans) or securitise the debt. By marketing the timeshare intervals to 
its client base the financial institution would not only benefit from reducing 
marketing costs (promote timeshare as an extension of its product range) but 
would be in a position to identify purchasers (i.e. pre-screen clients who would 
qualify for finance) by utilising scoring techniques. 
 
 

 

 

2.11  FINANCIAL PERFORMANCE OF TIMESHARE IN THE 
UNITED STATES OF AMERICA 
 
In 2.10 above substantial reference was made to the survey by 
PricewaterhouseCoopers, “Financial Performance 2004 Edition: A Survey of 
Timeshare & Vacation Ownership Resort Developers”: 2004, conducted for 
ARDA.  

 
In another publication conducted for ARDA by PricewaterhouseCoopers and 
titled “Financial Performance of the US Timeshare Industry” 2006 Edition, the 
information as it relates to 2005 is summarised below. 

 
PricewaterhouseCoopers distributed their survey to 112 timeshare and 
vacation ownership resort development companies with 46 companies (or 
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41% of those surveyed) responding. Of these 46 respondents, 8 are publicly 
traded companies while the balance, are privately held. The publicly traded 
companies account for 72% of the total net sales reported. 

       
 

Summary of the Survey for 2005 
 

• Net new sales* totalled US$6.1 billion which is an increase of 9,1% 
from 2004. Timeshare interval sales accounted for US$ 5.1 billion while 
point sales only amounted to US$1.0 billion. 

                                                    * “net sales” refers to total net sales including resales 
 
• The weighted average price of a timeshare week was US$17,797 

reflecting an increase of 3,8% over 2004. For the year under review 
63% of the respondents reported higher than average prices. 

• Rescissions as a percentage of gross sales amounted to 14,8% and 
remained virtually unchanged from the 14,7% as reported in 2004. 

• Product costs (which includes land) as a percentage of net timeshare 
sales amounted to 26,3% compared to 26,9% for 2004. 

• General and administrative costs excluding costs associated with 
financing operations, as a percentage of net timeshare sales amounted 
to 9,7% compared to 9,9% for 2004. 

• Sales and marketing costs as a percentage of net timeshare sales 
amounted to 46,9% compared to 46,8% for 2004. 

• Home Owners Association subsidies and maintenance fees for unsold 
units, net of rental revenues, amounted to 2,4% compared to 2,5% for 
2004. 

• Consumer receivables – portfolio sales with recourse amounted to 
US$103 million (2004 : US$61 million) while securitized portfolios 
amounted to US$1,9 billion (2004 : US$1,6 billion) 

• Bad debts as a percentage of net timeshare sales amounted to 7,7% 
compared to 7,8% in 2004. 

 
By conducting the survey annually ARDA makes the following available 
 

• Up to date information that allows companies to compare their 
operations to industry benchmarks 

• Tracking industry trends 
• Useful information for potential entrants who may enter the industry 

 
 
It would appear that surveys of this type, which provide valuable information 
not only to the timeshare industry but other role players, are not conducted in 
South Africa on an annual basis.  
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2.12 STATE OF THE ECONOMY 
 

International Economy 
 
After a projected real growth of 5,4% in 2006, the International Monetary Fund 
expects the world economy to expand by +/- 5% in the next two years. 
 
Economic growth in the United States of America slowed from nearly 4% in 
2004 to slightly over 3% in 2006 with the Federal Reserve attributing the 
slowdown in real growth to the housing market. On the other side of the 
Atlantic, economic growth in the euro zone is also expected to slow down.  
 
Recent events (problems with the sub prime mortgage loan market in the 
United States of America (USA) and continued fears of China’s economy 
overheating) have caused financial market jitters resulting in all major stock 
markets losing value. The Johannesburg Stock Exchange (JSE) has not been 
spared in this latest round of volatility. 
 
 
South African Economy 
 
Against the backdrop of an unparalleled boom in global commodity prices 
coupled with an increase in Gross Domestic Product, the economy has been 
affected by shortages of various raw materials and products due to shortages 
of skilled labour as well constraints in production capacity. 
 
The latest boom which was consumer led together with the recent 
announcement by the South African government, of the spending of billions of 
rands for the improvement and expansion of infrastructure (water, electricity 
and transport) has seen a growing reliance on imported goods. This has 
resulted in a large current account deficit being maintained which poses a risk 
to the rand.  Inflows to the capital account need to be maintained and 
sustained to keep the currency stable. 
 
Over the past few years South Africa’s strong economic performance has 
been attributed to a combination of strong global growth, favourable financial 
conditions and stellar asset growth. A key feature of the growth has been an 
increase in the appetite for spending in the main buoyed by credit led 
spending by consumers. 
 
The growth in house prices has been forecast to average 13,1% (7,2% in real 
terms) in 2007 compared to the 2006 growth rate of 15,3% (10,2% in real 
terms). 
 
Households have seen a marked deterioration in their financial position with 
the following two measures reflecting upward trends: 
 

• Household debt as a percentage of income 
• Debt servicing costs 
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In view of the above, households are becoming more susceptible to economic 
shocks (increase in international price of crude oil) with the result that debt 
and asset price movements need to be closely monitored. 
 
 
The South African Reserve Bank has indicated that increasing interest rates is 
only one tool in its armoury and it is currently looking at other measures. One 
of these is increasing the reserve requirements of banks (this will result in 
additional money being taken out of the system) to help rein in inflation. 

 
 

 

 

 

2.13 REVIEW OF GROWTH IN BANK CREDIT EXTENSION AND 
RETAIL SALES IN SOUTH AFRICA 
 

Private sector credit extension (PSCE) has not slowed - as reflected in the 
summarised table below – which was expected as a result of the introduction 
of the NCA which came into effect on 1 June 2007. 
 

 

June 07 M3 & Credit Latest 
R million 

Latest 
y/y % 

Previous 
y/y % 

Latest 
m/m % 

Notes & coins (M1A) 0 368 386 19,6 21,9 2,5 
Money supply (M3) 1 522 723 23,4 22,7 1,4 
PSCE excl bills & 

investments 
1 497 782 27,9 27,4 2,1 

Total domestic credit 
extended 

1 563 835 24,8 25,9     -0,1 

PSCE 1 581 061 24,9 24,8 1,7 
                                                                                        
                                                                                        Source Absa 

   
The rise in both private credit extension (PSCE) and broad money supply 
(M3) was not expected. PSCE was marginally up from 24,8% y/y in May to 
24,9% in June 2007. The consensus expectations as pooled by Inet Bridge 
was for PSCE growth, to slow to 23,9% and for M3, to decelerate to 22,4% 
compared to the 23,4% posted. Total domestic credit extension, when 
compared to the previous year, has not slowed and reflects a marginal 
increase. 
 
The latest data reflects that the impact of the NCA has not been fully felt. 
Because of the time lag (usually in the region of +/- 3 months between a 
mortgage loan application and resultant pay out after the bond has been 
registered) the full effects of the NCA are only expected to be felt in 3 months. 
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The graph below reflects the upward trend of PSCE and M3 
 
 

 

 
                                                  Source Absa 

 
 
The data reflected above does not bode well for monetary policy purposes. 
This together with the weakening of the local currency and high international 
oil prices could result in the South African Reserve Bank (SARB) increasing 
interest rates when it meets in August 2007. The SARB has increased interest 
rates by 200 basis points since June 2006 in an effort to contain inflation. 

 
 

Consumer spending has started to feel the effects of tighter borrowing as 
reported in April 2007 retail sales. The table below reflects this. 

 
 
 

 April 
2007 
y/y % 

March 
2007 
y/y % 

Y T D 
y/y % 

2006 
y/y % 

Retail sales – current 
prices 

12,5 16,4 14,5 15,3 

Retail sales – constant 
prices (2000) 

5,4 10,5 8,4 9,6 

                                                                                         
                                                                                        Source Absa 

 
 
 
 
 
 
 
 
 
 



 55

 
 
The graph below reflects the fluctuations [y/y%] in retail sales. 
 

 
 

                                                                                                                             

Source Absa 
 

 
With debt servicing costs increasing as a result of a tighter borrowing 
environment and the likelihood of further increases to come, the consumer is 
under pressure not only to service an increased interest bill but also faces the 
prospect of lower disposable income due to continuous price increases in 
food and petrol. 
Despite the increase in inflation and the cost of borrowing, South Africans 
have shown a propensity to spend and seem to have an appetite for debt.  
 
 
 
 
 

2.14 TOURISM STATISTICS FOR SOUTH AFRICA 
 
The South African Tourism Index Quarterly Report Q2 (April to June 2006) 
reveals the following: 
 
Arrival of Tourists – The graph below reflects the number of tourists that have 
visited South Africa since 1998. It is evident that there has been an increase 
in the number of arrivals since 1998 with the period 2004 to 2006 reflecting 
the highest compound quarterly growth, with a rate of 13,5%.  
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Income Profile – The majority (74,6%) of tourists visiting South Africa earn a 
personal monthly income of less than R10 000. The graph below depicts the 
distribution of monthly income. The income category that showed the most 
growth was made up of individuals earning less than R5000 per month. The 
increase in part is made up of arrivals of individuals from the SADC region. 
 

 
 

 

 
 
 
 
 
 
Age Profile – The bulk (65,1%) of tourists visiting South Africa were between 
the ages of 25 and 44 years. The graph below reflects the age distribution. 
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Purpose of visit – Leisure (which includes holiday and visits to friends and 
relatives [VFR] ) was responsible for half (49%) of all travel to South Africa. 
Shopping accounts for 26,1% of all travellers visiting South Africa. The graph 
below reflects the categories of visitors. 

 

 
 

 
Type of package – The bulk of tourists (73,6%)  were independent travellers 
whereas 18,9% made use of fully inclusive packages. Travellers from the 
Americas (26,4%) and Asia (23,9%) made use of fully inclusive packages 
while few travellers out of Africa made use of this type of package which 
includes airfare, accommodation, coach tours and food. The graph below only 
relates to air tourists. 
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Length of stay – Foreign tourists, on average, spend 8 nights in South Africa 
while the most common length of stay is 1 night. The graph below reflects 
common peaks (1, 3, 10, 14 & 21 nights) of stay. 
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Accommodation usage (bednights) – The number of unpaid bednights 
(tourists visiting friends and relatives) is the biggest contributor in this 
category. The next major contributor is hotels, guest houses and game lodges 
as reflected in the graph below. 

 

  
 
Provincial distribution – The three most visited provinces in South Africa are 
Gauteng, KwaZulu Natal and Western Cape. The graph below reflects the 
percentage of tourists and which of the nine provinces they visited. 
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Activities – The most popular activities of foreign tourists when visiting South 
are shopping (87,7%), nightlife (65,1%), social (45,8%) and natural attractions 
(25,2%). The graph below reflects the major activities as undertaken by 
tourists. 

 

 
 

Spend – Total Foreign Direct Spend (TFDS).  
 
The total amount spent directly in South Africa by all foreign tourists including 
amounts spent on goods for resale and capital investments is referred to as 
Total Foreign Direct Spend (TFDS). In the period being reported on, it was 
estimated that TFDS was R10,1 billion with the average spend per tourist 
amounting to R5,530. The TFDS per visitor region is reflected in the graph 
below. 
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Breakdown of total spend – the bulk of spending by tourists to South Africa 
relates to shopping. Of the R5,1 billion spent, R2,7 billion is attributed to 
personal shopping while wholesale shopping, which is buying goods for 
resale, amounted to R2,4 billion. Accommodation at R1,6 billion is the next 
major spend. The graph below reflects the type of spending by tourists. 
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TFDS by purpose of visit – Of all the tourists who visited South Africa in this 
time period, 26% came for a holiday and they spent R2,8 billion. The graph 
below reflects spending by purpose of visit. 

 

 
 
 
 
The graph below reflects total spending by purpose of visit and region. 
Tourists whose primary reason for visiting South Africa was for shopping 
spent R3,9 billion (business use R2,6 billion and personal shopping R1,3 
billion) and all of these visitors came from Africa.  
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Perceptions  – Best experience in South Africa. The scenic beauty of South 
Africa was rated by tourists as their best experience. The table below ranks 
the experiences in decreasing order of popularity. 
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Perceptions – Worst experience in South Africa. The majority of tourists had 
no bad experiences in South Africa although issues surrounding safety and 
security as well as personal safety did feature as worst experiences. 

 

 

 
The content of the above report appears to bode well for the tourism industry 
in South Africa of which the timeshare industry forms part. With a country so 
rich and varied in flora & fauna, access to world class beaches and golf 
resorts as well as thriving metropolitan areas, opportunities do exist to take 
advantage of the growing number of visitors to these shores.  

 
 

 

 

 

2.15 THE VALUE CHAIN 
 
The value chain was developed by Michael Porter as a tool, to identify ways 
to create more customer value and is depicted in Exhibit 6 below. 
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Exhibit 6 

 

 
 
 
Value chain analysis is based on the premise that the basic purpose of a 
business is the creation of value for the consumer who buys its products or 
services. In conducting a value chain analysis the activities of the business 
that add value are divided into sets of different activities. In this way the 
business is seen as a chain of activities that creates value.  

 
In a manufacturing enterprise this would normally start with purchasing raw 
materials, design of the product, component production, manufacturing and 
assembly, distribution, sales, delivery and typically end with after sales 
service and support for the product. In a service industry a physical product is 
not manufactured but the service that is sold follows a similar process. 

 
Each of the activities described above may not only add value but also be a 
source of a competitive advantage. The identification and examination of 
these activities leads to an in-depth understanding of the capabilities of the 
business, its cost structure and how these activities either create a 
competitive advantage or disadvantage. 

 
Value chain analysis separates the activities of the business into two 
categories, primary activities and support activities. Primary activities involve 
the creation of the product or service, marketing and sale to the buyer as well 
as the after sale support. Support activities, as the name implies, supports the 
primary activities by ensuring that an infrastructure exists so that the primary 
activities can take place on an ongoing basis. 

 
The profit margin of the business is also included in the value chain. A major 
reason for being in business is to create value that exceeds cost so as to 
generate a return on the capital invested in the business. 
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Once the business has documented the value chain and costs have been 
established, the activities that are crucial to consumer satisfaction and market 
success need to be identified. The following are of major importance in 
conducting a “value chain analysis”:- 
 

• The basic mission of the business – if it is a low cost producer then 
attention to lowering costs will prevail 

• The nature of the value chain and the relative importance of the 
activities within them normally vary by industry – hotels provide 
instantaneous service which is consumed immediately. If the first 
experience is not good, even after sales service cannot rectify the 
problem. 

• The position of a business in a broader value system. No business acts 
in isolation and it will form part of the value chain of its upstream 
suppliers as well as its downstream customers who provide products or 
services to end buyers.  

 
It is important to determine the level of vertical integration of a business when 
it compares its cost structure of the value chain to the value chain of its 
competitors. 

 
A business must not only look at its costs and performance in each value 
creating activity but also ways to improve thereon. By estimating the costs 
and performances of its competitors, the firm benchmarks itself against them. 
The next step is to study “best of class” practices of the world’s best 
companies. 

 
Value chain analysis has allowed successful companies to develop superior 
capabilities in managing core (vital) business processes. 
 
Financial institutions continuously examine their value chain to assess which 
areas can be improved upon. This usually results in specialisation with an 
improvement in efficiency, the benefits of which accrue to the organisation 
and its clients. Financial institutions in South Africa tend to limit their sights on 
providing financial services and are not very entrepreneurial in their approach 
in the assets that they finance. By extending their specialisation and taking 
ownership of the asset that is to be financed, a financial institution can 
become better at what it does by improving its core capabilities and thereby 
increasing its reach into a market that was open to competitors but basically 
becomes “ring-fenced”. 
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2.16 THE MARKETING ENVIRONMENT - SCANNING THE 
ENVIRONMENT, DEALING WITH THE COMPETITION AND 
DEVELOPING A NEW MARKET OFFERING. 
  
“Poor firms ignore their competitors; average firms copy their 
competitors; winning firms lead their competitors” - Philip Kotler. 

 
The forces that determine the long term profit attractiveness of a market or 
market segment have been identified by Michael Porter as; industry 
competitors, potential entrants, substitutes, buyers and suppliers. 
 

 
These forces pose the following threats: 
 

• Segment rivalry – if a segment contains numerous, strong or 
aggressive competitors it would be unattractive. A stable segment or 
even if it is in decline would also be unattractive if fixed costs are high, 
it has high exit barriers or if competitors have high stakes by staying in 
it.  

• New entrants – the most attractive segment is one where entry barriers 
are high and exit barriers are low. 

• Substitute products – when there are genuine or potential substitutes 
for the product, the segment is unattractive. 

• Buyer’s bargaining power – if buyers possess strong buying power the 
segment is unattractive. If buyers are organised, the product 
represents a significant portion of the buyer’s costs, the product is 
undifferentiated or buyers can integrate upstream then their bargaining 
power grows. 

• Supplier’s bargaining power – if the firm’s suppliers can raise prices or 
reduce the quantities supplied then the segment is unattractive. 

 
It is important for firms to identify its competitors. Philip Kotler is of the opinion 
that a company is more likely to be hurt by emerging products or new 
technologies than by current competitors. 

 
Philip Kotler defines an industry as “a group of firms that offer a product or a 
class of products that are close substitutes for one another.”  The following 
criteria is used to classify an industry; number of sellers, homogeneous or 
highly differentiated product, entry, mobility and exit barriers, cost structure, 
degree of vertical integration and degree of globalisation. 

 
Companies often find it advantageous to integrate backwards or forwards. 
Benefits of vertical integration are lower costs as well as gaining a larger 
share of the value added stream. Another benefit of vertical integration is that 
a firm can manipulate prices and costs in different parts of the value chain to 
suit its own needs. Vertical integration can also have disadvantages such as a 
lack of flexibility and high costs in certain parts of the value chain. 
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A company needs to design a competitive intelligence system to enable it to 
obtain timely information about its competitors.  
 
By designing a competitive strategy a company can classify its competitors 
according to the role they play in the target market; leader, challenger, 
follower or nicher. 
 

• Leader – this firm has the largest share of the market and leads with 
product changes, new products, price changes, distribution coverage 
and promotion intensity. Some of the leaders in their industry are - 
Kodak (photography), Microsoft (computer software), Caterpillar 
(earthmoving & construction equipment), Coca-Cola (carbonated soft 
drinks), McDonald’s (fast foods) and Gillette (razor blades). 

• Challenger – firms that occupy second, third and lower places are 
called the runner ups or trailing firms. These firms can follow one of two 
routes. They can make an aggressive bid for more market share 
(market challenger) by attacking the leader and other competitors or 
they can “play ball” and not “rock the boat” (market followers). Some 
market challengers have gained substantial ground and in some cases 
have overtaken the market leader. Toyota producers more cars than 
General Motors and British Airways flies more international passengers 
than the former market leader Pan Am. 

• Follower – many firms are not interested in being a market leader and 
allow other firms to bear the cost of innovation. They imitate or improve 
the product and will follow the leader and not challenge them. 

• Nicher – by not being a follower in a large market a firm can target a 
small market within the larger market (known as a niche market) and 
become a leader in that market. Because this niche market is small in 
relation to the total market, it holds little or no interest to the larger 
firms. 

 
After a detailed study of the timeshare market and due consideration to 
meeting ROI / ROE hurdle rates a financial institution can take a decision 
regarding its entry into this industry. Its strategy could be that it wants to be 
the dominant player and become the Leader thereby enjoying the advantages 
attributed to “first to market “, or become a Niche player.  
 
 
 
 
 

2.17 INTEGRATION AS A GRAND STRATEGY 
 
Integration, whether vertical or horizontal is a grand strategy that is available 
to a business. If the strategy of a business is to acquire other businesses that 
supply it with inputs or are customers of its outputs then vertical integration 
takes place.   
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When a firm that has been acquired which operates at an earlier stage of the 
production / marketing process, then backward vertical integration takes 
place. 

 
Forward vertical integration takes place when a firm acquires a firm closer to 
the ultimate customer. 
 
Integration can also be horizontal whereby a firm acquires a firm similar to 
itself. By following this strategy, the acquiring firm is able to achieve a greater 
market share through its expanded operations thereby improving economies 
of scale. 
 
One of the main reasons a firm will implement backward integration is the 
wish to increase the dependability of the supply or quality of the raw materials 
used as production inputs. 
 
There are risks associated with integration. For horizontal integration the risk 
results from an increased commitment to one type of business. With vertical 
integration, the risk stems from the business expanding into areas that require 
strategic managers to broaden their competencies and to take on additional 
responsibilities. 

 
In essence financial institutions take in deposits and on lend them to their 
customers who utilise such funds to acquire a myriad of assets and services. 
By following a backward vertical integration strategy a financial institution can 
create a renewable source of business thereby increasing its loan portfolio 
and earn annuity income thereon.  
 
This strategy (backward vertical integration) has been implemented by African 
Bank Investments Limited (“Abil”) in their offer to acquire retailer Ellerine 
(Reports by Tom Robbins published in The Star Business Report 22 August 
2007 and 10 September 2007). Investment analysts have commented that the 
offer of R9,85 billion made a lot of strategic sense. It would allow for better 
priced loans thereby encouraging customers to spend more which would have 
the effect of driving up retail sales. The market has seen financiers (banks 
and mass market lenders) aggressively target the customers of furniture 
retailers to increase their loan book. By following such a strategy Abil has 
effectively stolen a march on its competitors as major synergies will follow.  
 

 

 

 

2.18 FINDINGS OF THE LITERATURE REVIEW 
 

Timeshare is a well entrenched vacation consumer product that originated in 
Europe but due to its universal appeal has spread throughout the world. North 
America has the largest number of resorts followed by Europe. The 2003 
Resort Timesharing Worldwide Report stated that between 1990 and 2002, 
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ownership of timeshare increased by about 12 % on an annual basis with the 
potential for future growth.  
The rationale for timeshare is that it generates a larger income from the sale 
of timeshare intervals compared to the outright sale of the same property. 
Timeshare is a service industry focussed on selling future holidays and not 
the sale of property. Sight must not be lost of the fact that timeshare is 
underpinned by property.  
 
The 2004 Ragatz Resort Timeshare in Southern Africa publication reported 
that the selling price of timeshare intervals was one of the lowest worldwide. 
Prospective purchasers were motivated by the certainty of quality 
accommodation as well as the credibility of the timeshare company. These 
are important purchase considerations. The majority of timeshare owners 
expressed satisfaction with their purchase which is in contrast with the 
negative perception that the timeshare industry suffers worldwide. Timeshare 
has a positive spin-off for the community as visitations increase with the result 
that the total amount spent by visitors increases thereby creating jobs and 
supporting businesses in the area.   
 

The legal framework which governs the timeshare industry has been in force 
since 1983. Industry players are also subject to a code of conduct which 
provides for orderly self regulation but does not have the force of law. 
Legislation currently affords consumers a five day cooling off period should 
they wish to withdraw from their purchase. Developers need to be cognisant 
that the timeshare interval can encompass different forms of ownership which 
has a bearing / impact on costs as well as the complexity regarding the 
transfer of such ownership. 
 
The research by Sparks et al (2007) identified the value that timeshare 
owners derived. The ownership of timeshare represents a distinct product 
form which the consumer has a strong association. The industry needs to 
understand how owners derive value which can then be put to good use to 
attract new owners and improve satisfaction levels as well as loyalty among 
current owners. The competitive position of the industry should be improved 
by the creation of such value. The industry cannot become complacent and 
must remain vigilant as value resides in the experiences of consumers. 
 
The literature is unanimous that timeshare is not an investment product but a 
lifestyle product. Lifestyle products, also known as consumer products are 
purchased by consumers for the value / benefit they believe will accrue to 
them from such purchase. Timeshare can only be sold as a consumer product 
in South Africa. 
 
In identifying important issues for the timeshare industry the research of 
Woods (2001) highlighted that the two areas which were of the greatest 
concern was marketing (marketing costs, cost of sales) and the image (ethics, 
owner relations, reputation, marketing practices) of timeshare companies. 
 
The literature indicates that timeshare can be very profitable but a developer 
must be in a position to absorb negative cash flows in the early stages before 
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the benefits of positive cash flow are reaped. The bulk of the income from the 
development of a timeshare resort flows from the sale of the timeshare 
intervals (60%), with the balance being made up between the financing of 
such sales (30%) and property management fees (10%). A recurring theme in 
the literature is the need to reduce sales and marketing costs which currently 
accounts for close on 48% of the sales price. A reduction in the 
aforementioned would make timeshare more affordable. 
 
Annual surveys are conducted in the United States of America to track the 
financial performance of the timeshare industry. These surveys provide 
industry players with up to date information allowing them to benchmark their 
operation to industry norms, track industry trends and provide potential 
entrants with vital information. The surveys continue to reflect increases in 
new sales in this billion dollar industry. On the other hand timeshare in Europe 
has not turned out to be the major attraction that had been forecasted 10 – 15 
years ago. The major reasons for this was the banning of the taking of 
deposits, a newly introduced cooling off period, dubious practices in the 
marketing and sales of timeshares coupled with a growth in real wealth which 
saw consumers involved in the outright purchase of holiday homes. 
 
It is encouraging to note that since 1998 there has been a steady increase in 
the number of tourists visiting South Africa. The South African economy which 
enjoyed a consumer led boom has finally run out of steam. Continued rises in 
the price of oil and basic food prices has seen inflation rise to levels which are 
in excess of the target range set by the monetary authorities. This has 
resulted in an increase in the cost of money. Retail sales continued to grow 
for the period being reported on as the effects of the NCA and the increase in 
interest rates had not been fully felt. Despite the aforementioned, South 
Africans have a propensity to spend and an appetite for debt. 
 
Every business has a value chain and each activity in the value chain may not 
only add value but also be the source of a competitive advantage. Assessing 
its costs and performance in each value creating activity is essential but ways 
to improve thereon is vital for a business. This leads to developing enhanced 
capabilities in managing core business processes. 
 
Philip Kotler (2003) is of the view that successful companies take an outside 
view of their business. They are aware that the marketing environment is 
continuously changing thereby presenting them with new opportunities and 
threats with the result that they are fully aware of the importance of constantly 
monitoring and adjusting to that environment. 
 
A grand strategy is an all-embracing approach guiding the major actions of a 
business in achieving long term objectives. There are various strategies 
available to a business and vertical integration is one of them. 
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3 CHAPTER THREE: METHODOLOGY 

 

3.1   INTRODUCTION 

 
According to Leedy (1989) research follows a cyclical process and starts with 
a question that needs answering. A process of collecting, organising and 
interpreting the facts to enable the researcher to resolve the problem follows. 
Resolving the problem appears to complete the circle but this is deceptive 
because the circle of research should be seen as a helix or spiral of research. 
He contends that in investigating one area, additional problems are exposed 
which require solving with the result that “research begets research.” 
 
There has been little research on the timeshare market in South Africa and 
the opportunities it presents. 
 
The methodology that has been employed in this report follows five stages 
and is briefly outlined below: 
 

• A literature review of subject matter that is pertinent to this discussion. 
• A survey conducted by means of structured interviews involving senior 

managers of banks as well as time-share industry leaders / players. 
• Analysing the results obtained via the survey. 
• Validating the results. 
• Conclusions and recommendations flowing from the above. 
 

3.2    QUALITATIVE RESEARCH  

 
The expression ‘qualitative research’ means any kind of research that results 
in findings not arrived at by means of statistical procedures or other methods 
of quantification. It does not only refer to research about people’s lives or 
behaviour, but also encompasses organisational functioning, societal 
movements or relationships that are interactive. 
 
This study is intended to examine whether the current timeshare market 
provides financial institutions with an opportunity to enter the industry as 
developers and then to market the timeshare intervals to their existing client 
base thereby increasing the advances portfolio which can be held on balance 
sheet or securitised. The proposed research paradigm is qualitative in nature. 
 
Historically quantitative methods have been viewed as superior to qualitative 
techniques with the latter being criticised as deficient in scientific rigidity, 
reliability and validity. Despite the disregard for qualitative methods over the 
years, a growing recognition of their value in research in construction and 
property is starting to take hold. 
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According to Wisker (2001) qualitative research is undertaken when the 
researcher wishes to understand meanings, or look at, describe and 
understand experience, beliefs and values. 
 
Rather than sample a large number of people with the intent of making 
generalizations, a few participants (who have the necessary expertise / 
experience) have been selected to shed light on the issues raised in this 
research report. 

 

3.2.1  QUALITATIVE RESEARCH DESIGN 

 
The design of the research is qualitative and can be described as interpretive.  
 
Doing qualitative research as opposed to quantitative research is motivated 
by the fact that qualitative research methods are considered to help 
researchers understand people as well as the social and cultural framework 
within which they live. 
 
Qualitative research may or may not be interpretive as this depends on the 
fundamental philosophical assumptions of the researcher and in this context 
the word “qualitative” is not a synonym for “interpretive”. 

 
Only verbal data (interviews) will be collected and be obtained from structured 
interviews. Personal interviews have been decided upon as the following 
advantages accrue: 
 

• The chance of successful data collection is increased 
• It increases the accuracy and completeness of data 
• Data enrichment is possible 
• Representation can be controlled 

 

3.2.2  POPULATION AND SAMPLE  

 

The population in this research can be considered as expert professionals in 
their fields and have an interest in the outcome of a financial institution 
following a backward integration strategy to secure for itself a renewable 
source of business. 
 
The attached list, marked Annexure 1 contains details of the people who were 
interviewed.  
 
The population is small and the questionnaires to be used in the interviews 
are attached and marked Annexure 2. 
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3.2.3 DATA COLLECTION 

 
Interview Product / Credit Executives of major Commercial Banks to 
determine appetite for the development and financing of timeshare resorts 
(either as owner thereof or in a joint venture with an established developer) as 
well as the financing of the resultant weeks. 

 
Interview the CEO / CFO of Resort Condominium International of SA to 
establish answers to the following: 
 

• can the timeshare market in Southern Africa accommodate another 
player? 

• at which market these resorts are to be pitched (i.e. affluent, middle or 
low income market) 

• average selling prices, level of levies and time normally taken to sell 
out a 60/80 unit development. 

 
Interview the CEO of The Timeshare Institute of SA (TISA) to see what needs 
to be done to ensure compliance with the code of conduct. 

 
Interview a Conveyancing Attorney to determine the following: 
 

• type of legal entity that the resort should be held in 
• most cost effective way ownership to end users can be transferred  
• securing of such right when the asset (i.e. timeshare week) is financed 

by the Bank. 
 
The nominated interviewees will be contacted via telephone to inform them of 
the purpose of the study, questions to be covered as well as the research 
process. Duration of the interview is open but in view of the number of 
questions to be answered, a period of 2 hours for each interview needs to be 
scheduled. The researcher will personally invite the interviewees to partake in 
the study and subsequent interviews will be arranged. Should an interviewee 
require sight of the questions before the interview these will be made 
available. The information provided by each interviewee will be treated as 
confidential and a copy of the finalised report will be made available if 
requested. Handwritten notes will be taken to provide backup and kept for 
record purposes. 

 

3.2.4 DATA ANALYSIS 

 

Interviews will be conducted in person and referenced for record purposes. 
Once all the interviews have taken place the information flowing from this will 
be analysed.  
 
The data analysis activity will take place in a “closed loop” whereby the data is 
collected, analyzed and referred back to the literature. There is a clear 
distinction between data gathering and data analysis in quantitative research. 
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3.2.5  VALIDITY AND RELIABILITY 

 

Qualitative research methods are suitable when the research is investigative, 
the area for examination is unknown to the researcher and the research is 
clinical as the methods used are more invasive and less structured than 
quantitative research techniques. In all the aforementioned instances the 
interviewer needs to gain insight into a specific topic area. 
 

3.3  CONCLUSION 

 

It is very important to choose the most appropriate effective research design 
as there is an inherent risk of data distortion through the introduction of bias 
as well as the practicality of data collection. 
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CHAPTER FOUR: EVALUATION AND DISCUSSION OF 
RESULTS 
 

4.1 INTRODUCTION 

 

Personal (face to face) interviews, representing a cross spectrum of 
organisations took place. Various financial institutions were interviewed (two 
of the large four commercial banks in South Africa (in terms of assets), being 
Standard Bank of South Africa Limited & Absa Bank Limited as well as the 
Industrial Development Corporation of South Africa Limited  (“IDC”) (a major 
investor in tourism projects) as well as industry role players being RCI Global 
Vacation Network (who form part of the world’s largest holiday exchange 
network & holiday rentals group) and TISA (the controlling body that regulates 
the timeshare industry in South Africa). A firm of practising attorneys, Jay 
Mothibi Inc, were also interviewed who provided insight into various legal 
issues. 
 
The interviews took place over a fairly lengthy period of time (from 23 August 
2007 to 8 November 2007) as the interviews were arranged at the 
convenience of the people being interviewed. 
 
4.2 DISCUSSION OF RESULTS 
 
The results have been evaluated, are discussed below and have been 
segmented to reflect the differing views of the respondents:- 
 

• 4.2.1  Financial Institutions – the overall view of the banks is similar 
and can be summarised as follows: 

 
o 4.2.1 (a)  Commercial banks. Both banks have Commercial 

Property Finance Divisions who consider the provision of 
finance for timeshare developments to be high risk (the 
perception that the industry is high risk and the notion that the 
bank would not be able to secure itself in the traditional sense 
with a mortgage over the property remains) and would only 
entertain requests for finance from recognised developers (on 
an exceptional basis) whose financial statements reflect strong 
cash flows with low levels of gearing. The cash flow as well as 
the gearing of the development / resort play an important role 
but these factors coupled with the duration of the project, its sell 
out period and the source of repayment (cash flow to repay 
debt) are critical. Both banks see themselves in the traditional 
banking role as providers of finance and have not given thought 
to the idea of entering the timeshare market as proposed by the 
writer. In this regard their view is similar to that of them financing 
a residential development in that they would want other 
financiers to provide end user finance so as to spread the end 
buyer risk (concentration risk). 
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Another risk the banks identified if they entered this industry was 
that of image / reputational risk. Even if the development was 
sold out the bank would still be associated / linked to it and they 
could incur negative publicity should the resort fail (due to bad 
management by the resort management company).  
 
Before considering development finance the banks would call for 
feasibility studies but were not “au fait” with the role played by 
TISA and were under the impression that RCI operated as a 
resort owner.  
 
In some instances there was confusion regarding the various 
forms of ownership and often the word “timeshare” was used 
synonymously with “share block” as timeshare is viewed by the 
banks as a personal right – one of the reasons it is seen as high 
risk (banks feel more comfortable with Sectional Title as this 
confers a real right as opposed to Share Block which confers a 
personal right).  
 
Interestingly the people interviewed could not recall instances 
where the bank had incurred losses in connection with loans 
granted to timeshare developers. This appears to negate the 
notion of high risk. 
 
By carrying out regular valuations of the resort the bank would 
be able to ensure that the levies levied by the management 
company could sustain and maintain the resort. 
 
The banks see the timeshare market as fragmented as there are 
various role players with different needs / time horizons.  

 
With regard to the financing of end users, for the purchase of 
timeshare intervals, the banks do not keep records for this type 
of loan for the following reasons:- 
 

� If the client has an acceptable credit history / track record 
and demonstrates repayment ability the bank will grant a 
loan and clients may utilise the proceeds of such loans as 
they deem fit.  

 
� Loans of this nature / size are viewed as personal loans.  
 
� These loans are normally granted on an unsecured basis. 
 
� The banks will only utilise their Home Loan chassis, 

(substantial data bases have been built up by the banks 
in this regard) where they can take security (in the form of 
a mortgage bond) over the entire property which 
obviously does not apply in the case of timeshare. 
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� Both banks have been under market pressure to finance 

residential units in terms of “fractional ownership” but at 
this stage have declined to become involved in this 
market as they view this product similar to timeshare and 
cannot register their bond over the entire property but 
only over the undivided portion that will be owned by their 
client who is requesting the finance. 

 
o .The banks view timeshare as a consumer product and not as 

an investment product. 
  
o 4.2.1 (b)  Development Bank  

 
 

� 1994 saw the IDC start its Tourism Division to assist the 
National Parks in improving their infrastructure. The next 
three years saw them move into eco-tourism and game 
lodges. 

 
� In 1997 the IDC ventured into financing accommodation 

establishments such as Bed & Breakfasts (“B&B”) and 
Hotels. 

 
� Some ten years ago the board of the IDC commissioned 

an internal study regarding Tourism. The report is not for 
external consumption but the following was conveyed to 
the writer:- 

 
� The IDC will finance the business of an hotel / B&B 

but not the development of such a property / 
building project 

 
� The IDC believes that the development finance for 

the erection of a hotel / B & B as well as the 
financing of vehicles is the preserve of the 
commercial banks. 

 
� Timeshare still has to prove its economic merits 

and its viability over time. The IDC is of the view 
that levies are a contentious issue; the “real” profit 
in timeshare is realised upfront and they question 
the sustainability of the property (i.e. the resort) 
over time. 

 
� 2007 has seen the IDC finance Sports Tourism and 

Events Management projects. 
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• 4.2.2  TISA / RCI – these two organisations reflect similar views but 
their aims and objectives differ. 

 
• TISA is an industry regulator with a stringent Code of Conduct as well 

as an accreditation process (for developers of timeshare) to safeguard 
the interests and rights of timeshare owners. 

 
o TISA has not conducted its own research or 

commissioned auditing firms to undertake 
research on its behalf due to limited resources. 
TISA has 5 employees compared to ARDA who 
employs 350 people. ARDA maintains two offices 
in the USA with its main office in Orlando, Florida 
and another office in Washington to lobby 
Senators / Congressmen who are America’s 
decision makers.  

 
o TISA understands the value of information / 

statistics and is in the process of obtaining 
information from members, industry players, 
marketing organisations and developers. 
Information comes at a cost and TISA believes 
that there has been a lack of education in the 
industry which they are trying to rectify. 

 
o TISA will be mounting an initiative towards the end 

of 2007 in which the following information (which is 
vital for the industry) will be gathered: inter alia, 
sales, cost of sales (including the cost of 
marketing) and benchmarking levies taking into 
account the size / quality of the resort 

 
o TISA was able to provide the following limited 

information regarding timeshare in South Africa 
 
� 2006 saw approximately 41 000 new 

members being introduced into the 
shared vacation industry (i.e. 
timeshare). TISA estimate total 
members at +/- 370 000  

 
� Timeshare products with a value of   

R1 billion were sold in 2006. 
 
� There are +/- 190 resorts that are 

affiliated to RCI. 
 
o It is the opinion of TISA that the timeshare industry 

in South Africa is in a growth phase (it mirrors that 
of the hospitality industry). This is based on 
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information made available to them by the Direct 
Marketers Association who have identified that 
timeshare products are affordable to 4, 5 million 
consumers in the middle to higher income bracket 
(which includes the so-called “Black Diamonds”). 
The last decade has seen no real development of 
timeshare resorts in South Africa (partly because 
of high development costs) and this together with 
the downturn of the hospitality industry in 
Zimbabwe (due to the political situation and 
economic meltdown) has seen supply lagging 
behind demand. The majority of recent sales are 
resales.  

 
o Notwithstanding the aforementioned, TISA is of the 

opinion that growth has being stymied in part by 
the local banks as they do not understand the 
timeshare industry (compared to their counterparts 
in the USA) and a great financing opportunity is 
being lost by them as developers in general carry 
their own book. According to TISA local banks are 
risk averse, worried about Share Block (whereas 
they understand Sectional Title) and scared of the 
shared vacation ownership concept. Although the 
introduction of the NCA has had a negative impact 
on sales, this has had the effect of sales being of a 
better quality. 

 
o Timeshare is an entrenched product in South 

Africa, which is accepted by the consumer and in 
view of its continued demand, it has not passed its 
“sell by date”. 

 
o Timeshare in South Africa is seen as a “holiday 

lifestyle product” and in terms of the Code of 
Conduct it cannot be sold as an investment 
product. 

 
o Timeshare is still associated with “hard sell’ 

techniques. TISA views this as unfortunate but 
recognizes it as a reality. 

 
o Tisa does not have statistics regarding what 

constitutes a break-even scenario in terms of sales 
but estimates this to be between 55% and 60%. 

 
o Fractional Ownership is not considered as a 

serious competitor to timeshare but TISA have 
monitored the fractional ownership market since 
2005. They view this market as a threat because 
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of the way in which various role players 
(established estate agencies which are household 
names in South Africa) are conducting their 
business. In reality fractional ownership is nothing 
more than timeshare marketed under another 
guise. 

 
o Timeshare started in the 1970’s and as such 

timeshare ownership was restricted along racial 
lines – a situation inherited from the old 
dispensation but since 1994 this is changed to 
reflect economic realities. 

 
o Timeshare ownership is not seen as the preserve 

of the rich as timeshare resorts are spread over a 
broad spectrum; from gold crown resorts to resorts 
without grading. 

 
o The criteria that a developer must comply with is 

extensive and copies of the “Application for 
Membership” together with the Code of Conduct 
are attached hereto as Annexure 3. 

 
o The cost to join TISA and have the membership 

renewed (on an annual basis) is realistic and the 
costs are reflected in the “2007 Annual 
Membership / Renewal Fees” attached hereto as 
Annexure 4 

 
o Not all developers are TISA accredited but these 

account for a small proportion of developers and 
are estimated to be in the region of 3 to 4 %. 

 
o TISA has no power to sanction developers who 

operate without TISA accreditation but will deal 
with complaints and give advice to timeshare 
owners. 

 
o TISA does not have a fidelity fund like that 

administered by the Estate Agency Affairs Board 
but will give advice and assist timeshare owners in 
submitting claims. 

 
o A developer will choose the form of ownership (i.e 

Sectional Title, Share Block, Club etc) a resort / 
development will have and TISA does not dictate 
in this regard. 

 
o With regard to operational issues (i.e. site 

selection, type of resort, level of fittings and selling 
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prices) TISA will refer developers to RCI or other 
industry experts. 

 
o There have been developers / resorts affiliated to 

TISA that have gone out of business / liquidated 
but due to the intervention of TISA: 

 
� All resorts have continued (some in 

terms of a Sect 311 compromise / 
others due to a change in 
management company) 

� Registered timeshare owners were 
unaffected (did not lose their 
timeshare) 

� The industry did go through a 
difficult time and this is one of the 
reasons for the 1983 Act to be 
promulgated.  

 
o  TISA believe that South Africa does not have 

sufficient “hotel beds” to accommodate the influx of 
tourists expected for the  FIFA 2010 Soccer World 
Cup and new time-share resorts would certainly 
alleviate the problem. The aforementioned 
problem has also been identified by MATCH (an 
organisation to facilitate accommodation in South 
Africa for 2010 by FIFA) who have approached the 
hospitality industry in this regard. 

 
o Timeshare resorts are not graded in the way the 

South African Tourism Grading Council grade 
hotels but timeshare resorts can request a grading 
from this body. RCI does grade resorts and a 
rough guide is as follows:- 

 
� Gold crown resort     3 / 4 star 
� Silver crown resort    2 / 3 star 

 
o TISA would welcome a major commercial bank 

entering the timeshare industry as a developer. 
 
o It is the opinion of TISA that the following three 

ingredients are necessary for a timeshare resort to 
be successful 

 
� Locality 
� Management of the resort 
� Type of facilities / amenities offered 
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o TISA admit that developers have not harnessed 
the benefits of the electronic age (large data bases 
available) to sell timeshare (thereby reducing the 
hard sell techniques) and reduce the high cost of 
sales. Marketing costs (making up 40% to 50% of 
the total sales amount), are exorbitant and should 
only account for 20% of the sales amount. 

o Liquidity and marketability are risks associated 
with timeshare and to ensure that these risks are 
successfully mitigated the resorts must be of a 
good quality and well located. This ensures that 
demand remains strong. The vacation time (low, 
medium and high) is a consequence of demand 
but this is reflected in the price. 

 
 

 
• RCI plays no role in the regulation of the timeshare industry but 

because it facilitates the exchange of time for timeshare owners in 
different resorts (locally and overseas) it has a vested interest not only 
in the well being of the timeshare industry but also the image the 
timeshare industry portrays. 

 
o RCI do not conduct their own surveys but rely on 

information as contained in the March 2004 
Ragatz  publication “ Resort Timeshare in 
Southern Africa” and information provided by TISA 

 
o RCI view the timeshare industry in South Africa 

(with regard to the phase that it is in) as consisting 
of two tiers: 

- Traditional – no development - decline  
-  Points – time being recycled - growth 

 
o It is the opinion of RCI that timeshare is an 

entrenched product in South Africa, accepted by 
consumers and that it has not passed its “sell by 
date” as evidenced by the current annual (new) 
enrolments (sales) of 20 000 / 25 000 which has 
increased their client base to +/- 240 000 
timeshare owners. 

 
o Timeshare is sold in South Africa as an investment 

in holidays. 
 
o Timeshare is still associated with “hard-sell” 

techniques. 
 
o RCI are not “au fait” as to what constitutes a 

break-even scenario in terms of sales but 
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estimates this to be at 60%. They believe that 
developers make more money in carrying their 
own book (I.e. financing their own debtors). 

 
o RCI view fractional ownership as complimentary to 

timeshare and do not view it as a competitor. RCI 
have been proactive in the fractional ownership 
market and have an entity called Registry which 
provides a similar service to fractional owners as 
RCI does to timeshare owners. 

 
o RCI is of the opinion that the ownership of 

timeshare is along economic and not racial lines. 
 
o The timeshare product range caters for all income 

levels and as such RCI do not see timeshare as 
the preserve of the rich. 

 
o For a resort to be affiliated to RCI, the developer / 

resort needs to be accredited by TISA (legal 
requirements / financial structure / standing). The 
property needs to be bond free with the resort 
levies being sufficient to maintain the required 
level of service. Also of importance to RCI are the 
location, facilities offered and the standard of or 
condition of the property. 

 
o Once a development is affiliated by RCI the once 

off sign on fee is R150 000 and if the resort is a 
fractional ownership one, the cost for Registry 
affiliation is USA $ 50 000. RCI review their 
association with all resorts on a regular basis 
(frequency dependant on feed back from RCI 
members but this can be as often as twice a 
month). The cost of site visitation is borne by RCI. 

 
o The cost for a time share owner to join RCI is an 

enrolment fee of R800.00 which is paid annually 
for three years and thereafter it reduces to 
R495.00 per annum.  

 
o As an owner of timeshare the benefits of joining 

RCI, besides being able to swop out locally and 
internationally, are holiday insurance, registered 
IATA and ASATA travel agents, flexible holidays  
as well as receiving extra / bonus holidays. 

 
o RCI will not advocate the form of ownership a 

resort should have as long as the form of 
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ownership satisfies TISA. This is then acceptable 
to RCI. 

 
o RCI will provide assistance and give advice to a 

developer regarding, inter alia, the following: site 
selection, type of resort, level of fittings, range of 
selling prices as well as the setting of the 
maintenance levy. 

 
o There have been developers / resorts affiliated to 

RCI that have gone out of business / been 
liquidated and RCI have assisted in recycling the 
resort (to existing developers) with a bale out 
provided at the consumer level. Notwithstanding 
the aforementioned, the negative publicity from a 
few isolated incidents (in the early 1990’s with the 
last ten years being trouble free) affects the 
industry as a whole. 

 
o RCI do not believe that they are in a position to 

provide an opinion regarding the question of 
sufficient “hotel beds” to accommodate the 
increase in tourists expected for the FIFA 2010 
Soccer World Cup as they believe that this 
question can only be answered by the hotel 
industry itself. They do not forsee any benefits in 
this area for themselves. 

 
o The grading of RCI affiliated resorts differs to 

hotels in that the South African Tourism Grading 
Council will via their inspectors conduct an 
inspection of the hotel to be graded while 
timeshare owners provide feedback to RCI based 
on their own experience at a particular resort. 

 
o RCI would welcome the news that a major 

commercial bank was considering entering the 
timeshare market as a developer as the industry 
requires development of more resorts. A move 
such as this would add credibility to the industry 
due to brand recognition and provide peace of 
mind to consumers. 

 
o According to RCI the ingredients needed to make 

a timeshare resort successful are:- 
 

� Location 
� Resort management 
� Brand 
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With regard to the importance of a brand, RCI 
advised that the latest phase at Sun City (a Sun 
International resort) was sold out in 6 months vis-
à-vis a forecast of 2 years.  

 
o In South Africa there are no other Exchange 

Resorts that compete with RCI 
 
o Despite popular belief RCI does not own any time 

share resorts but its association with a resort 
through its affiliation process leads to this 
confusion in the minds of the general public. 

 
o RCI are aware of the impact marketing cost have 

had on the high cost of sales. A low conversion 
rate (in some cases as low as 3%) leads to very 
high marketing costs which could be reduced if a 
well recognised brand enters the market as this 
provides credibility as well as bolsters consumer 
confidence. 

 
o It is the view of RCI that the risks of liquidity and 

marketability in the timeshare industry can be 
mitigated with the entrance of recognised brands 
as this restores credibility in a market that has had 
its fair share of bad publicity. If the brand provides 
value, liquidity should improve. 

 
• 4.2.3  Attorneys – the view from Jay Mothebi Inc is the following:- 
 

• The advantages and disadvantages regarding the various forms 
of ownership are summarised and reflected in the table below:- 

 
 

Type of ownership Advantage Disadvantage 
Sectional Title 

Timesharing interest is 
based on ownership. 

Interest in property is a 
real right and as such 

can be bonded for 
security purposes 

Bond registration / 
transfer costs on 

purchase and sale of 
timeshare interest. 

Transfer of ownership 
can only be effected by 
Deeds Registry Office 

which is time consuming 
because of formalities 
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Share Block Timesharing 
interest is based on a 

right of use. 

Ease of purchase and 
sale. Formalities are less 
than Sectional Title and 

as such costs are 
substantially lower. 

Interest in property is a 
personal right and as 

such a bond cannot be 
passed over the right 

held. Personal rights are 
not as strong as real 

rights. 
Club Membership 

Timesharing interest is 
based on a right of use. 

Ease of purchase and 
sale. Formalities are less 
than Sectional Title and 

as such costs are 
substantially lower. 

Interest in property is a 
personal right and as 

such a bond cannot be 
passed over the right 

held. Personal rights are 
not as strong as real 

rights. 
 

Lease Timesharing 
interest is based on a 

right of use. 

Ease of purchase and 
sale. Formalities are less 
than Sectional Title and 

as such costs are 
substantially lower. 

Interest in property is a 
personal right and as 

such a bond cannot be 
passed over the right 

held. Personal rights are 
not as strong as real 

rights. 
 
 
• The cost implication for a developer is most onerous under a 

sectional title scheme in that a sectional title register has to be 
opened. This is a legal process that has to be followed and the 
property also needs to be measured up by a land surveyor as all 
sections including the common property are taken into account to 
determine the participation quota. This is a lengthy process and 
has time implications.  

 
The set up costs / formalities for other forms of ownership 
(formation of a company / club) are substantially lower and less 
time consuming. 
 

• Financiers secure themselves by registering a bond over the 
property purchased by the timeshare owner. 
 
If the purchase was transacted via a share block / club a financier 
can secure themselves by taking a cession and pledge of the 
shares / points. 

 
• At this point in time financiers are only comfortable with sectional 

title schemes as they fail to understand the value and rights 
attached to something that is intangible. 

 
• Timeshare in South Africa is sold as a consumer product. 
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CHAPTER FIVE: CONCLUSION 
 

5.1 INTRODUCTION 
 

The objective of this research report is to see if the current timeshare market 
provides financial institutions with an opportunity to enter the industry and 
thereby implement vertical backward integration as a means to increase their 
loan book.  
 
5.2 SUMMARY OF FINDINGS 
 
Timeshare as a consumer product has found acceptance across the globe 
and is a major contributor to the economy of the United States of America. 
Recent surveys have noted its continued growth world wide and the potential 
for future growth. 
 
It was established that although the timeshare market in South Africa is in a 
mature phase, up to date statistics are not available thereby making it difficult 
to make sound / informed decisions. 

 
Even though timeshare is sold as a consumer product, a substantial amount 
of consumer education still needs to take place and the market continues to 
be plagued by “hard sell” techniques due to low conversion rates with the 
result that marketing costs are the biggest contributor to the final cost of sales 
figure.  
 
The biggest challenges facing the timeshare industry remains its tarnished 
image and the high cost of sales. This has not deterred well known hotel 
brands from entering the industry and adapting the timeshare product to 
improve occupancy levels. Notwithstanding the fact that timeshare suffers 
from a tarnished image surveys indicate that purchasers of timeshare are 
satisfied with their purchase, however the industry must not underestimate the 
importance of how owners derive value from their purchase.  

 
Commercial banks view timeshare as “high risk” but this may be attributed in 
part to the fact that they do not understand the “shared vacation ownership” 
concept and feel more comfortable in obtaining security when financing fixed 
property. The timeshare market is fragmented which may be a reason why 
commercial banks treat such lending with caution. Sophisticated score card 
techniques have been developed by commercial banks to pre determine the 
level of debt a consumer can assume. This ensures that borrowers are not 
overextended thereby reducing the probability of default. The ability to pre 
screen clients from its data base would enable commercial banks to market 
the sale of time share intervals to its own clients thereby creating a 
competitive advantage for itself. In essence, commercial banks need to mine 
their client base to create additional loans. 
 
The continued strong economic performance in South Africa has resulted in 
boom conditions last seen in the 1980s which has been consumer driven. 
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Consumers have a propensity to spend and utilise debt to finance such 
spending. 

 
Notwithstanding the fact that ownership of timeshare intervals may take 
different forms, they all are subject to the Property Time-sharing Control Act 
75 of 1983 and developers of timeshare are subject to a code of conduct 
which is monitored by TISA.  
 
The ingredients for a successful timeshare resort are location, the 
management thereof and whether the developer is a recognised brand. These 
factors will enhance consumer confidence and credibility. Timeshare has 
proved to be a profitable business but a developer must have a sound 
financial position to absorb negative cash flows in the early stages of a project 
before enjoying the benefits of positive cash flow. Major financial institutions 
are recognized brands and would meet the criteria as proposed herein. 
   
The turbulent years of the 1980s which saw many timeshare developments 
fail and also acted as a catalyst for the promulgation of the Property Time-
sharing Control Act 75 of 1983, appears to be a thing of the past. 
 
The number of foreign tourists visiting our shores continues to increase with a 
record number of visitors expected for the FIFA World Soccer Cup in 2010. 
 
The research report indicates that from a qualitative approach, financial 
institutions have the opportunity to enter the timeshare industry as a means to 
increase their loan book but further study needs to be done on a quantitative 
basis in order to verify this.  
 
By entering this market a financial institution, through its brand, would lend 
credibility to the product and create consumer confidence. Brand recognition 
is vital as it would assist in reducing the high marketing costs thereby making 
the product more affordable which should result in increased sales. Marketing 
costs should be reduced substantially as the financial institution would be in a 
position to pre screen customers to ensure that increased levels of debt can 
be serviced and only market the “new” product to clients who are of “a good 
financial standing”. By adding timeshare as a product offering, the financial 
institution would be offering its clients a “one stop shop”. Financial institutions 
could also assist in the education of consumers thereby eliminating the bad 
reputation that timeshare currently enjoys. The elimination of the risks of 
liquidity and marketability will benefit not only consumers but ultimately also 
the financial institution. Other benefits such as being first to market and 
becoming the market leader could not be easily replicated by current 
competitors. 
 
Financial institutions need not limit their investigation to the timeshare market 
alone but can explore other similar product offerings such as fractional 
ownership which is viewed by the industry as a niche market. Currently this 
market remains untouched by the major financial institutions.  
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This research report has tried to quantify the opportunities available to 
financial institutions to implement backward vertical integration in a market 
that has been ignored by them and treated as the Cinderella of the hospitality 
industry. Due to the lack of up to date information the research report is 
mainly qualitative. It should be treated as a pilot study, highlighting what is of 
importance and which areas are to be treated with caution when entering the 
timeshare market. 
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Questions - Bank Interview 
 
 
Q1 Does the Bank consider lending to time-share developers as high risk? 
 
 If so WHY 
 
 
Q2 Does the Bank consider lending to purchasers of time-share weeks as 

high risk? 
 
 If so WHY 
 
 
Q3 Does the Bank currently lend to time-share developers? 
 
 If so WHAT is the level of exposure 
 
 
Q4 Does the Bank currently lend to purchasers of time-share weeks? 
 
 If so WHAT is the level of exposure 
 
 
Q5 Has the Bank incurred losses / write offs to: 
 

• time-share developers? 
 

• individual purchasers of time-share weeks? 
 
 
Q6 Does the Bank assess the financial position of a time-share developer 

and lend on the strength of the developers balance sheet  
 

or  
 
is the lending done on the above basis together with the provision of 
security? 
 

 
Q7 With regard to Q6, how much reliance is placed on 
 

• balance sheet (gearing)? 
 

• Security? 
 

• repaymentability (coverage)? 
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Q8 Does the Bank assess the financial position of an individual purchaser   
 

or  
 
is the lending done on the above basis together with the provision of 
security? 

 
 
Q9 With regard to Q8, how much reliance is placed on 
 

• net worth of the individual (gearing)? 
 

• Security? 
 

• repaymentability (coverage)? 
 
 
Q10 Will the Bank call for a demographic / feasibility study regarding the 

resort and its location before it considers finance for a time-share 
developer? 

 
 
Q11 Will the Bank insist on proof that the time-share developer is an 

accredited member of TISA (Time-share Institute of South Africa) and 
has provided TISA with the necessary auditors certificates as called for 
by them? 

 
 
Q12 Will the Bank provide finance to the purchasers of time-share weeks 

even if the Bank did not finance the construction / development of the 
time-share resort? 

 
 
Q13  Will the Bank consider providing finance to the purchasers of time-

share weeks if the basis of ownership is by way of: 
 

• Sectional title 
 

• Share Block 
 

• Points 
 
 
Q14 What measures (if any) does the Bank take to ensure that levies can 

sustain the resort? 
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Q15 Does the Bank consider the financing of time-share developments and 
the resultant time-share weeks as fragmented? 

 
 
Q16 Would the Bank consider entering the time-share industry as a 

developer thereby controlling the value proposition from inception, right 
through to the sale of time-share weeks to end users? 

 
 
Q17 Do commercial banks in South Africa view timeshare as an investment 

product or a consumer product? 
 
 
Q18 There are many risks associated with timeshare but the two risks that 

warrant special attention not only because they are considered to be 
higher than other risks but also because they are interrelated are 
liquidity and marketability. Published literature indicates that if an 
owner wished to sell timeshare, it would often be difficult to find a 
purchaser interested in buying it at a reasonable price. Can these risks 
be mitigated in any way? 

 
Q19 A popular saying in the timeshare industry is timeshare is sold and 

not bought which leads to its high cost (research conducted in the 
United States of America indicates that sales and marketing costs can 
vary between 40% and 55% of the total sales amount ). Can these 
costs be reduced in any way to make timeshare more affordable? 
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Questions – TISA Interview 
 
 
Q1 Does TISA conduct its own research into the South African time-share 

industry such as “The Ragatz Resort Timeshare in Southern Africa 
published in March 2004”? 

 
 If so what are the findings? 
 
 
Q2 In the United States of America, PricewaterhouseCoopers conduct an 

annual survey on behalf of ARDA (American Resort Development 
Association) whose findings are published in their report entitled “ 
Financial Performance of the U.S. Timeshare Industry”. Is a similar 
survey carried out in South Africa? 

 
 If so what are the findings? 
 
 
Q3      In what phase does TISA consider the time-share industry in South 

Africa to be in (growth, maturity or decline)? 
 
 If so WHY 
 
 
Q4 Is time-share an  
 

entrenched product in South Africa 
 

accepted by the SA consumer 
 

or  
 

has it passed its “sell by date”  
 

 
Q5 Is time share sold in South Africa as an investment or consumer 

product? 
 
 
Q6 Is time-share still associated with “hard-sell” techniques? 
 
 
Q7 In the selling phase of a time-share development, what % of the sell 

out indicates a break-even scenario? 
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Q8 Is fractional ownership a serious competitor to the time-share industry 
in SA? 

 
 
Q9 Is the distribution of time-share ownership in South Africa along racial 

or economic lines? 
 
 
Q10 Is time-share ownership in South Africa seen as the preserve of the 

rich? (LSM) 
 
 
Q11 What criteria must a developer / resort comply with to be accredited / 

affiliated to TISA 
 
 
Q12 If the developer / resort meets the criteria laid down by TISA  
 

(1) what is the cost to the developer / resort 
 

(2) what basis (time as well as quality 
criteria) does TISA impose to review its 
association with the developer / resort 

 
 
Q13 Does TISA represent all time-share developers or are there developers 

who operate without Tisa accreditation? 
 
 
Q14 What power does TISA have to sanction developers who operate 

without TISA accreditation? 
 
 
Q15 How does TISA protect time-share owners? 
 
 
Q16 Does TISA advocate the form of ownership that a resort should have 

(i.e Sectional Title, Share Block, Club)? 
 
 
Q17 Does TISA provide advice to time-share developers regarding: 
 
  - Site selection 
 
  - Type of resort to be developed 
 
  -  Level of fittings 
 

 -  Selling prices for the different periods (red, blue & white 
weeks)    
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Q18 Have there been developers / resorts that have been affiliated to TISA, 

and during this affiliation period, have gone out of business / liquidated.  
 
 If so WHAT was the outcome for the: 

 
- Resort 
 
- Time-share owners 

   
  - The industry as a whole 
 
 
Q19 With South Africa attracting ever increasing foreign tourists as well as 

being firmly placed on the global sporting map (having successfully 
hosted both the Rugby & Cricket World Cups and now preparing for the 
FIFA 2010 World Cup) does TISA believe that there are sufficient 
“hotel beds” to accommodate tourists? 

 
 If not would new time-share resorts alleviate the problem? 
 
 
Q20 Are time-share resorts graded in a similar way to hotels? 
 
 If so what are these requirements for 3, 4 & 5 star establishments  
 
 
Q21 If there is a need for more time-share resorts how would TISA react to 

the news that a major commercial bank was considering entering the 
timeshare industry as a developer and selling the resultant time-share 
weeks to its existing client base? 

 
 
Q22 What ingredients, in the opinion of TISA, are needed to make a time-

share resort successful? 
 
   
Q23 Research conducted in the United States of America indicates that 

sales and marketing costs can vary between 40% and 55% of the total 
sales amount. This is one factor attributed to the “high cost” of a new 
timeshare interval. Are there ways that this substantially high cost can 
be reduced to make timeshare more affordable? 

 
 
Q24 There are many risks associated with timeshare but the two risks that 

warrant special attention not only because they are considered to be 
higher than other risks but also because they are interrelated are 
liquidity and marketability. Published literature indicates that if an 
owner wished to sell timeshare, it would often be difficult to find a 
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purchaser interested in buying it at a reasonable price. In your opinion 
do you believe that these risks can be mitigated in any way? 

 
Q25 A popular saying in the timeshare industry is timeshare is sold and 

not bought which leads to its high cost (marketing and selling costs 
make up 40 to 55% of the cost of sales in the timeshare industry). Do 
you believe that these costs can be reduced in any way?  
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Questions – RCI Interview 
 
 
Q1 Does RCI conduct its own research into the South African time-share 

industry such as “The Ragatz Resort Timeshare in Southern Africa 
published in March 2004”? 

 
 If so what are the findings? 
 
Q2 In the United States of America, PricewaterhouseCoopers conduct an 

annual survey on behalf of ARDA (American Resort Development 
Association) whose findings are published in their report entitled “ 
Financial Performance of the U.S. Timeshare Industry”. Is a similar 
survey carried out in South Africa? 

 
 If so what are the findings? 
 
 
Q2 In what phase does RCI consider the time-share industry in South 

Africa to be in (growth, maturity or decline)? 
 
 If so WHY 
 
 
Q3 Is time-share an  
 

entrenched product in South Africa 
 

accepted by the SA consumer 
 

or  
 

has it passed its “sell by date”  
 
 
Q4 Is time share sold in South Africa as an investment or consumer 

product? 
 
 
Q5 Is time-share still associated with “hard-sell” techniques? 
 
 
Q6 In the selling phase of a time-share development, what % of the sell 

out indicates a break-even scenario? 
 
 



 104

Q7 Is fractional ownership a serious competitor to the time-share industry 
in SA? 

 
 
Q8 Is the distribution of time-share ownership in South Africa along racial 

or economic lines? 
 
 
Q9 Is time-share ownership in South Africa seen as the preserve of the 

rich? (LSM) 
 
 
Q10 What criteria must a developer / resort comply with to be accredited / 

affiliated to RCI 
 
 
Q11 If the developer / resort meets the criteria laid down by RCI  
 

- what is the cost to the developer / resort 
 
- what basis (time as well as quality criteria) does RCI impose to  
review its association with the developer / resort 

 
Q12 What is the annual cost to a time-share owner to join RCI? 
 
 
Q13 What are the benefits for a time-share owner to join RCI? 
 
 
Q14 Does RCI advocate the form of ownership that a resort should have (i.e 

Sectional Title, Share Block, Club) 
 
 
Q15 Does RCI provide advice to time-share developers regarding: 
 
  - Site selection 
 
  - Type of resort to be developed 
 

- Level of fittings 
 
- Selling prices for the different periods (red, blue & white 
weeks) 
 
- Setting of the maintenance levy   

 
 
Q16 Have there been developers / resorts that have been affiliated to RCI, 

and during this affiliation have gone out of business / liquidated.  
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 If so WHAT was the outcome for the: 
 
- Resort 
 
- Time-share owners 

   
  - The industry as a whole 
 
 
Q17 With South Africa attracting ever increasing foreign tourists as well as 

being firmly placed on the global sporting map (having successfully 
hosted both the Rugby & Cricket World Cups and now preparing for the 
FIFA 2010 World Cup) does RCI believe that there are sufficient “hotel 
beds” to accommodate tourists? 

 
 If not would new time-share resorts alleviate the problem? 
 
 
Q18 Are time-share resorts graded in a similar way to hotels? 
 
 If so what are these requirements for 3, 4 & 5 star establishments  
 
 
Q19 If there is a need for more time-share resorts how would RCI react to 

the news that a major commercial bank was considering entering the 
timeshare industry as a developer and selling the resultant time-share 
weeks to its existing client base? 

 
 
Q20 What ingredients, in the opinion of RCI, are needed to make a time-

share resort successful? 
 
 
Q21 In South Africa are there any other Exchange Resorts that compete 

with RCI? 
 
 
Q22 Does RCI own any time-share resorts in South Africa?   
 
 
Q23 Research conducted in the United States of America indicates that 

sales and marketing costs can vary between 40% and 55% of the total 
sales amount. This is one factor attributed to the “high cost” of a new 
timeshare interval. Are there ways that this substantially high cost can 
be reduced to make timeshare more affordable? 

 
 
Q24 There are many risks associated with timeshare but the two risks that 

warrant special attention not only because they are considered to be 
higher than other risks but also because they are interrelated are 
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liquidity and marketability. Published literature indicates that if an 
owner wished to sell timeshare, it would often be difficult to find a 
purchaser interested in buying it at a reasonable price. In your opinion 
do you believe that these risks can be mitigated in any way? 

 
Q25 A popular saying in the timeshare industry is timeshare is sold and 

not bought which leads to its high cost (marketing and selling costs 
make up 40 to 55% of the cost of sales in the timeshare industry). Do 
you believe that these costs can be reduced in any way? 
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Questions – Attorney Interview 
 
 
Q1 The ownership of time-share can be in three forms, namely: 
 

- Sectional Title 
 
- Share Block 
 
- Club, 

 
 What are the advantages / disadvantages of each form of ownership?
  
 
Q2 For each form of ownership what are the cost implications for the 

developer?  
 
 
Q3 For each form of ownership what are the cost implications for the entity 

purchasing the time-share weeks?  
 
 
Q4 For each form of ownership how would a financier secure themselves if 

they provided the finance to the end user? 
  
 
Q5 In your opinion, which form of ownership taking the needs of the 

financier into account, would be the most cost effective (time & money) 
should a time-share owner default and this “time” needs to be resold? 

 
 
Q6 In South Africa is timeshare sold as an investment product or as a 

consumer product? 
 
 
Q7 There are many risks associated with timeshare but the two risks that 

warrant special attention not only because they are considered to be 
higher than other risks but also because they are interrelated are 
liquidity and marketability. Published literature indicates that if an 
owner wished to sell timeshare, it would often be difficult to find a 
purchaser interested in buying it at a reasonable price. In your opinion 
do you believe that these risks can be mitigated in any way? 

 
Q8 A popular saying in the timeshare industry is timeshare is sold and 

not bought which leads to its high cost (marketing and selling costs 
make up 40 to 55% of the cost of sales in the timeshare industry). Do 
you believe that these costs can be reduced in any way? 
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