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The idea of timeshare and fractional
ownership was initially associated with the
joint possession of business class jets,
luxury cars and real estate. This structure
created opportunities for investors
wishing to share the cost of high-class
property with other investors, though
preserving the right to enjoy all the
benefits of fully fledged possession. By
virtue of timeshare and fractional owner-
ship the investors get the opportunity to
use and own property they are not able to
afford to buy on their own.

This article describes the opportunities
for application of the well-known concept
of fractional ownership in respect of the
hotels, luxury apartments and leisure real
estate in Ukraine. 

Before we get into the details, to avoid
confusion, special attention should be
given to the definition of the terms
‘timeshare’ and ‘fractional ownership’. As
opposed to the classic timeshare, where
investors get pre-paid accommodation
services, fractional ownership implies
acquisition of title to the real estate along
with the right to use the property on a
time share basis with other co-owners.

Fractional ownership involves the alloca-
tion of time between co-owners in such a
way as to ensure that at any particular
moment only one co-owner (alone, or
with their family) is occupying the
property. In such a way each investor
enjoys the benefits of possession to the full
extent. 

In exchange for the right to own and
use the luxury real estate the fractional
owners give up a certain level of freedom,
in particular, the freedom to use the
property for an unlimited period of time
without restrictions. However, during the
allocated holiday period, the fractional
owners benefit from full use of luxury
residences.

This article discusses the advantages of
fractional ownership for investors and
hoteliers, and indicates the peculiarities of
its implementation in Ukraine with refer-
ence to local laws and restrictions. As one
may gather from this article, Ukraine can
be a perfect place for widespread applica-
tion of the fractional ownership concept
in hotels and leisure projects provided
that the transactions are properly struc-
tured – both legally and financially.
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Advantages of fractional ownership
for investors

Purchase of ready-for-service vacation
property

Acquisition of fractional ownership means
acquisition of a ready-built residence on a
turn-key basis as it is fully equipped with
furniture and accessories, which enables
investors to use the property immediately
after purchase. Consequently, the investor
does not need to spend additional time
and cost furnishing and decorating the
residence. The fractional property can be
compared to a fully-equipped hotel or
similar accommodation facility.  

Guaranteed prepaid vacation stay

The fractional owner will no longer have
to search for a place to stay while on
holiday – the fractional ownership is
already a prepaid vacation within the
allocated holiday period. Taking into
consideration the overall global trend for
depreciation of money, acquisition of a
share in a fractional ownership scheme
could be a great investment to avoid
additional expenses for future holiday
accommodation. It is possible, with a
proper investment model, for a return on
the investment to be attained within five
to six years.  

Reduced maintenance costs

In fractional ownership the co-owners
save their costs by sharing the mainte-
nance expenses pro rata to their
respective shares in the ownership title. As
such, co-owners share the costs for utili-
ties, marketing and promotions, repairs
and replacement of furniture, equipment
and accessories. As a result, investors
enjoy substantial reduction of ownership
related costs and expenses.

Investment in real estate

As opposed to timeshare, by purchasing
the share in the fractional ownership, the
investors obtain something more than just
the right to spend a holiday in the
selected residence, the investors purchase
the title to a share in the real estate in the
full sense of the word. The share may
serve as a device for earning rent, as
collateral for securing the investors’
obligations or as an asset for resale.

Let us see how it works in practice. For
instance, the investor owns a share in the
fractional ownership of a villa at a pictur-
esque seaside location on the Black Sea,
Crimea. According to the terms of the
ownership, the investor is entitled to use
the villa for two months in each year. That
said the investor has several options to
proceed: either to use both months for
vacation, or to give up a certain part of
the allocated time in order to rent out the
property. In the latter scenario the
investor receives an additional source of
income.

Special tariffs for the additional services in
the hotel complex 

The fractional ownership concept is
commonly used in leisure hotel
complexes located at seaside resorts, or in
the mountains, sightseeing locations or
centres of business tourism. Usually the
hotel complexes provide the fractional co-
owners with special discounted tariffs for
additional services provided on the
premises of the hotel, such as restaurants,
wellness and spa facilities, swimming
pools and the like. These special rates
play a significant role in promoting the
fractional ownership concept among
potential investors.



Advantages of fractional 
ownership for hoteliers

Attracting project financing at the construc-
tion stage 

Fractional ownership allows hoteliers to
raise finance from the very start of the
hotel construction, reducing the amount
of their own equity financing. For this
reason there is no need to use expensive
loan facilities or secure high value collat-
eral, as the investment brought into the
project by the fractional owners may
cover the major construction costs. As a
result the return on investment can be
expected in a considerably shorter period
of time. 

Management fee and rent revenue 

Fractional ownership is not viable without
a specialist management company in
charge for ensuring the supply of utilities,
cleaning and repair of the property,
allocation of time for the accommodation
of fractional owners etc. As the fractional
owners purchase a full service hotel
property (room, apartment, villa) the
management company is required to
arrange all services at the same standard
as in conventional hotel accommodation.
The management functions may be
performed either by the hotel owner or
by a professional management company
(branded or non-branded) engaged
under the management agreement by the
hotel owner. In addition to the manage-
ment fee payable by the fractional owners,
the management company gains revenue
from renting the fractional property out if
the fractional owner so decides.

Depending on the financial model
operated by the hotel owner the rent
revenue may be repaid to the fractional
owner either in a form of a fixed fee or as
an agreed percentage from the gross rent
revenue.

The fixed fee is more advantageous for
hoteliers in the high season for seaside
and ski resorts and all year round for
other regions with a constant demand for
luxury apartments (sightseeing, business
centres, leisure resorts, etc). In this case
the fractional owner receives the fixed
amount of rent revenue and the hotelier
benefits from surplus revenue but then
bears the downside risk. And vice-versa
when a percentage basis is applied the
fractional owner, on the one hand, shares
the downside risks with the hotelier but,
on the other, benefits from any excess
profit.

Application of the fractional 
ownership concept in Ukraine

As the idea of timeshare and fractional
ownership in Ukraine is quite novel there
is no specifically dedicated legal frame-
work for its implementation. However,
the existing legal instruments permit the
implementation of the fractional owner-
ship concept under the current legal
regime – in this case the concept of joint
shared ownership of real estate adjusted
to the specifics of fractional ownership.

Peculiarities of project financing at the 
stage of construction

Under current legislation in Ukraine the
hotel property is treated as ‘housing’ or
‘dwelling’ property, which in turn has
certain restrictions on financing instru-
ments available at the stage of
construction. In particular, attracting
financing from individuals and legal
entities is possible only through one of the
following instruments: construction
financing funds, real estate operations
funds, joint investment institutions, and
interest-free (special purpose) bonds. 

The above restrictions were imposed by
the Government of Ukraine in order to
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protect private investors from dishonest
developers by enhancing the role of finan-
cial institutions, acting as supervisors to
ensure the designated use of funds.

Before selecting any particular financial
instrument one has to assess their respec-
tive pros and cons, especially in terms of
tax implications and related costs.

The contractual scheme in fractional
ownership

In order to benefit fully from the
fractional ownership concept in Ukraine
the following contractual arrangements
will be required:

Below are the details of major contrac-
tual terms:

Agreement on joint fractional ownership  

The agreement on joint fractional owner-
ship is the core contractual instrument in
the fractional ownership concept. It
regulates the arrangement and rules of
cooperation between the fractional co-
owners, such as terms of use, allocation
and rotation of time shares to each co-
owner, financial matters, and the like. 

Special attention should be paid to
financial matters, such as sharing
expenses between the co-owners, regular
payments to the furniture, fixtures and

equipment (‘FF&E’) reserve, establish-
ment of other reserve funds, property
insurance, additional financial liabilities of
co-owners in case of force majeure events
etc. 

In order to implement fractional
ownership in Ukraine as elsewhere, the
agreement on joint fractional ownership
should contain waivers by the co-owners
of certain of their property rights set forth
by law, namely:

• The right to require the allotment of
their share in kind from other co-
owners, and subsequently, the right to
require the buy-out of their fractional
share in view of the practical impossi-
bility of such allotment in kind.

The main idea of such a waiver is to
protect the real property (villa, apart-
ment, room) from division, which will
render impossible its intended use by
other co-owners. Furthermore, due to
such waiver all co-owners stay
protected from requirements of
dishonest so-called ‘green mailing co-
owners’ wishing to buy their share.

• The right to unlimited possession and
use of part of the real estate property, 

The purpose of such waiver is to
systemise the use of the property in
accordance with the time shares
allocated to each co-owner pro rata to
the size of their respective shares. By
means of this waiver it is possible to
ensure that at any one time only one
co-owner (alone or along with its
family) is occupying the property. 

• The right to make improvements and
alterations in the property. 

This waiver will ensure that the
property will remain the same as it was
as at the date of purchase by each co-
owner. It is important to ensure that
each co-owner will spend their holiday
in the same property with the furni-
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ture and equipment layout no worse
than it was at the date of purchase.
Furthermore, in case one of the co-
owners makes substantial irreversible
improvements to the property at their
own expense, they would be entitled to
the increase of their share in the
fractional ownership, which may
conflict with the interests of other co-
owners and the hotel owner. 

A detailed waiver of the above property
rights is the precondition to successful
implementation of the fractional owner-
ship concept. In contrast, if no relevant
waivers are included in the agreement on
joint fractional ownership this could
trigger a breakup of the whole fractional
ownership concept and will end up in
numerous claims and lawsuits from the
co-owners.

Mortgage agreement in favour of the
management company/the hotel owner

A mortgage is necessary to secure the
hotel owner and the management
company (if it differs from the hotel
owner) from probable future infringe-
ments by fractional co-owners. Along with
acquisition of their share each fractional
owner will create a mortgage over the
share to secure its obligations under the
agreement on joint fractional ownership
and the management agreement.

Under the mortgage agreement the
mortgagee has the pre-emptive right to
satisfy its claims through the mortgaged
share of the fractional ownership. For
instance, if the owner damages the
property and refuses to restore it, the
hotelier will be entitled to foreclose on the
mortgaged share, sell the share to another
investor and cover all expenses incurred
for restoration/reconstruction and
renovation of the property.

Management agreement

As mentioned above, the management
functions may be performed either by the
hotel owner or by a professional manage-
ment company (branded or non-branded)
engaged under the management agree-
ment by the hotel owner. Under the
management agreement to be agreed
with each fractional co-owner the
management company will be responsible
for the day-to-day maintenance of the
property and hotel complex in general.
The manager will ensure proper mainte-
nance and servicing of the facilities,
accounting and financial records, promo-
tion and arrangement of any lease of the
fractional property if instructed by the
investor. Generally speaking the manager
will have the rights and duties which are
usual for the operators of management
agreements. The manager will be respon-
sible for the collection of initial and
regular payments and dispute resolution
between the fractional owners.
Accounting, reporting, hiring of person-
nel, minor and major repairs, as well as
development of necessary infrastructure
will also be the manager’s functions. 

The management agreement should
also include the terms for the allocation of
time shares, their rotation and responsi-
bility for violation of the established order
of usage of fractional property. 

As for the financial aspects, the
management agreement will regulate the
budgeting and reporting aspects, utilities
payments, the usage of the furniture,
fixtures and equipment funds, repairs
plans and special tariffs for additional
services rendered in the hotel (for
example, the spa, wellness facilities,
restaurants etc.)

Generally speaking Ukraine has great
potential for the development of
fractional ownership since it has a unique
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combination of winter (Carpathians) and
summer (Crimea) seasonal resorts, as well
as a large number of leisure recreational
sites with mineral waters and thalassother-
apy. Furthermore, Ukraine boasts unique
ancient cultural sites – at Lviv, Odessa,
Zaporozhie and Kiev – which attract sight-

seeing tourists from all over the world.
Each site has great potential for develop-
ment of the fractional ownership concept
either as a location for holiday property
for personal use or source of income for
private investors.


