THE FUNDAMENTALS OF

FRACTIONAL OWNERSHIP

it can simplify life-but first you
must make complex decisions_by James D. Butler

FRACTIONAL OWNERSHIP became popular in the 1990s
and now is a staple on the private air travel menu of
options. With fractional, you purchase a partial interest in
an aircraft that an aviation company operates. Along with
other owners, you have the right to use any comparable air-
craft in the company’s fleet, on demand, for a predeter-
mined number of hours each year. (A typical agreement
might include 100 hours of flying time per year for each
one-eighth share you buy.) Your operator manages the air-
craft and the rest of the fleet, providing pilots, maintenance,
hangaring, insurance, catering and other services. You
merely call a few hours ahead to schedule a flight and the
company will deliver an airplane where you want it, when
you want it, to take you where you want to go.

The cost of fractional flying includes a capital investment
for purchasing the aircraft share; ongoing management fees

that cover maintenance, insurance and operating expenses
of the program; and a charge for each hour you fly. These
costs vary depending upon the type of aircraft and the size
of your share.

You'll also pay fuel surcharges, which reflect price
increases over a base rate for fuel that is specified in your
contract. Because most providers use unrealistically low
base rates, the recent surge in fuel costs has significantly
increased these surcharges, so much so that they now sub-
stantially affect the cost of fractional flying.

Fractional contracts usually last five years. However, if
you want to get out of the deal after the minimum term
(usually two years), your provider is obligated to repurchase
your share at the then fair market value of your aircraft, less
a remarketing fee (generally 5 to 12 percent). Thus, in addi-
tion to the costs you incur while you own the share, you
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WHERE TO BUY A FRACTIONAL SHARE

As recently as the early 1990s, the fractional business offered only about 30 aircraft and one national fractional provider-NetJets, which
launched the concept in 1986. Today, four major companies with more than 800 aircraft compete in this business in the U.S. and you can also
sign on with a wide variety of smaller operators, such as Avantair, EliteJet, HeliFlite Shares, JetChoice, OurPlane, PlaneSense and Sikorsky Shares.

Here's a look at the four biggest providers:

CITATIONSHARES 2000 Cessna Aircraft/
(800) 340-7767 TAG Aviation
www.citationshares.com

FLEXJET 1995 Bombardier
(800) 3563-9538

www.flexjet.com

FLIGHT OPTIONS 1998 H.1.G. Capital
(877) 703-2348

www.flightoptions.com

NETJETS 1986 Berkshire
(877) 638-5387 Hathaway

www.netjets.com

bear the risk of changes in the market value of your aircraft.
So the “all in” cost of your investment includes not only the
management fees, hourly fees and fuel surcharges that you
pay as you go, but also the difference between what you pay
for the share when you buy it and what you recoup when
you sell it back to your provider.

The fleets of the major U.S. fractional programs—-NetJets,
Flexjet, CitationShares and Flight Options-include aircraft of
various sizes and capabilities. If an airplane other than the
type you own will better serve your needs for a particular trip,
you may upgrade or downgrade to the right-sized jet for that
flight and your cost will be adjusted accordingly.

Is fractional the best choice for you? The general rule of
thumb is that if you fly fewer than 50 hours per year, jet
cards or charter may be better options; and if you fly more
than 400 hours per year, purchasing a whole aircraft may
be the way to go. If you're in between, fractional may be
your best bet, but the number of hours you fly is only the
starting point of the analysis. From there, you should look
closely at your needs, travel patterns and budget. Here are
a few more factors to consider as you do so:

Your home base and destinations. i youre not near a hub
airport and you're not well served by a charter operator,
fractional may be a good choice. Similarly, if you travel to
out-of-the-way places not well served by major airlines or

Greenwich, Conn. Focuses on light and mid-size aircraft.

Dallas, Texas Program allows for purchase of exact

number of hours needed and guarantees
access to smaller and larger aircraft.

Richmond Heights, First program to feature used aircraft, which it
Ohio claimed could save owners 35 percent.
Now focusing on newer aircraft, however.

Woodbridge, N.J. First company to offer fractional shares remains

the industry leader. Also offers NetJets Europe.

charter companies, fractional may be attractive. However, if
you fly outside the fractional providers’ main service areas,
you may incur additional charges.

Whﬂ" VUU ”y If you fly primarily on high usage or “peak”
travel days, such as around major holidays and events like
the Super Bowl, you may not be guaranteed a flight or often
may find yourself on a charter.

lﬂﬂu[h of your ”|gh[3 If you fly lots of short hops-say, 30
minutes each-you'll lose about half your flight time because
you're charged a minimum of one hour for each flight.

Y[]l" []ﬂSSE"!]E[S. Make sure that the aircraft you choose
will accommodate your passenger load and luggage on
most trips.

YUU[ hUdﬂB[ Carefully estimate the total cost of your invest-
ment, including anticipated fuel surcharges, expense
increases and a likely loss in value of the share when you

sell it back to your provider.

Tﬂx I]E[][EEIﬂIIl]H. The benefits of depreciation, if available to
you, may significantly reduce the after-tax cost of your
investment.

If you determine that fractional is your best option, shop
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WEIGHING THE
PROS AND CONS
OF FRACTIONALS

Here are some of the pros
and cons of fractional flying
when compared with jet cards
and charter:

PROS

® No extra charge for one-way
trips (though providers do
factor the cost of empty-leg
flights into their pricing
structures)

® Easy scheduling and
guaranteed availability
(subject to certain limitations
during “peak periods”)

® Uniformity in maintenance
and operation of program
aircraft

® Flexibility in using a wide
range of aircraft

® Depreciation expense
deduction (if available to
the owner)

® Depending on usage, jet
cards generally cost more
in the long run

CONS

® High, up-front capital
investment

® Long-term commitment

® Ongoing costs regardless
of use

® Market risk regarding
value of aircraft

® Generally more expensive
than charter
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around to find the provider that offers the best fit for your
needs. Despite what your salesperson will tell you, there is
room to negotiate, but be sure to negotiate concessions
that add value for you.
Once you strike a deal, read the contracts carefully.
Although they’re made to look like standard boilerplate
and are squeezed onto relatively few pages, don't be
fooled. These documents, and not the beautiful brochures,
govern your rights and obligations in what may well be a FUEL CHARGES
multimillion-dollar investment. They cover when and NOW SUBSTANTIALLY
where you can fly; responsibilities assumed by your
provider; allocation of costs and other liabilities; and when AFFECT THE CUST UF
and on what basis the provider will buy back your share. FRACTIONAL ELYING
Your goal should be to negotiate an investment that
offers the right amount of flight time on the most appropri-

ate, safe aircraft, at the best possible price. Remember, in

IF AN AIRPLANE OTHER THAN THE
TYPE YOU OWN WILL BETTER
SUIT A PARTICULAR TRIP, YOU
MAY UPGRADE OR DOWNGRADE
TO THE RIGHT-SIZED JET FOR
THAT FLIGHT. YOUR COST WILL BE
ADJUSTED ACCORDINGLY.

the private air travel business, a mistake can cost you hun-
dreds of thousands, if not millions, of dollars. On the other
hand, however, the convenience, flexibility and reliability of
a well-founded fractional investment will do nothing less
than dramatically improve your life.

James Butler welcomes comments and suggestions at:
jbutler@bjtonline.com.

Fueled up about fuel Pr. ices?

Look to the fractional provider with the best overall value and
the most fuel efficient aircraft in its class. Without compromising
anything, Avantair offers luxury and performance within reach.

e Lowest fuel burn and carbon emissions

e Lowest fuel surcharge

e Spacious stand-up cabin

e Increased operational flexibility

e Light jet performance with turboprop fuel efficiency

Who says you can’t have it all?
Call today and start flying tomorrow.

AVANTAIR FRACTIONAL OWNERSHIP | 877.289.7180 | AVANTAIR.COM
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