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| A Letter to Our Readers

Dear clients and friends,

Happy summer!  While the challenging economic picture and market volatility during 
the first half of the year is unsettling, we hope your 2022 has been positive with oppor-
tunity to enjoy time with family and friends, especially during these warmer months.

In our feature article of this issue, BBH Chief Investment Strategist Scott Clemons 
looks at investing in a perpetual state of uncertainty. He looks at the implications 
for asset allocation and investment implementation and in the end reminds us that 
price volatility is the friend of the patient and disciplined investor.

Turning to the other pages of this issue, we speak with Chief Investment Officer 
Suzanne Brenner and Deputy Chief Investment Officer Justin Reed about the complex 
and constantly evolving world of crypto. They share the BBH Investment Research 
Group’s latest thinking on blockchain and the cryptoasset ecosystem, providing 
some context into our recent investment partnership with a16z, a fund managed by 
Andreessen Horowitz.

We also feature a conversation between Brenner and Kerri Mast, our director of 
philanthropic advisory, about the ways in which the worlds of investing and philan-
thropy are becoming more integrated. They discuss the evolving nature of this space, 
opportunities we are seeing and the importance of cross-generational conversations 
as investors and philanthropists strive to align their investments with their values.

Summer means travel for many people, and some may be considering traveling by 
private aircraft, which offers a multitude of benefits. However, these advantages come 
at a price. Stacia Kroetz and Lindsay Hodgkins evaluate ownership options and related 
financial, legal, tax and regulatory matters for those considering private air travel.

We hope you enjoy this issue. If you have any questions or comments about the topics 
covered, please do not hesitate to reach out.

Best,

Kathryn George
Partner

G. Scott Clemons, CFA
Partner 

@GSClemons

Suzanne Brenner
Partner
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The good news is that the first half of 2022 is over. The year 
started on a sour note as stubbornly persistent inflation be-
came persistently stubborn, reflecting the release of delayed 
demand from the worst days of the pandemic, exacerbated 
further by disrupted supply chains. The Russian invasion of 
Ukraine in February dealt a further blow to economic sentiment 
and offered an additional reminder of how very integrated 
the global supply chain is. Caught between the rock of rising 
inflation and the hard place of an economy still disrupted by 
COVID-19, the Federal Reserve hastened to make up for lost 
time by embarking on the long road to more normal monetary 
policy. Starting with a modest 25-basis-point1 rate increase in 
March, the Fed added 50 basis points to the fed funds rate in 
May. As headline inflation continued to rise, the Fed rounded 
out the first half with a 75-basis-point hike in June. This last 
policy change marked the largest single increase in the Fed’s 
target rate since 1994.

Markets loathe uncertainty, and the hatred in the first half 
was palpable. Interest rates soared as traders concluded that 
the Fed was behind the curve on addressing inflation. The 10-
year Treasury yield rose from 1.5% in January to a peak of 
almost 3.5% in mid-June, before settling back to 3.0% at the 
end of the quarter. With yields so low to begin with, the rise 
in interest rates (and fall in bond prices) readily swamped any 
coupon income so that total returns across fixed income asset 
classes were sharply negative. The ICE BofA U.S. Treasury 
Index posted a total return of -9.2% for the first half, which, 
although awful, was still a better showing than returns for 
municipals (-9.3%), investment grade corporate (-13.9%) or 
high-yield bonds (-14.0%).

1 One “basis point” is 1/100th of a percent (0.01% or 0.0001).

By G. Scott Clemons, CFA
Partner, Chief Investment Strategist 

@GSClemons
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Equities swooned. One index after another fell into bear market 
territory, traditionally defined as a decline of 20% or more from 
a previous peak: The tech-heavy Nasdaq fell 20% by March, 
smaller-capitalization stocks crossed the bear market line in 
May, and the large-cap S&P 500 joined the bear market club 
in mid-June. For the full half, the Nasdaq was down 29.2%, 
the small-cap Russell 2000 dropped 23.5%, and the S&P 500 
lost 20.0%. This marks the worst first half of a calendar year 
for equities since 1970.

There was simply nowhere to hide as investors across the spec-
trum of investable assets decided that cash was king, despite the 
price tag of inflation, and nothing else was worth holding. Both 
stocks and bonds posted negative total returns for the first six 
months of the year – a rare, but not unprecedented, occurrence. 
In 529 rolling six-month periods going back to 1978, stocks 
and bonds posted negative returns only 15 times, captured in 
the lower left quadrant of the nearby scatter graph. The first 
half of 2022 was a marked outlier, even within the quadrant, 
as highlighted by the red data point.

Rolling Six-Month Returns 
Stocks (S&P 500 Index) and Bonds (ICE BofA Treasury Index)
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Good riddance to an awful first half.

The bad news is that the second half of the year has started 
right where the first half ended. Inflation continues to dominate 
financial headlines, while the war in Ukraine slogs on abroad, 
and political tensions at home rise as midterm elections draw 
nearer. Talk of recession looms large even as the futures market 
expects the Federal Reserve to continue raising interest rates. 
A Bloomberg survey of economists pegs the likelihood of a 
recession in the next 12 months at 33%, up from 15% at the 
beginning of the year.

The rising likelihood of a recession is undeniable. GDP slipped 
1.6% at an annualized pace in the first quarter as inventory 
overbuilding in late 2021 sapped production early in the year. 
Worryingly, the Atlanta Federal Reserve’s estimate of “re-
al-time” GDP now indicates another modest drop of 1.2% in 
the second quarter, which would meet the colloquial definition 
of a recession as two consecutive quarters of economic contrac-
tion. (The initial second quarter GDP release from the Bureau 
of Economic Analysis is scheduled for July 28.)

Blaming the statistics is the last refuge of economic scoundrels. 
Nevertheless, regardless of the second quarter GDP print, it 
is hard to characterize the current environment as a recession 
when the economy has added 2.7 million jobs over the past six 
months and wages are rising 5% year over year. Nationwide 
housing prices are up 14%, on average, just since the be-
ginning of the year, and retail sales are up 8.1%. Headlines 
notwithstanding, and with all due respect for the widespread 
uncertainty that dominates the economy, this doesn’t feel like 
a recession.

But the recession debate is more than mere semantics. Personal 
consumption accounts for close to 70% of GDP: As goes the 
consumer, so goes the economy. In turn, consumption depends 
on both the ability and willingness of people to spend money. 
Household savings stand at $1.5 trillion, and debt relative to 
income or assets remains at multidecade lows. Households are 
in good financial shape, and pocketbooks and wallets are flush 
with cash. The biggest economic risk now is that confidence 
falters to an extent that consumers reign in their spending, 
regardless of the size of their bank accounts.

Consumer Confidence
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In other words, all of the talk about recession can become 
self-fulfilling if consumer psychology falters. Sentiment surveys 
offer evidence that this risk is rising. The University of Michigan 
confidence surveys of current and future expectations reveal that 
consumers are more worried now than during the early days 
of the pandemic, or even during the darkest days of the global 
financial crisis. All the cash in the world won’t drive economic 
activity if consumers go on strike.

To be clear, we do not anticipate an imminent or sharp re-
cession. The global financial crisis of 2008-2009 was caused 
by excesses in the housing market that pervaded the financial 
system. The short recession of 2020 resulted from a (hopefully) 
once-in-a-lifetime pandemic that wrought unprecedented dam-
age on the global economy. Any recession arising from nervous 
consumers should be modest, given the financial health that 
households still enjoy. And, we hasten to note, the Bloomberg 
survey that places a 33% probability on a recession in the next 
year necessarily implies a 67% probability of no recession.
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All of this adds up to a 100% probability of lingering uncer-
tainty, which poses the obvious question for investors, “What, 
then, shall we do?” On one hand, we could spend our time 
and energy polishing our crystal balls and trying to peer a little 
bit further into the future than our competition in pursuit of 
an information advantage. The empirical problem with this 
approach is that no one can do it, at least sustainably. If we 
have learned nothing over the past few years, surely we have 
learned that the future is forever an unknowable place. Who 
had a global pandemic on their bingo card at the start of 2020? 
Who predicted a land war in Eastern Europe? And who, even 
if lucky or foresightful enough to anticipate these things, could 
have further predicted how financial markets responded, and 
the timing of that response?

This is not to deny the utility of analyzing the current state of 
affairs and what it implies for the future. We are reminded of 
Supreme Allied Commander Dwight Eisenhower’s reflections on 
the chaos of the Normandy landing, a day on which everything 
that could go wrong, did. Paratroopers airdropped into the 
wrong spots and lost communication with their commanding 
officers, landing craft wound up on the wrong beaches, or 
foundered on sandbars, and those that made it ashore found 

themselves nowhere near the intended targets. In the wake of 
the war, Eisenhower readily confessed that the D-Day plans 
turned out to be worthless. “Planning, however, won the war,” 
Eisenhower insightfully observed. We may not be able to pre-
dict, but we can prepare, and the preparation itself enables us 
to adapt to changing circumstances.

Therefore, rather than spend our time trying to develop a re-
fined view of a single likely outcome, we would rather learn to 
invest in a state of perpetual uncertainty. After all, this is the 
only environment in which we ever invest. History only seems 
causal and obvious in the rearview mirror.

IMPLICATIONS FOR ASSET ALLOCATION

It is human nature to assume that seismic shifts in the economy 
or financial markets warrant a concomitant change to asset 
allocation, and the financial media often fuels this inclination, 
with constant recommendations to buy this and sell that, in 
anticipation of the market turning one way or another. Yet both 
experience and analysis indicate that trying to time turning 
points is a futile and costly exercise, even before considering the 
drag that taxes impose on portfolios. The concentration of mar-
ket returns plus the counterintuitive unpredictability of when 
those returns will occur makes market timing a fool’s errand.

The average annual return of the S&P 500 since it was created 
in 1927 is 11.6%. This statistic alone might lead one to con-
clude that the index usually gains somewhere around 11% in 
any given year, but in reality this has occurred in only three of 
the past 94 years (1959, 1968 and 2016). Why? The dispersion 
of returns around this historical average is quite wide, ranging 
from an annual loss of 47% in 1931 to a gain of 52% in 1954, 
and the dispersion is not normally distributed – it doesn’t fit the 
shape of a bell curve. Furthermore, in any given time period, a 
small handful of trading sessions disproportionately influences 
the overall return. Averages are misleading. Equity market re-
turns are concentrated, and therefore, missing only a few days 
can make all the difference in the world.

It's not about timing  
the market. It’s about 
time in the market."
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Consider the nearby graph of a nominal $100 invested in the 
S&P 500 on January 1, 1990. Despite four recessions and four 
bear markets over the intervening period, this investment would 
have compounded to $1,071 as of June 30, 2022 (not adjusted 
for inflation). On the other hand, if this hypothetical investor 
had missed the best 10 days over this entire period, her return 
would have been only $491. Ten out of 8,188 trading days 
accounted for 41% of the cumulative return.

The Cost of Market Timing

$0

$200

$400

$600

$800

$1,000

$1,200

$1,400

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

$1,071

$491

Source: Bloomberg and BBH Analysis.                                                                                                             Data as of June 30, 2022.Past performance does not guarantee future results.

Minus 10 Best Trading Days 

$100 Invested in S&P 500 on January 1, 1990

A cynical reader of this analysis might understandably respond, 
“Ah, but you’ve cherry-picked the 10 best days to remove from 
the analysis. I wouldn’t be so foolish as to miss out on the best 
days!” Behavioral psychology argues otherwise. The perverse 
reality is that all 10 of these days occurred during either the 
global financial crisis or the early days of the COVID-19 pan-
demic, amid market environments in which news flow was 
awful. To make matters worse, many of these “best” days hap-
pened in close proximity to the “worst” days, exacerbating the 
psychological stress of market timing. As a single example, 
consider the second week of March 2020, when the fog of pan-
demic uncertainty was settling thickly over the world. The S&P 
500 dropped 9.5% on March 12, rebounded 9.3% on March 
13, only to fall again by 12% on March 14. U.S. equities looked 
like an emerging market for a few weeks. Trying to time such 
concentrated volatility is impossible, and failure is expensive.

Complicating the timing challenge, bear markets usually end 
well before headlines turn positive. The market bottom in the 
global financial crisis took place in March 2009, although the 
government had just raised its stake in Citibank to an unimag-
inable 36%, evidence that the banking crisis was far from over. 
The recession continued into the summer of that year, and the 
unemployment continued to rise through October, touching 
10% at the peak. Despite the drumbeat of bad news through-
out the year, the S&P 500 rose 68% from the March bottom 
through the end of 2009.

In the most recent cycle, the market bottomed on March 23, 
2020, a date on which the United States was closing its borders 
to international air travel in order to combat COVID-19, and 
New York City was building a field hospital in Central Park. 
There were no vaccines or treatments, and the global economy 

had all but ground to a halt. Once again, the news flow was 
apocalyptic. Nevertheless, from that date, the market rallied 
70% through the end of the year.

The good news is that ultimately timing isn’t all that important, 
at least for a long-term investor. Let’s flip the script and consider 
the hypothetical investment experience of the unluckiest inves-
tor imaginable. What if you invested all your money in the S&P 
500 the day before the World Health Organization declared 
COVID-19 a pandemic? Your near-term returns would have 
looked awful, but patiently holding that stake through June 30, 
2022, would have resulted in a total return of 16%, or 9% an-
nualized. Investing in the equity market the day before Lehman 
Brothers declared bankruptcy would have been similarly painful 
for close to a year, but you would nonetheless have made 320% 
since then, or 16% compounded. One last example: Investing 
all your money into stocks the day before 9/11 yielded a return 
to date of 420%, or 12% compounded, despite the aftereffects 
of 9/11, the entirety of the global financial crisis, a worldwide 
pandemic and whatever we’re going through now.

It's not about timing the market. It’s about time in the market.

The idiosyncrasy of market cycles makes it impossible to iden-
tify peaks and bottoms in the moment. Instead, your asset 
allocation should strategically reflect your liability allocation. 
What you need your money to do for you (and when) deter-
mines how the funds should be allocated, and that allocation 
should change only if your needs change. For example, if part 
of your portfolio is needed to meet nearer-term spending needs, 
those assets are best deployed in shorter-term and higher-quality 
fixed income, or even cash. These assets offer modest returns 
but plenty of liquidity. On the other hand, assets intended to 
fund longer-term needs, such as retirement, legacy spending, 
philanthropic goals and so forth, need to be protected against 
inflation, which requires more of an equity exposure.

Market volatility does have implications for rebalancing, as 
diverging returns may drive asset allocation out of balance. 
Not only does rebalancing help to restore a long-term strategic 
allocation, it usually requires an investor to add to assets that 
have underperformed and perhaps sell assets that have out-
performed. The discipline of selling into strength and buying 
into weakness, although psychologically taxing, is an added 
ingredient of investment success.

IMPLICATIONS FOR INVESTMENT IMPLEMENTATION

Whereas elevated price volatility and bear markets don’t have 
a direct implication for asset allocation, market disruptions 
do influence investment implementation. To be successful in 
the long run, an investor must assess the fundamental quality 
of an asset, and then wait for the market to price that asset at 
an appropriate discount to its intrinsic value. Quality alone 
is not enough: Buying a good asset at the wrong price is a 
surefire way to lose money. All else being equal, rising price 
volatility means that more assets are trading at a discount to 
their intrinsic values, thereby providing more opportunities for 
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the patient and disciplined investor to exploit the difference 
between price and value.

The efficient market hypothesis argues that price and value 
shouldn’t deviate, or, if they do, the difference should be quickly 
competed away in a market where information is instantly dis-
seminated and rapidly incorporated into prices. This arbitrage 
increasingly doesn’t even require human action, as algorithms 
and artificial intelligence can digest news and update price mod-
els in a literal blink of an eye. The so-called “strong” form of 
the efficient market hypothesis therefore concludes that there 
is no exploitable gap between price and value, and that active 
management is futile.

Empirical data doesn’t bear this out. From 1990 through 2021, 
the intra-year price volatility of the S&P 500 has averaged 
29.3%, calculated as the difference between the highest and 
lowest price points of the year, regardless of when they occurred. 
For comparison, the same analysis of corporate earnings reveals 
average annual volatility of 19.9%. Stock prices, therefore, 
show more volatility than earnings, and both show far more 
volatility than changes in nominal GDP, where the intra-year 
volatility is a mere 4.0% (even including the sharp drop and re-
covery of the pandemic). This range of price volatility calls into 
question how efficient markets actually are. The price of U.S. 
stocks may fluctuate 29.3% on average, but it is impossible to 
believe that the underlying value demonstrates similar volatility.

Investor sentiment explains the conundrum. Market prices 
reflect fundamentals plus the entire range of human emotions – 
fear, greed, hope, excitement, anger, despair and so on. Markets 
are ultimately only as efficient as people are. People are gen-
erally efficient, but not all the time, and markets are therefore 
generally efficient, but not all the time. A weaker form of the 
efficient market hypothesis holds that markets tend toward 
efficiency over time but that emotions cause prices to overshoot 
on the upside and the downside, as emotions swing from un-
bridled optimism to abject despair. Herein lies the opportunity 
for the patient and disciplined investor in the present market 
environment.

An old adage in the investment business holds that the se-
cret to success is to buy low and sell high. What this simple 
adage doesn’t capture is the psychological challenge inherent 
in this approach. If done correctly, neither action should feel 

comfortable. We are a herd species; we take comfort in being 
part of the crowd. To buy what others are selling, or sell what 
others are buying, is to go against the crowd and stand alone, 
which is psychologically unsettling. Hence the importance of 
discipline, which can act as an antidote to the vagaries of human 
emotion and allow an investor to benefit from price volatility 
rather than be victimized by it.

Price volatility is the friend of the patient and disciplined 
investor.

PARTING THOUGHTS

We observed earlier that the 20% drop in the S&P 500 for 
the first half of 2022 was the worst first half for equities since 
1970. The comparison is ominous, as investors rarely look 
back fondly on the economic or investment environment of the 
1970s. The business section of The New York Times for July 
1, 1970, offered the following bleak outlook:

At midyear the United States economy is sliding into a re-
cession. Unemployment, which reached 5 per cent of the 
labor force in May, almost certainly climbed higher in June. 
With hundreds of thousands of young people entering the 
job market at a time when employers are laying off workers, 
unemployment will go higher this summer and threatens 
to hit 6 per cent by the end of the year. The most disturb-
ing aspect of the immediate economic outlook is the sag in 
spending on industrial and commercial construction and on 
inventories. A fall in business investment would turn this 
mild slump into something more serious. [New York Times, 
p. 44, The Economy at Midyear, 1 July 1970.] 

Not the most obvious investment environment to say the least. 
Yet someone who invested in the S&P 500 on the date of this 
article would have enjoyed a 29% return by the end of the year, 
41% over the subsequent full year and 57% over the next three 
years. Don’t let headlines determine your investment approach.

Economic uncertainty and market volatility is unpleasant. Yet 
time and again history demonstrates that price volatility is a 
feature of financial markets, not a bug, and the ability to with-
stand the slings and arrows of outrageous ups and downs is 
essential to long-term investment success.

Keep calm and carry on. 

Hence the importance of discipline, which can act as an 
antidote to the vagaries of human emotion and allow an 
investor to benefit from price volatility rather than be 
victimized by it."
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Diving into 
Cryptoassets  
and Blockchain 
A Conversation with

Suzanne Brenner
Partner, Chief Investment Officer

Justin Reed
Managing Director , 
Deputy Chief Investment Officer
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The rapid growth taking place in the cryptoasset world 
means the space is complex and constantly evolving 

– and it’s just getting started. We recently sat down with 
Chief Investment Officer Suzanne Brenner and Deputy Chief 
Investment Officer Justin Reed to hear the Brown Brothers 
Harriman (BBH) Investment Research Group’s latest thinking 
on blockchain and the cryptoasset ecosystem.

People often use Bitcoin and crypto – or cryp-
toassets – interchangeably, but there’s far more 
to the space. Tell us about the importance of 
looking at cryptocurrency as more than another 
form of currency.

Suzanne Brenner: That is such a key point. It’s important to un-
derstand that Bitcoin does not equal crypto. Bitcoin is just one 
of thousands of use cases of crypto. It’s supposed use case is as 
a supply-constrained currency – if you believe it’s a currency at 
all. Readers have heard this before, but it’s worth repeating: We 
do not believe that trading Bitcoin represents an attractive in-
vestment strategy. In general, currency trading doesn’t align with 
our focus on fundamental research and investing in high-quality 
companies with great management teams that have a long-term 
orientation. 

Justin Reed: If you are focused just on Bitcoin when thinking 
about crypto, you are missing the forest for the trees. Many 
remember the 1990s and the dawn of the consumer internet. 
There were skeptics who pointed to evidence of Pets.com and 
Webvan as support for the view that the internet didn’t make 
sense. Importantly, those companies were just two internet use 
cases, and many of the internet companies we know and love 
today were not yet even contemplated. Similarly, we think crypto, 
broadly speaking, has internet-like game-changing potential, and 
pointing to a single use case like Bitcoin, or even cryptocurrencies, 
as evidence of crypto’s eventual demise is a myopic perspective. 
There are countless other crypto use cases that have simply not 
been created yet.

Stepping back for a second, what is block-
chain, and why should we be focused on this 
technology?

SB: One of our newest managers, venture capital firm Andreessen 
Horowitz, or a16z, thinks that the best way to think of a block-
chain is as a new computer – more specifically, a virtual computer 
that runs on top of a network of physical computers that provides 
strong, auditable guarantees that the code it runs will continue 
to operate as designed.

We like to also think about it as a distributed database that 
maintains a continuously growing list of records, resistant to 
tamper and revision. Blockchain technologies provide a way 
of achieving consensus on the state and history of a database, 
without requiring trust between parties.

JR: Blockchain is a real game changer, and many companies in 
BBH’s portfolios are astutely incorporating this technology into 
their businesses. We also think that the companies being built 
upon the blockchain, and their related tokens, are important. 
In fact, we think that investors who are not monitoring the de-
velopment of blockchain and cryptoassets as a disruptive force 
to existing business models over the long term are doing so at 
their own risk. 

As the space is evolving rapidly, there’s still no 
standardized taxonomy, and there are many 
terms to keep up with. Can you provide a broad 
overview of the cryptoasset ecosystem?

SB: The crypto and blockchain ecosystem is about 14 years 
old, but we are still in the early stages of its buildout, so you’re 
right, there is no standardized taxonomy. This is partially why 
“crypto” can be so hard to understand. Our team has been 
monitoring the space over the past couple of years, and we 
have created a shared language around crypto that we have 
found useful. These definitions are not fixed, though, and as 
the crypto ecosystem continues to develop over time, we expect 
to also refine these definitions. 

First, there is blockchain, which we have already addressed. 
Second, there are cryptocurrencies, which provide the network 
upon which decentralized applications are built – platform 
protocols like Ethereum or Solana – or the payment method 
that allows participants to transact in the ecosystem – payment 
protocols like Bitcoin.

Next is the infrastructure. We think of infrastructure as the 
“picks and shovels” that allow the cryptoasset ecosystem to 
function as intended. Infrastructure often connects the cryp-
toasset ecosystem with non-cryptoassets – such as exchanges 
and custody solutions.

Then, we have decentralized applications. Think of these as 
the programs developed by companies to operate on top of 
platform protocols – many refer to these programs as Web 
3.0. We include decentralized finance, or DeFi, programs, in 
this category as well. 

Finally, we have tokens. There are several different types, but the 
tokens we find most interesting are what we refer to as utility 
tokens, which represent digital units of value. It can be helpful 
to think of them as rewards points that are offered to early users 
of a program as an incentive mechanism. Importantly, these 
tokens increase in value the more an application is used. Many 
investors are thinking of these as somewhat analogous to equity. 
Another form of token that many people have heard about 
are NFTs, or non-fungible tokens, which are collectible digital 
assets that exist on and are authenticated via a blockchain. 
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What’s an example of how this all comes together?

JR: These terms can be esoteric, so it’s great that you ask for 
an example. 

Helium is a decentralized Web 3.0 company that provides a 
decentralized wireless network for the internet of things, or IoT. 
There are millions of IoT devices, such as electric scooters, that 
sometimes end up in areas without an internet connection. The 
founders of Helium recognized this issue and set out to build a 
long-range, peer-to-peer wireless network by persuading people 
and businesses to set up internet hot spots. Interestingly, Helium 
was initially founded as a traditional company and struggled to 
get enough participants until 2019, when it pivoted to becoming 
a Web 3.0 company that would incentivize people to set up hot 
spots in exchange for a utility token. The more IoT devices 
utilize an owner’s hot spot, the more utility tokens the owner 
receives. That token, like other utility tokens, increases in value 
as the value of that network increases and can be held or sold 
on an exchange. Helium’s new business model has proven to 
be incredibly successful thus far. Instead of having to build the 
network itself, Helium made itself fully decentralized and let 
users build it themselves by buying and connecting their own 
hot spots. We think this example provides a nice case study for 
how crypto allows for a slightly different business model from 
the ones that have existed in the past. 

This isn’t a recommendation for Helium, nor are we convinced 
that the company will be a “winner.” Rather, it’s a case study 
that illuminates how crypto can be used to innovate on existing 
business models. And as we mentioned earlier, many of the 
eventual “winners” in crypto have not yet even been created. 
We’re still in the early stages here!

What’s the path from here with regards to 
crypto?

SB: We think that a helpful, if imperfect, analogy is the develop-
ment of the internet. The internet, which was initially conceived 
as a way to enable communications between computers, has 
since developed from that single use case into the technologi-
cal platform supporting millions of use cases, including search 
engines, streaming websites, social media websites and instant 
messengers. Value has largely accrued to the owners of com-
panies formed to capitalize on these use cases – for example, 
Google and Facebook. In much the same way, we would not 
be surprised to see blockchain and related cryptoassets serve 
as the foundation for many use cases one day and entities set 
up to capitalize on them.

JR: In addition, it often takes a “killer app” for mass adopters 
to recognize the potential of new technologies. Many consumers 
didn’t see the value in personal computers until the word pro-
cessor and Excel were created as killer apps. “Why would I ever 
need a mainframe computer in my house?” was the question. 

Smartphones in the 2000s were the same way. Mass adoption 
did not occur until apps like Uber and Instagram capitalized on 
the integration of GPS, high-resolution cameras and portable 
computing power. As more applications are built to capitalize 
on the unique strengths of crypto, we would not be surprised 
to see accelerated adoption. 

a16z has talked about how, historically, new models of comput-
ing have tended to emerge every 10 to 15 years: mainframes in 
the 1960s, PCs in the late 1970s, the internet in the early 1990s 
and smartphones in the late 2000s. If this cycle holds true, it 
does seem time for a new model of computing to arise. Maybe, 
just maybe, the next wave is crypto. 

What is BBH’s view of the investment landscape 
in this space? 

SB: We are closely monitoring the development of blockchain 
and cryptoassets as a disruptive force to existing business mod-
els over the long term and an opportunity for companies to 
incorporate innovative technology, and we are watching the 
space as a potentially interesting investment opportunity. We 
caveat again, though, that it is the blockchain technology that 
is interesting from an investment perspective, not trading in 
cryptocurrency.

As we alluded to with the previous examples, Web 3.0 is particu-
larly interesting because of the new business models it facilitates, 
as it allows various stakeholders to be compensated for their 
contributions in a way that is not currently possible in a Web 2.0 
world. For example, think of Uber vs. Lyft if the early drivers 
– who used both services – got Uber tokens or Lyft tokens in 
return for driving passengers. Those tokens would rise in value 
with the underlying value of Uber or Lyft. Do you think that 
would change the behavior of those early drivers? We would 
surmise that it would. Incentives are incredibly important. Or 
think, for example, of the data privacy issues affecting many 
of the FAANG1 stocks today. Imagine another business model 
where the consumer owns his or her data and only makes it 
available in exchange for Google tokens, which accrue value 
the more that person uses Google. 

We recently came across a helpful framework for thinking about 
the development of Web 3.0. Think of Web 1.0 as “read-only” 
in that internet users predominately went to the internet to ob-
tain information. An example of a Web 1.0 company is AOL. 
Web 2.0 is “read-write,” which involves internet users both 
obtaining content and creating content. Facebook or LinkedIn 
are great examples of Web 2.0 companies. That brings us to the 
dawn of Web 3.0 – or Web3, as many people refer to it – which 
is “read-write-own.” It’s the idea that users will not only obtain 
and create content, but they will also benefit from “ownership” 
of the underlying business. That is potentially game-changing 
and makes it worth monitoring from an investment perspective. 
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Will crypto have a role in the BBH portfolio?

JR: Crypto does have a role in our portfolio, but only through 
bottom-up investment decisions, not currency speculation.

In our public equity portfolio, our clients are predominately 
exposed indirectly through companies like Block (formerly 
known as Square), Visa and Mastercard.2 Block actually has 
invested in Bitcoin on its balance sheet and allows customers to 
buy and sell it. Visa and Mastercard are each in the top 25 cor-
porations with the most blockchain-related patents worldwide. 

More recently, we added additional exposure through our invest-
ment partnership with a16z, which has a dedicated crypto/Web 
3.0 team focused on making investments in Web 3.0 companies. 

Having said all that, there are risks that we must continue to 
monitor, including the regulatory environment and the fact that 
crypto is still in its infancy. There will most certainly be winners 
and losers. Partially as a result, we believe it’s important to size 
crypto-related exposure appropriately and partner with the best 
to mitigate some of these concerns. 

Given your last answer, are you concerned at all 
about the recent drawdown in cryptocurrencies? 

SB: This gets back to cryptocurrencies vs. the broader crypto 
ecosystem. Much of the news revolved around Bitcoin price 
declines and the loss of confidence in a popular “stablecoin” 
called TerraUSD, following a break in its peg to the dollar. We 
would categorize both as cryptocurrencies. We happen to not 

see value in the trading of cryptocurrencies, and we will never 
make bets on short-term price movements. However, we do see 
potential value in blockchain and related platform protocols, 
as well as in the companies being built on top of these proto-
cols. Simplistically, we are focused on doing something we’ve 
always done in a part of our portfolio – which is investing in 
talented, highly technical founders building innovative software 
and technology companies. Interestingly, the related tokens 
for some of these Web 3.0 companies declined during this re-
cent sell-off, but when you remember that they are software 
and technology companies, it makes sense that the decline was 
correlated with a broader sell-off in technology stocks in the 
public equity markets. 

JR: To answer your question directly, we are always concerned 
when there are drawdowns, and when they occur, we research 
them carefully to understand the reasons – if they are fundamen-
tally driven or a result of technical factors that do not change 
the underlying value of an investment. There will surely be 
many drawdowns and failures in the crypto ecosystem over the 
coming decade. Similar to many other investment opportunities, 
volatility actually creates opportunity that can be turned into 
strong long-term returns by the best active managers. We en-
courage investors to focus on the potential of the ecosystem and 
the companies that are showing signs of adoption and success. 

Suzanne and Justin, thanks for this informative 
conversation. 
References to specific companies or digital assets are for illustrative  
purposes only and are not intended to be and should not be interpreted as 
recommendations.

BBH Next Generation Experience: Crypto Event Recap

At a recent event hosted in New York by BBH’s Next Generation Experience group, Deputy Chief Investment Officer 
Justin Reed and Senior Relationship Associate Mack Dowling explored the ever-trending question: Cryptocurrency, 
to invest or not to invest?

To aid in illustrating BBH’s investment philosophy around crypto, Reed kicked off the conversation with a Warren 
Buffett quote from Berkshire Hathaway’s annual shareholder meeting: “If you told me you own all of the Bitcoin 
in the world and you offered it to me for $25, I wouldn’t take it, because what would I do with it?” He went on to 
explain that while, like Buffett, we do not believe that trading Bitcoin represents an attractive investment strategy, we 
do see opportunity in the technology on which the cryptoasset ecosystem is built. During the remainder of the event, 
Reed provided attendees with a helpful introduction to the foundational knowledge of the cryptoasset ecosystem, the 
current state of the crypto investment landscape and BBH’s perspective on the asset class. 

BBH’s Next Generation Experience provides personalized examples, tools and resources to a family’s current and next 
generation to support informed decision-making and facilitate communication about wealth. If you are interested in 
learning more about our program, please contact NextGen@bbh.com. 

2Within the Qualified Taxable Balanced Growth portfolio, Block is a 1.3% exposure, 
Visa is a 1.0% exposure, and Mastercard is a 2.4% exposure as of June 30, 2022.

http://NextGen@bbh.com
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The worlds of investing and philanthropy are becoming in-
creasingly integrated. We recently spoke with Chief Investment 
Officer Suzanne Brenner and Director of Philanthropic Advisory 
Kerri Mast about the evolving nature of this space, opportu-
nities we are seeing and the importance of cross-generational 
conversations as investors and philanthropists strive to align 
their investments with their values. 

Setting the stage: defining sustainable investing 
(and greenwashing)

Kerri Mast: There is a lot of terminology in this space and not 
much consistency. Can you speak to the terms we hear?

Suzanne Brenner: You need to first understand the difference be-
tween sustainable investing, which is seeking financial returns, 
and philanthropy, which is not. Within sustainable investing, 
which is a broad term, Brown Brothers Harriman (BBH) breaks 
out three areas. The first is socially responsible investing (SRI) 
– put simply, this is a “do no harm” approach through which 
you invest in alignment with a client’s values and personal in-
vestment criteria. Then, there is ESG – environmental, social 
and governance – investing, which involves incorporating ESG 
criteria into investment decision-making to manage risk in an 
effort to generate sustainable, long-term returns. Finally, and 
where the space is heading, is impact investing, which involves 
a direct investment in a vehicle to impact a specific cause. 

KM: Regarding some investments that claim to be ESG-friendly 
or more sustainable, is this just greenwashing to draw investors 
into a particular fund? 

SB: That is something we have seen throughout the industry. 
Greenwashing is defined as a misrepresentation of an invest-
ment, making it appear to be more sustainable than it actually 
is. I think a number of managers have been labeling funds as 
ESG, but they’re not doing anything new. The U.S. Securities 
and Exchange Commission (SEC) has been focused on this 
issue, and I think there will be an aim at firms that have been 
greenwashing. The SEC is going to be looking at whether ESG 
funds are truly made up of companies with accurate and forth-
right ESG plans, the level of due diligence conducted to ensure 
the investments are ESG-friendly and what those companies 
are doing to uphold their ESG principles. 

Moving down the sustainable investing spec-
trum: SRI and ESG

KM: Let’s talk about the evolution from a siloed approach to 
investing and philanthropy to a more integrated approach. We’ll 
start with the first step, which is SRI. How frequently do you see 
requests for this, and what does its implementation look like?

SB: The first thing I do with clients who express interest in this 
area is to try and understand their mission. Often, we hear from 
clients that they want sustainable investments or ESG, and then 
you ask them what they’re trying to achieve, and they haven’t 
thought about it in that way. Having those discussions makes 
it much easier to implement what they want in their investing. 

A common request is to build a portfolio that excludes “sin 
stocks.” This is easy to do. What gets tricky is how far down 
the value chain you want to go. For example, what happens 
if a company owns convenience stores that sell cigarettes? Do 
you want to sell that holding? When clients come to us with 
requests like this, we go through every company they own and 
screen based on what percentage of revenue comes from those 
sin stocks. Typically, because of how we invest, those percent-
ages are very small, so most clients will take out the tobacco 
company, for example, but live with a fraction of a percentage 
in a particular sin stock.

KM: Next on our spectrum is ESG investing, where ESG data 
is incorporated into the investment decision-making process. 
What does that look like in practice?

SB: Because our investment approach focuses on high-quality 
companies with increasing cash flows and sustainable growth, 
ESG factors are one of many factors that our managers consider 
in their investment decision-making. The evaluation is not new, 
but the focus on it and the description of it has become much 
more important. All of these factors are going to help companies 
be sustainable over time. 

More recently, we’ve seen managers releasing written ESG pol-
icy statements. That is important because it informs the mind 
and helps fill in any gaps.
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KM: There are some limitations in ESG investing for philan-
thropists, a big one being it does not incorporate a client’s 
values. Rather, ESG investing recognizes that companies with 
effective policies and practices around ESG factors might have 
less overall risk, resulting in more favorable investing outcomes.

SB: SRI looks at your values. ESG is trying to move into the 
“right” direction, but it won’t necessarily give you a portfolio 
of companies that align with your values. The problem with 
just relying on ESG factors is that you are capturing data that is 
self-reported by the companies, which I hope changes over time. 

Focusing in on impact investing

KM: What about philanthropists who want to go one step 
further and make change?

SB: That’s impact investing. Impact investments are made with 
the intention to generate positive, measurable social and en-
vironmental impact alongside a financial return, according to 
the Global Impact Investing Network. You have to define what 
type of impact you’d like to make, and then identify funds that 
can accommodate those needs. There are a few things to keep 
in mind with this. First, the most important thing to me is 
intentionality. You want managers that are doing this to make 
improvements in the areas they’re focused on. In terms of asset 
class, impact investments can be across a range of asset classes, 
though typically we think of them as private investments. I also 
like to see impact measurement that shows what the manager 
has accomplished. And the last thing to keep in mind is financial 
returns – there are impact funds that don’t necessarily provide 
a market-like return.

KM: The impact investing space has taken off. This market 
has doubled every year since 2016 and is expected to hit $2 
trillion by 2026. As more dollars flow into these strategies, 
what challenges are we seeing?

SB: The challenges are always the same across all investments 
– finding great opportunities that fit our criteria overseen by 
intellectually honest and talented managers. I don’t know how 

much of the market is managed that way. What we need to 
understand as managers is whether these funds are making the 
impact that we believe our clients deserve. 

There is no one-size-fits-all with impact investing, so another 
challenge we are facing is identifying the right funds that res-
onate with our clients. 

There seems to be a generational shift, where the next gener-
ation is more likely to want companies that make a positive 
impact. What do you think the future looks like in this space?

KM: The research shows millennials are twice as likely to in-
vest in companies that make a positive impact, so they are 
embracing this. We are seeing a lot of next generation members 
asking questions about investments that are integrated in their 
philanthropy, which may cause the family’s philanthropy to 
evolve in that direction. 

Integrating your investments and your philanthropy requires 
purposeful planning. You don’t just sit down as a family and say 
you want your investments and philanthropy to align and that’s 
it. The first step involves having deep conversations around a 
family’s unique definition of success. Once we understand the 
family’s goals and objectives, we work with them to imple-
ment investment strategies as well as philanthropic strategies 
that are aligned with those goals. We’re seeing deeper, more 
nuanced conversations around this approach, driven by the 
next generation. 

I also think we’ll continue to see the development of creative 
strategies that are more integrated in terms of investments and 
philanthropy. There are strategies we aren’t going to discuss 
today that are further down the spectrum and closer to philan-
thropy – for example, a program-related investment (PRI), 
which is an investment that a private family foundation can 
make. The primary purpose of a PRI is a social return, but it 
can also generate a financial return. We’re also going to see the 
emergence of entity structures that have both investment-ori-
ented returns as well as social returns. 

“”Integrating your investments and your philanthropy  
requires purposeful planning. You don’t just sit down  
as a family and say you want your investments and  

philanthropy to align and that’s it.
– Kerri Mast
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Looking at reporting, measurement and returns

KM: In terms of the investment piece, as these new strategies 
emerge, it’s going to become even more critical to evaluate the 
underlying strategies. Can you talk more about the self-report-
ing component of that?

SB: It’s important to remember that when you see these indices 
measuring ESG, for example, much of that is self-reporting, and 
that’s if the companies even report this information. I would 
hope that at some point we move beyond self-reporting. It’s 
important we have something that allows us to measure this 
consistently. 

We’re going to see more impact measurement over time, and 
that will go well with how we invest and think about this topic. 
In everything that we do, we strive to be honest and do the right 
thing for our clients. As active managers, our managers conduct 
deep dives on every potential and current investment. They ar-
en’t just relying on what these companies are reporting. They’re 
looking at financial statements and talking to stakeholders. 

KM: Do you have to sacrifice returns in order to invest 
sustainably?

SB: You do not! We have found many sustainable companies 
that are marching on and doing well – maybe even better. There 
are many ways that you can move along the spectrum of sus-
tainable investing, from generating a market-like return all the 
way to philanthropy. There is no one-size-fits-all approach to 
any of this, so it’s important to understand not only the value 
system, but where you want to take your risk. 

KM: Just like with our philanthropy clients! We’ll help them 
make an impact policy statement – similar to an investment 
policy statement – that defines buckets for grantmaking and 
the ranges for allocating to certain causes.

Emphasizing the importance of communication 
and authenticity

KM: What is your one key takeaway for those who want to 
align their investments and their philanthropy?

SB: The most important thing is to write a family-based state-
ment of principles. Writing it down makes you fill in those gaps 
that you haven’t considered. Make sure that you understand 
not only what you want to do, but how you define success. I’d 
also say, as you’re deciding what you want to do, spend time 
with the people who are looking at how this space is evolving, 
and make sure they’re authentic. This combination of under-
standing what you want to achieve and doing due diligence on 
who you are working with is the secret sauce. 

KM: I completely agree. It’s the conversations and the process 
as much as it is the end product that’s so valuable.  

“”This combination of  
understanding what you  

want to achieve and doing 
due diligence on who you  

are working with is the  
secret sauce.

– Suzanne Brenner

Considering ESG factors as part of investment decisions may result in a strategy forgoing otherwise attractive opportunities, which may result in lower 
performance when compared to strategies that do not consider ESG factors.
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Private Air Travel 
Options and Tax 
Considerations

Hopping on a commercial flight used to be a relatively 
simple, occasionally even pleasant, endeavor. In recent 

years, however, increased security measures, COVID-19 safe-
ty measures, labor shortages and flight delays have made the 
experience unpredictable and at times unpleasant. As a result, 
many people who have the means are now taking a serious 
look at their options for private travel.

In addition to mitigating COVID-19 risks, travel by private air-
craft offers a multitude of benefits, including comfort, efficiency 
and flexibility. However, these advantages come at a price, and 
it’s important to carefully evaluate your ownership options 
and related financial, legal, tax and regulatory matters before 
making any decisions. Private air travel comes in many forms 
across varying price points, ranging from complete ownership 
to chartered flights, with partial ownership and prepaid jet 
cards falling somewhere in between.

By Stacia Kroetz
Senior Vice President, 
Senior Wealth Planner

Lindsay Hodgkins
Assistant Vice President
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Ownership Options
In determining what type of ownership is right for you, first 
consider your flight time during the year prior to COVID-19. 
Did you fly a typical amount? Would you have traveled more 
if you had access to a private aircraft? Was your travel mostly 
for business or for pleasure? Does your current role require 
you to be in the same city most days, or are you able to work 
remotely much more than you were able to pre-COVID-19? 
The idea is to take stock of how often, to where and with whom 
you travel most.

Full Ownership
Full ownership usually makes sense for those who fly more than 
300 hours a year or for those who simply want the guarantee of 
flexibility with a specific aircraft and crew. There are also some 
tax benefits associated with purchasing a plane under current 
law, discussed later in this article.

Although you will have maximum control as an owner, you 
will also have more responsibility, including liability for the 
aircraft, hiring and managing the crew, maintaining the aircraft 
and covering all costs associated with operating the plane and 
moving it to its next destination.

Fractional Ownership
Fractional ownership, an arrangement similar to a timeshare 
in a house or condo, may be appropriate for those who fly ap-
proximately 150 to 300 hours a year, but is commonly owned 
in 50-hour increments. Here, you own a share or a portion of 
a private jet, rather than the whole aircraft. Fractional owner-
ship allows you to be in control of your trip and the things that 
matter to you, like the itinerary and type of aircraft, without 
having to handle any operational details.

Your fractional ownership interest correlates to the number of 
hours you are permitted to fly in an aircraft. For example, a 
one-sixteenth ownership interest typically works out to about 
50 hours of annual flight time, and a one-eighth ownership 
interest equates to about 100 hours.

Fractional ownership comes with professional management, 
maintenance and guaranteed availability of a plane when you 
need it, but it can also mean hefty per-hour charges on more 
heavily used planes, unanticipated changes to your scheduled de-
parture time and restrictions on selling your share of the plane.

There is also significant liability risk if you, as the owner or op-
erator, are in “operational control” of the aircraft. Operational 
control is defined by the Federal Aviation Regulations to mean 
“the exercise of authority over initiating, conducting or ter-
minating a flight.” Many of the companies selling fractional 
ownership interests in private airplanes offer liability insurance 
coverage as part of the package or act as the operator under 
Part 135 (discussed in more detail later in this article) so that the 
fractional owner is not treated as having “operational control” 
and thus has less liability exposure.

Seven companies currently offer fractional ownership programs, 
namely NetJets, Flight Options (currently transitioning to a 
charter company), Flexjet, Nicholas Air, Airshare, PlaneSense 
and Northern Jet Management (also known as The Company 
Jet).1 The purchase price of a fractional ownership interest varies 
significantly, as it is dependent upon the type of aircraft selected. 
While this article does not provide a full in-depth analysis of 
each company, some relevant highlights are as follows.

NetJets, a Berkshire Hathaway-owned company, is the domi-
nant player in the fractional ownership market. This program 
features a global fleet, minimum investment of upfront capital, 
guarantee of selected aircraft or better, no repositioning fees, a 
prearranged crew, a dedicated maintenance staff and hangar, 
as well as prearranged fuel costs.2

Flexjet offers benefits like the ability to upgrade or downgrade 
your aircraft based on your needs, “short-leg waivers” that 
enable flyers to waive the minimum charge for flights under 
one hour and enrollment in the Flexjet Versatility Plus program, 
which allows flyers to buy and sell up to 25% of their purchased 
flight hours to other owners within the program, thereby helping 
align estimated costs with actual flight time.3 

PlaneSense, a U.S.-based company, has a fleet designed for 
shorter trips. While NetJets and Flexjet fleets contain many 
large jets, PlaneSense focuses on smaller planes that cost less 
to operate and can use shorter runways, providing customers 
with additional options for their travel needs.4 

Alternatives to Ownership
Private ownership, a luxurious yet expensive way to travel, is 
not the only way to fly private. A charter arrangement or a jet 
card may be a better alternative for those who fly less than 150 
hours a year or prefer a pay-as-you-go approach. 

Through a charter arrangement, you contract for services on a 
trip-by-trip basis or use the services of a charter broker, a spe-
cialist who acts as a representative for the leasing of an aircraft. 
While this arrangement enables you to enjoy the flexibility of 
private travel in a cost-effective manner, it may also lead to 
inconsistency in service, competition for peak usage periods 
and top aircraft and strict refund policies for traveler cancella-
tions. Wheels Up, the second-largest private aircraft operator in 
the United States, is a private jet charter company that allows 
members to book flights at all-inclusive hourly rates. Wheels 
Up currently offers three membership types (Connect, Core 
and Business), each intended for a different type of traveler. 
Connect memberships are designed with the occasional flyer in 
mind, one who does not require guaranteed aircraft availability. 
Core members are those who fly more frequently and want 
guaranteed availability on short notice. Business memberships 
are suitable for companies that are looking for private travel 
options without the responsibility of owning a plane.5 
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Members of all types can request and book private flights from 
a real-time inventory list, join shared flights with other Wheels 
Up members, book empty-leg flights at marked-down rates, 
enjoy discounts at partner-linked vacation properties and gain 
access to other exclusive lifestyle experiences. Both Core and 
Business members also have access to a 24/7 member services 
team and dedicated account managers. Costs include a one-
time initiation fee ranging from about $3,000 for a Connect 
membership to about $30,000 for a Business membership, as 
well as annual dues ranging from $2,495 to $14,500.

In December 2019, Wheels Up partnered with Delta Private Jets 
to offer customers access to a fleet of more than 190 private 
aircraft and other exclusive benefits, including the opportunity 
to earn Delta Medallion Status through Wheels Up flights and 
the option to earn and use Wheels Up “flexible funds” to pay 
for both private flights and Delta commercial flights.6 

An even simpler form of access to private travel is through a jet 
card, which is a prepaid card that enables travelers to use planes 
at rates that are often cheaper than charter arrangements. Jet 
cards are usually structured in one of two ways: plane-specific 
or deposit-based. A plane-specific card allows you to buy a 
fixed number of hours on a certain aircraft, whereas a depos-
it-based card allows you to purchase a specific dollar amount of 
travel, which is then debited each time you book a flight. Both 
plane-specific and deposit-based jet cards allow you to arrange 
travel without negotiating a contract or exchanging payment 
for every trip, and family members can share the membership 
and travel to different destinations simultaneously. However, 
jet cards typically impose expiration dates for prepaid flight 
hours, so if you do not use them, you may lose them.

To date, there are over 50 different jet card providers offering 
more than 250 programs. Some of these programs offer set 
prices, while others search the market for the best daily rates. 
Programs can vary in their designation of peak days, and some 
require daily minimums for shorter travel.

NetJets offers a jet card option, the Marquis program, targeted 
at individuals who fly less than 50 hours a year and prefer a 
shorter-term commitment. Clients have access to a variety of 
aircraft and can arrange travel within as little as 10 hours’ 
notice for domestic flights on off-peak days. Marquis jet cards 
begin at approximately $165,000 for 25 hours and must be used 
within 24 months of purchase. This upfront fee covers the total 
cost associated with the flight hours purchased. Additional fees 
may include charges for ancillary service requests (e.g., transfer 
services), international fees or handling charges.7 

Flexjet also offers a jet card option called the Flexjet 25, which 
begins at $160,000 and allows flyers to choose between multiple 
aircraft with inclusive pricing and a 25-hour minimum purchase 
increment. This program has been paused due to increased 
demand and is set to return in mid-2022.

Sentient Jet offers all-inclusive fixed rates, guaranteed availabili-
ty and jet card hours that never expire. The company currently 
offers two programs: The SJ25+ designed for access to light 
aircraft (starting at $187,450 for 25 hours) and the SJ25 de-
signed for access to mid, super-mid and large cabin jets (starting 
at $241,475 for 25 hours).8
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Regulatory Requirements
If you have decided that you prefer an ownership interest, either 
in full or a fractional share, it is important to familiarize your-
self with the relevant Federal Aviation Administration (FAA) 
requirements and tax considerations. 

FAA Regulations
The FAA, the executive agency responsible for aviation over-
sight in the United States, has prescribed a multitude of rules 
relating to aircraft ownership, ranging from registration guide-
lines to insurance requirements to safety regulations. As might 
be expected, larger ownership shares generally require more 
burdensome regulatory compliance and maintenance.

Title 14 of the Code of Federal Regulations (14 CFR) details 
these rules, known as the Federal Aviation Regulations (FARs), 
which are designed to promote safe flying by protecting pilots, 
passengers and the general public from unnecessary risk. The 
FARs are organized into sections, or “parts,” that govern spe-
cific types of activity.

Part 91 or Part 135?
One of the most common sources of confusion among aircraft 
owners is whether their aircraft is regulated by Part 91 or Part 
135 of 14 CFR. The main distinction is whether you are using 
your plane strictly for private use or for some commercial or 
charter-type use as well. Like many consumer protection laws, 
the FAA created a set of stricter rules (under Part 135) where the 
public is involved in an effort to protect against the possibility 
that safety will be sacrificed for profits. 

Part 91 provides general operating and flight rules for aircraft 
operating within the United States and applies to anyone who 
owns at least a one-sixteenth interest in a private aircraft. 
Owners under Part 91 cannot accept compensation or reim-
bursement for transportation services and must abide by a set 
of defined conditions under which the aircraft may operate, 
covering things like pilot training, landing distance require-
ments and weather limitations.

The general rules of Part 91 control the aircraft and its op-
eration unless a more restrictive Part 135 rule applies. Part 
135 governs the operation of aircraft for compensation or for 
hire, including charter arrangements. Owner-operators under 
Part 135 are required to hold a Part 135 certificate, which 
is a time-consuming, expensive certification. The purpose of 
Part 135 is to hold those owners, operators and pilots who 
are operating in a commercial capacity to a higher standard 
than someone operating solely for his or her own personal 
transportation. In addition to setting forth more burdensome 
maintenance and compliance obligations, Part 135 requires 
pilots to undergo more intense initial and recurrent training 
and imposes much stricter rules relating to crew rest time. As 
a result, the regulatory and liability risk is lower with a Part 
135 certification.

Tax Considerations
There are other costs associated with aircraft ownership, in-
cluding sales taxes, use taxes and personal property taxes. And 
while the tax landscape can get complicated, the variation in 
state laws and mobility of airplanes make for planning oppor-
tunities to minimize the amount of tax owed. In addition, there 
are some tax benefits available if the plane is used in connection 
with a business.

“”One of the most common sources of con-
fusion among aircraft owners is whether 

their aircraft is regulated by Part 91 or 
Part 135 of 14 CFR. The main distinction is 
whether you are using your plane strictly 

for private use or for some commercial  
or charter-type use as well.
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Sales Tax
Sales tax is a transaction-based tax and will only apply once 
when the transaction occurs if you purchase an aircraft in a state 
that has a sales tax and you don’t qualify for an exemption.

One commonly used exemption, the “fly away” exemption, is 
available in some states and allows owners to avoid the sales tax 
in the state where they purchase an aircraft if they take delivery 
of it out of state or intend to ship it out of the state within a 
timeframe prescribed by state law. For example, if you buy an 
airplane in California and take it out of California (and base 
it in another state) within the prescribed period, the fly away 
exemption will apply, and you will avoid California sales tax. 
This exemption, however, will not be entirely effective if the 
aircraft is moved to a state that has a use tax.

Use Tax
States generally assess either a sales tax or a use tax, but not 
both. A use tax is a tax on the use, storage or consumption 
in the taxing state of property acquired outside the state and 
subsequently brought into the state. State law generally requires 
that you have a significant connection to the state before any 
use taxes are imposed, but applicability of the tax differs by 
state. Some states impose a use tax on the first use of property 
in the state, some impose it only on property used in the state 
within a certain time period after it was purchased, and others 
impose the use tax on the presence of the property in the state 
for a specified number of days.

Personal Property Tax
In addition to the sales and use taxes, you may owe an annual 
state or local personal property tax based on the fair market 
value of your aircraft. Personal property tax applies to the 
property of both residents and nonresidents whose property is 
held within the taxing state or locality.

The actual site of your aircraft, rather than the state in which 
you reside, determines the place of taxation. Therefore, if you 
live in a jurisdiction that does not have a personal property 
tax, you may still owe the tax if you base the aircraft within a 
taxing jurisdiction. If your aircraft has a somewhat permanent 
location within a taxing jurisdiction and you are not merely 
passing through, you can be subject to personal property tax.

Excise Taxes
Air transportation of persons or property for compensation 
or for hire is considered commercial transportation for tax 
purposes. This transportation is subject to a federal excise tax 
(FET) of 7.5%, which is triggered any time an aircraft is op-
erated for compensation with a crew and passengers within 
the continental United States or for flights starting or ending 
within 200 nautical miles of the northern and southern borders.

Tax Deductions
If an aircraft is owned and operated by a business and the op-
erating costs associated with the aircraft are incidental to that 
business, those expenses will be deductible under section 162 
of the Internal Revenue Code (IRC) as “ordinary and necessary 
expenses paid or incurred in … carrying on a trade or business.” 
In other words, if a flight is ordinary and necessary to conduct 
business, the related costs are typically deductible.

Additionally, the 2017 Tax Cuts and Jobs Act (TCJA) revised 
section 168 of the IRC to allow business owners to write off the 
full cost of a new or preowned aircraft purchased and placed 
into service after September 27, 2017, and before January 1, 
2023. The bonus depreciation can be taken in the year of acqui-
sition provided that the aircraft is placed in service for business 
use during that year.

On the other side of the coin, the TCJA eliminated the ability 
of employers to deduct costs associated with flights for business 
entertainment and significantly reduced the deductibility of cer-
tain personal nonentertainment flights. Personal entertainment 
flights, like flying to vacation destinations or to visit friends or 
relatives, were not deductible before the TCJA and are still not 
deductible under the new law.

Personal nonentertainment flights include things like com-
muting, traveling for a funeral, traveling to receive medical 
treatment or traveling to see an advisor. Under the TCJA, 
expenses attributable to commuting are now nondeductible, 
except in limited circumstances to ensure the safety of an em-
ployee, but other nonentertainment expenses remain deductible.

As discussed throughout this article, access to a private air-
craft can offer first-class convenience, flexibility and comfort. 
However, purchasing, owning and operating a private aircraft 
should only be undertaken with a team of sophisticated advi-
sors who can assist you in sorting out the myriad economic, 
tax and legal issues. If you are interested in discussing aircraft 
ownership or one of the alternatives, please reach out to a BBH 
relationship manager or wealth planner. 

1 Source: SherpaReport.
2 Source: NetJets.
3 Source: Flexjet.
4 Source: PlaneSense.
5 Source: Wheels Up.
6 Source: Wheels Up and The Points Guy.
7 Source: NetJets.
8 Source: Sentient Jet.
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