iy Seprvenber 1970

#r. John ii. &nitwerth, Jr.

Pewey, Ballantine, Bushby, Palimer & Wood
14U Broadway

New York. aew York 10005

Re. Leases by Jetair Leasinpg, Inc. to All higpou Airweye
Compeny. Lik., of five aircxaft

Dear #f. wunltworci:

ke rafer to your letter of September 2, 1970 in which you request an
opinien frowm thie offlce am to. (1) wnether two leasin: agr<enente, as
asended by optione to purchase, would be cansiderad by the FAA to
copatitute venuine leases as distinguished from contxacts of “"condltional
gale’ as defined in Sectlop A01(16) of tue Federal Aviation Act of 1953,
as amended, and (2) whether tne recording of the options would affect the
preaent registration of the alrcrafc whicii are now reglstered in the name
of Jetair Leasing, Inc. {Jetair).

Io your letter you ludicate that the two leases io question were @xecuted
August 25, 1909 aud December 4, 1969 between Jetair and All Nippon

Airways Company, Ltd., a Jepanvse corporation {(ANA) and covered three and
two Boeing 727-200 aireraft, respectively. osoth of these lesse agreements
have bean recorded with the FAA. You alao indicate thar Jetalr entered
into two separste agreements witiu ANA granting optlons to purchasa the five
alreraft. These agresments were entered into on Septewber 2, 1969 for

tke three aircraft and on Leceaibsr 4, 1969 for tae remaining two aircraft,
and are considered by the parties Lo be amendments Lo tie two leéace
agrounents.

Aftar reviewiny th2 material contained In your letter and che two laase
agreenents and optivns it 1w our oplanjon that the recorded lease agrevements,
as amended by the options to purchase, would not be consldered ap conditicoal
sales withia the meaning of Part &7 of the Fedaral Aviation Rejulatione

and Section L01 of the Pedersl Aviastion Act of 19538, as amended. Accordingly,
we do not consider that the recording of tha options would sffeer in any

way tiic present regletration of tone aircraft in the uvaze of tike lassor,

Jetalr Leasingz, Inc. We Lase thls oplulon ou thie following:

l. It appears from your letter sand from the terms of the lease
azreausnts and optlons that the intention of tue partles was chat the
tranasctions would coustitute genulne lease srrangemants and not conditiomal




sales. This is supported by the fact that the options were executed by
separate agreement apart from the lease agreements, and in fact the
first option was executed subsequent to the first lease.

2. A review of the figures furnished by your letter and contained
in the lease and option agreements indicates that the transactions do
not fall within the definition of a conditional sale since they do not
involve payment, as compensation, of a sum substantially equivalent to
the value of the aircraft. In this connection, we note that the sum
of the aggregate lease rentals plus the aggregate option price amounts
to 146 percent of the original cost of the five aircraft and 181 percent
of the estimated market value of the aircraft on the date the options
first become exercisable by ANA.

We are forwarding a copy of this opinion to the FAA Aircraft Registry.
I1f you have any further questions or if we can be of any other assistance,
please feel free to contact us.

Sincerely,

o
Jdi}u.qz

I}

JOSEPH T. BRENNAN
Aeronautical Center Counsel, AC-7

cc:
AC~250 7
GC-10
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Aeronautical Center,

Federal Aviation Administration,
6400 South MacArthur Blvd.,
Department of Transportation,

" Oklahoma City, Oklahoma.

. Attention: General Attorney

Re: JIeases by Jetalir Leasing, Inc.
to All Nippon Airways Company, Ltd.
of five aircraft '

Dear Sirs:

We are submitting this ruling request to you in
our capacity as, counsel to Jetair Leasing, Inc., a
California corporation ("Jetair"), é wholly owned subsidiary

of Pacific Southwest Airlines, a California corporation.

STATEMENT OF FACTS

In the period from December 1969 through January
1970, Jetair purchased from The Boeing Company three Boelng
model 727-200 aircraft for an aggregate of $18,835,419 (the
‘ "Three Aircraft"). 1In the period from March 1970 through

April 1970, Jetair purchased from The Boeing Company two

Boeing model 727-200 aircraft for $6,724,695 and $6,745,955




Avvonantends Conter o op, ©

(Lthe "Two Alreratt”). Hence the original cosf of such air-
crat't to Jjetair w&s_$32,306,967.

By Lease Agreements dated August 25, 1969 and
Decembor 4, 1969, Jetair leased to All Nippon Airways (Company,
Ltd., a Japanese corporation {"ANA"), the Three Aircraft and
the Two Aircfaft, respectively. 8Such Lease Agreements were
recorded by the Federal Aviation Administiration {"FAA") on
January 21,-1970 and Aprll 13, 1970, respectively, as Convey-
ances Nos. MO62673 and T36532, respectively. By letters dated
Jeptember 2, 1969 and December 4, 196G, Jetalr granted ANA
options to pufchase the Three Aircraft and Two Alrcraflv, re-
spectively, such options to become exercisable on January 1,
1973 or later, Enclosed are photocopies of such options,
wihich amend the Lease Agreements and which before recording
Wwill be revised to indicate the dates of recording and FAA
Qggiiléiﬁfb% numbers wlth-—respect.--to -the-alrcraft-coverea-therc-
<y and will be supplemented by letters of acceptance in thel
form attached signed in ink by an authorized officer of ANA
in ordeavr thaf such options shall be in proper form for
recording by the FAA.

Each of the two Lease Agreements has a term of three
years., The aggregate rental for the Three Alrcraft, the
rzntal for each of which is $116,700 monthly, is §$12,603,600.
The ggrrepnte rental rfor the Two Aircraft, tae rental Jor

WE . PRI : AT T S P WY o R B AT e T
e O wihich i .:;J.,JE:_..-*'-'."-'O rontnly, 1s $8,955.000. Accordir: s




AeroviurtLead Cenver, p. 3

the apggregate rental for all of the aircraft for the three-
year term s $21,157,200, »

The option price for the Three Aircraft, if the

cption 15 exercised on January 1, 1973, is $5,160,000 each,

and the cption price for the Two Alrcraft, if the option is
exercised on Juuuary 1, 1973, is $5,260,000 each. Thus,
the aggregate option price for all of the aircraft, if the
option is so exercised, is $26,000,000.

Jetalr estimates that the average market value
per alircraft on the date the option can first be exercised
will bw‘approXimately $5,200,000. (Such figure is stated as
an average rigure because each of the aircraft will have a
Slightiy different total time and time since overhaul.) Hence,
the aggregate’market value of all of the aircraft on the date
the options {irst become exercisabie will be approximately |
$26,000,000.

The foregoing figures are summarized in the

following table:

Aggregate for
five aircraft

Original Cost $32,306,067
Lease Rentals 21,157,200
Option Price at January 1, 1973 26,000,000

7o

vatue

e 2
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It should be noted that the sum of the aggregate lease
rentals plus the aggregate option price amounts to
$47,157,200. Sucn amount is 1U46% of the original cost to
Jetair Gf\&ll of the aircraft and 181% of the estimated

market value of all of the aircraft on the date the options

ffirst lvecome exercisable.

' DISCUSSION

The partics to the Lease Agreements believe, and
request a ruling by you confirming, that such Lease Agree-
ments as amended by the options constitute genuine leases
and willvnot upon recording of the options by the FAA consti-
tute contracts of "conditional sale" as defined in § 101(16)
(b) of the Federal Aviation Act of 1958, as amended.

This viewpoint is evideﬁced by the fact that the
sum of tne aggregate lease rentals plus the aggregate option
price substantially exceeds the original cost of the aircraft.
In fact, the total of such lease rentals and option price is
146% of. the original cost of the aircraft and 181% of the
estimated market value of all of the aircraft on the date
the options first become exercisable.

Stated otherwise, Jetair believes that the Lease

Agreements call for monthly lease rentals that are compar-

1 e ey o —~p i g b . . Y .- I B i PR T T Y~
apLe Lo LeAse rToentals pPayabie under Similar ileases 107
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comparable aircraft where the lessee has no oﬁtion to
purchase, Moreover, the option price, far from being
nominal (as might be the casé if the Lease Agreements were
conditional sales contracts), actually equals the estimated
market value of the aircraft on the dates on which the
options can be exercised. Clearly, therefore, the Lease
Agreements, as amended by the options, contain all of the
elements Of'bona fide leases and bear none of the hallmarks
. of conditional sales contracts.
Accordingly, the parties believe that they are

fully Jjustified in considering the Lease Agreements, as

amended by the options, to be genuine leases,

RULINGS REQUESTED

Based on the facts and representations submitted,
the following rulings are respectfuliy requested:

1. The recorded Lease Agreements between Jetair

Leasing, Inc. and All Nippon Airways Company,
Ltd. covering five Boeing model 727-200 air-
craft, as amended by the opticns to buy such
aircraft which are to be recorded, constitute
genuine leases and will not upon recording of
the options by the FAA be treated by the FAA
as contracts of conditional sale.

2. The due recording of the options which amend
the recorded Lease Agreements will not affect
. the present registration of the five aircraft
now registered in the name of Jetair Leasing,
Inc.
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The foregoing ruling request 1s submitted in
connection with a financing of the five aircraft which is
A
in the process of completion. In connection with that

financing, there will be filed with the FAA for recording

at least two additional documents: an assignment of lease
rentals and a‘chattel mortgage on the five aircraft. It is
anticipated that the closing with respect to the financing
and the filing of all the documents described above will
occur early in September 1970. In view of the anticipated
closing date, some urgency attaches to this ruling request.
Accordingly, your earliest consideration of this matter 1is.
requested; |

If there are any questions in connection with this
matter, please telephone, collect, the undersigned}or
Clive Chandler of this office (212) 344-8000.

/Respectfull uubmitted

/

Enclosures
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727254 aircralt on the following dates,
972, Jemuary 1, 1974 and J&nuary 1, 1975.
* *essor of lLessee's intenticn to exsrcise
nied hereby must be received by Lessor One
ty {120) days pricr to the exercloc date sclect
The option price per aircraft shall be as foll

Jenvary 1, 1973 $5,160,£00.00

January 1, 1974 2, ,680,000.C0

January 1, 1975 J,,200,000.00

! - JETAIR L4 :SIHG, INC.

[

()07 J’AWW

srarnts te Lessee any ontion to buy one

N

Williem R. b“lmp
Vice President

‘Date Seotember 2, 1969




[Letterhead of ALl Nippon Alrways Company, Ltd.]

Mr, William R. Shimp,
Jetair Leasing, Inc.,
P. 0. Box 105,
San Diego, California 92112,
Dear Mr. Shimp:

This is to acknowledge receipt of your letter dated

September 2, 1959 granting to All Ni

.
Pughh

ppon Alirwvays Company, Ltd.
the option to buy one or more of the three 727-25U aircrafs
leased to All ILiippon Airways Company, Ltd. under lease dated

Auvgust 25, 1969 and we agree to consider this letter as a vart
Ds LTOY & L

of the lease referred to above.,

Tokujl Waxasa
President

-
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P.O.Lox 185 - 3225 N Harhor Drive - San Dicgo,California 92172 - 7C/L’/;/I()I)8 714--297-4781

Mr. Tokuji Wakasa

Deputy President

All Nippon Airwvays Company, Ltd.
2-5, 3-Chome, Kasumigascki
Chiyoda-ku, Tokyo

Lessor hereby grants to Lessee any option to buy one
or both of the 727-254 aircraft on the following dates,
January 1, 1973, January 1, 1974 and January 1, 1875.
hOLlLJC&LJOD to Lessor of Lessee's intention to excrcise
the OPLJOH granted hereby must be received by TLessor One
Hundred Twenty (120) days prior to the oxercisz date selected
by Less&g. The option price per aircraflt shall be as follows:

~ Tanuary 1, 1973 $5,260,000.00
January 1, 1974 . 4,780,020.00
January 1, 1975 4,300,000.00

JETAIR LEASING, INC.

SN

" WILLIAM R. SHIMP ;¢7
Vice President

Date / %/ 7’-/// TE T




[Letterhead of ALY Nippon A ways Company, Ltd.]

Mr. William R, Shimp,
Jevalr Leasing, Inc.,
P.0. Box 185, .
San Diego, California 92112,

Dear Mr. Shinp:

~

‘ This is to acknowledge receipt of your letter dated

o . - 7~ T S R ﬂ‘ .. . -
December X, 1960 granting to ALL Hipvon Airweys Company. Lid.

g
the option to buy one or more of the two 727-254 aircrafs
leased to All Nippon Alrwvays Company, Lid. under lease dated

December 4, 1969 and we agree to consider this letier as a

part of the lease referred to above.

.






