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Aprtl 23, 1985

Preston G. Geddis 1Y, Rag.
Crowa and Dunlevy
1800 Mid-Ameriea Towmy ' .

- 20 N. Broadway
Okishoma City, OF 73102

Ret Alrperafr #93993; lesse Agreepant/Purehape Contraet

Deatr Nr. Caddist

By lrtter of Avril 19, 1983, vou forwsrded fFor omy review & Lesse

Agrespent /Purchase Contract between Munticipsl leasing Corporation as lespar
and Ross Aviation, Inc., as lesases covering this afrcraft, You state that
it {s substantinlly fdentica) in a2il reopacts to an fnstruzent subnitted to
this office for reviev in Juee 1984, ar a result of whieh ve determined that
{t was equivalent to a eonditional sales eonivact, requiring registration in
the name of the lessess WHa have reviewed the lesse Agreement/Purchase
Contract and agree that it 1a essentislly identieal to the document
sohaitred 1a Juwe 1984, Fowever, since eur opinfon vas {gaued, we have
taken 8 contrary view, snd 8o lomger consider such contracts to be
equivalent to conditional sales eontyracts.

In fnterpreting 49 U.8.6, 1301(19), our besic position is that a conditional
sales sgreenent te veathed (vequiring afrerafe registration fa the vendae/
lesne¢) vhen the vendee/lasgae contracts to pay & sum substantially
equivalent to the value of the afrersft, and 48 bound to, or hee the option
of , beconing the cwnef upon ¢omplisnce with the terns of the agreement, In
the cage of an eptisn, this means that the option prise, at tetm, fs 2
romies! gym, Fhile thia wovld appear to be the case here, we pust observe
the agreement betveen the parties fn that it {s realiy 1 eontract for a tern
of one year, albeit remewable for mine wore, and we look only to the
absolute obligation of the vendea/lewsce for hig obligations during that one
year term. Accordingly, since the substantial value of the sircraft ix not
paid doring the fipst year, and the lessae has the unflatersl eontract right
to exercise the optiop to renew (s distinpuished from the option to
purchaee), be {8 not oblipated to pay & sum sudstantially equivalent to the
value of the gircraft; ergo, the leage Agvemsent/Furchase Contract v not
oquivelent to a conditionsl sales eontract,



Ve regret that this directly contrary opinion has pot been given wide
dissenination, We will sdvise Mr. Boston of the change to our Jume 15,

1984, opinion.
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Subjact:

' those leases, the lessee was bound for
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To:

‘payout, and an ultimate option price of & nominal sum.

) "~ Memorandum

Leases with Option to Purchase pae: July 26, 1984 -
ndifional Sales Contract

Coungel, AAC-7

Aeronauticel Cen

Manager, ‘Alreraft Registration Branch, AAC-250

We have previously worked with the Registry om interpretation of “Condi-
tional szale" as defined in Section 101{19) of the Act, to fnclude leases
with option to purchase where the lessee has the option of becoming the
owner upon fulfillment of the terms of the contract, and the option price is
less than 10 percent of the value, or lessor’s cost at the end of the lease
term, the value or cost measured as of the time of entering the lease. This
interpretation has been rather universally accepted for aircraft
registration, and traesactions structured by the public around this
interpretation both ways to achieve the intent of the parties.

On at least two occaslons (letter to James P. Baker of August 30, 1982;

N52480 and N5268U; and letter to William C. Boston, Jr., of June 15, 1984;

N66AF), we have interpreted the lease with option proviaions of those

particular leases to require registration in the name of the lessees

(that is, the lease with option wae considered to be equivelent to a

conditional sales contract), where each lease was for an initial term

of one year, with absolute optiona in the lessee to renew for additional one

year terms, all the while getting equity in the aircraft to an eventual full
Further review leads

us to believe those opinioms should no longer be considered as precedential
or binding.

The elemant of those leases which has cansed the redetermination Is the

initfal lease for one yeasr, renewable on yearly bagsea for each term, In
only a year, but he could bind

time, until essentially full payout
the lease at the end of any annual
p conditional sales vendee to

himgelf for aucceeding years, one at a
wvas effected, He could also terminate

term. The Act requires the lessee, or
"contract to pay &s compensation a sum substantially equivalent to the value
thereof....” A one year lease, we are now persuaded, does not so bind the

lessee, even though he haa the option of renewals.

Accordingly, we have determined that leases with option to purchase should
pot be considered as equivalent to conditional sales contracts unleas, among
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the other elements previously discussed, the lessee is bound by the initial
term to pay & sum substantially equivalent to the value of the alreraft. We
will no longer look at renewed termg or the totality of terms to establish
that payout of the value of the aireraft may take place over the full )
posaible peried covered by the lease. Although the opinions of August 30,
1982 and June 15, 1984 will no longer be followed, this opinion 1s not

retroactive,



