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Pre•ton c. Ceddi• It. hf.I• 
Cr011e 11114 Jluttle.,,. �
1800 Mtd•Amer!ea TO'llltt �
to N, Jr611&n, �
Ok1&hou City. OI '13102 �

lt41 .Ai rer11ft tf5399S; t.e111• Agrffl!lllnt/Pureha,e Co~tract 

Dear Mr, Oadlff.•t 

B1 lr.tt•r of April 19, 1985, y011 forvarded fQr ~r revil!W • tease 
Agree111ent/l'llrchase Cot-trace ~tveen tfunietpal l.Daatng Corporation ea lessor 
and Rose Aviation, Inc.,•• leaseo covering tbft atrcraft. You atate that 
1t t, aubst.ant11lly f.denttc•J 1n all resp,tets to an tn~trument tubr.litted to 
this oftlce for rev1ev f• J~ee 1qe4. as• result of vt.tch ve deter,o,i11ed that 
it••• ~utvalent to a conditional tales eontraet 1 rrqutring re~i~trotion in 
the n41Ml of Che l<ea•••• Ve have reviewed the Leaae A,;reetient/l'urelta•• 
Cotltraet aod ag1:ee that ft 11 e•sentially ident1t:a1 to th• d~nt 
tuNl!ltted it Jv'IWI 1984. Jk,,rever, tine• ettr optnton was is•ued, we ~ave 
taun a c:ontt•r, view, and flO longer eOftll:ic!er auch et.rRtraet, tis be 
~ltUfvalent to eo'!ldltioiiA1 eale• e<)lltfacts. 

In tntei-,r~tin, 49 v.s.c. 1301(19), our besfc ,ostt1on ts that a conditioflal 
,alee agreaaent it reacllc!d (rttqutrfn: aircraft regf.lltratto,, lo the vandQe/
le••••> when the vettlfee/leasee contracts to pay• tua tuh#tantJally 
equivatent to th• valuo of the atrct•ft• and ta 'bound to, or ha• the option 
of, wco1d 11~ tht OIWXlef UJ'Oft e<o1q>lf.a11ce 1<it'h the ttorl!!fl of the •gre-nt. ti, 
thee••• of en opticm, this •eaPs that the o~tion prtee, a~ t•l'l", i• a 
l'IOIJ!ina1 SU111. fihile t1'11• voold appeai• to be the ease hero, ve oust o1'serve 
the airee111t11:1t ~tween the ,artiea fn that it 1• really • eontract for a t,i,r,, 
of o~t. 7eer, 11ht1t renewable tor aio• .....re, and ve l<>0k only to the 
a'bc~1tlteci.bl1gat!on of tbe verufee/leeeee for hi• obli~at!ons dur1n, that one 
year ter•• Aeeordtngly, ainee the •ubstant1•1 value of the aircre!t $a not 
paid 4ur!n( the fir•t t••r, •nd the l•••ae h•• the unflateral contract tlRht 
to exercise the optiop to retlt'W <•• dietingutehed trOA the Option to 
rureh••t), be l• not obltreted to PAY a sum 1uh•tantiallJ equivelent tot~ 
valut. of the efrcrsft1 err.o, the Lease tg,Te~nt/Purchaae Contract is not · 
equtvalent to a con~ttlonal ealet eontr•ct. 
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Ve re11ret that thit directly contral'J optnion tuia not beeo &i•en wide 
dh1H!1tln11tio11, We will advise Mr, ll<)aton of the change to our June IS, 
1984, optnto11. 

Joseph l+ Stal'l4e11 
Aeron,iut!eal Center Collfl8el 
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• Memorandum• 
us.Depoi lment 
dlcr6ponalicln· 

Fedetul Aviation 
Admlnlfflatlon 

th Option to Purchase Oate; July 26, 1984 
ioual Sales Contract 

Reply to 
Ann. of: 

To: Man&gel', ·;U.rcraft 'Regist1:at1on Bl."anch, AAC-250 

We have previously worked with the Registi:y on interpretation of •eondi­
tional sale" as defined in Section 101(19) of the Act, to include leases 
with option to purchase where the lessee has the option of becoming the 
owner upon fulfillment of the tet'l!IS of the contract, and the option pl."ice 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 bas been rather universally accepted for aircraft 
registration, and trausactiOl19 structured by the public around this 
interpretation both ways to achieve the intent of the parties. 

Oil at least two occasious (letter to James p. Baker of August 30, 1982; 
N5248U alld N5268U; and letter to William C. Boston, Jr., of June 15, 1984; 
N66AF), we have interpreted the lease with option provisions of those 
particular leases to require registration in the name of the lessees 
(that is, the lease with option wae considered to be equivalent to a 
conditional sales contract), where each lease was for an initial term 
of one year, with abeolute options in the lessee to renew for additional one 
year te1'mll, all the while getting equity in the aircraft to an eventual full 
·payout, and an ultimate option price of a nominal sum, Further review leads 
us to believe those opinions should no longer be considered as precedential 
or binding. 

The element of those leaees which bas caused the redetermination is the 
initial lease for one year, renewable ou yearly bases for each term, In 
those leases, the lessee wae bound for only a year, but be could bind 
himself for succeeding years, one at a time, until e$eentially full payout 
was effected. Be could also terminate the lease at the end of any annual 
term, The Act requires the lessee, or a conditional sales vendee to · 
·contract to pay as compensation a sum substantially equivalent to the value 
thereof,,,,• A oue year lease, we are now persuaded, does not so bind the 
lessee, even though he bas the option of renewals, 

Accordingly, we have determined that leases with option to purchase should 
not be considered as equivalent to conditional sales contracts unless, among 
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the other elements previously discussed, the lessee is bound by the initiel 
term to pay a euia substantially equivalent to the value of the aircraft, We 
Will no lonser look at renewed te?me or the totality of terms to establish 
that payout of the value of the aircraft may take place over the full · 
possible period covered by the lease, Although the opinions of August 30, 
1982 and June ts, 1984 will no longer be followed, this opinion ie not 
retroactive, 
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