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“7. Option to Sell or Purchase

“At any time during the term of this Lease, upon the giving of thirty (30) days
written notice, Lessee shall have the option of terminating this lease agreement in
whole or in part. However, in such event the Lessor has the right to require
Lessee to purchase any item or items terminated from the Lease at a price equal
to the then depreciated value of such item or items.

“At any time during the term of this lease upon the giving of a thirty (30) day
written notice, Lessor shall have the option of terminating this lease agreement in
whole or in part. However, in such event the Lessee has the right to require
Lessor to sell any item or items terminated from the Lease to Lessee at a price
equal to the then depreciated value of such item or items.

“The term depreciated value of any item means the net cost to Lessor of such

item reduced by depreciation of such item on lessor’s books in accordance with
generally accepted accounting principles.

“8. Surrender

“On the expiration or earlier termination of this Lease with respect to any item of
leased property, Lessee shall (unless Lessee has paid Lessor in cash the
depreciated value of such item) return the same to lessor in good repair, condition
and working order, ordinary wear and tear resulting from proper use thereof
alone excepted.

“9, Insurance

“Lessee shall keep the leased property insured against all risks of loss or damage
from every cause whatsoever. ..

“13. Ownership

“The leased property is and shall at all times be and remain the sole and exclusive
property of Lessor...
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In our view, the Lease Agreement is a lease rather than a conditional sales

contract, and the property should be assessed to A . Initially, the
Agreement is in the form of a lease, with A leasing and N
renting the particular personal property, and N is paying A

rent pursuant to a specific schedule (Paragraphs 1 and 3). On the
expiration or termination of the Lease, N is to return the leased property to

A (Paragraph 8), and the leased property was and is to remain the




2- July 24, 1979

property of A (Paragraph 13). Such provisions are indicative of a lease, not a
conditional sales contract and thus, N is a lessee, not an equity owner.

Also, that the property was and continues to be owned by A is
evidenced by paragraph 7: either A or N may
terminate the Agreement, in which case the non-terminating party has the option to sell, in
the case of A or buy, in the case of N , the property at an agreed-upon
price. Until the exercise of such an option, there is no transfer of ownership of the
property to N.

Finally, that the property is capitalized on the A ’s books and that it is
uepl‘ eiated for income tax purposes and r eport ted to the Internal Revenue Service as
owned by A support the conclusion that the property was continues to be

owned by A.

While paragraph 5 requires National to keep the property in good repair, while
paragraph 6 requires N bear the risk of loss and damage to the property, and
while paragraph 9 requires N to keep the property insured against risk of
loss or damage, such are matters of contract between the parties and do not establish any
ownership interest in N

Very truly yours,

James K. McManigal, Jr.
Tax Counsel
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be: Mr. Glenn L. Rigby
Mr. Gordon Adelman
Mr. Robert H. Gustafson
Mr. Verne Walton
Mr. Alan Dutra
Legal Section



