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Issues arising from the operations 

of leased aircraft

A. Various methods of fleet financing

B. Equipment leasing

– Purposes

1. “off balance sheet financing”

2. “tax benefit transfers”

– Today: Advantages have diminished and the 

financing structure became more complex.





Issues arising from the operations 

of leased aircraft

• A. Description 

– What is a financial lease?

• B. Two main categories”

– Capital leases

– Operating leases



Issues arising from the operations 

of leased aircraft

Capital lease
1. From the lessee’s point: 

a. Transfer substantially all of the benefits and risks 
incident to ownership of property to the lessee

b. Exposed to credit risks only
c. Payment of specific amounts during a fixed term 

which fully amortizes cost.
d. Term has a relatively long duration compared to 

useful life of equipment 
e. Acquisition :

i. Put Option 
ii. Option to Purchase granted in the lease



Issues arising from the operations 

of leased aircraft

Operating lease

1. Capital cost of the asset not wholly 

amortized over term.

2. Lessor profit derived from rentals during 

multiple terms.

3. Lessor retains title to leased equipment.

4. Option to purchase equipment may be 

available to lessee on rare occasions.



ARTICLE 1 - DEFINITIONS AND INTERPRETATION

ARTICLE 2 - REPRESENTATIONS AND WARRANTIES

2.1 LESSEE’S REPRESENTATIONS AND WARRANTIES

2.1.1 Corporate Status

2.1.2 Governmental Approvals

2.1.3 Binding

2.1.4 No Breach

2.1.5 Filing

2.1.6 Licenses

2.1.7 No Suits

2.1.8 No Withholding

2.1.9 General Obligations

2.1.10 No Sovereign Immunity

2.1.11 Tax Returns

2.1.12 No material Adverse Effect

2.1.13 Notice in Chance of Lessee’s Condition

2.1.14 Mergers

2.1.15 No Default 

2.1.16 Financial Information 

2.1.17 Authorization of Payments



2.2  REPETITION AND SURVIVAL 

2.3. LESSOR’S REPRESENTATIONS AND WARRANTIES

2.3.1 Corporate Status 

2.3.2 Government Approvals

2.3.3 Binding

2.3.4 No Breach

2.3.5 Title to Aircraft

2.4  NO PREJUDICE

ARTICLE 3 – CONDITIONS PRECEDENT 

3.1 CONDITIONS PRECEDENT

3.1.1 Pre-Delivery Requirements

3.1.2 Delivery Requirements

3.1.3 Post-Delivery Requirements

3.2 WAIVER OF DEFERRAL OF CONDITIONS

3.2.1 Lessor’s Waiver or Deferral

3.2.2 Lessee’s fulfilment of Waived Conditions

3.2.3 Relocation of Aircraft



ARTICLE 4 - LEASE, TERM AND DELIVERY

4.1 AGREEMENT TO LEASE

4.2 TERM

4.3 DELIVERY OF AIRCRAFT*

4.4 LESSEE’S INSPECTION OF AIRCRAFT*

4.5 ACCEPTANCE OF AIRCRAFT*

4.6 LESSEE’S FAILURE TO TAKE DELIVERY 

4.7 NO LESSOR LIABILITY 

4.8 TERMINATION FOR DELAYED DELIVERY

4.9 LICENSES

4.10 RISK

4.11 QUIET ENJOYMENT*

4.12 LESSOR’S SECURITY INTERESTS*

ARTICLE 5 - DISCLAIMERS

5.1 GENERAL

5.2 EXCLUSION

5.3 NO LESSOR LIABILITY FOR LOSSES

5.4 WAIVER OF WARRANTY DESCRIPTION

5.5 CONCLUSIVE PROOF

5.6 WAIVER

5.7 NO LIABILITY TO REPAIR OR REPLACE



ARTICLE 6 - PAYMENT OBLIGATIONS

6.1 SECURITY DEPOSIT *

6.1.1 Security for performance of lessee’s obligations

6.1.2 Restoration of the security deposit

6.1.3 Interest

6.1.4 Refund of security deposit

6.2 BASIC RENT

6.2.1 Payment in Advance

6.2.2 Date of Payment

6.3 SUPPLEMENTAL RENT (RESERVES)**

6.3.1 Payment of Supplemental Rent

6.3.2 Date of Payment

6.4 ABSOLUTE OBLIGATION

6.4.1 Net lease

6.4.2 Lessee’s Waiver

6.4.3 Non-waiver of Quiet Enjoyment

6.5 CURRENCY OF PAYMENT

6.5.1 Currency

6.5.2 Notice of Transfer

6.5.3 Receipt of Funds

6.6 NON-BUSINESS DAY

6.7 CURRENCY INDEMNITY

6.8 DEFAULT INTEREST

6.8.1 Default interest

6.8.2 Application and Accrual of Default Interest

6.9 NO DEDUCTIONS OR WITHHOLDING

6.10 VALUE ADDED TAXES

6.11 EVIDENCE OF INDEBTEDNESS



ARTICLE 7- GENERAL UNDERTAKINGS 

7.1 GENERAL

7.2 AUTHORIZATIONS

7.3 NOTICE OF DEFAULT 

7.4 FURTHER INFORMATION

7.4.1 Audited Financial Statement

7.4.2 Unaudited Financial Statement

7.4.3 Other Documents

7.5 PERFORMANCE OF OBLIGATIONS



ARTICLE 8 – OPERATION OF THE AIRCRAFT

8.1 GENERAL

8.2 OPERATION AND COMPLIANCE WITH LAWS 

8.2.1 Operations

8.2.2 Compliance with Laws

8.3 LICENSES AND OTHER AUTHORIZATIONS

8.4 PERSONNEL

8.5 LOCATION

8.6 NO VIOLATION ON INSURANCE POLICIES

8.7 TRAINING 

8.8 COST OF OPERATION

8.9 FLIGHT CHARGES

8.9.1 Payment of Flight Charges

8.9.2 Airport Charges and Eurocontrol

8.10 RECORDS

8.11 NO RELINQUISHMENT OF POSSESSION 

8.12 NO SECURITY INTERESTS

8.13 NO PLEDGE OF CREDIT

8.14 RIGHTS AGAINST MANUFACTURER

8.15 AFFIXING IDENTIFICATION PLATES

8.16 REPRESENTATIONS TO OTHER PARTIES

8.17 NO DISCRIMINATION

8.18 LESSOR’S RIGHT OF INSPECTION

8.18.1 Lessor’s Inspection

8.18.2 No duty on Lessor to perform inspection



ARTICLE 9 - SUBLEASES

9.1 NO SUBLEASE WITHOUT LESSOR’S CONSENT*

9.2 ANY APPROVED SUBLEASE 

9.3 CONTINUED RESPONSIBILITY

9.4 DOCUMENTATION ARISING FROM AN APPROVED SUBLEASE

ARTICLE 10 – MAINTENANCE AND REPAIR

10.1 GENERAL OBLIGATIONS (C of A)*

10.2 SPECIFIC OBLIGATIONS (AD Notes)**

10.3 REMOVAL OF ENGINES

10.4 PERMANENT REPLACEMENT OF ENGINES

10.5 REMOVAL AND INTERCHANGE OF ENGINES *

10.6 ENGINE THRUST RATING

10.7 INFORMATION REGARDING ENGINES

10.8 REMOVAL OF PARTS

10.9 PERMANENT REPLACEMENT OF PARTS

10.10 REMOVAL AND INTERCHANGE OF PARTS

10.11 POOLING ENGINES AND PARTS

10.12 MODIFICATIONS 

10.12.1  Lessor’s Consent to Modifications

10.12.2  Documentation of Modification

10.12.3  Title of Modification

10.12.4  Removal of Modifications

10.12.5  No Lessor Liability for Modifications

10.13 INFORMATION REGARDING THE MAINTENANCE PROGRAM



ARTICLE 11 – USE OF SUPPLEMENTAL RENT

11.1 USE OF SUPPLEMENTAL RENT*

11.1.1 Airframe

11.1.2 Engines

11.1.3 Auxiliary Power Unity (APU)

11.1.4 Landing Gear

11.2 QUARTERLY REIMBURSEMENT * 

11.2.1 Airframe

11.2.2 Engines

11.2.3 APU

11.2.4 Landing Gear

11.3 REIMBURSEMENT ADJUSTMENT 

11.4 COSTS IN EXCESS OF SUPPLEMENTAL RENT

11.5 REIMBURSEMENT AFTER EXPIRY OR TERMINATION

11.6 RETENTION OF SUPPLEMENTARY RENT **

ARTICLE 12 – MANUFACTURERS’ AND VENDORS WARRANTIES

12.1 ASSIGNABLE WARRANTIES

12.2 NON-ASSIGNABLE WARRANTIES

12.3 REASSIGNMENT 

12.4 WARRANTY CLAIMS

ARTICLE 13 – TITLE AND REGISTRATION 

13.1 LESSOR’S TITLE *

13.2 LESSEE’S RIGHTS

13.3 REGISTRATION OF AIRCRAFT*

13.4 FILING OF LEASE AGREEMENT

13.5 EVIDENCE OF REGISTRATION AND FILING



ARTICLE 14 – INSURANCE

14.1 INSURANCES **

14.1.1 General

14.1.2 Brokers

14.1.3 Insurances/Reinsurances

14.2 REQUIREMENTS 

14.3 CHANGE

14.4 RENEWAL

14.5 COMPLIANCE WITH LEGAL REQUIREMENTS

14.6 COMPLIANCE WITH POLICIES

14.7 ASSIGNMENT

14.8 OTHER

14.9 INFORMATION

14.10 FAILURE TO INSURE

14.10.1 Ground the Aircraft

14.10.2 Further Action by Lessor

14.10.3 Owner’s Interest Policy

14.11 CONTINUING INSURANCE FOR INDEMNITY

14.12 AVN 2000



ARTICLE 15 – LOSS, DAMAGE AND REQUISITION

15.1 NOTICE OF TOTAL LOSS

15.2 TOTAL LOSS OF AIRCRAFT AND AIRFRAME

15.3 PAYMENT ON TOTAL LOSS

15.4 APPLICATION OF PROCEEDS

15.5 OTHER LOSS OR DAMAGE

15.6 SURVIVING ENGINE(S)

15.7 TOTAL LOSS OF ENGINE AND NOT AIRFRAME

15.8 COPY OF INSURANCE POLICY

15.9 GOVERNMENT REQUISITION 

15.9.1 Lessee’s continuing obligations

15.9.2 Condition of Aircraft

15.9.3 Requisition at the End of Term

15.10 LESSOR RETENTION OF SUPPLEMENTAL RENT



ARTICLE 16 – INDEMNITIES

16.1 GENERAL INDEMNITIES *

16.2 EXCEPTIONS TO GENERAL INDEMNITIES

16.3 DEFENSE OF LOSSES

16.4 AFTER-TAX BASIS

16.5 TIMING OF PAYMENT

16.6 SUBROGATION

16.7 NOTICE

16.8 REFUNDS

16.9 SURVIVAL OF OBLIGATIONS

ARTICLE 17 - TAXES

17.1 GENERAL OBLIGATIONS *

17.2 EXCEPTIONS TO INDEMNITIES

17.3 AFTER-TAX BASIS

17.4 TIMING OF PAYMENT

17.5 SUBROGATION

17.6 CONTESTS

17.7 REFUNDS

17.8 CO-OPERATION IN FILING TAX RETURNS

17.9 SURVIVAL OF OBLIGATIONS



ARTICLE 18 - DEFAULT

18.1 EVENT OF DEFAULT

18.2 LESSOR’S RIGHTS

18.3 DEREGISTRATION AND EXPORT OF AIRCRAFT

18.4 LESSEE’S LIABILITY FOR DAMAGES

18.5 PRESENT VALUE OF PAYMENT

18.6 WAIVER OF DEFAULT

ARTICLE 19 - TERMINATION AND RETURN OF SECURITY DEPOSIT

19.1 TERMINATION OF AGREEMENT

19.2 SURVIVAL OF CERTAIN LESSEE OBLIGATIONS

19.3 RETURN OF SECURITY DEPOSIT

ARTICLE 20 - REDELIVERY OF AIRCRAFT

20.1 DATE OF RETURN (AND LOCATION) *

20.2 REDELIVERY CONDITION **

20.3 MAINTENANCE PROGRAM

20.3.1 Access to Approved Maintenance Program

20.3.2 Copy of Approved Maintenance Program

20.3.3 No-Charge Kits

20.4 INSPECTION AND ACCEPTANCE FLIGHT

20.4.1 Ground Inspection

20.4.2 Acceptance Flight

20.4.3 Non Compliance with Redelivery Condition

20.5 INSPECTION INDEMNITIES

20.6 EXPORT DOCUMENTS



ARTICLE 21 - ASSIGNMENT AND TRANSFER

21.1 NO ASSIGNMENT BY LESSEE

21.2 SALE OR ASSIGNMENT BY LESSOR **

21.3 LESSOR’S LENDER

21.4 LESSEE’S CO-OPERATION

21.5 PROTECTIONS

ARTICLE 22 - FURTHER PROVISIONS

22.1 NATURE OF LESSEE’S OBLIGATIONS

22.2 FURTHER ASSURANCES

22.3 RIGHTS CUMULATIVE, WAIVERS

22.4 DELEGATION

22.5 APPLICATION OF MONEYS

22.6 LESSOR’S PAYMENT OBLIGATIONS

22.7 VARIATION

22.8 ENTIRE AGREEMENT

22.9 NOTICES

22.10 INVALIDITY OF ANY PROVISION

22.11 LESSOR’S RIGHT TO REMEDY

22.12 CONFIDENTIALITY

22.13 TRANSACTION FEES



ARTICLE 23 - GOVERNING LAW AND JURISDICTION

23.1 GOVERNING LAW *

23.2 JURISDICTION

23.2.1 Submission to Jurisdiction

23.2.2 Retention of Right of non-exclusive Jurisdiction

23.2.3 Lessee’s Waiver

23.3 PROCESS AGENT

23.4 COUNTERPARTS

APPENDIX A DESCRIPTION OF AIRCRAFT

APPENDIX B DELIVERY CONDITION

APPENDIX C AIRCRAFT DOCUMENTS

APPENDIX D FURTHER DEFINITIONS AND VALUES

APPENDIX E CIVIL AVIATION AUTHORITY DEREGISTRATION UNDERTAKING

APPENDIX F LEGAL OPINION TO BE PROVIDED BY LESSEE

APPENDIX G INSURANCE REQUIREMENT *

APPENDIX H FORM OF INSURANCE/REINSURANCE CERTIFICATE *

APPENDIX I BROKERS’ LETTER OF UNDERTAKING

APPENDIX J DEREGISTRATION POWER OF ATTORNEY

APPENDIX K AIRCRAFT ACCEPTANCE CERTIFICATE

APPENDIX L IDENTIFICATION PLATES

APPENDIX M REDELIVERY CONDITION

APPENDIX N AIRCRAFT REDELIVERY CERTIFICATE

APPENDIX O    PERMITTED SUB-LESSEES



TRANSFER OF CERTAIN FUNCTIONS AND DUTIES PURSUANT 

TO ARTICLE 83 BIS OF THE CHICAGO CONVENTION

1. Nationality of an aircraft

2. Rights exchanged under the Chicago 

Convention

3. Certificate of Registration

4. Chicago Convention
1. Art 17  “aircraft have the nationality of the State in which 

they are registered”

2. Art 19  State of registration has complete autonomy

3. Art 12, 30, 31 and 32 (a) each State responsible for the 

conduct of and damages caused by any aircraft on its 

registry.



Deregistration procedures

1. a certified copy or photocopy of the relevant bill of sale or lease 

agreement transferring ownership or possession from the 

registered owner;

2. the certificate of registration in the name of the last registered 

owner;

3. a statement from the registered owner that the nationality and 

registration marks have been removed from the aircraft; and

4. if known, the name and address of the foreign purchaser or lessee 

and the new foreign registration marks allocated to the aircraft.



Transfer of certain functions and duties from aviation 

authorities in the State of registration to those in the 

State of location of the aircraft

• Old procedure implemented by ICAO pursuant to the 

Chicago Convention requiring the State of Registration 

at a minimum that:

1. its aviation authority approve the maintenance 

procedures and schedules in the State of 

location relating to the aircraft and specify any 

ADs to be issued with respect to the aircraft;

2. they be notified of any accidents or incidents 

involving the aircraft; and

3. all crew licenses be validated by their aviation 

authority.



Article 83 bis

Transfer of certain functions and duties

a) Notwithstanding the provisions of Articles 12, 30, 31 and 32(a), when an aircraft

registered in a contracting State is operated pursuant to an agreement for the lease, 

charter or interchange of the aircraft or any similar arrangement by an operator who has 

His principal place of business or, if he has no such place of business, his permanent 

Residence in another contracting State, the State of registry may, by agreement with 

such other State, transfer to it all or part of its functions and duties as State of registry in

respect of that aircraft under Articles 12, 30, 31, and 32(a). The State of registry shall be

relieved of responsibility in respect of the functions and duties transferred.

b) The transfer shall not have effect in respect of other contracting States before either

the agreement between States in which it is embodied has been registered with the 

Council and made public pursuant to Article 83 or the existence and scope of the

agreement have been directly communicated to the authorities of the other contracting 

State or States concerned by a State party to the agreement.

c) The provisions of paragraphs (a) and (b) above shall also be applicable to cases 
covered by Article 77.",



Further comments…

1. Situations where an aircraft has it principal place of 

business outside of its State of incorporation.

2. The issue of political jurisdiction over an aircraft in the 

context of compliance and crimes committed on board.

3. Article 77 of the Chicago Convention



Thank you for your attention and 

good luck with all your future 

endeavors 


