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April 21, 1983
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Wayne kKaplan, Esguire . -
Pre-Merger Nhotification Office ee 1
Felera! Trade Co~mission -
7th and Pennsylvania Avenue, N.W, -
C
Roo= 315 o«

washington, D.C. 29580

Dear ¥r. Kaplan:

Oon behalt of cur client (“Company A%"), 1 would like to
thank you and Mms, Vicas for your courtesy and patience :in
li1atening to our further explanation of the transact.on
abdout which 1 wrote you on April 6, It 1S a somewhat un-
usual and cecrplicated situation, and I can well understand
why ycu were unatle to reach a cefinitive ¢onciusion dase?
on the hypothetical transacticn descridbed in my letter,

The purpcse of this letter is to cet forth the most siq-
nificant clarifying facts presentecd during our conference call
on Fricday, April 15,

First, Company A is enjage? in the exploration, de-
velup=ent arnd production of gas ans cil. It does not raise
funds fro~ the pubdlic Dy selling interests :n cil an2 gas
properties; nor does it function &8s a hroker or dealer by
Suying ard selling such interests, Fro~ time to time, how-
ever, Corpany A has £0ld irterests in oil and gas rroper~
ties which ate exploratory, in development. or, infre-
guentiy, in producticn,

. Secon?. Jompany A odtains funds and spreads the risk
of {ts expi.ration progra=s by forminjg jolnt ventulTes wilh
other corpanies, most of whom are i1n the o1l and gas i1ndus-
try. Tnese ventures aré not lir:ited partnerships, but for
each veature one of the venturers .will act as the operator.
The ventures may involve only one property Or one large geo-
graphic area or ray i1nvolve participasion in most of Company
A's exploration activities during & certain time period

(i - 3 years),
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Third. In the present transaction, Co=pany A is form-
ing a new joint venture with Company B for the dual purpose
of (ai exploring and Jeveloping certain existing properties
owned in part by Cormpany A and 1n part by cther venturers,
and (b) participating with Co=pany A and Company A's other
venturers 1in the acguisition of davei10nal properties.

W

Fourth. In the transactior. three types of properties
are invoived: (1) exploratory acreage, {11) proven gproper=
ties under developrent and, (111) producirng preperties which
are anticipated tu regjuire azz2i1ticnal ceveloprent eapenci=
tures. Tne interest to De trancsferred to Company B arn the
currently producing properties is inconseguential co=parec
to the total transacticn and involves substantially less
than the S$15 MM threshold. The conte-plated transacicn
does not alincate the purchase prace a~ong the many proper=
ties involved But an indesendent reservoly enzineerin; com-=
pany has valued the inicrest tD be t-ansferred to Co-pany B
ir the presently producirg wells and fields at approxirately
$2,000,000.

Fifyn, Tre interest in proven properties in this trans-
action 1s intencdeld to provide ar 1ncore strear tc Cecmpary B
for reccupment of 1ts investment, The asreerent provicdes that
until paycut Co-pzany B will get 754 of the net revenue fro-
the proven propertleés and Co-pany A 254, Afcer payout, Cor=
fany B will receive & 5y ghare of such net revenue. uring
trhis paycut period, Co-pany A will pav tr Co-pary B a guar=
anteed 5% annual payment or its unrecuvrere? paydout aTvunt.

Sixth. Az closing, Co=pany A and Cormpany B wlll for~
an urincorgporazec joint venture. The irit:al transfer of
asrets that nccurs in the ¢or™ of Company B's purchase of
percentage i1rterests 1in the pools of explioratery an? proven
pro:ertxes_xs:o:ly incidental to the si1=~ultanedus transter
of such asset= tC the newly formed jolnt venture. Certain
tax ccnsiderations have ¢.ctatecd the ccaterplated twc-step
for-at. ' ‘ )

Based on the fore,oing we believe the transaction can
be rost realisticall" craraccerizec as ar exe=pt real esto>t
transacticn invelvin, the sale of i1nterests 1n mostly non-
preclacing ci1l.and gas preperties where the currently-producs
ing properties have & value f2r less tnan the §15 M¥ thres~-
rold. in the alterrative, it can be viewesd as an exerpt
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- sormscion of a new unincorporated joint venture, We du not
beliceve that this otnerwize nnn-reportable transaction de-
comes reportable py virtue of the incidental and preliminary
transfer of sssats to Ccwmpany B, which js being done for tax
‘purposes, prior to the further transfer to the new ventuTe.

Youre vary truly.
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