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Dear M r .  Martin: 
' The purpose of t h i s  le t ter  is t o  r eques t  on behalf  o f  

t h i s  Firm t h e  S t a f f ' s  i n t e r p r e t a t i o n  of t h e  types  of  e x h i b i t s  
which must accompany o r  be available t o  an i n v e s t o r  acqu i r ing  
i n t e r e s t s  i n  a limited p a r t n e r s h i p  pursuant  t o  an o f f e r i n 5  
under Regulat ion D. S p e c i f i c a l l y ,  w e  are i n q u i r i n g  as t o  
t h e  n e c e s s i t y  of having a v a i l a b l e  t o  i n v e s t o r s  (i) an opin ion  
of counse l  r ega rd ing  t h e  l e g a l i t y  of t h e  limited p a r t n e r s h i p  
i n t e r e s t  be ing  o f f e r e d  by the i s s u e r  pursuant  t o  Regulation D 
and (ii) an opin ion  of t a x  counsel  concerning tax matters re- 
l a t i n g  t o  t h e  o f f e r i n g .  

I 

While we are mindful of  t h e  Commission's requirements f o r  
a p p l i c a t i o n  of  an i n t e r p r e t i v e  let ter as set f o r t h  i n  Securi-  
t ies  A c t  Release N o .  5127, p a r t i c u l a r l y  as to t h e  requirements 
f o r  naming a company and d i s c u s s i n g  hypo the t i ca l  s i t u a t i o n s ,  
we  are making t h i s  r eques t  on behalf  of t h i s  F i r m ,  and there- 
fore w e  are no t  i nc lud ing  w i t h  t h i s  r e q u e s t  t h e  name of a 
s p e c i f i c  company. Typ ica l ly ,  t h i s  F i r m  r e p r e s e n t s  l i m i t e d  
p a r t n e r s h i p s  which are des i rous  of r a i s i n g  venture  c a p i t a l  
through p r i v a t e  o f f e r i n g s  t o  a l i m i t e d  number of purchasers  
i n  reliance upon t h e  exemptions from r e g i s t r a t i o n  requirements 
under t h e  S e c u r i t i e s  A c t  of 1933 ( " A c t " )  a f forded  by S 3 ( b ) ,  
$4 (2) and e i ther  Ru le  5 0 4 ,  505 o r  506 of Regulation D pro- 
mulgated pursuant  to t h e  A c t .  Therefore ,  p l ease  regard 
t h i s  F i r m  as t h e  person r e q u e s t i n g  t h e  i n t e r p r e t a t i o n .  

For purposes of your i n t e r p r e t a t i o n ,  you should assume 
t h a t  t h e  o f f e r i n g  i s  being made by a limited p a r t n e r s h i p  [either 
formed or t o  be formed fol lowing t h e  sale of a m i n i m u m  number 
of u n i t s  of l i m i t e d  p a r t n e r s h i p  i n t e r e s t s  ( " U n i t s " ) ]  which w i l l  
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be engaged i n  t h e  bus iness  of exp lo r ing  fo r  and developing o i l  and 
gas.  A s  such,  t h e r e  w i l l  be t h e  usua l  t ax  b e n e f i t s  available 
i n  t h e  form of i n t a n g i b l e  d r i l l i n g  and development costs, de- 
d u c t i b l e  management fees and admin i s t r a t ive  fees, amortizable 
o r g a n i z a t i o n a l  costs, and, t o  t h e  e x t e n t  t h a t  t h e  w e l l s  are de- 

. veloped, t a n g i b l e  completion costs,  i nc lud ing  ACRS d e p r e c i a t i o n  
and investment t a x  credit ,  and cost o r  percentage d e p l e t i o n  t o  
t h e  e x t e n t  of any o i l  and gas production. 
limited p a r t n e r s h i p  w i l l  n o t  be evidenced by any c e r t i f i c a t e  and 
may only be resold o r  otherwise t r a n s f e r r e d  w i t h  t h e  consent  of 
t h e  gene ra l  p a r t n e r  of t h e  limited pa r tne r sh ip .  

The Units  i s sued  by t h e  

The maximum s i z e  of the  o f f e r i n g  of Uni t s  w i l l  be less t h a n  

Accordingly,  pursuant  t o  Rule 502(b) ( 2 )  (A) 

T h e  

$5 ,000 ,000 and w i l l  be made pursuant  ei ther t o  Rule 505 o r  Rule 
506 of  Regulation D. 
t h e  information furn ished  t o  p rospec t ive  i n v e s t o r s  w i l l  be com- 
pa rab le  t o  t h e  information r equ i r ed  i n  P a r t  I of Form S-18. 
ques t ion  arises as t o  what a d d i t i o n a l  information i n  t h e  form 
of e x h i b i t s  must be made available t o  investors, upon t h e i r  w r i t t e n  
r e q u e s t ,  p r i o r  t o  t h e i r  purchase of Units .  

Rule 502(b) ( 2 )  (iii) of Regulation D states t h a t  e k h i b i t s  
r equ i r ed  t o  be f i l e d  w i t h  t h e  Commission as p a r t  of the' regis- 
t r a t i o n  s ta tement  need n o t  be furn ished  t o  each purchaser  i f  
t h e  con ten t s  of t h e  e x h i b i t s  are i d e n t i f i e d  and t h e  e x h i b i t s  
are made available t o  t h e  purchaser ,  upon h i s  w r i t t e n  r e q u e s t ,  
p r i o r  t o  h i s  purchase of t h e  s e c u r i t i e s  being o f f e r e d  by t h e  
i s s u e r .  I t e m  601(b) (5) and ( 8 )  of Regulation S-K,  r e l a t i n g  t o  
e x h i b i t s  t o  be f i l e d  w i t h  (among other f i l i n g s )  a r e g i s t r a t i o n  
s ta tement  on Form S-18, r e q u i r e s  t h e  f i l i n g  wi th  such a regis- 
t r a t i o n  s ta tement  of (i) an opinion of counsel  regard ing  t h e  
l e g a l i t y  of t h e  s e c u r i t i e s  being r e g i s t e r e d  and (ii) an opin ion  
of counsel  regard ing  t a x  matters under c e r t a i n  circumstances.  
Footnote ( 8 )  t o  t h e  tab le  under Item 601  provides  t h a t  t h e  
eyhibi ts  concerning t a x  matters "need only be f i l e d  w i t h  o ther  
a p p l i c a b l e  r e g i s t r a t i o n  forms where t h e  t a x  consequences are 
material t o  an i n v e s t o r  and a r e p r e s e n t a t i o n  a s  t o  t a x  con- 
sequences i s  set f o r t h  i n  t h e  f i l i n g . "  Another po r t ion  of 
t h a t  foo tno te  i n d i c a t e s  t h a t  w i t h  r e s p e c t  t o  o f f e r i n g s  t o  which 
S e c u r i t i e s  A c t  Indus t ry  Guide 5 ( i . e . ,  those  p e r t a i n i n g  t o  
rea l  estate) are involved,  a revenue r u l i n g  from t h e  I n t e r n a l  
Iievenue Serv ice  support ing t a x  matters and t a x  consequences 
"when such t a x  ma t t e r s  a r e  material t o  t h e  t r a n s a c t i o n  f o r  
which t h e  r e g i s t r a t i o n  s ta tement  i s  being f i l e d "  may be sub- 
s t i t u t e d  fo r  an opinion of counsel.  

0 
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W e  believe t h a t  t h e  above Regulat ions should n o t  be i n t e r -  
p r e t e d  as r e q u i r i n g  formal opin ions  of counse l  regard ing  l e g a l i t y  
and t a x  consequences i n  small o f f e r i n g s  of l imited p a r t n e r s h i p  
u n i t s  such as descr ibed  above. W e  be l i eve  t h a t  v a l i d  arguments 
e x i s t  which permit  o f f e r i n g s  t o  be made pursuant  t o  Regulation 
D without  t h e  n e c e s s i t y  of prepar ing  and making such opin ions  
available t o  p rospec t ive  inves to r s .  W e  be l i eve -  t h a t  t h e  making 
a v a i l a b l e  of  such e x h i b i t s  should ,be  r equ i r ed  only  i f  t h e  i s s u e r  
engages counsel s p e c i f i c a l l y  t o  prepare  such e x h i b i t s ,  i n  o t h e r  
words only  i f  such opin ions  are otherwise ava i l ab le .  

0 August 1 0 ,  1982 

In  gene ra l ,  t h e  p repa ra t ion  of both an opinion as  t o  t h e  
l e g a l i t y  of t h e  s e c u r i t i e s  and as t o  t a x  matters from an eco- 
nomic s tandpoin t  c o n s t i t u t e s  an extremely expensive undertaking,  
which could  more than  double t h e  legal fees of a t y p i c a l  small 
o f f e r i n g .  Normally, an i s s u e r  i n  a smaller o f f e r i n g  (i.e.,  
s l i g h t l y  i n  excess of $500,000) des i rous  of complying wi th  t h e  
l a w  i s  n o t  i n  t h e  p o s i t i o n  t o  absorb such costs, 

To r e q u i r e  t h e  p repa ra t ion  of such exhibi ts  appears  t o  u s  
t o  be counterproduct ive t o  a primary purpose of Regulation D ,  
which w e  understand w a s  t o  cont inue  t h e  t r e n d  of r e l a x i n g  the 
r e g u l a t o r y  environment which, i n  the past ,  has a t  t i m e s  tended 
t o  thwar t  the a b i l i t y  of small bus inesses  t o  raise c a p i t a l .  
This t r e n d  commenced w i t h  t h e  r e l a x a t i o n  of a spec t s  of Regula- 
t i o n  A, the  adopt ion of Rule 242 ,  t h e  in t roduc t ion  of a s impli-  
f i e d  r e g i s t r a t i o n  s ta tement  on Form S-18, followed by t h e  en- 
actment of t h e  Smal l  Business Investment Incen t ive  A c t  of 1980,  
i nc lud ing  t h e  a d d i t i o n  of § 4 ( 6 )  and t h e  i n c r e a s e  of the  c e i l i n g  
i n  S3(b) from $ 2 , 0 0 0 , 0 0 0  t o  $ 5 , 0 0 0 , 0 0 0 ,  and culminat ing a t  t h e  
p r e s e n t  time w i t h  t h e  adoption of Regulation D. 
the n a r r a t i v e  t o  t h e  f i n a l  r u l e s  i n  Securities A c t  Release N o .  
6389: 

0 

A s  s ta ted i n  

"The Regulation i s  designed t o  s impl i fy  e x i s t i n g  r u l e s  
and r e g u l a t i o n s ,  t o  e l i n i n a t e  any unnecessary r e s t r i c t i o n s  
t h a t  those r u l e s  and r e g u l a t i o n s  p l ace  on i s s u e r s ,  par- 
t i c u l a r l y  s m a l l  bus iness ,  and t o  achieve uniformity between 
s ta te  and federal  exemptions i n  o r d e r  t o  f a c i l i t a t e  c a p i t a l  
formation c o n s i s t e n t  w i t h  t h e  p r o t e c t i o n  of inves to r s . "  

C e r t a i n l y ,  imposing t h e  requirement t h a t  i s s u e r s ,  par t icu-  
larly i s s u e r s  seeking t o  raise more than  $ 5 0 0 , 0 0 0  b u t  less than  
SS,000,000,under either Rule 505 o r  : ,x le  506 of Regulation D ,  
must undertake t o  o b t a i n  an opinior ci counsel  regard ing  t h e  
i e c a l i t y  of t h e  s e c u r i t i e s  and t h e  =a: matters a s soc ia t ed  w i t 5  
any s x h  o f f e r i n g  would o f t e n  r e s u i t  i n  p r o h i b i t i v e  costs t o  
t h e  i s s u e r ,  no t  t o  mention t i m e  de l ays ,  and as  a consequence 
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could t end  t o  discourage many small bus inesses  from u t i l i z i n g  
the a l t e r n a t i v e  a f forded  by Regulation D i n  r a i s i n g  c a p i t a l .  
P r i o r  t o  t h e  adopt ion of Regulation D ,  it was not  t h e  normal 
p r a c t i v e  i n  o f f e r i n g s  of l i m i t e d  p a r t n e r s h i p  units t o  o b t a i n  scch 
opin ions  of  counsel  

Therefore ,  we b e l i e v e  t h a t  t h e  l i t e r a l  i n t e r p r e t a t i o n  of 
t h e  foo tno te s  ( 5 )  and (8)  t o  t h e  t a b l e  t o  I t e m  6 0 1  of  Regula- 
t i o n  S-K should n o t  be read i n t o  Rule 502(b) ( 2 )  (iii) as re- 
q u i r i n g  a l i m i t e d  p a r t n e r s h i p  i s s u i n g  u n i t s  of i t s  l i m i t e d  
p a r t n e r s h i p  i n t e r e s t s  t o  i n v e s t o r s  t o  i n c u r  t h e  expense of  and 
t h e  d e l a y s  i n  o b t a i n i n g  opin ions  of counsel  regard ing  t h e  
l e g a l i t y  of t h e  u n i t s  and t a x  matters associated w i t h  an in-  
vestment i n  t h e  o f f e r i n g  i n  order t o  make t h e  same a v a i l a b l e  
t o  i n v e s t o r s  

To assist t h i s  F i r m  i n  d e a l i n g  wi th  c u r r e n t  and f u t u r e  
o f f e r i n g s  under Rules 505 and/or  506 of  Regulation D ,  w e  would 
appreciate your i n t e r p r e t a t i o n  of whether Rule 502 (b) ( 2 )  (iii) 
as it a p p l i e s  t o  a l i m i t e d  p a r t n e r s h i p ,  e i t h e r  formed o r  t o  be 
formed, as described i n  t h i s  1 e t t e r . r e q u i r e s  t h e  i s s u e r  t o  ob- 
t a i n  (i) an opin ion  of counsel  as t o  l e g a l i t y  and/or (ii) an 
opin ion  of  counse l  regard ing  t a x  matters. 

0 
Very t r u l y  yours ,  
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