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FOR FURTHER INFORMATION CONTACT: 
Carolyn E. Cozart, Cotton, Grain, and 
Rice Price Support Division, ASCS, U.S. 
Department of Agriculture, P.O. Box 
2415, Washington, D.C. 20013, (202) 447- 
7987.
SUPPLEMENTARY INFORMATION: This 
final rule has been reviewed in 
conformance with Executive Order 
12291 and Secretary’s Memorandum No. 
1512-1 and has been classified "not 
major." It has been determined that this 
rule will not result in (1) an annual effect 
on the economy of $100 million or more; 
(2) major increases in costs or prices for 
consumers, individual industries,
Federal, State, or local government 
agencies or geographic regions; or (3) 
significant adverse effects on 
competition, employment, investment, 
productivity innovation or on the ability 
of U.S.-based enterprises to compete 
with foreign-based enterprises in 
domestic or export markets.

The title and number of the Federal 
Assistance Program that this rule 
applies to are: Commodity Loans and 
Purchases; 10.051, as found in the 
catalog of Federal Domestic Assistance.

It has been determined that the 
Regulatory Flexibility Act is not 
applicable to this final rule since CCC is 
not required by 5 U.S.C. 553 or any other 
provision of law to publish a notice of 
proposed rulemaking with respect to the 
subject matter of this rule.

On July 1,1982, a final rule was 
published at 47 FR 28605 amending the 
regulations governing the CCC cotton 
loan program for the 1980 and 
subsequent crops to incorporate by 
reference these specifications for bale 
packaging materials used in wrapping 
cotton which were approved and 
published by the Joint Cotton Industry 
Bale Packaging Committee (JCIBPC) for 
the 1982 crop of cotton. Under this final 
rule, CCC now requires that the 
packaging of 1982 crop cotton pledged 
as collateral for a price support loan 
must meet such specifications.

Since this rule makes no substantive 
change but merely deletes certain 
provisions from the Code of Federal 
Regulations setting forth the detailed 
specifications for bale packaging 
materials for cotton which is pledged to 
CCC for a price support loan, it has been 
determined that no further public 
rulemaking is required. The provisions 
previously appearing at 7 CFR 1427.1901 
through 1427.1905 shall remain in effect 
with respect to those crop years to 
which they are applicable.
List of Subjects in 7 CFR Part 1427

Cotton, Loan Programs—agriculture.

Final Rule

PART 1427— C O TTO N

§§1427.1901-1427.1905 [Removed] 
Accordingly, the regulations at 7 CFR 

§ 1427.1901 through 1427.1905 and the 
Subpart heading thereto are hereby 
removed from the Code Of Federal 
Regulations.
(Secs. 4 and 5, 62 Stat. 1070, as amended (15 
U.S.C. 714(b) and (c); secs. 101,103,401, 63 
S tat 1051, as amended (7 U.S.C. 1441,1444, 
1421))

Signed at Washington, D.C. on September 
15,1982.
Everett Rank,
Executive Vice President, Commodity Credit 
Corporation.
[FR Doc. 82-28098 Filed 9-21-82; 8:45 am]

BILLING CODE 3410-05-M

Animal and Plant Health Inspection 
Service

9 CFR Part 94

[Docket No. 82-035]

Change in Disease Status of Great 
Britain (England, Scotland, Wales, and 
Isle of Man) Because of Foot-and- 
Mouth Disease

a g e n c y : Animal and Plant Health 
Inspection Service, USDA.
ACTION: Affirmation of interim rule.

SUMMARY: This document makes final 
the interim rule which added Great 
Britain (England, Scotland, Wales, and 
Isle of Man) to the list of countries 
declared to be free of rinderpest and 
foot-and-mouth disease. This action is 
necessary to permit importation of 
cattle, sheep, or other ruminants, or 
swine, or fresh, chilled or frozen meats 
of such animals into the United States 
from Great Britain (England, Scotland, 
Wales, and Isle of Man).
EFFECTIVE DATE: September 2?, 1982.
FOR FURTHER INFORMATION CONTACT:
Dr. D. E. Herrick, USDA, APHIS, VS, 
Import/Export Animals and Products 
Staff, Room 821, 6505 Belcrest Road, 
Hyattsville, MD 20782, 301-436-8530. 
SUPPLEMENTARY INFORMATION:

Executive Order 12291
The final rule has been determined to 

be not a "major rule” under Executive 
Order 12291. Based on information 
received by the Department, it has been 
determined that this rule will have an 
annual effect on the economy of less 
than $100 million, will not cause a major 
increase in costs or prices for 
consumers, individual industries,

Federal, State, or local government 
agencies, or geographic regions, and will 
not have any significant adverse effects 
on competition, employment, 
investment, productivity, or innovation, 
or on the ability of United States-based 
enterprises to compete with foreign- 
based enterprises in domestic or export 
markets. For this rulemaking action, the 
Office of Management and Budget has 
waived their review process required by 
Executive Order 12291, and the 
Department of Agriculture has waived 
the requirements of Secretary’s 
Memorandum No. 1512-1.

Certification Under the Regulatory 
Flexibility Act

Dr. Harry C. Mussman, Administrator 
of the Animal and Plant Health 
Inspection Service, has determined that 
this action will not have a significant 
economic impact on a substantial 
number of small entities. This action 
will lift restrictions that were imposed 
on March 25,1981, on the importation of 
cattle, sheep, or other ruminants, or 
swine, or fresh, chilled, or frozen meats 
and other products of such animals into 
the United States from Great Britain 
(England, Scotland, Wales, and Isle of 
Man). In recent years approximatley 50- 
100 cattle, sheep, other ruminants and 
swine have been imported from Great 
Britain into the United States annually. 
Further, in recent years there has been 
no fresh, chilled, or frozen meat of such 
animals and a negligible quantity of 
other animal products imported into the 
United States from Great Britain. 
Therefore, it does not appear that this 
action will have a significant economic 
impact on a substantial number of small 
entities.

Background

A document published in the Federal 
Register on December 31,1981 (46 FR 
63206-63208) amended, on an interim 
basis, the regulations (9 CFR Part 94,
§ 94.1(a)(2)), to add Great Britain 
(England, Scotland, Wales, and Isle of 
Man) to die list of countries declared to 
be free of rinderpest and foot-and-mouth 
disease. This action was based upon a 
review of evidence submitted to APHIS 
by authorities of Great Britain (England, 
Scotland, Wales, and-Isle of Man) on the 
health conditions of livestock in Great 
Britain. However, since Great Britain 
(England, Scodand, Wales, and Isle of 
Man) supplements its national meat 
supply through importations of fresh, 
chilled or frozen meat of ruminants or 
swine from countries designated in 
§ 94.1(a)(1) of the regulations under
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conditions less restrictive than would be 
acceptable for importation of such meat 
into the United States, the possibility 
exists that meat from Great Britain 
(England, Scotland, Wales, and Isle of 
Man) may be commingled with meat 
from infected countries resulting in an 
unacceptable risk of introducing 
rinderpest or foot-and-mouth disease 
into the United States. Therefore, the 
interim rule also requires that meat of 
ruminants or swine and other animal 
products from Great Britain (England, 
Scotland, Wales, and Isle of Man) be 
imported into the United States only 
under restrictions specified in § 94.11(a) 
of the regulations.

This document became effective on 
the date of publication. The document 
provided that the amendment was 
necessary as an emergency measure to 
relieve unnecessary restrictions on the 
importation of cattle, sheep, or other 
ruminants or swine or fresh, chilled, or 
frozen meats of such animals imported 
into the United States from Great Britain 
(England, Scotland, Wales, and Isle of 
Man).

Written comments were solicited for 
60 days after publication of the 
amendments. No comments were 
received in response to the amendments. 
The factual situation which was set 
forth in the document of December 31, 
1981, still provides a basis for the 
amendments. After careful 
consideration of all relevant information 
available to the Department, the Deputy 
Administrator has determined that the 
interim rule revising § § 94.1(a)(2) and 
94.11(a) should be made a permanent 
regulation as it appeared in the Federal 
Register on December 31,1981.
List of Subjects in 9 CFR 94 

Additional Terms
Animal diseases, Imports, Livestock 

and livestock products, Meat and meat 
products, Milk, Poultry and Poultry 
products.

African swine fever, Exotic newcastle 
disease, Foot-and-mouth disease, Fowl 
pest, Garbage, Hog cholera, Rinderpest, 
Swine vesicular disease.
(Sec. 2, 32 Stat. 792, as amended; sec. 306, 46 
Stat. 689, as amended; secs. 4 and 11, 76 Stat. 
130,132; 19 U.S.C. 1306; 21 U.S.C. 111, 134c, 
134f; 47 FR 28464, 28477; 38 F R 19141)

Done at Washington, D.C., this 16th day of 
September 1982.
K. R. Hook,

Acting Deputy Administrator, Veterinary 
Services,
(FR Doc. 82-28144 Filed 9-21-82; 8:45 am]

BILLING CODE 3410-34-M

SECURITIES AND EXCHANGE 
COMMISSION

17 CFR Part 211 

[Release No. SAB-47]

Staff Accounting Bulletin No. 47

a g e n c y : Securities and Exchange 
Commission.
ACTION: Publication of Staff Accounting 
Bulletin.

SUMMARY: The interpretations in this 
Staff Accounting Bulletin express 
certain views of the staff concerning (i) 
the preparation of financial statements 
of oil and gas exchange offers included 
in filings with the Commission and (ii) 
the application of the Commission’s 
rules for oil and gas producing activities, 
particularly with respect to the 
determination of future net revenues 
and various full cost accounting matters. 
DATE: September 16,1982.
FOR FURTHER INFORMATION CONTACT:
M. Elizabeth Rader or John W. Albert 
(202-272-2130), Office of the Chief 
Accountant, or James W. Ford, Jr., (202- 
272-2553), Division of Corporation 
Finance, Securities and Exchange 
Commission, Washington, D.C. 20549. 
SUPPLEMENTARY INFORMATION: The 
statements in Staff Accounting Bulletins 
are not rules or interpretations of the 
Commission nor are they published as 
bearing the Commission’s official 
approval. They represent interpretations 
and practices followed by the Division 
of Corporation Finance and the Office of 
the Chief Accountant in administering 
the disclosure requirements of the 
Federal securities laws.

Lists of Subjects in 17 CFR Part 611
Accounting, Reporting requirements, 

Securities.
George A. Fitzsimmons,
Secretary.
September 16,1982.

Staff Accounting Bulletin No. 47 
The staff hereby adds new major Topic 12 

“Oil and Gas Producing Activities*’ and Topic
2- d “Financial Statements of Oil and Gas 
Exchange Offers’’ to the staff accounting 
bulletin series. In addition, the staff hereby 
deletes Topic 6-J, redesignates Topics 6-D 
and 6-E as Topics 12-A and 12-B, 
respectively, adds Question 11 to 
redesignated Topic 12-A-2, adds Subsection
3- e to Topic 12-A and adds Topics 12-C, 12- 
D and 12-E.

Topic 2-D describes the staff’s 
administrative policies with respect to the 
financial statements of oil and gas exchange 
offers included in filings with the 
Commission. Question 11 of Topic 12-A -2  
sets forth the staff’s view on the impact of 
natural gas deregulation on the determination

of estimates of future net revenues. Topic 12- 
C updates the guidance previously provided 
in Topic 6-J concerning the selection of 
accounting methods for oil and gas producing 
activities. Topic 12-4} set forth the staff’s 
views on questions pertaining to the 
application of the Commission’s rules for the 
full cost method of accounting for oil and gas 
producing activities. Topic 12-E discusses 
financial statements of royalty trusts. The 
purpose of the redesignation under Topic 12 
is to centralize the staff’s interpretations of 
matters involving oil and gas producing 
activities within one topic of die staff 
accounting bulletin series.

Topic 2.—Business Combinations 
* * * * *

D. Financial Statements of Oil and Gas 
Exchange Offers

Facts.—Recently, the staff has noted 
increasing use of “exchange offers" (also 
referred to as “roll-ups” or “put-togethers”) 
by companies in the oil and gas industry to 
form a publicity held company, take an 
existing private company public, or increase 
the size of an existing publicly held company. 
An exchange offer transaction involves a 
swap of shares in a corporation for interests 
in properties, typically limited partnership 
interests. Such interests could include direct 
interests such as working interests and 
royalties related to developed or 
undeveloped properties and indirect interests 
such as limited partnership interests or 
shares of existing oil and gas companies. 
Generally, such transactions are structured to 
be tax-free to the individual or entity trading 
the property interest for shares of the 
corporation. Under certain circumstances, 
however, part or all of the transaction may be 
taxable.

The fundamental accounting issues in 
exchange transactions involve determining 
the basis at which the properties exchanged 
should be recorded and deciding what prior 
financial results of the entities should be 
reported. In this regard, generally accepted 
accounting principles (GAAP) outline two 
possible accounting treatments: (1) purchase 
accounting under which the properties are 
recorded at their estimated fair value at the 
date on which the transaction is 
consummated, or (2) pooling accounting 
under which the properties are reported at 
the historical cost to their predecessor 
owners. The choice between the two methods 
is not optional but is strictly determined 
based on the particular circumstances 
involved in a given transaction. Accounting 
Principles Board Opinion No. 16 (APBO16) 
establishes certain criteria which must be 
met if pooling accounting is to be used; in all 
other instances the purchase method must be 
applied. APBO 16 speaks specifically to 
business combinations between nonaffiliated 
enterprises. When affiliated enterprises 
(under common control) are involved, the 
transaction may be considered a 
reorganization and, according to the AICPA 
staff interpretations of APBO 16, should be 
recorded in a manner similar to pooling 
accounting even though the transaction may 
not meet the technical requirements for 
pooling treatment.
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Because of the recent proliferation in the 
number of exchange offers and because 
existing GAAP do not clearly address the 
accounting for such transactions, the staff has 
developed administrative policies which it 
has followed with respect to the financial 
statements of oil and gas exchange offers 
included in filings with the Commission.

Question 1.—What are the staffs general 
guidelines in determining the appropriate 
basis of accounting in an exchange 
transaction?

Interpretative Response.—The staff 
believes the basis of accounting should be

This chart reflects the staffs view that 
purchase accounting is generally appropriate 
except in situations where the APBO 16 
pooling criteria are met or where the' 
principles for transactions involving common 
control apply. When a non-public entity acts 
as offeror to a group of related entities, the 
transaction is essentially a reorganization, 
and thus there is no basis for a change in the 
cost basis of the properties involved. If an 
existing public company (with an established 
market for its stock) has common ownership 
or control with the offerees, and the offerees 
acquire a majority interest in the emerging 
company, a question may arise as to whether 
the transaction is a reorganization.

Question^2.—In some situations, a non
public issuer may be affiliated with some but 
not all of the offerees. Assuming the 
nonaffiliated offerees are not deemed “co
promoters" of the new entity, how should 
such a transaction be accounted for?

Interpretive Response.—The property 
interests acquired from affiliated and 
nonaffiliated parties should each be 
accounted for as though acquired in separate 
exchange offer transactions. Thus in some 
circumstances, it may be necessary to record 
the interests owned by affiliated persons at 
predecessor cost while recording the interests 
of nonaffiliated persons as a purchase.

Example
Facts—D Company (a non-public company) 

forms a shell, E Company, to become its 
successor and to sponsor an exchange offer.

determined pursuant to the provisions of 
APBO 16, if it is applicable. However, since 
these transactions typically involve the 
exchange of interests in selected assets or 
operations, rather than the combining of 
entities in their entirety, the prerequisite 
conditions for pooling accounting are rarely 
met. Accordingly, where unrelated parties are 
involved, it is usually appropriate to apply 
purchase accounting based on the fair value 
of either the stock issued.or the properties 
involved.

The following chart shows the method of 
accounting to be used under some relatively 
simple sets of circumstances.

E makes the exchange offer to four entities:
A, B, C, and D. A and B are unaffiliated; C is 
a limited partnership sponsored by D. The 
shareholders of D will become the principal 
or controlling shareholders of E.

Basis of Accounting—Since there is no 
market for E’s stock, it should record the 
properties received from C and from D at 
their predecessor cost. The properties 
received from A and B should be recorded at 
their fair market value.

Question 3.—How should "reorganization 
accounting” be applied to the specific assets 
and liabilities of the new exchange company?

Interpretive Response.—Under 
“reorganization accounting” the various 
accounting methods followed by the offeree 
entities should be conformed to the methods 
adopted by the new exchange company. It is 
not appropriate to combine assets and 
liabilities accounted for on different bases. 
Accordingly, as in the case of any merger 
between oil and gas companies, all of the oil 
and gas properties of the new entity must be 
accounted for on the same basis (either full 
cost or successful efforts) applied 
retroactively.

Question 4.—If an exchange transaction is 
tax-free, the book basis (carrying amount) of 
the net assets acquired often exceeds their 
tax basis. In such circumstances, if the 
transaction is not being accounted for as a 
purchase, is it appropriate to establish (and 
reflect in the pro forma statements) deferred 
tax credits for the tax effects of such 
differences between book and tax basis?

Interpretive Response.—The staff will not 
object to the recording of deferred tax credits 
in these circumstances. Although the current 
accounting literature does not address this 
situation directly, the deferred taxes can be 
viewed as an adjustment necessary to 
conform the accounting of the combining 
entities.

Question 5.—In Form 10-K filings with the 
Commission, the staff has permitted limited 
partnerships to omit certain of the oil and gas 
reserve data disclosures required by 
paragraphs (5) through (8) of Rule 4-10(k) in 
some circumstances. Is it permissible to omit 
these disclosures from the financial 
statements included in an exchange offering?

Interpretive Response.—No. Normally full 
disclosures of reserve data and related 
information are required. The exemptions 
previously allowed relate only to 
partnerships where value-oriented data are 
otherwise available to the limited partners 
pursuant to the partnership agreement. The 
Staff has previously stated that it will require 
all of the Rule 4-10(k) disclosures for 
partnerships which are the subject of merger 
or exchange offers.‘ These disclosures may, 
however, be presented on a combined basis.

The staff believes that the financial 
statements in an exchange offer registration 
statement should provide sufficient historical 
reserve quantity and value-based disclosures 
to enable offerees and secondary market 
public investors to evaluate the effect of the 
exchange proposal. Accordingly, in all cases, 
it will be necessary to present information as 
of the latest year-end on reserve quantities 
and the future net revenues associated with . 
such quantities.2 In certain circumstances, 
where the exchange is accounted for as a 
purchase, the staff will consider, on a case- 
by-case basis, granting exemptions from (i) 
the disclosure requirements for year-to-year 
reconciliations of reserve quantities, and (ii)

„the requirements in Rules 4-10(k)(7) and (8) 
for a summary of oil and gas producing 
activities and a summary of changes in the 
net present value of reserves. For instance, 
the staff may consider requests for 
exemptions in cases where the properties 
acquired in the exchange transaction are fully 
explored and developed, particularly if the 
management of the emerging company has 
not been involved in the exploration and 
development of such properties.

Question 6.—Assume an exchange 
transaction is to be accounted for as a 
purchase and recorded at the fair value of the 
properties. If the exchange company will use 
the full cost method of accounting, does the 
full cost ceiling limitation apply as of the date

1 See Staff Accounting Bulletin No. 40, Topic 6-D - 
3-c [46 F R 11533] (February 9,1981), redesignated in 
this Staff Accounting Bulletin as Topic 12-A-3-C.

*In Securities Act Release 6412 [47 FR 28684] (July 
1,1982), the Commission proposed to delete Rule 4 - 
10(k), and to relocate its requirements for 
supplemental oil and gas disclosures in Item 302 of 
Regulation S-K. Under this proposal, registrants 
would be required to comply with the provisions of 
a Statement of Financial Accounting Standards 
expected to be issued. It is anticipated that the 
interpretive guidance provided in this response 
would continue to apply if reserve information is 
ultimately required by the FASB standard.

Condition
Accounting— based on status of 

issuing entity

Public Company' Nonpublic2

Pooling of 
interests 
accounting.

Purchase 
accounting 
based on fair 
value of stock.4

Same.

High degree of common ownership or common control between issuing corporation 
and offerees.3

Reorganization of 
entities under 
common 
control.

Purchase
accounting 
based on fair 
value of stock.

accounting 
based oh fair 
value of 
properties.

'Issuing corporation is an existing public company before tbe exchange offer with an established market for its stock 
(includes situations involving use of a shell company established by a public company).

’ Issuing corporation is not public prior to the exchange offer and thus has no established market for its stock.
’ Common control ordinarily exists where the issuing corporation acts as general partner for the offeree partnership^). 

Where all the following conditions apply, common control will be considered to exist between the issuing corporation and the 
offerees even though the issuer does not exercise the same legal powers as a general partner:

& The issuer or ns survivor initially acquired the property for exploration and development;
b. Other investors were of a passive nature, solicited to provide financing with the hope of a return on their investment; and
c. The issuer or its survivor has continued to exercise day-to-day managerial control.
4 In rare instances, such as when the property interest owners accepting the exchange offer acquire a majority of the voting 

shares of the company emerging from the exchange transaction, reorganization accounting may be considered appropriate. In 
such cases, the particular facts and circumstances should be reviewed with the Commission staff.
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of the financial statements reflecting the 
exchange?

Interpretive Response.—Yes. The full cost 
ceiling limitation on costs capitalized does 
apply. However, as discussed under Topic 
12-D-3, the Commission has stated that in 
unusual circumstances, registrants may * 
request an exemption if as a result of a major 
purchase, a write-down would be required 
even though it can be demonstrated that the 
fair value of the properties clearly exceeds 
the unamortized costs.3

Question 7.—What pro forma financial 
information is required in an exchange offer 
filing?

Interpretive Response.—The requirements 
for pro forma financial information in 
exchange offer filings are the same as in any 
other filings with the Commission and are 
detailed in Article 11 of Regulation S -X ,4 Rule 
11—02(b) specifies the presentation 
requirements, including periods presented 
and types of adjustments to be made. The 
general criteria of Rule ll-02(b)(6) are that 
pro forma adjustments should give effect to 
events that are (i) directly attributable to the 
transaction, (ii) expected to have a continuing 
impact on the registrant and (iii) factually 
supportable. In the case of an exchange offer, 
such adjustments typically are made to:

(1) Show varying levels of acceptance of 
the offer.

(2) Conform the accounting methods used 
in the historical financial statements to those 
to be applied by the new entity.

(3} Recompute the depreciation, depletion 
and amortization charges, in cases where the 
new entity will use full-cost accounting, on a 
combined basis. If this computation is not 
practicable, and the exchange offer is 
accounted for as a reorganization, historical 
depreciation, depletion and amortization 
provisions may be aggregated, with 
appropriate disclosure.

(4) Reflect purchase cost in the pro forma 
statements (where the exchange offer is 
accounted for on the purchase basis), 
including depreciation, depletion and 
amortization based on the purchase cost.

(5) Provide pro forma reserve information.
(6) Reflect significant changes, if any, in 

levels of operations (revenues or costs), or in 
income tax status and to reflect debt incurred 
in connection with the transaction.

In addition, the depreciation, depletion and 
amortization rate which will apply for the 
initial period subsequent to consummation of 
the exchange offer should be disclosed.

Question 8.—Are there conditions under 
which the presentation of other than full 
historical financial statements would be 
acceptable?

Interpretive Response.—Generally, full 
historical financial statements as specified in 
Rules 3-01 and 3-02 of Regulation S-X are 
considered necessary to enable offerees and 
secondary market investors to evaluate the 
transaction. Where securities are being 
registered to offer to the security holders 
(including limited partners and other

3 See Financial Reporting Release No. 1, 
“Codification of Financial Reporting Policies,”
§ 406.01.c.iii [47 FR 21028] (May 17,1982).

4 As announced in Financial Reporting Release 
No. 2 [47 FR 29832) (July 9,1982).

ownership interests) of the businesses to be 
acquired, such financial statements are 
normally required pursuant to Rule 3-05 of 
Regulation S-X, either individually for each 
entity or, where appropriate, separately for 
the offeror and on a combined basis for other 
entities, generally excluding corporations. 
However, certain exceptions may apply as 
explained in the outline below:

A. Purchase Accounting
1. If the registrant can demonstrate that full 

historical financial statements of the offeree 
partnerships are hot reasonably available, 
the staff may permit presentation of audited 
Statements of Combined Gross Revenues and 
Direct Lease Operating Expenses for all years 
for which an income statement would 
otherwise be required. In these 
circumstances, the registrant should also 
disclose in an unaudited footnote the 
amounts of total exploration and 
development costs, and general and 
administrative expenses along with the 
reasons why presentation of full historical 
financial statements is not practicable.

2. The staff will consider requests to waive 
the requirement for prior year financial 
statements of the offeree partnerships and 
instead allow presentation of only the latest 
fiscal year and interim period, if the 
registrant can demonstrate that the prior 
years' data would not be meaningful because 
thé offeree partnerships had no material 
quantity of production.

B. Reorganization Accounting
The staff would expect that full historical 

financial statements as specified in Rules 3- 
01 and 3-02 of Regulation S-X would be 
included in the registration statement for 
exchange offers accounted for as 
reorganizations, including all required 
supplemental reserve information. The 
presentation of individual or combined 
financial statements would depend on the 
circumstances of the particular exchange 
offer.

Registrants are also reminded that 
wherever historical results are presented, it 
may be appropriate to explain the reasons 
why historical costs are not necessarily 
indicative of future expenditures.
* * * * *

Topic 12: Oil and Gas Producing Activities

A. Accounting Series R elease No. 257— 
Requirem ents fo r Financial Accounting and 
Reporting Practices for Oil and Gas 
Producing Activities 
* * * * *

2. Estimates of Future Net Revenues 
* * * * *

Question 11.—Under the Natural Gas 
Policy Act, (NGPA), certain categories of 
natural gas will be deregulated as of January 
1,1985. In computing estimates of future net 
revenues pursuant to Rule 4-10(k)(6) of 
Regulation S-X ,5 what price should be used

5 In Securities Act Release 6412 [47 FR 28684] (July 
1,1982), the Commission proposed to delete Rule 4 -  
l0(k), and to require instead the presentation in 
Item 302 of Regulation S-K  of the supplemental oil 
and gas disclosures specified in the Statement of 
Financial Accounting Standards on disclosures of

for estimated gas production after the 
decontrol date?

Interpretive Response.—Companies should 
base pricing of production subsequent to the 
date a particular category of gas is scheduled 
to be decontrolled on the price applicable to 
the gas immediately prior to the decontrol 
date, i.e., at the current sales price at the end 
of the fiscal year for that category of gas, 
adjusted only for fixed and determinable 
escalation (provided in all cases the company 
can reasonably expect to receive the price 
used). Such pricing should be used even if the 
applicable gas sales contracts contain 
escalation provisions such as arearrate 
escalator clauses or clauses tied to the prices 
of competitive fuels.

This practice differs from the 
circumstances involved with the decontrol of 
crude oil prices in 1980 and 1981 (see 
Question 7 in this section), because the 
market and regulatory conditions affecting 
natural gas differ substantially from those 
relating to crude oil during the earlier period. 
The current decontrolled price of gas may not 
prevail as a market clearing price under 
deregulated conditions, and accordingly the 
staff does not consider it appropriate to apply 
the-current decontrolled price to production 
subsequent to the decontrol date.

Registrants are also reminded that the 
current instability in the natural gas market 
may require increased scrutiny of both (1) the 
expected timing of estimated future 
production and (2) the appropriate prices to 
be applied to all future production for 
purposes of the future net revenue 
calculation. The estimates of future 
production should take into account the 
known or reasonably likely impact of 
reduced takes by purchasers, pursuant to 
contractual rights or otherwise. Similarly, as 
noted in the response to Question 2 in this 
section, whether the gas in question is 
eligible for current market prices or is subject 
to some lower ceiling, the use of the 
maximum eligible price is appropriate only 
provided the company can reasonably expect 
to sell the gas at that price.
3. Disclosure of Reserve Information 
* * *' * *

e. Rate Regulated Companies
Question.—If a company has cost-of- 

service oil and gas producing properties, how 
should they be treated in the supplemental 
disclosures of reserve quantities and related 
future net revenues provided pursuant to Rule
4-10(k) of Regulation S-X?

Interpretive Response.—Rule 4-10 provides 
that registrants may give effect to differences 
arising from the ratemaking process for cost- 
of-service oil and gas properties. Accordingly, 
in these circumstances, the staff believes that 
the company’s supplemental reserve quantity 
disclosures should indicate separately the 
quantities associated with properties subject 
to cost-of-service ratemaking, and that it is 
appropriate to exclude those quantities from

oil and gas producing activities expected to be 
issued. It is anticipated that the interpretive 
guidance provided herein would continue to apply if 
reserve information is ultimately required by the 
FASB standard.
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the future net revenue disclosures. The 
company should also disclose the nature and 
impact of its cost-of-service ratemaking, 
including the unamortized cost included in 
the balance sheet.
h  ★ +  - 4r ★

C. M ethods o f Accounting by Oil and Gas 
Producers
1. First-time Registrants

Facts: In Accounting Series Release No.
300, the Commission announced that it would 
allow registrants to change methods of 
accounting for oil and gas producing 
activities so long as such changes were in 
accordance with generally accepted 
accounting principles. Accordingly, the 
Commission stated that changes from the full 
cost method to the successful efforts method 
would not require a preferability letter 
because of the position expressed in 
Statement of Financial Accounting Standards 
No. 25 that successful efforts is considered 
preferable by the FASB for accounting 
changes. Changes to full cost, however, 
would require justification by the company 
making the change and filing of a 
preferability letter from the company’s 
independent accountants..

Question.— How does this policy apply to 
a nonpublic company which changes its 
accounting method in connection with a 
forthcoming public offering or initial 
registration under either the 1933 Act or 1934 
Act?

Interpretive Response.—The Commission's 
policy that first time registrants may change 
their previous accounting methods without 
filing a preferability letter is applicable. 
Therefore, such a company may change to the 
full cost method without filing a preferability 
letter.
2. Consistent Use of Accounting Methods 
Within a Consolidated Entity

Facts.—Rule 4-10(i) of Regulation S-X  
states that "a reporting entity that follows the 
full cost method shall apply that method to 
all of its operations and to the operations of 
its subsidiaries.”

Question 1.—If a parent company uses the 
successful efforts method of accounting for 
oil and gas producing activities, may a 
subsidiary of the parent use the full cost 
method?

Interpretive Response.—No. The use of 
different methods of accounting in the 
consolidated financial statements by a parent 
company and its subsidiary would be 
inconsistent with the full cost requirement 
that a parent and its subsidiaries all use the 
same method of accounting.

The staffs general policy is that an 
enterprise should account for all its like 
operations in the same manner. However, 
Rule 4-10 of Regulation S-X provides that oil 
and gas companies with cost-of-service oil 
and gas properties may give effect to any 
differences resulting from the ratemaking 
process, including regulatory requirements 
that a certain accounting method be used for 
the cost-of-service properties.

Question 2.—Must the method of 
accounting (full cost or successful efforts) 
followed by a registrant for its oil and gas 
producing activities also be followed by any

fifty percent or less owned companies in 
which the registrant carries its investment on 
the equity method (equity investees)?

Interpretive Response.—No. Conformity of 
accounting methods between a registrant and 
its equity investees, although desirable, may 
not be practicable and thus is not required. 
However, if a registrant proportionately 
consolidates its equity investees, it will be 
necessary to present them all on the same 
basis of accounting.

D. Application o f Full Cost M ethod o f 
Accounting
1. Treatment of Income Tax Effects in the 
Computation of the Limitation on Capitalized 
Costs

Facts.—Item (D) of Rule 4—10(i)(4) of 
Regulation S-X states that the income tax 
effects related to the properties involved 
should be deducted in computing the full cost 
ceiling.

Question 1.—What specific types of income 
tax effects should be considered in computing 
the income tax effects to be deducted from 
estimated future net revenues?

Interpretative Response.—The rule refers 
to income tax effects generally. Thus, the 
computation should take into account (i) the 
tax basis of oil and gas properties, (ii) net 
operating loss carryforwards, (iii) foreign tax 
credit carryforwards, (iv) investment tax 
credits, (v) minimum taxes on tax preference 
items, and (vi) the impact of statutory 
(percentage) depletion.

It may often be difficult to allocate net 
operating loss carryforwards (NOL’s) 
between oil and gas assets and other assets. 
However, to the extent that the NOL’s are 
clearly attributable to oil and gas operations 
and are expected to be realized within the 
carryforward period, they should be added to 
tax basis.

Similarly, to the extent that investment tax 
credit (ITC) carryforwards and foreign tax 
credit carryforwards are attributable to oil 
and gas operations and are expected to be 
realized within the carryforward period, they 
should be considered as a deduction from the 
tax effect otherwise computed. Consideration 
of NOL’s and ITC or foreign tax credit 
carryforwards should not, of course, reduce 
the total tax effect below zero.

Question 2.—How should the tax effect be 
computed considering the various factors 
discussed above?

Interpretative Response.—Theoretically, 
taxable income and tax could be determined 
on a year-by-year basis and the present value 
of the related tax computed. However, the 
“short-cut” method illustrated below is also 
acceptable.

Assumption

Capitalized costs of oil and gas assets............... $500,000
Accumulated DD&A______________ ____________  (100,000)

Book basis of oil and gas assets................... . 400,000
Related deferred income taxes............................... 35,000

Net book basis to be recovered_______ ............ 365,000

NOL carryforward '.__ ___ ........ ...... ............»..».„,.. $20,000
Foreign tax credit carryforward '.............................  $1,000
ITC-Carryforward ‘ ................................ $2,000

Present value of ITC relating to 
future development costs............. 1,500 $3,500

Estimated preference (minimum) tax on 
percentage depletion in excess of cost
depletion............................................................... $500

Tax basis of oil and gas assets...,..,...... ...... f ........  $270,000
Present value of statutory depletion attributable

to future deductions...».... ....................7................. $10,000
Statutory tax rate (percent)...».................    46
Present value of future net revenues from

proved oil and gas reserves.............................   $272,000
Cost of properties not being amortized.................  $55,000
Lower of cost or estimated fair value of 

unproved properties included in costs being
amortized......................................     $49,000

Calculation

Present value of future net revenue...»__ _______ $272,000
Cost of properties not being amortized.................  55,000
Lower of cost or estimated fair value of 

unproved properties included in costs being
amortized..............................................................  $49,000

Tax effects: Total of above items.......$376,000
Less:

Tax basis of
properties..................  (270,000)

Statutory depletion........ (10,000)
NOL carry forward......... (20,000) (300,000)

Future taxable income.....................».. 76,000
Tax rate (percent)............................». X46

Tax payable at statutory rate_____ .... (34,960)
ITC...................... ........ ,........................  3,500
Foreign tax credit carryforward...........  1,000
Estimated preference tax....................  (500)

Total tax effects (30,960)

Cost Center Ceiling.................... ..... ................... $345,040
Less: Net book basis...................................... ........  365,000

Required write-off, net of tax *.....  ...... ........  ($19,960)

1 All carryforward amounts in this example represent 
amounts which are available for tax purposes and which 
relate to oil and gas operations.

2 For accounting purposes, the gross write-off should be 
recorded to adjust both the oil and gas properties account 
and the related deferred income taxes.

2. Exclusion of Costs from Amortization
Facts.—Rule 4—10(i)(3)(ii) indicates that the 

costs of acquiring and evaluating unproved 
properties may be excluded from capitalized 
costs to be amortized if the costs are 
unusually significant in relation to aggregate 
costs to be amortized. Costs of major 
development projects may also be excluded if 
unusually significant development costs must 
be incurred prior to ascertaining the 
quantities of proved reserves attributable to 
such properties.

Question.—At what point should 
amortization of previously excluded costs 
commence—when proved reserves have been 
established or when those reserves become 
marketable? For instance, a determination of 
proved reserves may be made before 
completion of an extraction plant necessary 
to process sour crude or a pipeline necessary 
to market the reserves. May the costs 
continue to be excluded from amortization 
until the plant or pipeline is in service? ^

Interpretive Response.—No. The proved 
reserves and the costs allocable to such 
reserves should be transferred into the 
amortization base on an ongoing (well-by
well or property-by-property) basis as the 
project is evaluated and proved reserves are 
established.

Once the determination of proved reserves 
has been made, there is no justification for 
continued exclusion from the full cost pool, 
regardless of whether other factors prevent 
immediate marketing. Moreover, at the same 
time that the costs are transferred into the 
amortization base, it is also necessary in 
accordance with FASB Interpretation No. 33
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and Statement of Financial Accounting 
Standards No. 34 to terminate capitalization 
of interest on such properties.

In this regard, registrants are reminded of 
their responsibilities not to delay recognizing 
reserves as proved once they have met the 
engineering standards.
3. Full Cost Ceiling Limitation

a. Exemptions for Purchased Properties
Facts.—During 1981, a registrant purchases 

proved oil and gas reserves in place ("the 
purchased reserves”) in an arm’s length 
transaction for the sum of $9.8 million. 
Primarily because the registrant expects oil 
and gas prices to escalate, it paid $1.2 million 
more for the purchased reserves than the 
“Present Value of Estimated Future Net 
Revenues” computed as defined in Rule 4 -  
10(k)(6)(ii) of Regulation S-X. An analysis of 
the registrant’s full cost center in which the 
purchased reserves are located at December, 
31,1981 is as follows:

[Amounts in 1,000]

Total
Pur

chased
re

serves

Other
proved
prop
erties

Un
proved
prop
erties

Present value of 
estimated future net

$14,100 8,600 5,500

Cost, net of
16,300 9,800 5,500 1,000

Related deferred
2,300 2,000 300

Income tax effects 
related to properties.. 2,500 2,500

Comparison of capitalized costs 
with limitation on capitalized 
costs at December 31, 19x1: 

Capitalized costs, net of amortiza
tion...... .........................................

Related deferred taxes.........- .......

Net book cost................ ..... .

Present value of estimated future
net revenues..............................

Lower of .cost or market of un
proved properties........ ....... .......

Income tax effects related  ̂ to 
properties___________________

Limitation on capitalized 
costs__.________________

Excess of capitalized costs over 
limitation on capitalized costs 
net of tax 1__________________

Includ
ing
pur

chased
re

serves

Ex
cluding

pur
chased

re
serves

$16,300
(2,300)

$6,500
(2,300)

14,000 4,200

14,100 5,500

1,000 1,000

(2,500) (2,500)

. 12,600 4,000

1,400 200

For accounting purposes, the gross write-off should be 
recorded to adjust both the oil and gas properties account 
and the related deferred income taxes.

Question.—Is it necessary for the registrant 
to write down the carrying value of its full 
cost center at December 31,1981 by 
$1,400,000?

Interpretative Response.—Although the net 
carrying value of the full cost center exceeds 
the cost center’s limitation on capitalized 
costs, the text of Accounting Series Release 
No. 258 provides that a registrant may 
request an exemption from the rule if as a 
result of a major purchase of proved 
properties, a write down would be required 
even though the registrant believes the fair 
value of the properties in a cost center clearly 
exceeds the unamortized costs.6

Therefore, to the extent that the excess 
carrying value relates to the purchased 
reserves, the registrant may seek a temporary 
waiver of the full-cost ceiling limitation from 
the staff of the Commission. Registrants 
requesting a waiver should be prepared to 
demonstrate that the additional value exists 
beyond reasonable doubt.

To the extent that the excess costs relate to 
properties other than the purchased reserves, 
however, a write-off should be recorded in 
the current period. In order to determine the 
portion of the total excess carrying value 
which is attributable to properties other than 
the purchased reserves, it is necessary to 
perform the ceiling computation on a “with 
and without” basis as shown in the example 
above. Thus in this case, the registrant must 
record a write-down of $200,000 applicable to 
other reserves. An additional $1,200,000 
write-down would be necessary unless a 
waiver were obtained.

b. Effect of Subsequent Events on the 
Computation of the Limitation on Capitalized 
Costs.

Facts.—Rule 4—10(i)(4)(ii) of Regulation S-X  
provides that an excess of unamortized 
capitalized costs within a cost center over the 
related cost ceiling shall be charged to 
expense in the period the excess occurs.

Question.—Assume that at the date of a 
company’s fiscal year-end, its capitalized 
costs of oil and gas producing properties 
exceed the limitation prescribed by Rule 4 -  
10(i)(4) of Regulation S-X. Thus, a write
down is indicated. Subsequent to year-end 
but before the date of the auditors’ report on 
the company’s financial statements, assume 
that one of two events occurs: (1) additional 
reserves are proved up on properties owned 
at year-end, or (2) price increases become 
known which were not fixed and 
determinable at year-end. The present value 
of future net revenues from the additional 
reserves or from the increased prices is 
sufficiently large that if the full cost ceiling 
limitation were recomputed giving effect to 
those factors as of year-end, the ceiling 
would more than cover the costs. Is it 
necessary to record a write down?

Interpretative Response.—No. In these 
cases, the proving up of additional reserves 
on properties owned at year-end or the 
increase in prices indicates that the 
capitalized costs were not in fact impaired at 
year-end. However, for purposes of the 
revised computation of the "ceiling,” the net 
book costs capitalized as of year-end should 
be increased by the amount of any additional 
costs incurred subsequent to year-end to 
prove the additional reserves or by any

6 See Accounting Series Release No. 258, as 
codified in Financial Reporting Release No. 1, 
Section 406.01.c.iii. {47 FR 21028] (May 17,1982).

related costs previously excluded from 
amortization.

The registrant’s financial statements 
should disclose that capitalized costs 
exceeded the limitation thereon at year end 
and should explain why the excess was not 
charged against earnings. In addition, the 
registrant's supplemental disclosures of 
estimated proved reserve quantities and 
related future net revenues and costs should 
not give effect to the reserves proved up or 
costs incurred after year-end or to the price 
increases occurring after year-end. However, 
such quantities and amounts may be 
disclosed separately, with appropriate 
explanations. m

Registrants should be aware that oil and 
gas reserves related to properties acquired 
after year-end would not justify avoiding a 
write-off indicated as of year-end. Such 
acquisitions do not confirm situations 
existing at year-end.

4. Mineral Property Conveyances and 
Related Transactions

Facts. Rule 4-10(i)(6)(i) of Regulation S-X  
provides that sales of oil and gas reserves in 
place shall, with limited exceptions, be 
accounted for as adjustments o f capitalized 
costs, with no gain or loss recognized. Rule 
4-10(i)(6)(iii) relating to drilling arrangements 
perm its recognition o f incom e from sales of 
unproved properties when (A) the cash 
consideration received from the sale of 
unproved properties exceeds the total cost of 
the properties plus any exploration and 
development costs to be subsequently 
incurred or (B) the cash received represents 
reimbursement for amounts currently charged 
to expense.

Question 1.—These two provisions appear 
inconsistent. How do they relate to each 
other?

Interpretive Response. These two rules 
relate to two different classes of costs: costs 
included in the full cost pool (whether or not 
being amortized currently) and costs 
segregated in an inventory account for 
contribution or sale to limited partnerships or 
other forms of drilling arrangements. These 
two classes of costs have certain distinct 
features which require different accounting 
treatments, one based on a concept of 
significant alteration of relationships within 
the full cost pool and the other based on a 
cost recovery concept.

Rule 4-10(i)(6)(i) states the general rule for 
both proved and unproved properties 
included in a full cost center. Under the 
concept of full cost accounting, all costs in a 
cost center are considered to relate to a 
single operating asset, the proved reserves 
within a cost center. It is the staffs view that 
qnce costs are charged to a cost center, they 
lose their identity for all future accounting 
purposes. No further tracking of costs is 
appropriate. All future accounting must be 
based on an allocation of the net carrying 
value of the full cost account. Consistent with 
this concept, it is not appropriate to recognize 
a loss upon drilling an unsuccessful well, nor 
is it appropriate to recognize a gain (or loss) 
on the sale or partial sale of a single property.

As the rule states, the only exception to 
this treatment arises when such sales 
significantly alter the relationship between
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capitalized costs and proved reserves 
attributable to a cost center. The rule further 
states that such a significant alteration 
ordinarily would not be expected to occur for 
sales of less than 25 percent of the reserves of 
a cost center. A significant alteration could 
also occur in other cases, for instance, if 10 
percent of the reserves were sold for an 
amount equal to 50 percent of the capitalized 
costs or if an unproved property within the 
cost center were sold for an amount 
significant to the total cost center. In all cases 
where a significant alteration occasions 
recognition of gain or loss, the amount of the 
gain or loss should be determined based on 
an allocation of total costs within the cost 
center. Such allocation should be calculated 
on the same basis used to compute 
amortization unless there are substantial 
economic differences between the properties 
sold and those retained. In that case, the 
allocation should be based on relative fair 
values.

Rule 4-10(i)(6)(iii) relates to drilling 
arrangements only. It contemplates that 
leases held for contribution or sale to limited 
partnerships or drilling arrangements will be 
identified and segregated upon acquisition 
and carried in an inventory account separate 
from the full cost center. The rules further 
limit income recognition to the cost recovery 
method, that is, to cases where the company 
transferring the lease receives cash proceeds 
in excess of the total of its costs incurred to 
date plus any additional costs it expects to 
incur in connection with the properties 
transferred. This determination with respect 
to recovery of total costs shall be made on a 
partnership-by-partnership basis. Any 
abandonment or impairment of leases 
segregated in the inventory account should 
be charged directly to expense (not to the full 
cost pool).

Management fees should be accounted for 
in the same way as sales proceeds. Thus, 
income should not be recognized unless the 
cash compensation received exceeds total 
costs incurred and to be incurred or unless 
the fees represent reimbursement of amounts 
currently incurred and charged to expense.

Whenever gain or loss is recognized 
pursuant to Rulé 4-10(i)(6)(i) or Rule 4 -  
10(i)(6)(iii), the registrant should explain the 
rationale for such treatment in a footnote to 
the financial statements.

Question 2.—Assume a company engaged 
in oil and gas producing activities has 
excluded the costs of certain unevaluated 
properties from the full cost amortization 
base because they are unusually significant 
relative to total capitalized costs of the cost 
center. If these properties are sold, may gain 
be recognized?

Interpretive Response.—Although the 
properties are excluded from amortization, 
they are still part of the full cost pool. 
Therefore, gain or loss should not be 
recognized on such sales unless the sale 
would otherwise result in a significant 
alteration of the relationship between costs 
and reserves being amortized, as stated in 
subparagraph (i) of Rule 4-10(i)(6) of 
Regulation S-X, and as discussed in the 
response to Question 1 above.

Question 3.—In determining whether a gain 
can be recognized from a transfer of

unproved properties to a drilling 
arrangement, Rule 4-10(i)(6)(iii) indicates that 
it is necessary to consider the amount of any 
exploration and* development costs estimated 
to be subsequently incurred with respect to 
an interest retained by the company in the 
property or in properties related by common 
contractual provision. Assuming that the cash 
proceeds have already been received, at 
what point in time may gain be recognized?

Interpretive Response.—Gain should be 
recognized only at such time as it is possible 
to determine costs actually incurred and to 
estimate remaining costs to be incurred. Until 
such time as future exploration and 
development costs can be reasonably 
estimated, it is not appropriate to recognize 
any gain on the transaction. If a reasonable 
estimate is made and must subsequently be 
revised, the revision should be accounted for 
as a change in estimate. In this regard, the 
staff believes that significant revisions of 
estimates should be rare and that frequent 
revisions may indicate a lack of basis to 
reasonably estimate remaining costs.

Question 4.—Registrants engaged in oil and 
gas producing activities occasionally also 
engage in putting together lease prospects for 
resale to others. Such lease rights may be 
sold outright, or in other instances, a royalty 
interest or a small working interest may be 
retained. These activities are commonly 
referred to as lease brokerage. Under what 
circumstances may an oil and gas producing 
company acting also as a lease broker 
recognize gain on the sale of unproved 
leases?

Interpretive Response.—When a registrant 
is also involved in oil and gas producing 
activities, it is permissible to recognize gain 
on the sale of unproved leases only if the 
registrant can establish that its lease 
brokerage activities are separate and distinct 
from its oil and gas producing activities. The 
registrant must be able to demonstrate and 
document on a continuing basis that it is 
engaged in the separate activities of lease 
brokerage on the one hand, and exploration 
and production on the other. The oil and gas 
properties and other assets associated with 
each of those separate activities must be 
identifiable. Oil and gas properties deemed to 
be associated with lease brokerage activities 
should be identified upon acquisition by the 
company and segregated in a lease inventory 
account. They should not be included in any 
full cost pool.

Where the company retains any form of 
interest in the leases, the rules for drilling 
arrangements apply. Thus, as discussed in 
the response to Question 1 above, gain or loss 
should be recognized only on the cost 
recovery basis. Whether or not the 
transactions represent drilling arrangements, 
the lease inventory account should be subject 
to a lower of cost or current market value 
assessment at least annually, and the cost of 
any properties abandoned from the inventory 
account should be charged directly to income 
in the period in which the decision is made to 
abandon the leases.

Properties should not be transferred from a 
full cost pool to the inventory account. 
Transfers from the inventory account to a full 
cost pool should be rare. They should occur 
only when the company has definite and

immediate plans for exploration and 
development, as the result of a major 
decision by management. Such transfers 
should be appropriately disclosed. The staff 
feels strongly that the discipline of strictly 
segregating lease brokerage activities from oil 
and gas producing activities is of paramount 
importance in the justification for excluding 
leases held for resale from the full cost pool.

Question 5.—May an individual lease be 
split between brokerage and producing 
categories?

Interpretive Response.—An individual 
lease may be split between brokerage and 
producing classifications provided that (i) the 
split is made at the date of acquisition, (ii) the 
split involves a physical division of interests 
in the lease, and (iii) there is a reasonable 
basis for allocation of cost between the two 
pieces. It follows that such a split may not be 
made based on actual or intended retention 
of an undivided interest in the entire lease.

Question 6.—How should leases held in a 
brokerage inventory account be classified on 
the balancq sheet?

Interpretive Response.—As noted in the 
response to Question 4 above, the properties 
associated with lease brokerage should be 
segregated and reported separately from the 
full cost pool and should be assessed 
periodically for cost recoverability based on 
current market values. The staff recognizes 
that such leases held for sale or transfer to 
drilling arrangements may often constitute 
current assets. However, the appropriate 
balance sheet classification should be 
determined in each case based on the timing 
considerations and liquidity characteristics 
relevant in the circumstances.

Question 7.—Assuming that a registrant 
can demonstrate that it is engaged in lease 
brokerage activities, how should the gain to 
be recognized on sales of unproved leases by 
a lease broker be computed?

Interpretive Response.—In order to 
determine whether gain should be recognized 
when unproved properties held in inventory 
are' sold or transferred to drilling 
arrangements, it is first necessary to allocate 
the proceeds received between the interest 
sold to related partnerships and the interest 
sold to unaffiliated third parties. Then, for 
each portion of the transaction, gain may be 
recognized only to the extent that all costs, 
including estimated future exploration and 
development costs, have been recovered. The 
estimation of costs to be incurred includes 
consideration of minimum investments 
required pursuant to partnership agreements 
(assessed on a partnership-by-partnership 
basis), plus any estimated additional costs to 
be incurred by the registrant in connection 
with the prospect. The portion of the excess 
proceeds allocated to the estimated 
additional future costs should be credited to 
the full cost pool, and any remaining excess 
recognized as gain. Where the proceeds are 
inadequate to cover total costs, including any 
additional costs yet to be incurred, no gain 
should be recognized and the net 
unrecovered cost should be charged to the 
pool. A series of sample computations are 
provided below, based on the following 
assumptions:
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Assumptions
Registrant acquires an unproved prospect, 

held for sale to third parties and/or related 
partnerships at a cost of $200,000; such 
prospect is later sold for $350,000.

Case/
The entire interest in the prospect is sold to 

third parties (non-affilated companies), with 
the registrant or a related partnership 
retaining no economic interest.

Conclusion
In this instance, the entire excess of 

proceeds over book cost ($150,000) would be 
credited to income.

Case II
The entire interest is sold as follows:

Percent

Sold to third parties............................... 75
25Sold to a related partnership................

Gain associated with sale to third 
parties ($350,000-$200,000)x.75.....

100

$112,500
Gain associated with sale to related 

partnership ($350,000-$200,000) 
V.P5................................... 37,500

150,000

Conclusion
In this instance, the $112,500 gain 

associated with sales to third parties would 
be credited to income in its entirety. The 
amount associated with the sale to the 
related partnership ($37,500) would be 
credited to income, to the extent it exceeds 
estimated costs to be incurred.

Case III
The prospect is sold as shown in Case H 

above, but registrant retains an overriding 
royalty interest of 5% on the sale to third 
parties. Registrant will not be liable for any 
exploration or development costs as a result 
of retaining the override. Assume further that 
estimated costs to be incurred by registrant 
are $12,000 associated with its completion 
costs as a general partner through the related 
partnership and $20,000 associated with 
registrant’s minimum remaining required 
capital investment in the partnership.

Conclusion
The amount of gain to be recognized as 

income is as follows:

Associated with—

Sale to 
third 

parties

Sale to 
partner

ship

Allocation of excess proceeds___
Less:

(A) Estimated completion costs 
to be incurred.............

$112,500 $37,500

(12,000)
(20,000)(B) Capital cost contingency........

112,500 5,500

Associated with—

Salato
third

parties

Sale to 
partner

ship

Gain recognized as income
fS112.500+S5.500)..................... 118,000

32,000
Amount credited to Registrant’s fun- 

cost pool...........................................

150,000

Case IV
The prospect is sold as shown in Case II 

above, but registrant retains a “carried 
working interest” of 18.75% with respect to 
the sale to third parties. Third parties will 
carry the registrant’s share of drilling costs, 
and the related partnership will pay an 
amount of all costs equal to its “straight 
working interest”. An analysis of the division 
of interest is as follows:

Division of interest

Drilling
cost
(per
cent)

Comple
tion cost 

(per
cent)

Partnership.................................... 25.00
75.00

25.00
56.25
18.75

Third Parties.........................................  1
Registrant.................................................

Assume further that estimated costs to be 
incurred by registrant are $50,000 for 
completion costs associated with the carried 
working interest, $12,000 associated with 
registrant’s completion costs as general 
partner through the partnership and $20,000 
associated with registrant’s minimum 
remaining required capital investment in the 
partnership.

Conclusion
The amount of gain to be recognized as 

income is as follows:

Associated with—

Sale to 
third 

parties

Sale to 
partner

ship

Allocation of excess proceeds...........
Less:

(A) Estimated completion costs 
to be incurred............................

$112,500

(50,000)

$37,500

(12,000)
(20,000)(B) Capital cost contingency____

Gain ’ recognized as income 
($62.500•+■85,500)............................

62,500 5,500

68,000

82,000

150,000

Amount to be credited to Regis
trant’s full-cost pool.........................

Case V
The prospect is sold as in Case IV; 

however, the capital cost contingency 
associated with the registrant’s m inimum 
remaining required capital investment in the 
partnership is $30,000.

Conclusion
The amount of gain to be recognized as 

income is as follows:

Associated with—

Sale to 
third 

parties

Sale to 
partner

ship

Allocation of excess proceeds__ _
Less:

(A) Estimated completion costs 
to be incurred..................... ......

$112,500

(50,000)

$37,500

(12,000)
(30,000)(B) Capital cost contingency........

Gain recognized as income................

62,500 (4,500)

62.500

87.500 

150,000

Amount to' be credited to registrant's 
full-cost pool ($50,000 and 
$37,500)................................

In this case, the proceeds related to the 
sale to the partnership are inadequate to 
cover total costs including costs yet to be 
incurred. Thus, the $37,500 excess proceeds 
over book cost should be credited in its 
entirety to the full cost pool. As additional 
costs are incurred, they should be charged to 
the pool so that ultimately the net 
unrecovered costs will be charged to the 
pool.

Question 8.—Certain registrants are 
involved in the organization and management 
of limited partnerships which purchase 
proved producing oil and gas properties and 
subsequently distribute the income from 
production of the properties to the investors 
in the partnership. Such arrangements are 
typically known as “income funds.” The 
company managing the fund may receive, as 
part of their compensation, an interest in the 
fund or in the properties acquired by it  
Alternatively, this interest may be acquired 
through the investment of a management fee 
paid to the company out of the the capital 
contributed by the limited partners.

May companies recognize income from the 
management fees received in these 
circumstances?

Interpretive Response.—The full cost rules 
in Rule 4-10(i)(6)(iii) relating to drilling 
arrangements are directed toward 
transactions involving unproved properties 
where additional drilling is necessary to 
evaluate the property and the recoverability 
of related costs. These rules do not explicitly 
address proved producing properties.

If a company receives or acquires (through 
investment of a management fee) an interest 
in an “income fund” owning proved 
producing properties or an interest in such 
properties themselves, the staff believes that 
the recognition of management fee income is 
acceptable. Although the company will not 
receive cash until the reserves are produced, 
the value of the proved reserves on recently 
purchased producing properties is normally 
determinable with sufficient reliability to 
allow for income recognition. However, if the 
properties received or acquired require 
substantial future development expenditures 
before production of the reserves, then the 
cost recovery method described in Rule 4 -  
10(i)(6)(iii} should be used because the 
decision to do future drilling is not
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independent of considerations related to the 
realization in cash of the management fee. 
Accordingly, in such instances, income would 
be recognized as the properties are produced 
and cash accrues to the company.

. E. Financial Statements o f Royalty Trusts
Facts.—Several oil and gas exploration and 

production companies have created “royalty 
trusts.” Typically, the creating company 
conveys a net profits interest in certain of its 
oil and gas properties to the newly created 
trust and then distributes units in the trust to 
its shareholders. The trust is a passive entity 
which is prohibited from entering into or 
engaging in any business or commercial 
activity of any kind and from acquiring any 
oil and gas lease, royalty or other mineral 
interest. The function of the trust is to serve 
as an agent to distribute the income from the 
net profits interest. The amount to be 
periodically distributed to the unitholders is 
defined in the trust agreement and is 
typically determined based on the cash 
received from the net profits interest less 
expenses of the trustee. Royalty trusts have 
typically reported their earnings on the basis 
of cash distributions to unitholders. The net 
profits interest paid to the trust for any month 
is based on production from a preceding 
month; therefore, the method of accounting 
followed by the trust for the net profits 
interest income is different from the creating 
company’s method of accounting for the 
related revenue.

Question.—Will the staff accept a 
statement of distributable income which 
reflects the amounts to be distributed for the 
period in question under the terms of the trust 
agreement in lieu of a statement of income 
prepared under generally accepted 
accounting principles?

Interpretive Response.—Yes. Although 
financial statements filed with the 
Commission are normally required to be 

'prepared in accordance with generally 
accepted accounting principles, the 
Commission’s rules provide that other 
presentations may be acceptable in unusual 
situations. Since the operations of a royalty 
trust are limited to the distribution of income 
from the net profits interests contributed to it, 
the staff believes that the item of primary 
importance to the reader of the financial 
statements of the royalty trust is the amount 
of the cash distributions to the unitholders for 
the period reported. Should there be any 
change in the nature of the trust’s operations 
due to revisions in the tax laws or other 
factors, the staff’s interpretation would be 
reexamined.

A note to the financial statements should 
disclose the method used in determining 
distributable income and should also 
describe how distributable income as 
reported differs from income determined on 
the basis of generally accepted accounting 
principles.
(FR Doc. 82-28143 Filed 9-20-82; 8:45 am]

BILLING CODE 8010-01-M

DEPARTMENT OF ENERGY

Federal Energy Regulatory 
Commission

18 CFR Part 271

[Docket No. RM79-76-122 (Colorado— 25); 
Order No. 259]

High-Cost Gas Produced from Tight 
Formations; Final Rule

AGENCY: Federal Energy Regulatory 
Commission, DOE.
ACTION: Final rule.

SUMMARY: The Federal Regulatory 
Energy Commission is authorized by 
section 107(c)(5) of the Natural Gas 
Policy Act of 1978 to designate certain 
types of natural gas as high-cost gas 
where the Commission determines that 
the gas is produced under conditions 
which present extraordinary risks or 
costs. Under section 107(c)(5), the 
Commission issued a final regulation 
designating natural gas produced from 
tight formations as high-cost gas which 
may receive an incentive price (18 CFR 
271.703). This rule established 
procedures for jurisdictional agencies to 
submit to the Commission 
recommendations of areas for 
designation as tight formations. This 
final order adopts the recommendation 
of the Colorado Oil and Gas 
Conservation Commission that the 
Codell Formation be designated as a 
tight formation under § 271.703(d). 
EFFECTIVE DATE: This rule is effective 
September 18,1982.
FOR FURTHER INFORMATION CONTACT: 
Leslie Lawner, (202) 357-8511 or Victor 
Zabel, (202) 357-8616.

Issued: September 16,1982.

The Commission hereby amends 
§ 271.703(d) of its regulations to include 
the Codell Formation in Adams,
Boulder, Jefferson, Larimer and Weld - 
Counties, Colorado, as a designated 
tight formation eligible for incentive 
pricing under § 271.703. The amendment 
was proposed in a Notice of Proposed 
Rulemaking by the Director, Office of 
Pipeline and Producer Regulation, issued 
June 18,1982 (47 FR 27082, June 23,
1982),1 based on a recommendation by 
the Colorado Oil and Gas Conservation 
Commission (Colorado) in accordance 
with § 271.703, that the Codell 
Formation be designated as a tight 
formation.

Evidence submitted by Colorado 
supports the assertion that the Codell

1 Comments were invited on the proposed rule 
and one comment supporting the recommendation 
was received. No party requested a public hearing 
and no hearing was held.

Formation meets the guidelines 
contained in § 271.703(c)(2). The 
Commission adopts the Colorado 
recommendation.

This amendment shall become 
effective immediately. The Commission 
has found that the public interest 
dictates that new natural gas supplies 
be developed on an expedited basis, 
and, therefore, incentive prices should 
be made available as soon as possible. 
The need to make incentive prices 
immediately available establishes good 
cause to waive the thirty-day 
publication period.

List of Subjects in 18 CFR Part 271
Natural gas, Incentive price, Tight 

formations.
(Department of Energy Organization Act, 42 
U.S.C. 7101 et seq.; Natural Gas Policy Act 
of 1978,15 U.S.C. 3301-3432;
Administrative Procedure Act, 5 U.S.C. § 553)

In consideration of the foregoing, Part 
271 of Subchapter H, Chapter I, Code o f 
Federal Regulations, is amended as set 
forth below, effective September 16,
1982.

By the Commission.
Kenneth F. Plumb,
Secretary.

PART 271— CEILING PRICES

Section 271.703(d) is amended by 
adding a new subparagraph (109) to 
read as follows:

§ 271.703 Tight formations.
*  '  #  *  *  *

(d) Designated tight formations.
*  *  *

(109) Codell Formation in Colorado. 
RM79-76-122 (Colorado-25).

(i) Delineation o f formation. The 
Codell Formation underlies portions of 
Adams, Boulder, Jefferson, Larimer and 
Weld Counties, Colorado, and is located 
on the western flank of the Denver- 
Julesberg Basin a few miles north of 
Denver, Colorado. The Codell Formation 
is found in the following areas: 
Township 1 South, Ranges 64 through 70 
West; Township 2 South, Ranges 69 and 
70 West; Township 1 North, Ranges 64 
through 70 West; Township 2 North, 
Ranges 64 through 69 West, all sections, 
Range 70 West, Sections 1 through 5, 
and 8 through 36; Township 3 North, 
Ranges 64 through 69 West, all sections, 
Range 70 West, Sections 1,12,13, 21 
through 28, and 33 through 36; Township 
4 North, Ranges 64 through 69 West; 
Township 5 North, Ranges 64 through 68 
West, all sections, Range 69 West, 
Sections 1 through 4, 9 through 16, 20 
through 29, and 31 through 36, Township 
6 North, Ranges 64 through 68, all 
sections, Range 69 West, Sections 1
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through 4, 9 through 16, 21 through 28, 
and 33 through 36.

(ii) Depth. The Codeil Formation 
ranges in depth from 3,000 to 8,000 feet, 
and is generally found at a depth of 
7,000 feet, and averages 15 feet in 
thickness.
[FR Doc. 82-26145 Filed 9-21-82; 8:45 am]
BILUNG CODE 6717-01-M

DEPARTMENT OF JUSTICE 

Drug Enforcement Administration 

21 CFR Ch. II

Changes in Titles and Office 
Designations Pursuant to Internal 
Reorganization

AGENCY: Drug Enforcement 
Administration, Justice. 
a c t io n : Final rule.

s u m m a r y : This action changes certain 
office designations and titles which are 
currently listed in Part 1301 through Part 
1316 of Title 21 in order to accurately 
reflect the internal reorganization of 
DEA. It contains no substantive changes 
in any regulation. Therefore, no 
comments have been solicited and the 
action is being issued as a final rule. 
EFFECTIVE DATE: August 8, 1982.
FOR FURTHER INFORMATION C O N TA C T 
Mr. Richard N. Ulrich, Acting Deputy 
Assistant Administrator, Office of 
Administration, Drug Enforcement 
Administration, 1405 I Street, NW., 
Washington, D.C. 20537. Telephone 
number (202) 633-1373.
SUPPLEMENTARY INFORMATION: 
Therefore, pursuant to the authority 
vested in the Attorney General by 21 
U.S.C. 821 and 871(b) as delegated by 28 
CFR 0.100 to the Administrator of the 
Drug Enforcement Administration, the 
Administrator hereby orders that Parts 
1301 through 1316 of Title 21 of the Code 
of Federal Regulations be amended as 
follows:

§§ 1301.71,1301.72,1301.74,1301.76, 
1301.93,1304.04,1304.11,1305.04,1305.09, 
1305.11,1307.14,1307.21,1310.05,1316.31, 
1316.32,1316.34,1316.71,1316.73,1316.79 
[Amended]

“Regional Director” to “Special Agent 
in Charge”; “Regional Office” to “Field 
Division Office”; “Region” to “area”; 
“Regional Administrator” to “Special 
Agent in Charge”. These changes'appear 
in Sections 1301.71(d); 
1301.72(b)(6);1301.72(b)(8)(ii); 1301.74(b); 
1301.74(c); 1301.76(b); 1301.93; 1304.04(a); 
1304.04(b)(4); 1304.04(c); 1304.04(e); 
1304.11(d); 1305.04(f); 1305.09(d); 
1305.11(d); 1307.14(b); 1307.21(a); 
1307.21(a)(1); 1307.21(a)(2); 1307.21(a)(3);

1307.21(b); 1307.21(b)(4); 1307.21(c); 
1310.05; 1316.31; 1316.32; 1316.34; 1316.73; 
1316.79. In Subpart E—Section 1316.71 
delete paragraph (e).

Dated: September 17,1982.
Francis M. Mullen, Jr.,
Acting Administrator, Drug Enforcem ent 
Administration.
[FR Doc. 82-26097 Filed 9-21-82; 8:45 am]

BILUNG CODE 4410-09-M

DEPARTMENT OF HOUSING AND 
URBAN DEVELOPMENT

Office of the Assistant Secretary for 
Housing— Federal Housing 
Commissioner

24 CFR Part 882

i Docket No. R-82-997]

Section 8 Housing Assistance 
Payments Program— Existing 
Housing— Termination of Tenancy

AGENCY: Office of Assistant Secretary 
for Housing—Federal Housing 
Commissioner, (HUD).
a c t i o n : Notice of effective date for 
interim rule.

s u m m a r y : This document announces the 
effective date for the interim rule 
published in the Federal Register on 
August 3,1982 (47 FR 33497) which 
amended the Section 8 Existing Housing 
Program regulation to implement recent 
statutory changes regarding the lease 
term and termination of tenancy under 
the Section 8 Existing Housing Program. 
The effective date provision of the rule 
stated that the rule would become 
effective upon expiration of the first 
period of 30 calendar days of continuous 
session of Congress after publication, 
subject to waiver, and announced that 
future notice of the effectiveness of the 
rule would be published in the Federal 
Register.

Thirty calendar days of continuous 
session of Congress have expired since 
the rule was published.
DATE: The effective date for the interim 
rule published August 3,1982, at 47 FR 
33497, is September 21,1982.
FOR FURTHER INFORMATION C O N TA C T 
Grady J. Norris, Assistant General 
Counsel for Regulations, Department of 
Housing and Urban Development, Room 
10278, 451 7th Street, S.W., Washington, 
D.C. 20410, Telephone No. (202) 755- 
7055. This is not a toll-free number.

Dated: September 16,1982.
Grady J. Norris,
Assistant G eneral Counsel fo r Regulations.
[FR Doc. 82-26084 Filed 9-21-82; 8:45 am)
BILLING CODE 4210-27-M

DEPARTMENT OF THE TREASURY 

Internal Revenue Service 

26 CFR Part 22 

[T.D . 7833]

Executor’s Estate Tax Election 
Relating to Property in Which a 
Surviving Spouse Receives an Income 
interest

AGENCY: Internal Revenue Service, 
Treasury.
a c t i o n : Temporary regulation.

s u m m a r y : This document provides a 
temporary regulation concerning the 
new estate tax election to deduct from 
the gross estate the value of property in 
which the surviving spouse is granted a 
life income interest. Changes to the 
applicable tax law were made by the 
Economic Recovery Tax Act of 1981. 
d a t e : This regulation applies to estates 
of decedents dying after December 31, 
1981.
FOR FURTHER INFORMATION C O N TA C T 
John R. Harman of the Legislation and 
Regulations Division, Office of the Chief 
Counsel, Internal Revenue Service, 1111 
Constitution Avenue, NW., Washington, 
D.C. 20224 (Attention: CC:LR:T) 202-566- 
3238, not a toll-free call.
SUPPLEMENTARY INFORMATION: 

Background
This document contains a temporary 

regulation concerning an executor’s 
election to deduct from the gross estate 
the value of certain property in which 
the decedent gives a surviving spouse a 
life income interest. This election is 
permitted under section 2056(b)(7) of the 
Internal Revenue Code of 1954, as added 
by section 403(d)(1) of the Economic 
Recovery Tax Act of 1981 (Pub. L. 97-34; 
95 Stat. 302). The temporary regulation 
provided by this document will remain 
in effect until superseded by final 
regulations on the subject.

In General
Prior to the Economic Recovery Tax 

Act of 1981, the estate tax marital 
deduction was available only with 
respect to property passing outright to 
the spouse or in specified forms which 
gave the spouse control over the 
transferred property. For estates of 
decedents dying after 1981, the
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Economic Recovery Tax Act of 1981 
adopted an exception to this rule for 
qualified terminable interest property. 
That exception provides that if certain 
conditions are met, a marital deduction 
will be allowed for the value of property 
in which the surviving spouse is given a 
qualifying income interest for life. 
Among the conditions which must be 
met is the condition that the decedent’s 
executor must elect to treat the property 
as qualified terminable interest 
property. The election, once made, is. 
irrevocable.

Estate tax returns for decedents 
whose estates are subject to the new 
law will begin to become due after 
September 30,1982. Executors of these - 
estates need to know how to make the 
election. Also, many executors need to 
know whether the election can be made 
for a part of property in which the 
spouse receives a qualifying income 
interest for life or whether such a partial 
election will be invalid and disqualify 
the property from deduction.

This temporary regulation clarifies 
that an election can be made for a 
fraction or percentage of property in 
which the spouse receives a qualifying 
life interest. However, a partial election 
is permitted only if it relates to a 
fractional or percentile share of the 
property. The fraction or percentage 
may be determined by means of a 
formula.

Executive Order 12291 and Regulatory 
Flexibility Act

The Commission of Internal Revenue 
has determined that this temporary rule 
is not a major rule as defined in 
Executive Order 12291. Accordingly, a 
Regulatory Impact Analysis is not 
required.

This Treasury decision adds a 
temporary regulation to enable 
executors to comply with the Economic 
Recovery Tax Act of 1981. Because this 
regulation is necessary to provide 
immediate guidance, it is impractical to 
issue this Treasury decision with notice 
and public procedure. Therefore, no 
general notice of proposed rulemaking is 
required by 5 U.S.C. 553(b) and no 
Regulatory Flexibility Analysis is 
required.

Drafting Information

The principal author of this temporary 
regulation is john R. Harman of the 
Legislation and Regulations Division of 
the Office of Chief Counsel, Internal 
Revenue Service. However, personnel 
from other offices of the Internal 
Revenue Service and Treasury 
Department participated in developing

the regulation, both on matters of 
substance and style.

lis t  of Subjects in 26 CFR Part 22

Estate tax, Economic Recovery Tax Act of 
1981.

Adoption of Amendment to the 
Regulations

Accordingly, 26 CFFfPart 22 is 
amended as follows:

PART 22— TEMPORARY ESTA TE TA X  
REGULATIONS UNDER THE 
ECONOMIC RECOVERY TA X  A C T  OF 
1981

Paragraph. There is added 
immediately after § 22.0 the following 
new § 22.2056-1

§ 22.2056-1 Qualified terminable Interest 
property elections.

(a) In general. This paragraph (a) 
applies to the election under section 
2056(b)(7)(B) (v) to deduct the value of 
property in which the surviving spouse 
receives a qualifying income interest for 
life. The new election was added to the 
Code by section 403(d)(1) of the 
Economic Recovery Tax Act of 1981.
The executor shall make this election on 
the estate tax return. This election is 
available with respect to estates of 
decedents dying after 1981. The election, * 
once made, is irrevocable.

(b) Partial elections allowed. The 
election described in paragraph (a) of 
this section may be made for all or any 
part of a property that meets the 
requirements of section 
2056(b)(7)(B)(i)(I) and (II), provided that 
any partial election shall relate to a 
fractional or percentile share of the 
property so that the elective part will 
reflect its proportionate share of the 
increment or decline in the whole of the 
property for purposes of applying 
sections 2044 or 2519. Thus, if the 
interest of the surviving spouse in a trust 
(or other property in which the spouse 
has a life estate) meets the requirements 
of section 2056(b)(7)(B)(i)(I) and (II), the 
executor may make an election under 
paragraph (a) with respect to a part of 
the trust (or other property) only if the 
election relates to a defined fraction or 
percentage of the entire trust (or other 
property). The fraction or percentage 
may be defined by means of a formula.

This Treasury decision is issued under 
the authority contained in section 7805 
(68A Stat. 917; 26 U.S.C. 7805) of the 
Internal Revenue Code.

September 14,1982.
James I. Owens,
Acting Commissioner o f Internal Revenue 

Approved September 16,1982.
John E. Chapoton,
Assistant Secretary o f the Treasury.
[FR Doc. 82-26096 Filed 9-17-62; 3:46 pm]
BILLING CODE 4830-01-M

ENVIRONMENTAL PROTECTION 
AGENCY

40 CFR Part 162

[PH -FR L 2208-1; OPP 250011E]

Temporary Exemption of Endosulfan 
and Zineb Combination Dusting 
Garden Products From Child-Resistant 
Packaging Requirements

AGENCY: Environmental Protection 
Agency (EPA).
ACTION: Rule related notice.

s u m m a r y : The Environmental Protection 
Agency has granted a non-renewable 
365-day exemption from the child- 
resistant packaging requirements for 
dusting garden products where the 
packaging/application system which is 
one unit is such that the product must be 
dispensed in the tilt and upright position 
to treat the upper and lower plant leaf 
surfaces in an efficacious manner, and 
containing no more than 4 percent 
endosulfan and 6.5 percent zineb as the 
combination active ingredients in a clay
like carrier. This exemption was granted 
upon the request of one registrant who 
submitted supporting evidence to the 
Agency.
DATE: This temporary exemption 
becomes effective on September 22,
1982. All products temporarily exempted 
by this notice released for shipment on 
or after September 22,1983, must be in 
special packaging and certified 
accordingly as required by 40 CFR 
162.16.
FOR FURTHER INFORMATION CONTACT: 
Rosalind L  Gross, Registration Division 
(TS-767C), Office of Pesticide Programs, 
Environmental Protection Agency, Rm. 
307, CM #2,1921 Jefferson Davis 
Highway, Arlington, VA 22202, (703- 
557-7470).
SUPPLEMENTARY INFORMATION: EPA 
issued final regulations, published in the 
Federal Register of March 9,1979 (44 FR 
13022), which require certain toxic 
pesticides to be in special, i.e., child- 
resistant, packaging after March 9,1981. 
The regulations provide that exemptions 
from compliance may be requested on a 
case-by-case basis for specific products 
for which special packaging is not


