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June 28, 1993
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Ru: Soxle of senernl separate businesses fo individual Wmided
partnerships with identical ownership.

Dear Mr. Smith:

"T"hiz lattar welataz to mar telanhanm eall reorrmn An Weadaar Taimes 1o merlaiads
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we d_lsru;-sed aact of transactmns that a u:llent plans to 1mp10mcnt and the bafub for

plans sinee our conversation. whlch I du not helisve LhdIlJ..LL‘ lhv DULCOTE.
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pnt venture that will, among other things, complete the consiruction and
developmoenl ol ceviain health care facilities begun by H1 or H2, and assume
management responsihilily for certain newly completed facilities. To carey aut their
joint venturs, H1 and H2 recently have fvrmoed a limiled liability company, JVLLC,
in which cach of thom has the right to receive 50% of the profita and 50% of the
as=ets upon dissoluticn, 1 and IT2 have only tunded J¥LLOC to the extent of o iow
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o evmuqlv ear vied on ahy significant business activities, nor has it prepared an
incoms statement or balance sheet.

112 plans wo arvange for the sale of its interests 1n the assers of up to 14
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thal F2 could sell each ofthe faclities to a new ljr orvamwd liraited pareership,
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A financial advisor with whom H1 has reased eaplal in the nast has .
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{rogether, the "[nvestors™), cuch of whom may wish to invest in the facilitics that

will be sold. Kach [nvestor is an acevedited investor under the sceurities laws, or an
ety all of whose aquity owners are such accredited investors. The finaneial
advizor #leo will be 4 limiled partoer, and ita capital contribution will be fundod by
JYLLC eazentially in [ieu of a "placemenl fee"”

The characteristies of the 14 LPs are deacribed in a aubscriptinn agreement
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diztrthulions relating to later-contributed capital to be slightly less than
distmabutions on carliev-ooniributed capital. The parties aniieipate that all capital
will be contributed within a six month period. Capital aceounts will be maintained

g That, thn ln:mt.ed pqrtners taken tugether, will have 90% and the g.,renera_l par!:ne1
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aggr r\gdted under the premerger noiifigalion law, oo such ageregated group of
limited partners will have an ownership interesl of as much a5 fifly percent of any
I.P. These relationships are: (a} an individual limited partner being the spouse or
minor child of another limited partner; (b) a limited paviner helding as much as
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digsolution af, anothar limited partner that is a partnership or limited liabiliLy
campany; (Al a limiled partner having the power to revoke a trust that also is a
limited partner; and (&) a imited pariner retaining a reversionary interest in an
irrevacable trust that also is a Iimiled partner, Tn othor wardz, under the
premorger notification law none of the limited partners, nor any group of limited
partnors, would be the nluimate parent enticy of any of the LPs. and each LT would
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L5 facility without consent of 2 majority in interest of the limited parthers.

I additivn, the lunited partnership agreements provide that two years after
the first resident occupaney ol g faeility, the limited partners by a majorily in

ntoresk vo‘tP may rFquer the ;,eneml pd_rtni,r to attempt to zell the facility. During
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option.” exercisable by a majonty m interest vote of the limited partners in any LP,
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At the time that each of the LPs will acguire one of the facilities from H2,
edch LP will be a newly created limitcd purtnership which has no significand. asscis
othor than funding do acquire one of the facilities. Each LP will have the right ro
call upon its limited pariners and general partner for capital concributioms totaling
less than 310 million, and to borrow additional funds to acguirs one Bacilicy,
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nonc of the LPs has engaged in business operations,

. . The I.Pa initiaily will borrow fands frorm II2 pursuant to a "bridze” loan, hut
nNop: T [h']'l']"a]“‘ TIEPHHCEITIETIE G110 SWGILIIEEL DTS 10 LRI B UL 18 iers. LI
LI’z also mav horvow from JVILLC e H1. H1 and HE jointly will guaranes: the
bank debt of each LP. The parties anticipale thal sach TP will be jointy and
arverally liable for the debt of the other LP2, 2nd Lhal debt incurred by each of the
LPs wil] be cross defaulted and cross collateralized with the debt of the other LI,
That s, if any one of the L'z goes into default on a Inan, the lender would bo
entitied to declare cach of the other 13 LFs also in defanlt. The partics anticipate
that the joint and severul Hability, cruss defiuli und cross collalcralization
provisionz will enable the LPa to borrow at lower interest rules than they could
abtain without Lhese terms.
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H2 does not now require the hhng ol a premerger notlficatmn becalhe ;]VL.L( does
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person” =tandard of the premerger notification laws. The asscts Lransferred to
JVLLC 20 far also do not satizfy the $15 million "size of transaction” standaed of the
premerger notifieation law,

H1 and F2 ace bolh ultimate parent entities of S¥LLC, but we believe they
are not required to make premerger notificallon filings as acquiring parlies when
112 sells its interests m Bhe 14 muhtle&- T thrc- LPs. Thisis besguse JVLLCS mght
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acqmsltlon‘l or annual net sales, Therefove cach transaction fails tu meet the "alze
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Tn addition, Lhe parties have determined that the vatue of each of the: 14 azeet
sales is below 315 millton, whether valued m-lth reference o Lhe fair market value of
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transactions alzo falls short of the $186 mallion “size of trapsaction” standavd of the
premoerger notfication law,
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nalification filing obligation if one were to aggregate togather the total "size of
person” represented by some vr all of che LPs, and the total "size of transaction”
represented by the noguisition of the asscts of some or all of the fucilitics, I would
nat b coreect o aggeegate either of these quantities, however, beecause slithough
each of the LPs will have subslanéally identical vwnership, sach will be a separate
and dl-rln{'t legal entlt} The p.-.ll‘tluj be:nefit frum I,he limited pdrtners willingness
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Since our conversation, the partins bave added provisions that the limited
partners may vote to require zale of the faci lltj,' owned by each LI under certain
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tLlUphOnL mnversatmn vou did not dlﬂ'lgrw wﬂh my conclusmn that they do not
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Very truly yvours,
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