BEFORE THE ARKANSAS SECURITIES COMMISSIONERz
=

Case No. $-12-0104 > o
Order No. 8-12-0104-12-OR02 & =
e 5
IN THE MATTER OF 2
DUNWELL CORPORATION, and o o
PRESTON ENERGY, INC. "
CEASE AND DESIST ORDER

On December 13, 2012, the staff of the Arkansas Securities Depaitment (Staff) filed its
Pequest for a Cease and Desist Order (Request) stating that it has information and certain
evidence that indicates Dunwell Corporation (Dunwell) and Preston Energy, Inc. (Preston)
(collectively, Respondents) have violated provisions of the. Arkansas Securities Act (Act)
codified at Ark. Code Ann. §§ 23-42-101 — 509. The Arkansas Securities Commissioner
(Commissioner) has reviewed the Request, and based upon representations made therein, finds

that;-

FINDINGS OF FACT
1. The Request asserts the following representations of fact:

a. Dunwell is a Texas corporation formed on April 7, 1977. Its primary office is locgted at
8144 Walnut Hill Lane, Suite 285, Dallas, Texas 7523 1..

b. Preston is a Texas corporation formed on July 31, 2012. Its primary office is located at
8144 Walnut Hill Lane, Suite 285, Dailas, Texas 75231.

c. ARI, an Arkansas resident, received an unsolicited ;mail dated May 16, 2012, from

Dunwell. The email contained an advertisement soliciting investments in fwo projects



under a heading stating that Dunwell “proudly announces our new ‘Energy Investment
Opportunities.”” The investment opportunities were described as follows (boldface and
italics in original):
The Oil Drilling Venture, Hull Sterling No. 1 Well, is located in Liberty Couanty,
TX. This is an‘infield development project. The total depth for this well is 6,500 feet.
This is a fully tax deductible investment.
The Gas Pipeline Opportunity, Hull Gas Gathering System, involves a gas pipeline
which currently spans 4.5 miles. The pipeline will be expanded an additional 3.0
miles to accommodate additional gas tie-ins for additional revenue. Transportation
and Delivery contracts are already established. This equity investment is 80% tax
deductible.
Let 30 years of experience help you generate a lucrative revernue stream!

d. Immediately below this advertisement was a link: “For more information, CLICK
HERE.” When AR1 clicked, he was taken to a web page a prospective investor would use
to obtain more information about the investment. There were spaces for the investor to
fill in a name, email address, telephone number and time of day tolcall, along with a box
for comments. There was a “submit” buiton for sending the information on to Dunwell.
The page was topped with what appeared to be Dunwell’s corporate logo and a large
heading that read: “INVEST IN A SAFE, PROVEN STRATEGY THAT WORKS.”
Below that heading were several significant statements, including: -

i. “We have helped hundreds of clients generate thousands of dollars by investing in oil
and natural gas.”
ii. “Don’t let this opportunity pass you by, let your money work harder for you in this

low cost investment today.”

iii. “Potential returns up to 125% in the first year.”



iv. “Low to moderate risk.”

Attached hereto as Exhibit A is a copy of the email to AR1 dated May 16, 2012, and the
web page that appeared when AR1 clicked “For more information, CLICK HERE.”
AR1 did not fill out the information boxes on the web page and obtain more information
about these investment opportunities from Dunwell. |

On August 13, 2012, AR received an unsolicited email from Preston. This email was an
advertisement soliciting uﬁspeciﬁed energy investments headed by Preston’s corporate
logo. Across the top, just under photographs Qf what appears to be oil and gas field
equipment, was a large heading stating, “It’s time for you to consider new investment
opportunities. Add energy to your portfolio - A great hedge against inflation.” Just below
this heading were several bulleted claims, including “Rate of return as high as 130% per
year” aﬁd “Low to moderate risk invéstment (inportunities currently availabl_e.”’
Immeciiately below these claims was “to learn more,.CLICK HERE.” When tﬁis link was
clicked, AR1 was taken to a web page much like the one described inq1.d, aweb p'age a
prospective investor woﬁld use to obtain moie information abo.ut the investment. There
were spe;ées for the investor to fill in a name, email address, teiep}hone number and time |
of day t.o cali, along Wi;[h a box for comments. There was a “submit” bufton for sending
the i;lformation on to ‘Preston. On thislpage two “current ‘ﬁfojects” were br1eﬂy described,
tht;. Hull Gas’ Gatheriflg éystem (HGGS) and the Hull Sterling No. 1 Well (HS Well),
both described in the May 16, 2012, email sent to AR1 b)-/ Dunwell and described above

inqf l.cand 1.4.

g. Attached hereto as Exhibit B is a copy of the email to AR1 dated August 13, 2012, and
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h.

the web page that appeared whe;n ARI clicked “to learn more, CLICK HERE.” .ARI did
not fill out the informatiqn boxes on the web page and obtairll more information about
these inve;tmen_t opportuﬁities from Preston.

On November 3Q, 2012, AR1 received another unsolicited email from Preston solic@ting
investment in the HGGS. It also had a button to click for more inforrﬁation, this one
entitled “CLICK HERFE to receive more aetailed information.” When this was clicked,

AR1 was taken to a web page much like the one described in {f 1.d and 1.f, a web page a

prospective investor would use to obtain more information about the investment. There

were spaces for the investor to fill in a name, emai! address, telephone number, state or
province, a time of day to call and a box for a message. Under these boxes was a
“submit” button for senéing the informa;[ion on to Preston.

Attachad hereto as Exhibit C is a copy of the email to AR1 dated November 30, 2012,
aﬁd the wc;b page that appeared when Aﬁl clicked “CLICK HERE to r?ceive more
detailed information.” AR1 filled out tﬁe boxes to obtain Ihofe information that appeared
on the web page and clicked on the subm.it button. In response, ARI1 received an email
dated December 4, 2012, fromAsomeone who identified herself as Brandi Steitle of

Preston. In the email she identified Preston’s “two current projects as follows:

Oil Well Gas Gathering System

98%-100% deductible first year 80% deductible in first year

15% monthly income tax free ‘ income is paid quarterly and expected to grow
Potential annual return in excess of 100%  Potential annual return in excess of 40%+
Min. Investment-$24,750 D&T . Min. Investrment

Mode_rate Risk Low Risk

“In order to review actual projects,” the email stated, “direct personal contact is required.”



A telephone conversation was then arranged. Someone identiﬁying herself as Steitle called
ARI1 on.Decernber 5, 2012, and talked about both prejects..Sh‘e' told AR1 that the rate of
retirn was so good because Preston did not use brokers or brokerage firms, which would
usuall}'f take most of the profits in any investment offering. Aithcugh she told ARi. that
she could only send him a prospectus on one of these offerings, she emailed him a copy
of an offering document for each project entitled “Confidential Informational
Memoranduin” (CIM) later that day. Each CIM contained information abour the
investment and subscription documents that could be used for investing.
HULL GAS GATHERING SYSTEM
. The CIM for the HGGS reveals that HGGS is a joint venture formed under Texas law on
October 11, 2011. Its managing venturer is Associated Gas Gathermg LLC, (AGG)a -
Texas limited liabiiity company organized on June 22,2011, whose address is the same
. asithe address for Dunwell and Preston. The joint venture agreement (JVA) is attached to
the CIM as Exhibit 'A. According to the JVA, the “Principal Business” of HGGS is “td
acquire gas gathermg p1pe11nes and equipment necessary to transport compress and |
dehydrate gas for dehvery to DCP Midstream,” as descrlbed more rully in the CIM. The
CIM describes the anticipated business ef HGGS vin further detail as follows:

[AGG] owns certain natural gas pipelines in Liberty County, Texas. [AGG] is

contributing 100% of its ownership in the pipelines, permit to operate the

pipelines, a negotiated Facilities Agreement and Gas Purchase Contract with DCP

“Midstream and Centana Intrastate Pipeline to the Joint Venture at a stipulated

value of $900,000 in the . . . Joint Venture.

According to the CIM, money would be made by creating “an open source gas gathering

and transmission system to transport, compress and dehydrate natural gas for delivery to

DCP’s Centana Intrastate Pipeline” for an initial fee of § .75 per thousand cubic feet of



gas delivered.

As represented in the CIM,L AGG;'had completed .regulator'y requirements and obtained a
permit from the Texas Railroad Commiséion to operate the pipelines in question a.nd to
enter‘into agreements with DCP to purcﬁase natural gas.

According tQVthe JVA and the CIM, AGG would contribute the pipelines and agreements
it owned set out in 1] 1.k and thereby own 60% of HGGS. As stated in the CIM, “[AGG]
is offering the balance in Forty (40) Units of participation in [HGGS], representing the
remaining 40% of Joint Venture interest for a tctal of $600,000.” Each unit was offered
for $15,000 and represented a 1% interest in HGGS.

As managing venturer of HGGS, the JVA vested AGG with complete control of the day-
to-day operations of HGGS and permitted it to make all decisions for HGGS, albeit“in a
prudent and businessliké‘manner, and in accordance with' good practice.s in the irlldustly'.”
According to the JVA, the managing venturer can be removed by a vote of fhe owners of
60% of the joint venture. However, the investors othe’r than AGG (known as venturers)
éould 0% a maxim@ of only 40% of HGGS anc}, therg:fore, could not 1'e1ﬁove AGG as
the max;laging ventufer. Investors other than AGG were depencent on the managgrial
éfforts of AGG in ofder to realize any return on their investment..

HULL ST. ERLING No. 1 WELL' “ |

The CiM f:0r the HS Well reveals that the HS Well is a joint venture formed under Texas
léw. Its addrc;ss is the same as the addres;‘, for Dunwell, Préston alld AGG The joint |
Vel'lfure agreement (JV_A) was datéd Augﬁst 1,2012, and attached to_the CIM ;as <Exhi>bit
A. According t(g tﬁé JVA, the “Priﬁcipal Business” of the HS Well is “to acquire a

percentage of the Working Interest in the ‘Prospect Well” mere fully described in the



[CIM] ... and to enter into a turnkey driiling and completion contract with Preston
Energy to drill, test-and complete, if warranted the Prospect Well and to distribute the
producing property interest to the Venturers or plug and abandon” the “Prospect Well.”
The CIM identifies the “Prospect Well” as the Sterling Well No. 1, located in the Hull
Oilfield in Liberty County, Texas. The JVA named Preston as the managing venturer and
the drilling contractor.

q. According to the CIM,

Preston “has the right to acquire 100% of the Working Interest to a drill site
location [for the HS Well] on Leases in the Hull Oiificld. [Preston] will transfer
75% working interest in the drill site location to the Venture and is offering to
Participants Fifteen Units representing 99% of the Joint Venture Interest under the
terms described in this [CIM]

r. The CIM a'nd the JVA provided that‘each uﬁit was comprised of approximately 5.00%
wofking in‘ferest, 3.75% net revenue i;lterest and 6.6% of the joint venture, HS Well. A
total o fifteen units were offered, Preston taking one unit for itself. Each unit sold‘ for
$49,500 initial contribution/dr'illing cost and $33,000 co'mpletion cost, for a total of.
$82,500 per unit. | | |
REGISTRATION RECORDS

s. A 'search.of the records of the Arkansas Securities Department shows no registration or
exemption from registration under state or federal law of 'any security issuled by HGGS.

t. A search of the records of the Arkansas Securities Department shows no registration or

exemption under state or federal law from registration of any security issued by HS Well.
CONCLUSIONS OF LAW

2. The investments offered to AR1 in HGGS by Dunwell and Preston are investment contracts,

a type of security pursuant to Ark. Code Ann. § 23-42-102(15)(A)(x1). The units offered in



HGGS were part of an investment scheme that left the investors other than the managing -
venturer wholly without control and totally dependent on the managerial efforts of the

managing venturer to realize a return on their investments.

. The investments offered to AR1 in HS Well by Dunwell and Preston are securities pursuant

to Ark. Code Ann. § 23-42-102(15)(A)(xvi) as a certificate of interest or participation in an

oil or gas lease or in payments out of production under such a lease. Holders of such interests

. are entitled to payments out of production of oil or.gas on land covered by such leases. Units

in this joint ventufe were comprised of working interests and corresponding net revenue
interests in an oil and gas well drilling project in particular oil and gas leases in the Hull
Qi}ﬁeld in Liberty County, Texas. |
The‘ fécts set out above inv‘ﬂ'ﬂ l.a, l.c- l.eand 1.k - 1.t show that Dunwell offered these
unregistered sécuriﬁes 'to ARI1 in violation of. .Ark’. Code Ann. § é3;42-5 01 by soliciting an
;)ffer to buy these éccurities in its unsolicited email to AR1 dated May 16, 2012.

The facts set cut abovq in ] L.b, and 1.f - 1.t show thét Preston offered these unregistered
securities to AR1 in violation of Ark. Cc;de Ann. §' 23-42-501 by soliciting an offer ;[o bu);
these éecurities in its uﬁsolicited eméils fo ARI1 dated August 13, 2012, and November 30,
2012. Preston further offered.t};ese securities by the activities of the individual who identified
herself as Brandi Steitle in her email to AR1 dated December 4, 2012, in her telephone call to
ARI1 ori December 5, 20‘12, and in her subsequent emaill'to AR1 on Decembér 5,2012, to
which was att‘ach‘ed offeripg documents for both securities.

The seriousness of the \;iolations described above should 'not be taken lightly, as Viola;tions of
Ark. Code Ann. § 243;42;501 can lead to severe personal financial loss. |

Whenever upon sufficient grounds or evidence satisfactory to the Commissioner it appears to



the Commissicner that any person has engaged or is about to engage in any act or practice
constituting a violation of the Act or any rule or order issued pursuant to the Act, the
Commissioner may summarily order the person to cease and desist from the act or practice.
Ark. Code Ann. § 23-42-209. The respondents have engaged in conduct that viplates the Act.
Based upon the seripusness of the violations, the opportunity for future violations, the degree
of harm that could be caused to investors resulting from the Violatiqns, and the 4remed’ial
function io be served by the Cease and Desist Order, this Cease and Desist Order is in the
public interest and appropriate.

8. The Commissioner is erﬁpowered by Ark. Code Ann. § 23-42-205(a) to inake any public or
private investigations withi n' or outside of Arkansas which he deems necessary to determine
whether- any :person h‘as‘violate.d or i; about to violate any provision of the ’Act or any rulé or
order iss;led ér premulgated under the Act or to aici in the eﬁforcement of the’Act. Based on
‘;}’16 representations made by tﬁe Staff in its pleadings, it is appropriate that fhe Staff continue
its in\-'estigation into Dunwell and Preston to determine‘if other violati;)ns of the Act aﬁd

Rules of the Arkansas Securities Commissioner {Rules) have occurred.
ORDER

IT IS THEREFORE ORDERED that Dunwell Corporation and Preston Energy, Inc., CEASE
{\ND DESIST from any _further actionslinA Arkansas in connectipn with offering and selling
securities until such time as any securities' offered or sold are properly registered, shown to be
exempt from regisﬁ‘a‘rion pursuant to the Act or are shown to be cqvered securities under federal
law.

The Staff _of the Arkansas Securities Department shall continue its investigat@on into Dunwell

Corporation and Preston Energy, Inc., to determine what, if any, other violations of the Act or



Rules have occurred. This investigation should include the total amount and type of securities
offered and sold by or through the-agency of any of the Respondenfs cr any associated or
affiliated entities or persons as yét unknown, the methods vsed and representations made in
connection with the offer and sale of securities and the disposition of any funds invested.

A hearing on this Order shall be held if requested by any Respendent in writing Within thirty
days of the date of the entry of this Order, or if otherwise ordered by the Commissioner. Such
request should be addressed to the Commissioner and submitted to the following address:

Arkansas Securities Commissioner

201 East Markham, Suite 300

Little Rock, Arkansas 72201

If no hearing is requested and none is ordered by the Commissioner, this Order will re_mai'n in
e:ffect until it is modified or vacated by the Commissioner. Ark. Code Ann. §23-42—20.§(2;)(2)(B).

IT IS SO ORDERED. | |

A oA Botins

A. Heath Abshure
Arkansas Securities Commissioner -
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