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The question of regulp.tin6 the sgle of interests 

in oil or gas rlehts is of co~par9tlve recent oricln and 

-oresents many new And interesting problems. Thet t1:ere pre 

such problems is evidenced by the f'aet tr..etof t r.e 47 stt'-\tes 

wtich have enacted legislation to regulate tr'€ asLe of 

securities, only 8, in defining tee types of securities cov-
ered by the respective statutes, heve fpiled to mention 011 

and gal leases or interests. Thus, et the present tl~e, 

there ere ~9 states definitely declarine such interests to 

be securities. 

The rapid end spectacular develooment of tre 011 

industry has had the tendency to center the interest of t r.e 

Investing public upon the profit possibilities of 011 invest-
ments. As a result, in the pest few years t~ere taa been a 

marked increase in the number of persona de81ing nnd inveatlnc 

in thIs type of securIty. For e.xa.ep le, It Is estLuflted trst 

during the past fiscal year oil royaltlee and kindred securities 

valued at approximately ~20,OOO,OOO were offered for 381e in 

interstate commerce. It 1s thus epparer.t tcot trf~s8ctio~s 

in such securities ere no longer, 9S in tr.e DO!t, confined 

to localized areas adjacent to 011 production,tut have spr~~d 

over the seversl states and, In many instances, ere beyond 

the effective control of local regulQtlon~ Therefore, the 

Securities Act of 1933 end the Genersl Rules and Hegul~tions 

promulgated thereunder are of primary importance in the 
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regulation of suc~ transactions. By this I do not wish 

to infer that the Becurities Act 1s 1n dero~ation of eny 

stete Blue Sky Law. To the contrp.ry, the SecurIties 'ct 15 

complementary to such stete stBtutes. In fect, ~n intention 

to that effect is expressly esserted 1n Section l~ of tL€ 

Aot. Bee suae of this intimete and direct r-e La t Lonsr t c bE-

tween these lSW8 end their mutual object1 ve s, 1t woul<l 8:-' :,€,pr 

that e dIscussion of the spp Lf ca tlon of t l.e t Les ~---ecuT'i l'l~t 

and the action which the Securities F.nd Exchenf€ Comxlssion 

has taken under its authority in conneotion witt sucr. m~tters 

Is in order before this oonvention. 

The express purpose of the ~ecuritie8 fct of 193~ 

Is to provide 8 full end fair disclosure of the cherActer of 

securities sold 1n 1nterstvte and foreign commerce and throuLh 

the mails and to prevent frauds 1n the sele thereof. However, 

it should be noted that, unlIke some of the stete Blue ~ky 

Laws, the Securit1es and Exohange CommIssIon, wticL 15 the 

agency charged with the administration and enforcement of this 

Act, may not pass upon the merits of, or give p~orovpl to, 

eny security. Therefore, to ae con.p Lf ah its pur-oose , ,,~ectionb 

of the Act requires that every issue of securities, witt the 

exception of those exempted by ref;8on of Sections 3(8) ~nd 4, 

to be offered for s91e to the public throu.;h the melle or by 

any means or instruments of trsnaportetlon or co~munlcetion 

in interstate commerce, must first be registered with the 

Securities and Exchange Com~lssion. Such registration 1s 

http:contrp.ry
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acoomplished by filing with the Commission 9 reglstrp.tion
ste.temen1iwhich contains, in condensed and sum.uar-Lz ed form,
certain factual dete. and pertinent information neCeS8&rJ' for
a full disolosure of the character of securities to be offered.

In addition to the ex.emptions orovidad by tbe atptutE-
itself, the Commission hea, pursuant to the authority ~r~nted
it by 2ection 3(b) of the lct, adopted rules end regulatlonR
whereb,., beceuse of the small amount involved or limited chsr-
Qatar of the public offering, certein classes of securttiee
are exempted from the registration provisions of the {Jetupon
compli~ce with certein specified conditions. 2uoh exem~tions
are, however, limited by e provision that no issue of securi-
ties ehall be so exempted where the aggreg~te Rmount of the
public offering exceeds tlOO,OOO. InEsrr.ucbBe the mejority
of issues involving oil or gas rights ere less then '~lOO,D00,
I shall devote my remarks primflrily to tbe R.ules end F:egulations
adopted by the Commission which are e.;>plicableto such Interes t s,

Offerings of interests of the type under discussion
may be grouped in three general clessifications; n~reely, (1)
fractional undivided Interests in oil or ges ribhts (wtich
include oil royalties); (2) oertificates of interest in ~
trust or uninoorporated assoc19tion, the Bssets of which
primarily consist of oil or gas leasehold interests or rights
or fractional undivided interests in oil or eag rlzhts; ~nd
(3) 8ss1gnment8 of subdivided portions of 011 And gas le~8es.
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As originally enacted, the Securities ret did 

not specifically define deeded oil r0ysltleso ~s c- rt~llt, 

there were many who questioned whether it wes t~~ ir.tentlon 

of Congress at the time of the enactment of the St~t~te to 

include oil royalties within its 8COp~. This contention 

was made regerdless of the f8Ct that the courts in xos t ,~u1"'ls-

dictions hed upbeld the clesslrlcatton of such interests as ~ 

security. In 1934, however, Congress, to dl~pel pny doubt, 

emended the Act by specifically defining tleny fr~cttonrl un-
divided interest In oil, gss, or other r.iinerFlri::.,rts!l r':,: F: 

security. Since the effective date of that amend~entJ there 

can be no doubt that this type of inter~st in oil or gas 

rights, if ofrered through tbe meile or by any meADS or ~n-
etruments of transportetion or communlcetion in inter~tp.t€ 

commerce, ie eubject to the Act. Therefore, ever-r oer-e on of-
fering to sell royalty interests, with tre exceot t on of cer-
tain expressly exempted tr8ns8.ctlone, must e1 t her- T€i;ister 

the offered securl ties ith the or obt> in nn.. COHun.1ssior.
exemption from registration by reason of co,'plhmce \vi th 

Regulation B. This is the Regulation under which most issues 

of oil royalties ere offered. It prescribes the terms r-nd 

condi tions to be fulfilled 1n order to obt~'_inen f'-xe,H:,tion 

from registration for trection&l undivided interests in oil 

or gss rights as defined in Pule 300 thereof. In substNnce, 

this Fcgulation provides en exemption from registrntlon for 

landowners' royalty interests, overriding rOjalt, interests, 
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described therein r..t1f.t been 801e., 01 he I:'&) u!:\,..t.rttJ,-::eto

amend the offerir*--; sbe et to cur-e tr.e L,el'ucts ci.t ec, &f-

grounds for the suspension. If wi tl1G.rDiin, tr'.t;; offerinr

steet is, or course, de~me~ never to have becoDe ef:ec-
tl ve j 1f amendec, 11e1thor the off!lrin;: sr.ee t nor tLe

amendment becomes effective for an~' 1:'Ul'[-CS0 wl.etever

until the Conrr:dsBlon 80 orders nne. (ives notice to tl at

effect.
In ad.C:lt1on, the her:1..l1a.tlc!1 pr ov Lde s th&t

tho purcLasar is en t t t Le c; to demanc, nne receive ss t t s-

factory evidence of title to the interest PUI>C~ a seu ,

and it 1s oblilIQtory upon ti~e person makf n; tl~e sale

to deliver to the purchaser such sa.tisfaetcr;y ev t ccnce

ot title prior to the makinr of an~. contract of ss.Le

with and prior to the payment of any part of the ccn-
slaeration by the pur-ens aer-, There ls, however, no ri£ld

requlrement as to the character or type 01' evic.c:-:.ceof

title which must be submitted.
One of tIle rnost dl.fficul t prcbltu,s in re(uln til1£

oil rO~Rlty transactions hae arls0n in connectlcn with
the use of ontlm&1tions or r-ecover-ac Le c,il whicl., in too

many instances, have crossly eXBC""era tee:" tloc amount of

011 lIDd.er1y1nr:tbe tract and in othcr- r-e spec t s have teen

entirely unreasonable. In atte:r.:ptlnt to solve tLia

particular problem, the Cozr.=:1ss1orL hi) s, uncer- Le~"Ulatlon

-
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B, provided th&t an est1FAtion of recov~ratl~ 011 or 

e-QS mayor lnB.y not be LncLucoc in en Cf(l;ll'ir.<: sr.ee t 

B. t tbe ol')tlon of tlle per-son rlt..kin:~t!lG .L'ilin,~. Ii' .. 

nowever , sue}, est1matic:1 of t.r;e azncunt of 011 or :-::u.s 

recoverable from. a specific tract or fror;; tUl'j ot l.er-

tract for comparative pur-poaes 1s used in connec t t on 

with an offer to sell any interest for wl.Lcr. e.n exer.pt.Lon 

1s souf'bt under that RerulAticn, 1t nms t c e LncLuc.ed in 

and furnished as a pDrt or the offoI"1n,~~~:;ect. OtLer.:lset 

the exemption provided is not availa.ble. Th2 USE' of 

mls1eadln€ estimations of recoverable oil ie a practice 

which can not be condoned. ReI111zin,£_" t::-,is .. the COIi,-

mission r..as accUll';ulated conaiaerable data on various 011 

properties for the purpose of' determlninz whether any 

eetlzrotlon filed ie incomplete, inaccurate, cr lnisleau.-

inc_ If 1t 1s found deficient in c.n-:t of t.Le ae re3:t:ects, 

the proper fiction -- to suspend the effectlvcneB~ of tl'J.e 

f1ling -- is i.mll:~<iiQtely taken. The effect of tl is (it:.le 

is self ..evldent. Any estimation wll1cl_ r.c e t s tl_e s t.ancar-cs 

indirectly fixed by the Rule and. ..ll-.d.c;~~::B'Y be It'iwfull y 

used must be reasonable as adjudced bj. or-tr.o cox en;'ineer-

In~ methods. 

It is my understrlnc"inr t:: a t nca.e atht0 cL;:",;.lr.sh..ns 

require that before an ls3uc of pr-ocuc l.n -: oil interests 

may be qualif'16c for ssle l;~' t~Jeri t;J(i.t or: <. stl;"c ticn of 

the amount of 011 recoverable fror:~ tl.~c rro]:icI'tier, involved 
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be filed ana paesed. upon. In tLit'l connec t Lon, '!':JD.y 

I 8ufcest that the f:ecuriti (;5 cnc, Lxcl.ar.; e cc. (;.1ssion 

can be of L.B.terlal assistance in st~Pf;lyin<. to t l.e state 

oOl:1lr.istlionsinfon:mtlon ccncernin; a creat marry oil 

properties anc particularly tt.ose Locate~ in t.r,e : iel-

Continent ar-ea , Altbouch I speak 01.1:,: for .c.yself, and 

the views which I express s r-e not necee sar-t.Ly t.l.ose of 

tbe ComIlllss1on, I feel qui to certain tr<~ t , upon request. 

the Securities and Lxchan[.6 Cor.~iseion will c1a~ly 

furnish any sta.te afency such data as it llJ!lJ' have avail-
able. 

In refUlati1l& tbe sale of Lnt.er-ee t s in ~~Lutare 

conm:only t.erruec 011 rOyEtlty trusts, tile com..rd.sslon Las, 

throuel1 the adoption of Re~'ulBtion B-T, sou.:~ht, in so 

far as possible unc.ez-the law, to elloinate tLe principa.l 

defects anc objectionable features so core-on in MA.ny of 

the indentures under wt~icb tbe'''1ntcrests ar-c off'erc(u 

These inlientures renerally vest in the trustee broad 

discretioDar)T powers, particularly in rezar~ to thG 3&le, 

8ubstl tutlon, anc encumbrance of the unuarlJ ir.£. properth~s, 

and, as a rule, fail to restrict in any .t:.Anrlor tLe f}cqulsi-

tlon of the properties fro:r:, or otr.er- tr1i~.se.ctlQns between, 

the sponsor anc, the trustee. he a r-esu.L t , i:;arl~'or t.he 

assets of an 011 royalty trust ere acqui r-ec b~' the trustee 

http:Lxcl.ar.;
http:com..rd
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from the sponsor at prices fer in ex.cess of tLe cost 

price to U.s sponsor. In add t len, t r.e t r-rs t ee 1s very 

often directly or Indll'ectl~l controlle(: b~. t l.e S.l)c::.sor 

or mane-r.er of the trust. 1'hus it Is tl:&.t t r.e COL-a:-:1ssion 

P.8.S set up certain minimum etanaarC spocificutions for 

trust Lndenbur-e s in those cases wr,ere an exeinpt Lon from 

the re[istrntion provisions of the I.ct 1s BOUe).t uncen 

Rerule.tion B-T. 'l'hieRe["ulatlon is applicable to CE:r-

tlflcates of interest or J~rticlpatlon in trusts or 

unincorporated associations, s substantial portion of 

the assets of wLlcr. consist of 011 or ras leasehold 

interests or rights, or fractlonE\l unCivlQec interests 

in oil or raG rirhts, where the 8.t.:>--rerate or rer-in> price 

to the public of such certificates Qoes not excee~ 

~lOO,OCO. The exe~ption from reeistrntion provined by 

tt.is Reeulatlon is available only upon fulf'ilment of the 

conditions set forth tberein and, as in f\erulatlon E, 

specifies the mi~~ of information w~lch :met be in-
cluded in the prospectus used in oonnection>\'lth the s&.le 

of' securltloa. To obtain SUCll an exemption, three copies 

of the trust indenture, tocetLer wttL tr~re(: ni;'neG. 001";105 

ot the prospectus deacribil1£' the securities to be offered., 

must be filed with the Conanis~ion prior- to tl:eir usc, 

and a copy of tt.e prospectus. as 1'11ec., r:ust ce celiverea 
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to the pur-cr.aaer- at tbe tilli.t1 of t1.e Ln;tial c i r'e r- to 

sell any 1nt\rest for whlcL an eXGmption is SCuLht unuer 

the f..e£ula t1on. 

trust indenture ~r,U$t, tll:'1011.C'other ti.in,'s, IJl'o\'i2.e t;-,nt 

1t may be modified or amended only wi th tlie wr! t ten con-

sent of the persons o\lnin? not 1e88 tr:Ull the ..ajorl ty of 

tr~e outstanain( cert1ficates. LIkewise, Lhe coneerrt of 

the w.ajorit:i of the certificate holders must , subjeo t to 

certain exceptions, be obtained before ~ny sale, iisait:n-

mant, transfer, COnVejfUlCe, mortga[e, or &lienation of 

the underlyiI1£ securities :i.ay be effected. 

If the trust indenture proviues :for the 

reden~t1on of any of the certificates of Interc2t, it 

must further provide that ell certificates outst~_~il~ 

at the t Lme of each reder.ption shall be re-:.ec;:t.tl 

proportlonatelJ_ Trl1e requlr~ment preclu~es rc~e~,tion 

by lot. Althou£h redemption by lot 1s freq~e~tly 

applied, it 1s wholly ina:tJl)rOpriate for tLe reL.cl:!Ftion 

or certificates in a t~uBt, the assets of wt~ch fre of 

a depletinc nature. Redemption by lot, at best, is a 

rnatter of chance. F'Urtr,eI'I:iCr~, an eX8.m1,!lf;. t Lon cr u 

great tlany trusts whose &asets are ;Jrlmarily oil 
, .royalties bE; s indica ted an additional eLez.errt O~. .l~lirc.-

sh1p upon the certificate ho Lcer-s createc3. bJ.' r-oucr.pt.Lon 

by lot. In many insta.nces, it hEa res'i.l1tec in certain 
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certificate holders recelvll':t; back t::ei:' orlL'1nsl i:west-

ment plus a stipuls.tel1 profit while otr.er-s ~11 t:_e aa.re 

venture receive only a sr~:Rll fractional [-.ortiC!: of tLeir 

investment. 

Trustees I tees nne. otr.e r cL<:.rz~es to fi':uciarles 

and sponsors of the tru~t are l~lted to 7}~ or the cross 

earninr:s to the trust for any conaec at ; ve 12"L:ontlJ. porioG., 

and eacr, fieuclary must to sUbject to t he 3l.pc.rYls.1ou of 

some federal, state, or territol'l[;.l bcn:.cln;-: CGFLdl~slon. 

'!'be a;.;pointment of a t ru ecae subject to i:ovor'r.l1G6tltal 

supervision tends, in some decree, to place tbe assets 

of the trust in the hands or an ll:1partial anc .:.ls1nterested 

party who 1s not so likely to be 5Utject to the ~omlnation 

and c entrol of the sponaor- or m&nllfer of tne (:;r";st , 

The ottering price of any certificato of L:..terest 

1s lir..li ted to the cost price of the unc.erlyin,' sec,lri t~ies 

to the trust, and the rn&ke-up of each unl.erl:i"ir...[' 

security acqulrec by the trust from the s,por..sor tr.er-scr 

18 lir.1ted to 30~ over either the lcwest h.ctu&.l cost of 

such security to any sponsor or t~c market v~luc at tl~ 

time of its deposit Ln tl:e trust, wLlcl,ever 1~ lower. 

Hegulatlon B-T ia s:i..o11ar to :.cfulLtion :.~in 

tlult if it is found that the prospectus filcc:. Ls tri-

co~:plete or 1n&ccurate in any material rce;,ect, or 
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lIlcluc.Le~ s.ny unt rue statE.y.1cr.t of & 1."* t,t ric_l fr..et, or 

omits to state any ~~ter1~1 fuet neecs~~rJ in or~cr to 

make the eta te~ents therein cont.a ine..: Lot r-llslefi.J:ln" or 

rails to comply wit!. any of tLe reCiulrcr:l~.mts of ;\cl,uluticn 

D-T. the CotmJ.lsslon way, wi thin 10 dfr~[; after tLe Gute 

upon which the prospectus was fi1eu, enter an or6~"r 

tell1pora.rlly suspenc.1nr tbe effecti venee s of the f'i11r.r 

of such prospectus, pencf.nr &. i'inal heLrlr~cr th:::i"cc,;-,. If 

the et"fectlvOl'16SS of the prospectus is susi',en~eJ., tl:e 

person makiIv: the tiline r.1S.yr-eque s t t l.e wi tl:w-'cJi&l of 

tt.e pr-oapectus , or he IlUl"j' under-tuke to 0.:,,6n<2 t!18 prospectus 

to cure the C:efects clteu as CrcuuG.8 fer tLe 8'"J.spe~sion. 

bs I have Ind1cate~, most io~ue8 of intcrcSv8 

1n 011 or rns rl~hts subject to t11e jU!'isuietlon of tbe 

Securltlea and Exchn~e CO~d8sion aro cffere~ un~er one 

of those c.xertlptinc recul~;ticns W'r:icr.., 1n ac cor-dnnc e wIth 

tr-J.u e~'prosfJod pUrpO!!6S of the r:.ecuri tic S :_0t I ar-e (,.ooi ..~n0u 

to req"J.lre E"~ full clsclosure; of the charuoto:l:' of secu-

rities offered and thus provILe a mGxl~~ of protectioll 

1:01' the 1nveatins public. Lowev cr , expcr-t cnce LaB S:lown 

tl"'..a t not only has trlG public bonefi tte:: ::::; co::-;:-l::.rHlco 

with these macs~reg but trAt 011 royalty uoalor~ in 

general arc enjoyinr Lmpr-ovod U'.l8ir..cs~ ":':'uoto 0:1(;; en-

forced elimination of man: un sc r-upu Lous cor:I'Gtitc.::'f\. :~11 
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o~ the unscrupulous Imve net, Lowcvrr, !')e'311 eli::ha:.ted, 

and th.ere are still tl:oso tH".lf'a.::ec in t:~e sul~ of 011 Ane. 

gas interests whose purpc~e appea.rs to Le evasion rl\thcr 

than cor"lp11&ncewith the law. 'i'hia attitude has :resulted 

in the ac.opt1on of wany p1&ns of IH'Or.;otion wl:ich, ~\r!or 

to the enactment of the Secnrltie{'l Act, were not t!l 

reneral usa.ge. Perhaps the one moat cOr.ll:lonly cmr1loyed 

at the pr-eaerrt tiMe by those wJ:o nttem:,t. to c t r-cumverrt 

the Act is the transfer by a8~1~nnent of interests in 

an 011 and. r;as lease covering specl!'iClal1y (:esc~tbe('l. 

tracts of land. It Ie, of course, the contention of 

those promoters dellllnt. in th:t!;! t:pe of interuft that, 

uncez- this fr.ethod of operation, B security 1s not 

involved. 

In general, such !lroL1otlonR Lnvo'l, ve the 

acquisition by the promoter or an 011 and [ns lanee 

coverlI1[' several hundred acres of land in "wl1dcntll 

territory which mayor may not be possibly 011 or cas 

benr~:. Subdivided portion~ of tLe leAse~ol~ cov0rin~ 

epeci:flc tracts in this najor block are tLen o.f.L'eredto» 

sale to the public at prices rreatl-y in excesr of tl'e 

cost to the promoter. The mer-e nse1tlU'16nt of e';ch 

leaseholds in the In8jor1tj' of 1nsto:nc6S ha s no attractive 

sales possibility snc so, to overco~e salos re5~8t&nCe, 

the promoter must perforce ue e ae.Le e 1i t er ct ur e o{' suet .. 

nature (!.s w111 distract tLc prospective pur-e: G 5e1' t s 
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attention from the le~se itself tc tt.e entire progra~,
part1cularly the drilllr~. activities of tl:e pron.ct er ,

I.", an indl,lCel:ient to th(; prospect1 ve pur-et.a scz-s , various

promises and representations are zrLde, Theee, ~d.'\ y ou

know, rf;.n£:8 from tt..e ac.ro1t1;'-worce:G. lIr.rlics.ticr. tr.:t

an investm.ent in tl:e enterprise. will r etur-n a 2[,0("

profit to tbe promise that the eil unc.erl~r~r::.r t.l e tr~ct

bas L1edlein111properties wL1el, will cure Rl1 111e.

It 18 true tt~t such trans~etionu conn1st,
in part. of Ii COnV6)Y£4nceof tl tIe to an 011 an,1 [£is

leaB~ COVel"tI1l.': a certain tract or land and that the

purchaser La vested with title to the 110rtlcn conveyed

and 1s at liborty to develop or t~rket the portion
ass1Gned 4t h1e i?ll~. If tl:ee8 were the onl~.' elenonts

to be considered, the term "security" would, in my
opinion, have no a.pplication. 0tLer rnctor~, l:oNever,
:l1Uetbe. con.sidered. As indicated, the pror.1c-csr, by

collateral agreement or otherwIse, unGert~ke~ to drtll
a w611 on the major block for the purpose of p1"ovi~:.
the 011 bear1nz potentialities of the ent~re tract and,
in this manner, assure profit tor all who invest in the
venturth He thus const! tutes hllt'self aa one to conduct an

enterprise calculated to r-edound to the :r.ut~,ul1:eneflt and

~
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protit ot all who purchase lea888 1n the 8urround1n~ acre~ge 

controlled bJ him. Se also often bInds himself to sid in 

the realization ot profit by participants by promises to 

aske an attempt in good taith to market the interests of 

purohasers who desire to le11. It 1s hardly probably that 

the individual purchaser of an oil and ges le8se on 8 smell 

trpct inveat. his money with the vi.w in mind of realizing 

protit trom hi. own etforts. This probability is further 

weakened b7 the tact that the investor, in the majority of 

CAse., 1s not at liberty to choose the particular interest 

to be acquired but must depend upon the issuer to select 

it tor him. In thta manner, the issuer dominates and controls 

the venture and 1n his bands rest the fortunes of the in-
vestors. The apparent purpose of luch offerings is to pro-
vide capital to be employed 1n a highly speculetive enter-
pri.e, to distribute the burden ot financing 88 widely 88 

possible, and to provide 8 chance for investors to re&11ze 

va.t profits in event the enterprise meets with success. 

The auee •• s or failure ot the project 18 largely 8 Metter 

within the control of the promoter, and if the promoter 

should r.il to drill and develop the property, it 1s doubtful 

that indiVidual participants would be capable of realizing 

aD7thing trom the venture. It is my opinion that such re-
tention of oontrol In the promoter prevents classification 

ot auch transactions a. an ordinary form of bargain end 8~le 
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and clothe. the promoter with the power to oontrol the 

realization of profits. The investor can not be considered 

to be entirely interested in the purchAse or acquisItion 

of en oil and gas leas8 to be individually exploited and, 

in the great .ajority of suoh promotions, the conditions 

of the transfer preclude such an interpretation. RAther, 

the plan is de.igned to attract capital of private investors 

who are induced to participate in anticipation of profit to 

be .ecured through .mplo~nt of the capitel 80 obtained by 

the promoter for the benelit of e.ch. 

In addition, Congress, in enacting this legislation, 

eVidently intended to Include all interstate transactions 

which .ere the legitimate sUbject of ita regulation of the 

aale of .ecuritie. and, in view of ita purpose, the terms 

"Investment contract" and "certificates ot interest or par-
ticipation in any profit-sharing agreement" as used in the 

Act in defining a "security" oan not be construed narrowly. 

Such has been the uniform holding of the courts that heve 

con.trued the Aot, and I think it i8 a180 wortby of note 

that similar contracts of w1dell vary1ng content have been 

held under many of the stat. Blue Sk7 Law. to be securities. 

Proo.eding on the theory that the promotions of 

the type under disous.ion Inyolve the sale of 9 securIty 

within the meaning of the Act, the Commission hAS, on three 

dift.rent occa.iona, sought to enjoin tbe sale of leasehold 
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interests because of the failure ot the issuers to co~ply 

with the pro.isions of the Securities Act and, in each in-
stanc., it ha. been succ.sstul In obtaining a consent decree. 

Th .... aur •• adopted by the Securities end Exchange 

Oomm1 ••1on to regulate the ssle of oil ond g8S Interests 1n 

int.rstat. commerce pursuant to the power Tested in it by 

the Securitle. Act Ire, in ., oplnion, .ound, and the ex-
peri.nce of the past •••• ral years has .hown that they are 

practical and fair. The Act imposes certain oivil liabilities 

and elso provide. for punishment by tine or imprisonment, or 

both, tor violation. or Its provislons. Aggressive enforce-
ment under the •• provisions has done much to eliminate the 

more objectionable el•• ents 1n the oil royalty buslness and 

bas, I think, strengthened the better points. However, care-
ful admini.tration and aggressive enforcement must oontinue 

it the announced objeotive. are to be attained and, In thIs 

respect the cooperation of the var10us state agencies wl11 be 

ot ..terial assIstance In making a success of the program it 

those cas •• involving non-resident vlo1etora aga1nst whom, 

a•• practical aatter, it might be difficult for the state to 

enforce the penal provl.ions of Ita statute are referred to 

the Securitl •• and Exohange Commission. I assure you that 

tull consideration and cooperation wIll be extended by the 

CoD8d811oD In .uoh matters. 


