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THE REGULATION OF SECURITIES IN OKLAHOMA

CHAPTER I  

INTRODUCTION

The s i z e  and im p o r ta n c e  o f  t h e  s e c u r i t i e s  i n d u s t r y  

i n  t h e  U n ited  S t a t e s  h a s  i n c r e a s e d  r a p i d l y  i n  r e c e n t  y e a r s  

t o  p a r a l l e l  t h e  grow th o f  t h e  Am erican economy. F in a n c in g  

b u s in e s s  e n t e r p r i s e  th ro u g h  th e  s a l e  o f  s e c u r i t i e s  h as  

become i n c r e a s i n g l y  p o p u la r  w i th  c o r p o r a t i o n s  o f  a l l  ty p e s  

and s i z e s .  Ownership o f  t h e s e  s e c u r i t i e s  now em brace i n 

c r e a s i n g l y  l a r g e r  and more d i v e r s e  segm ents  o f  t h e  g e n e r a l  

p u b l i c .

S e c u r i t i e s  s a l e s  on t h e  o r g a n iz e d  ex changes  i n  th e  

U n ited  S t a t e s  d u r in g  1964 had  a t o t a l  m ark e t  v a lu e  o f  

$ 7 5 ,3 2 8 ,0 0 0 ,0 0 0 ,^  S to ck  s a l e s  t o t a l i n g  $ 7 2 ,1 4 7 ,0 0 0 ,0 0 0  

and r e p r e s e n t e d  by 2 ,0 4 5 ,0 0 0 ,0 0 0  s h a r e s  a c c o u n te d  f o r  95 

p e r  c e n t  o f  t h e  t o t a l .  Bonds w i th  a p a r  v a lu e  o f

^S t a t i s t i c a l  A b s t r a c t  o f  t h e  U n ite d  S t a t e s ,  1965 , 
U ,S , D epartm ent o f  Commerce, Bureau o f  t h e  C en su s ,  U ,S , 
Government P r i n t i n g  O f f i c e ,  W ash ing ton , D ,C . ,  p ,  471.

2
The y e a r s  in c lu d e d  were s e l e c t e d  b e c a u se  th e y  were 

t y p i c a l .  The a n n u a l  d o l l a r  amounts i i d i c a t e  t h e  economic 
s i g n i f i c a n c e  o f  th e  s e c u r i t i e s  i n d u s t r y .
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$ 2 ,8 8 2 ,0 0 0 ,0 0 0  and a m ark e t  v a lu e  o f  $ 2 ,6 4 1 ,0 0 0 ,0 0 0  a c 

co u n ted  f o r  t h r e e  p e r  c e n t  o f  th e  t o t a l .  A l l  o t h e r  

t r a n s a c t i o n s  made up th e  b a la n c e  o f  tw o  p e r  c e n t .  The 

1964 s a l e s  were an i n c r e a s e  o f  40 p e r  c e n t  o v e r  t h e  1959 

s a l e s  o f  $53 ,8 77 ,000  ,0 0 0 .  S a le s  am oun tihg ;; to  $22,840 ,000 ,000 

i n  1950 r e v e a l  a 136 p e r  c e n t  i n c r e a s e  be tw een  1950 and 

1959. These f i g u r e s  r e p r e s e n t  o n ly  th e  s e c o n d a ry  m a rk e ts  

where o u t s t a n d i n g  o b l i g a t i o n s  a r e  s o l d .  I t  s h o u ld  be f u r 

t h e r  n o te d  t h a t  t h e s e  t o t a l s  do n o t  r e f l e c t  t r a n s a c t i o n s  

which o c c u r r e d  o u t s i d e  o f  t h e  o r g a n iz e d  e x c h a n g e s .  A l l  o f  

th e s e  t r a n s a c t i o n s  f a l l  i n t o  th e  c a te g o r y  o f  o v e r - t h e -  

c o u n t e r ,  and w h i le  no r e c o r d  o f  t r a n s a c t i o n s  i s  k e p t ,  i t  i s  

g e n e r a l l y  a g re e d  t h a t  t h i s  m ark e t  does a b i g g e r  b u s in e s s  

th a n  do t h e  o r g a n iz e d  e x c h a n g e s .

New i s s u e s  o f  s e c u r i t i e s  i n  1964 am ounted t o  

$ 3 6 ,6 2 8 ,0 0 0 ,0 0 0 .^  Bonds, d e b e n t u r e s ,  and n o te s  i n  th e  

amount o f  $ 3 3 ,5 3 7 ,0 0 0 ,0 0 0  co m p rised  91 p e r  c e n t  o f  th e  

t o t a l .  P r e f e r r e d  s to c k  made up one p e r  c e n t  o f  t h e  t o t a l  

w i th  $ 4 1 2 ,0 0 0 ,0 0 0 ,  and common s to c k  w i th  $ 2 ,6 7 9 ,0 0 0 ,0 0 0  

ac c o u n te d  f o r  th e  r e m a in in g  e i g h t  p e r  c e n t .  The 1960 t o t a l  

o f  $ 2 7 ,5 4 1 ,0 0 0 ,0 0 0  r e v e a l s  an i n c r e a s e  o f  33 p e r  c e n t  f o r  

th e  p e r io d  1960-1964 . W ith new i s s u e s  o f  $ 2 6 ,7 7 2 ,0 0 0 ,0 0 0  

i n  1965, t h i s  p e r io d  showed an i n c r e a s e  o f  28 .65  p e r  c e n t .

The l a r g e s t  i n c r e a s e  came be tw een  1940 , when $ 6 ,6 5 4 ,0 0 0 ,0 0 0

p. 471.
^S t a t i s t i c a l  A b s t r a c t  o f  t h e  U n i te d  S t a t e s ,  196 5 ,
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was m a rk e te d ,  and 1950 , when $ 1 9 ,8 9 3 ,0 0 0 ,0 0 0  was p la c e d  on 

th e  m a rk e t .  T h is  i s  a  t e n - y e a r  i n c r e a s e  o f  203,06  p e r  

c e n t .  These f i g u r e s  r e p r e s e n t  t h e  i s s u a n c e  o f  new s e c u r i 

t i e s ;  s a l e s  o f  o u t s t a n d i n g  s e c u r i t i e s  a r e  n o t  i n c l u d e d .

In  a d d i t i o n  t o  h a v in g  know ledge a b o u t  th e  amount 

o f  s e c u r i t i e s  o f f e r e d  f o r  s a l e ,  i n f o r m a t i o n  i s  a l s o  a v a i l 

a b le  r e g a r d i n g  th e  number o f  p e o p le  who own t h e s e  s h a r e s .  

I n  1959, t h e r e  were 1 2 ,4 9 0 ,0 0 0  s h a r e h o l d e r s  i n  t h e  U n i te d  

S t a t e s . ^  D uring  1962 t h e r e  w ere 1 7 ,0 1 0 ,0 0 0  s h a r e h o l d e r s ,  

an i n c r e a s e  o f  36 .19  p e r  c e n t  d u r in g  t h e  t h r e e - y e a r  p e r i o d ,  

T h is  i n c r e a s e ,  h o w ever ,  was n o t  a s  g r e a t  a s  th e  44 .73  

p e r  c e n t  i n c r e a s e  from  8 ,6 3 0 ,0 0 0  s h a r e h o l d e r s  d u r in g  1956.

The ag es  o f  t h e  1 7 ,0 1 0 ,0 0 0  s h a r e h o l d e r s  d u r in g  

1962 r e v e a l  t h a t  2 .65  p e r  c e n t  w ere u n d e r  21 y e a r s  o f  a g e ,  

14 .05  p e r  c e n t  were be tw een  21 and 34 y e a r s  o f  a g e ,  20 .74  

p e r  c e n t  w ere be tw een  35 and 44 y e a r s  o f  a g e ,  2 6 .57  p e r  

c e n t  were betw een  45 and 54 y e a r s  o f  a g e ,  1 8 .8 2  p e r  c e n t  

were be tw een  55 and 64 y e a r s  o f  a g e ,  and t h e  r e s t  o f  them , 

1 8 .1  p e r  c e n t ,  were o v e r  65 y e a r s  o f  a g e .  T h is  r e c o r d  

shows t h a t  no one age group i s  r e a l l y  dom inan t o v e r  any 

o t h e r  i n  th e  o w n ersh ip  o f  s h a r e s .

A co m p ariso n  o f  income and t h e  o w n ersh ip  o f  s h a r e s  

shows v e ry  s i m i l a r  r e s u l t s .  From t h i s  group o f  1 7 ,0 1 0 ,0 0 0  

s h a r e h o l d e r s , 5 .9  p e r  c e n t  had  an  a n n u a l  income u n d e r

‘̂ Ib id .
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$ 3 ,0 0 0 ;  12 .18  p e r  c e n t  e a rn e d  betw een $3,000 and $ 5 ,0 0 0 ;  

31 .12  p e r  c e n t  e a rn e d  betw een  $5,000 and $ 7 ,5 0 0 ;  23 .27  

p e r  c e n t  e a rn e d  $7,500 t o  $10 ,000 ; 19 .15  p e r  c e n t  e a rn e d  

b e tw een  $10,000 and $ 1 5 ,0 0 0 ;  11 .88  p e r  c e n t  e a rn e d  betw een 

$15,000 and $ 2 5 ,0 0 0 ;  o n ly  6 .51  p e r  c e n t  made more th a n  

$25 ,0 0 0 .  .

At t h e  s t a t e  l e v e l ,  $195 ,000 ,000  i n  s e c u r i t i e s  was 

r e g i s t e r e d  w i th  t h e  Oklahoma S e c u r i t i e s  Commission d u r in g  

1964 .^  T h is  compares w ith  th e  1963 t o t a l  o f  $ 2 1 9 ,0 0 0 ,0 0 0 .

A d e c r e a s e  o f  $ 2 4 ,000 ,000  and 10.96 p e r  c e n t  was r e a l i z e d  

f rom  1963 t o  1964. The 1963 r e g i s t r a t i o n s  were o n ly  

s l i g h t l y  l e s s  th a n  th e  1962 r e g i s t r a t i o n s  o f  $ 2 2 2 ,0 0 0 ,0 0 0 .^  

The 1962 f i g u r e  was c o n s id e r a b ly  i n  e x c e s s  o f  t h e  1961 

f i g u r e  o f  $ 1 9 2 ,0 0 0 ,0 0 0 .  This  i s  an i n c r e a s e  o f  $30 ,000 ,000  

and a  15 .62  p e r  c e n t  i n c r e a s e  from  1961 t o  1962.

M i l l io n s  o f  d o l l a r s  f low  a n n u a l ly  i n t o  b o th  th e  

p r im a ry  and se c o n d a ry  m a rk e ts .  In v o lv e d  a r e  b o th  e q u i t y  

and d e b t  o b l i g a t i o n s .  The d i s t r i b u t i o n  o f  ow nersh ip  o f  

s h a r e s  on th e  b a s i s  o f  age shows t h a t  a l l  age groups a r e  

i n c l u d e d .  D i s t r i b u t i o n  on th e  b a s i s  o f  income shows t h a t  

a l l  income g roups  a r e  l i s t e d  among th e  s h a r e h o l d e r s .  I t

^ F i f t h  Annual R ep o r t  o f  th e  Oklahoma S e c u r i t i e s  
Commission t o  tn e  G overnor and mempers o f th è  L é g i s l a t u r e , 
1 964 .

^Third . Annual R ep o r t  o f  th e  Oklahoma S e c u r i t i e s  
Commission t o  th e  G overnor and Members o f  th e  L e g i s l a t u r e ,  
1962.
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i s  o b v io u s  t h a t  th e  s e c u r i t i e s  b u s in e s s  i s  " to u c h e d  w i th  

t h e  p u b l i c  i n t e r e s t "  s i n c e  a l a r g e  segm ent o f  t h e  p o p u l a t i o n  

o f  t h e  U n ite d  S t a t e s  i s  e f f e c t e d .

P u rpose  and Scope

The p u rp o se  o f  t h i s  r e s e a r c h  i s  t h e  t r a c i n g  o f  t h e  

deve lopm ent o f  s e c u r i t i e s  r e g u l a t i o n  i n  Oklahoma by s tu d y 

in g  c u r r e n t  r e g u l a t o r y  p ro c e d u re s  and making recommenda

t i o n s  f o r  p o s s i b l e  im provem ent. Some o f  t h e  t o p i c s  which 

th e  r e s e a r c h  w i l l  c o v e r  a r e :  th e  s t a t u t e s  which have  been

used  t o  r e g u l a t e  s e c u r i t i e s  i n  Oklahoma i n  t h e  p a s t ;  t h e  

f a c t o r s  which b ro u g h t  a b o u t  th e  changes  i n  t h e  s t a t u t e s  by 

th e  v a r io u s  l e g i s l a t u r e s ;  t h e  d e g re e  o f  e f f i c i e n c y  i n  s e 

c u r i t i e s  r e g u l a t i o n  i n  Oklahoma; p o s s i b l e  changes  which 

m igh t im prove th e  e f f i c i e n c y  o f  s e c u r i t i e s  r e g u l a t i o n  i n  

Oklahoma.

P ro ced u re

P r i o r  t o  t h i s  s tu d y  o f  s e c u r i t i e s  r e g u l a t i o n ,  a 

b r i e f  h i s t o r y  o f  th e  deve lopm en t o f  t h e  c o r p o r a t i o n  i n  

t h i s  c o u n t ry  i s  u n d e r ta k e n .  T h is  summary c o n s id e r s  b o th  

i t s  European  o r i g i n  and i t s  e a r l y  days i n  t h i s  c o u n t r y .

A th o ro u g h  u n d e r s t a n d in g  o f  t h e  Oklahoma law d i c 

t a t e s  t h a t  c o n s i d e r a t i o n  be g iv en  t o  t h e  background  o f  

s e c u r i t i e s  r e g u l a t i o n  i n  t h e  U n i te d  S t a t e s .  The e a r l y  

a t t e m p ts  a t  f e d e r a l  r e g u l a t i o n ,  s t a t e  Blue Sky Laws, and 

c o n f l i c t s  i n  s t a t e - f e d e r a l  r e g u l a t i o n s  a r e  exam ined.
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An e x a m in a t io n  o f  th e  Oklahoma s t a t u t e s  i s  made to  

s e e  how th e  deve lopm en t o f  s e c u r i t i e s  r e g u l a t i o n s  w i t h i n  

th e  s t a t e  h as  o c c u r r e d .  B eg inn ing  w i th  t e r r i t o r i a l  l e g i s 

l a t i o n  o f  1890, th e  changes  o f  each  l e g i s l a t i v e  s e s s i o n  

th ro u g h  th e  1965 s e s s i o n  a r e  c o n s id e r e d .

A s tu d y  o f  t h e  S e l e c t e d  In v e s tm e n ts  c a se  i s  u n d e r 

ta k e n  as  an i l l u s t r a t i o n  o f  t h e  w eak n esses  t h e  1951 

la w ,  o r  t h e  l a x i t y  i n  a d m i n i s t r a t i o n ,  o r  ho.

The c u r r e n t  s t a t u t e ,  p a s s e d  by th e  I'-r B l e g i s l a t u r e ,  

i s  a n a ly z e d  i n  some d e t a i l  s i n c e  i t  i s  t h e  c u r r e n t  s t a t u t e  

u n d e r  which t h e  Commission i s  o p e r a t i n g .

The f u n c t io n s  o f  th e  o f f i c e  o f  t h e  S t a t e  S e c u r i t i e s  

(Commissioner a r e  p r e s e n t e d  i n  d e t a i l .  An a n a l y s i s  o f  th e  

r e g i s t r a t i o n  p ro c e d u re  f o r  s e c u r i t i e s ,  b r o k e r s ,  d e a l e r s ,  

and a g e n ts  i s  combined w i th  a s tu d y  o f  t h e  methods o f  r e g u 

l a t i n g  t h e  i s s u e  o f  s e c u r i t i e s  i n  Oklahoma. C o n c lu s io n s  

a r e  recom m endations f o r  more e f f e c t i v e  r e g u l a t i o n .

L i m i t a t i o n s

T h is  s tu d y  does n o t  i n c l u d e  th e  s t a t u t e s  o f  s t a t e s  

o t h e r  th a n  Oklahoma w i th  r e s p e c t  t o  t h e  r e g u l a t i o n  o f  th e  

s e c u r i t i e s  i n d u s t r y .  No a t t e m p t  i s  made t o  compare Oklahoma 

r e g u l a t o r y  p r o v i s i o n s  o r  p ro c e d u re s  w i th  any o t h e r  g o v e rn 

m e n ta l  body.



CHAPTER I I  

BACKGROUND OF SECURITIES REGULATION

C o rp o ra te  Developm ent i n  t h i s  C oun try  

The deve lopm en t o f  s e c u r i t i e s  r e g u l a t i o n  i n  t h i s  

c o u n t ry  i s  v e ry  c l o s e l y  a l i g n e d  w i th  t h e  d ev e lo p m en t o f  th e  

c o r p o r a t i o n .  The p a r a l l e l  grow th  o f  t h e  two i s  l o g i c a l  

s i n c e  th e  deve lopm en t o f  l a r g e  c o r p o r a t i o n s  i n v o l v e s  th e  

p u b l i c  d i s t r i b u t i o n  o f  s e c u r i t i e s .  T hus ,  an u n d e r s t a n d in g  

o f  t h e  o r i g i n  and h i s t o r y  o f  t h e  c o r p o r a t i o n  w i l l  f a c i l i 

t a t e  t h e  s tu d y  o f  s e c u r i t i e s  r e g u l a t i o n .

I n f l u e n c e  o f  Eng land  

The c o r p o r a t e  form  i n  t h e  U n i te d  S t a t e s  h a s  i t s  

o r i g i n  i n  E n g l i s h  law . The E n g l i s h ,  h o w ev er ,  w ere n o t  t h e  

o r i g i n a t o r s  o f  th e  c o r p o r a t i o n .  T here  a r e  a t  l e a s t  t h r e e  

s c h o o ls  o f  th o u g h t  c o n c e rn in g  th e  o r i g i n  o f  t h e  c o r p o r a t i o n .

The f i r s t  s c h o o l  o f  th o u g h t  h o ld s  t h a t  t h e r e  i s  

v a l i d i t y  i n  th e  c o n c e p t  o f  c o l l e c t i v e  e n t i t y  p r e c e d in g  t h a t  

o f  t h e  i n d i v i d u a l .  I t  h o ld s  t h a t  men were bound by b lo o d

■’‘W il l ia m  Meade F l e t c h e r ,  C y c lo p e d ia  o f  t h e  Law o f  
P r i v a t e  C o rp o ra t io n s  (C h icag o : C a l la g h a n  and Company, 1 3 1 7 ) ,
V o l.  Î ,  p .  2.

1
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r e l a t i o n s h i p s  i n t o  c l a n s ,  t r i b e s  o r  f a m i l i e s  and t h e s e  

r e l a t i o n s h i p s  were u n i t s  o f  p r i m i t i v e  s o c i e t y  even  b e f o re  

th e  c o n c e p t  o f  th e  i n d i v i d u a l  was c o n s id e r e d .  Thus, th e y  

se e  th e  c o r p o r a t i o n  as  m ere ly  a m a n i f e s t a t i o n  o f  an i n 

s t i n c t  which man h a s  always p o s s e s s e d .  The law has

m ere ly  g iv e n  r e c o g n i t i o n  t o  t h i s  phase  o f  human e n d e a v o r .

The seco n d  s c h o o l  o f  th o u g h t  m a in ta in s  t h a t  th e  

c o r p o r a t e  form  can be t r a c e d  t o  G reece o f  Solon (638 -  

559 B .C . ) .  I t  t a k e s  t h e  e v id e n c e  from t h e  w r i t i n g s  o f  

Gaius on th e  Roman law and from  th e  P a n d e c ts  o f  J u s t i n i a n .  

These two s o u rc e s  show t h a t  G reece o f  So lon  w ro te  th e  

s t a t u t e s  which p e r m i t t e d  th e  fo rm a t io n  o f  p r i v a t e  c o r p o r a 

t i o n s .  The p u rp o se s  f o r  w hich t h e s e  c o r p o r a t i o n s  c o u ld  be 

formed were s t a t e d  and v e ry  l i m i t e d .

The t h i r d  s c h o o l  o f  th o u g h t  i s  a t t r i b u t a b l e  t o

B la c k s to n e  who m a in ta in e d  t h a t  t h e  c o r p o r a t i o n  was b ro u g h t  

i n t o  b e in g  b e c a u se  o f  th e  p o l i t i c a l  n e c e s s i t i e s  o f  Numa 

P o m p iliu s  (715 -  672 B .C . ) ,  He u se d  t h i s  f o r  an o r g a n i z a 

t i o n  t o  s e p a r a t e  w a r r in g  f a c t i o n s  a f t e r  he came t o  r u l e  

th e  Roman E m pire . He broke  up l a r g e  f a c t i o n s  i n t o  s m a l l e r  

ones by s e t t i n g  up s e p a r a t e  s o c i e t i e s  f o r  each  manual t r a d e  

and p r o f e s s i o n .

A lthough  t h e  e x a c t  o r i g i n  o f  th e  c o r p o r a t i o n  i s  

l o s t  i n  a n t i q u i t y ,  th e  c o n te n t io n  o f  B la c k s to n e  c o n c e rn in g  

th e  o r i g i n  o f  th e  c o r p o r a t i o n  i s  th e  most w id e ly  a c c e p te d  

v e r s i o n .
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This  i s  n o t  an a c c e p ta b le  e x p l a n a t i o n  o f  how th e  

c o r p o r a t e  form  spanned  th e  ages  betw een  Roman t im e s  and 

E ngland  im m e d ia te ly  p r i o r  t o  th e  Norman C o n q u e s t .  ̂ The 

c o r p o r a t e  i d e a  seems t o  have a r i s e n  i n  England  i n d e 

p e n d e n t ly  i n  c o n n e c t io n  w i th  r e l i g i o u s  and m u n ic ip a l  l i f e .

The ow nersh ip  o f  l a n d ,  p r i o r  t o  t h i s  t im e ,  was a 

r i g h t  o r  p r i v i l e g e  g r a n te d  by some s o v e re ig n  power t o  an  

i n d i v i d u a l .  As Eng land  went from  g e m e in sc h a f te n  t o  g e s e l l -  

s c h a f t e n , i t  soon became a p p a r e n t  t h a t  no one p e r s o n  would 

be t h e  owner o f  th e  b o ro u g h .^  L ik e w is e ,  as  th e  ch u rch  

m i n i s t e r e d  t o  l a r g e r  and more d i v e r s e  g ro u p s ,  i t  soon  b e 

came a p p a r e n t  t h a t  no one i n d i v i d u a l  owned th e  c h u rc h .  The 

f e e l i n g  soon d ev e lo p ed  t h a t  two i n s t i t u t i o n s  were c o l l e c 

t i v e l y  owned by e v e ry o n e .  These two i n s t i t u t i o n s ,  th e  

borough and th e  c h u rc h ,  soon began  t o  f e e l  t h e i r  own 

s t r e n g t h  and im p o r ta n c e .  The bo roughs  w anted  and needed  

s p e c i a l  p r i v i l e g e s ,  and more i m p o r t a n t l y ,  were i n  a  p o s i 

t i o n  t o  o b t a i n  them from  th e  k in g .  S p e c i f i c a l l y  g r a n te d  

t o  a borough by th e  s o v e r e i g n ,  i n  g r a n t in g  i t  a c h a r t e r ,  

were t h e s e  f r a n c h i s e s :  th e  r i g h t  t o  h o ld  i t s  own c o u r t ;

th e  r i g h t  t o  i t s  own cu s to m s; a n d ,  freedom  from  t o l l . ^

The e v o l u t i o n a r y  n a t u r e  o f  th e  ch u rc h e s  i n  r e c e i v i n g

2%bid. ,  p .  6.

^R obert L. Raymond, "The G en es is  o f  th e  C o r p o r a t io n , "  
H arv ard  Law R e v ie w , 'V o l .  XIX, No. 5 (M arch, 1 9 0 6 ) ,  p .  335.

^ I b id .
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c o r p o r a t e  c h a r t e r s  i s  v e ry  s i m i l a r  t o  t h a t  o f  t h e  b o ro u g h s .

The l a r g e  t r a d i n g  com panies d id  n o t  come i n t o

e x i s t e n c e  u n t i l  th e  m idd le  o f  t h e  1 7 th  c e n t u r y ,^  many y e a r s

a f t e r  th e  p r a c t i c e  o f  i s s u i n g  c h a r t e r s  came i n t o  b e in g  i n

E n g la n d ,  The Hudson Bay Company, o n ly  one o f  th e  many

t r a d i n g  c o m p a n ie s , m ost c l o s e l y  a p p ro x im a te s  t h e  l a r g e  c o r -
0

p o r a t i o n  o f  modern t i m e s .

The E n g l i s h  s o v e r e i g n ,  a l s o  u s e d  th e  g r a n t i n g  o f  

c o r p o r a t e  c h a r t e r s  t o  s e t t l e  A m erica ,  s e e k in g  a s o l u t i o n  t o  

s e v e r a l  p rob lem s a t  one t im e .  E ng land  c o u ld  e s t a b l i s h  th e  

c o lo n i e s  t o  s e r v e  a s  m a rk e ts  f o r  t h e  goods th e y  p ro d u c e d ,  

a  s o u rc e  o f  raw m a t e r i a l s  f o r  E n g la n d ,  and a p l a c e  t o  sen d  

some o f  th e  more u n d e s i r a b l e  c i t i z e n s  o f  E n g lan d .

The c h a r t e r  f o r  V i r g i n i a  was i s s u e d  i n  1606 by

James I  and th e  f i r s t  s e t t l e m e n t  came i n  160 7. The Plym outh

Company was c h a r t e r e d  i n  1620 and was s e t t l e d  i n  1630. The

M a s s a c h u s e t t s  Bay Company was c h a r t e r e d  i n  16 29 and th e  

co lo n y  was founded  i n  1630. The G e o rg ia  Company was c h a r t 

e r e d  i n  1732 and th e  co lo n y  was s e t t l e d  i n  1733. A l l  o f  

t h e s e  c o lo n ie s  r e c e i v e d  t h e i r  c h a r t e r s  from  t h e  r u l i n g  

E n g l i s h  s o v e r e ig n .

When we r e a l i z e  t h a t  th e  c o r p o r a t e  form  had r e a c h e d  

m a t u r i t y  i n  E n g l i s h  law d u r in g  th e  c o l o n i a l  p e r io d  in

^ F l e t c h e r ,  op . c i t . , p .  6.
C

John P. D a v is ,  C o rp o ra t io n s  (New York; C a p r ic o rn  
Books, 1 9 6 1 ) ,  p p .  157-209 .
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A m erica ,  i t  i s  n o t  s u r p r i s i n g  t h a t  i t  h a s  p la y e d  su ch  a 

l a r g e  p a r t  i n  A m erican l i f e .  One a u t h o r i t y  had  t h i s  t o  

s a y  a b o u t  E n g l i s h  c o r p o r a t i o n s ;  "The whole ad v an ce  o f  

E n g l i s h  d i s c o v e r y ,  commerce and c o l o n i z a t i o n  i n  t h e  s i x 

t e e n t h  and e a r l y  s e v e n t e e n t h  c e n t u r i e s  was d u e ,  n o t  t o  i n d i -  

v i d u a l s ,  b u t  t o  t h e  e f f e c t  o f  c o r p o r a t e  b o d i e s . "

E a r ly  C o rp o ra te  C h a r t e r s

The i n f l u e n c e  o f  t h e  E n g l i s h  and t h e  c lo s e  t i e s  

b e tw een  th e  c o l o n i e s  and Eng land  a r e  a p p a r e n t  from th e  

c h a r t e r i n g  o f  t h e  f i r s t  c o r p o r a t i o n s  i n  t h i s  c o u n t r y . The 

e a r l y  c o r p o r a t e  c h a r t e r s  g r a n te d  i n  t h i s  c o u n t ry  were f o r  

bo roughs  and r e l i g i o u s  i n s t i t u t i o n s .  The f i r s t  c h a r t e r  was 

g r a n t e d  t o  t h e  borough  o f  A com enticus  i n  Maine by S i r  F e r d i 

nand Gorges i n  1641. I n  p a r t  th e  c h a r t e r  s a i d :

The p l a n t e r s  and i n h a b i t a n t s  o f  A com enticus  . . . o r 
d a in e d  i n t o  one b o d ie  p o l i t i q u e  and c o r p o r a t e  . . . .
To th e  mayor and a ld e rm a n  was g iv e n  peower n o t  o n ly  t o  
h o ld  c o u r t s ,  b u i l d  f o r t i f i c a t i o n s ,  e t c . ,  b u t  t o  make 
and e x e c u te  such  by law es o r d e r s  and o r d in a n c e s  as  a r e  
accus tom ed  t o  be made i n  tow nes c o r p o r a t e  i n  E n g la n d ,  
and s h o u ld  be wholesome and n e c e s s a r y  and c o n s t a n t  _ 
i n t o  t h e  law es o r d e r s  and o r d in a n c e s  u se d  i n  E n g lan d .

The seco n d  Am erican community t o  r e c e i v e  a c o r p o r a t e  

c h a r t e r  was New Y ork. The c h a r t e r  was g r a n t e d  i n  1650 by 

t h e  Dutch g o v e rn o r .

T here  were t h r e e  o t h e r  m u n ic ip a l  c h a r t e r s  issU ed

^Jo sep h  S t a n c l i f f e  D a v is ,  E ssay s  on t h e  E a r l i e r  
H i s t o r i e s  o f  Am erican C o r p o r a t i o n s , V o l.  I  (Cam bridge; 
H arv a rd  U n i v e r s i t y  P r e s s ,  l 9 l t ) ,  p .  4.

^ I b i d . , p . 50.
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d u r in g  th e  s e v e n te e n th  c e n t u r y ,  one i n  M aryland and two i n  

P e n n s y lv a n i a ,9 B efo re  th e  r e v o l u t i o n  i n  1776, more th a n  

f o u r t e e n  more c h a r t e r s  had been  g r a n te d  i n  th e  c o l o n i e s ,

The V i r g i n i a  House o f  B u rg esses  i n  170 5 d i r e c t e d  

t h e  g o v e rn o r  o f  V i r g i n i a  t o  g r a n t  a  c h a r t e r  t o  W il l ia m s b u rg ,^ ^  

R e s e n t in g  t h i s  i n t r u s i o n  i n t o  what he  c o n s id e r e d  h i s  dom ain, 

th e  g o v e rn o r  was r e t i c e n t  t o  f o l lo w  th e  d i r e c t i v e  o f  th e  

l e g i s l a t u r e .  The g o v e rn o r  f i n a l l y  i s s u e d  th e  c h a r t e r  i n  

1772.

The c o lo n i e s  c h a r t e r e d  some p r i v a t e  a s  w e l l  as  pub

l i c  c o r p o r a t io n s  d u r in g  t h i s  c o l o n i a l  p e r i o d .  O th e r  th a n  

t h e  m u n i c i p a l i t i e s , two o t h e r  ty p e s  o f  p u b l i c  c o r p o r a t i o n s  

were e s t a b l i s h e d  d u r in g  th e  c o l o n i a l  d a y s .  The two ty p e s  

w ere e i t h e r  e d u c a t i o n a l  o r  c h a r i t a b l e  i n s t i t u t i o n s , T h e  

most common ty p e s  o f  p r i v a t e  c o r p o r a t i o n s  were th o s e  o f  a 

r e l i g i o u s  n a t u r e , T h e  f i r s t  c h a r t e r  o f  a r e l i g i o u s  n a t u r e  

was i s s u e d  i n  New York t o  th e  " M in i s t e r s  E ld e r s  and Deacons 

o f  th e  Dutch P r o t e s t a n t  C o n g re g a tio n  i n  t h e  C i ty  o f  New 

Y o rk ,” ^^ Churches were f r e e l y  c h a r t e r e d  d u r in g  th e  

e i g h t e e n t h  c e n tu r y .

S ib id , P ' 53,

lO lb id , p . 54,

l l l b i d . p . 59,

l ^ I b i d , P* 72,

1 3 lb id . P* 75.

l ^ I b i d , P* 76,
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By th e  t im e  o f  t h e  American R e v o lu t io n ,  n in e  c h a r t e r s  

had been  i s s u e d  f o r  c o l l e g e s .  Some were c o l o n i a l  c h a r t e r s ,  

w h i le  o t h e r s  were c h a r t e r e d  i n  E n g l a n d . H a r v a r d  r e c e i v e d  

i t s  c h a r t e r  from  M a ss a c h u se t ts  i n  16 50. W ill ia m  and Mary 

was e s t a b l i s h e d  w i th  a r o y a l  c h a r t e r  i n  1693. Y a le ,  P r i n c e 

t o n ,  The U n i v e r s i t y  o f  P e n n s y lv a n ia  and Brown U n i v e r s i t y  

were some o t h e r  s c h o o ls  which came i n t o  e x i s t e n c e  a t  t h i s  

t i m e . l G

B u s in e ss  c o r p o r a t i o n s  c h a r t e r e d  and o p e r a t e d  i n  t h e  

c o lo n ie s  a t  t h e  t im e  o f  th e  r e v o l u t i o n  were few and o f  l i t 

t l e  i m p o r t a n c e . T h e r e  were o n ly  s i x  c o r p o r a t i o n s  in c lu d e d  

i n  t h i s  c a t e g o r y .  These s i x  c o r p o r a t i o n s  and th e  o r d e r  o f  

t h e i r  a p p e a ra n c e  w ere :  (1) The New York Company, " f o r  s e t 

t l i n g  a f i s h e r y  i n  t h e s e  p a r t s " ,  1675; (2 )  The F ree  S o c ie ty  

o f  T r a d e r s ,  i n  P e n n s y lv a n ia ,  i n  1682; (3 )  The New London 

S o c ie ty  U n ite d  f o r  T rade  and Commerce i n  C o n n e c t i c u t ,  1732; 

(4 )  The Union Wharf Company i n  New Haven, 1760; (5 )  The 

P h i l a d e l p h i a  C o n t r i b u t o r s h i p  f o r  t h e  I n s u r i n g  o f  Houses from 

Loss by F i r e ,  176 8; (6 )  The P r o p r i e t o r s  o f  B oston  P i e r ,  on 

th e  Long Wharf i n  th e  Town o f  B o s to n ,  i n  New E n g la n d ,  1772.

The most s i g n i f i c a n t  o f  t h e  c o l o n i a l  c o r p o r a t i o n s  

was th e  m u tu a l  i n s u r a n c e  company founded  i n  P h i l a d e l p h i a .

l ^ I b i d . , p .  83. 

iGl b i d . , p .  85.

l ^ I b i d . , p .  87.
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I t  c o n t in u e s  t o  e x i s t  to d a y .

T h is  o b s e r v a t i o n  has  been  made c o n c e rn in g  c o r p o r a 

t i o n s  d u r in g  c o l o n i a l  t im e s ;

I t  would seem , t h e r e f o r e ,  t h a t  t h e  d eve lopm en t o f  
c o r p o r a t i o n s  i n  th e  c o lo n ie s  was a f a i r l y  norm al o n e ,  
n o t  a p p r e c i a b l y  ham pered by crown i n t e r f e r e n c e  o r  
p a r l i a m e n ta r y  r e s t r i c t i o n s ,  and  checked  c h i e f l y  by 
t h e  s i m p l i c i t y  o f  s o c i a l  and econom ic t r a d i t i o n s . Ï8

The f i r s t  b u s in e s s  c o r p o r a t i o n  owing i t s  f r a n c h i s e  

t o  Am erican s o v e r e i g n t y  came i n t o  e x i s t e n c e  n e a r  th e  end o f  

t h e  War o f  th e  R e v o l u t i o n , T h e  C o n t in e n ta l  C ongress  

c h a r t e r e d  t h e  Bank o f  N orth  Am erica i n  1781, The c h a r t e r  

was g r a n t e d  t o  th e  f i r s t  bank as  "The P r e s i d e n t ,  D i r e c t o r s ,  

and Company o f  t h e  Bank o f  N orth  A m erica ,"  The bank was 

form ed o u t  o f  n e c e s s i t y .  C o n t in e n t a l  c u r re n c y  had  s h ru n k  

t o  a  v a lu e  o f  two c e n t s  on th e  d o l l a r  and th e  c h a r t e r i n g  o f  

th e  bank was a tem p o ra ry  and e x p e d ie n t  m e asu re .

S ta te h o o d  u n d e r  th e  c o n f e d e r a t i o n  p ro d u ced  tw en ty  

b u s in e s s  c o r p o r a t i o n s  and th e  c o n f e d e r a t i o n  i t s e l f  p ro d u ced  

th e  p r e v i o u s l y  m en tioned  bank b e f o r e  1789, A f t e r  1789 and 

t h e  r a t i f i c a t i o n  o f  th e  c o n s t i t u t i o n ,  a  t o t a l  o f  200 b u s i 

n e s s  c o r p o r a t i o n s  came i n t o  e x i s t e n c e  d u r in g  t h e  n e x t  e l e v e n
90y e a r s ,  o r  p r i o r  t o  1800,

As i n  E n g la n d ,  th e  f i r s t  c o r p o r a t i o n  i n  t h i s  c o u n t ry

IGl b i d , ,  p ,  107,

l ^ S ,  E, B a ldw in , "Am erican B u s in e ss  C o r p o r a t io n s  
B efo re  1 7 8 9 ,"  American H i s t o r i c a l  R ev iew , V o l.  V I I I ,  p .  458.

2°Ibid,
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was c h a r t e r e d  by th e  v a r i o u s  s t a t e  l e g i s l a t u r e s .  T h is  

p r i v i l e g e  o f  g r a n t i n g  c h a r t e r s ,  lo n g  r e c o g n iz e d  as an  a t 

t r i b u t e  o f  s o v e r e i g n t y ,  was t a k e n  o v e r  by t h e  s t a t e  l e g i s 

l a t u r e s  a s  soon  a s  B r i t i s h  c o n t r o l  was o v e r th ro w n .  T h is  

a u t h o r i t y  was h e l d  by l e g i s l a t u r e s  u n t i l  such  tim e  as 

g e n e r a l  i n c o r p o r a t i o n  s t a t u t e s  w ere w r i t t e n  by th e  s t a t e s .

As l a t e  a s  1948 , t h e  s t a t e s  o f  C o n n e c t i c u t ,  M a s s a c h u s e t t s ,

New H am pshire and Rhode I s l a n d  d id  n o t  have g e n e r a l  s t a t u t e s
21f o r  t h e  i s s u a n c e  o f  c o r p o r a t e  c h a r t e r s .

The f i r s t  s t a t e  t o  e s t a b l i s h  g e n e r a l  i n c o r p o r a t i o n
22s t a t u t e s  was New York i n  1811, However, o n ly  c e r t a i n  

t y p e s  o f  c o r p o r a t i o n s  were c o v e re d  and o t h e r  c o r p o r a t e  

c h a r t e r s  w ere g r a n te d  by th e  l e g i s l a t u r e .  I n  1811, a t o t a l  

o f  55 c o r p o r a t e  c h a r t e r s  were g r a n t e d  i n  New Y ork , w i th  12

b e in g  g r a n te d  u n d e r  t h e  g e n e r a l  p r o v i s i o n s  o f  th e  law and
2343 b e in g  c h a r t e r e d  by s p e c i a l  a c t s  o f  t h e  l e g i s l a t u r e .

The f i r s t  s t a t e  t o  p a s s  a  s t a t u t e  c o v e r in g  a l l  t y p e s  o f  

c o r p o r a t i o n s  and  th e  g r a n t in g  o f  c o r p o r a t e  c h a r t e r s  was 

L o u i s i a n a  on November 5 ,  1845. The s t a t e s  o f  Iowa and New 

York f o l l o w e d ,  a p p ro x im a te ly  one y e a r  l a t e r ,  i n  1846, w ith  

t h e i r  g e n e r a l  i n c o r p o r a t i o n  s t a t u t e s .  D uring  t h e  n e x t

21 George H e b e r to n  E v a n s ,  J r . ,  B u s in ess  I n c o r p o r a t i o n  
i n  t h e  U n i te d  S t a t e s  1800-1943 (New YorF: N a t io n a l  Bureau
o f  Economic R e s e a r c h ,  I n c . ,  1 9 4 8 ) .  p ,  11,

^^Guthmann and D o u g a l l ,  C o rp o ra te  F i n a n c i a l  P o l i c y  
(3d  e d . ; Englewood C l i f f s ,  N . J . ;  P r e n t i c e - H a l l ,  I n c . ) ,  p .  43.

2 3E v a n s ,  o p .  c i t . ,  p .  12.
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f i f t e e n - y e a r  p e r i o d ,  o r  by 1860, a t o t a l  o f  13 s t a t e s  had  

e s t a b l i s h e d  g e n e r a l  p r o v i s i o n  s t a t u t e s .  The o r i g i n a l  t h r e e  

h ad  been  j o i n e d  by I l l i n o i s ,  W isc o n s in ,  C a l i f o r n i a ,  M ic h i

g a n ,  M ary land , O hio , I n d i a n a ,  M in n e so ta ,  Oregon and K an sas .  

Only f i v e  s t a t e s  w a i te d  f o r  th e  t w e n t i e t h  c e n tu r y  t o  e s t a b l i s h  

t h e i r  g e n e r a l  i n c o r p o r a t i o n  p r o v i s i o n s .  These s t a t e s  were 

V i r g i n i a ,  Oklahoma, New M exico, A r iz o n a ,  and Vermont. The 

s t a t u t e s  o f  Oklahoma, New Mexico and A r iz o n a  became e f f e c 

t i v e  when th e y  were a d m i t te d  t o  t h e  U nion . V erm ont, i n  

1931 , was th e  l a s t  s t a t e  t o  a d o p t  g e n e r a l  i n c o r p o r a t i o n  

s t a t u t e s .

C o rp o ra te  Form a f t e r  C i v i l  War

A lthough  th e  c o r p o r a t e  form  o f  b u s in e s s  had  been  

u se d  f o r  some t im e  i n  th e  186 0 ’ s ,  i t  was a f t e r  t h e  C i v i l  

War t h a t  i t  began  i t s  r i s e  i n  im p o r ta n c e  i n  t h e  U n ite d  S t a t e s .  

D uring  th e  l a t t e r  p a r t  o f  t h e  n i n e t e e n t h  c e n t u r y ,  th e  U n i te d  

S t a t e s  e x p e r ie n c e d  so m e th in g  o f  an i n d u s t r i a l  r e v o l u t i o n .

T h is  p e r io d  o f  t im e  w i tn e s s e d  th e  v i r t u a l  c o m p le t io n  o f  th e  

r a i l r o a d  ne tw o rk  i n  t h i s  c o u n t r y .  D uring  t h i s  e r a ,  s e v e r a l  

key  i n v e n t i o n s  d r a s t i c a l l y  a f f e c t i n g  t h i s  c o u n t r y ,  w ere on 

th e  m a rk e t .  I n c lu d e d  were t h e  r e a p e r ,  th e  c o t t o n  g i n ,  th e  

Bessemer s t e e l  p r o c e s s  and many o t h e r s .

An ex p an d in g  p o p u la t io n  and  th e  growth o f  th e  b ig  

c i t i e s  p ro v id e d  mass m a rk e ts  f o r  t h e  goods p ro d u c e d .  A l l  

o f  t h e s e  f a c t o r s ,  th e  new i n v e n t i o n s  and th e  r a i l r o a d  s y s te m .
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p ro v id e d  th e  means o f  p ro d u c in g  and d i s t r i b u t i n g ,  on a  l a r g e  

s c a l e ,  t h e  p r o d u c ts  t o  s a t i s f y  t h e  ex p a n d in g  m a rk e ts .

To t a k e  a d v a n ta g e  o f  econom ies o f  l a r g e  s c a l e  p r o 

d u c t i o n ,  l a r g e  sums o f  money were n e e d e d .  T h is  need  g e n e r 

a l l y  meant t h a t  t h e  s a v in g s  o f  a  l a r g e  number o f  p e o p le  had  

t o  be s e c u r e d .  Both d e b t  and e q u i t y  o b l i g a t i o n s  were u se d  

i n  th e  p r o c e s s  o f  s e c u r in g  th e  needed  fu n d s  t o  f i n a n c e  

t h e s e  ex p an d in g  f i e l d s .  T hus , t h e  s e c u r i t i e s  b u s in e s s  v e ry  

c l o s e l y  p a r a l l e l e d  th e  grow th o f  t h e  c o r p o r a t i o n .

B a s is  f o r  T o d a y 's  Law 

The i n i t i a l  i s s u a n c e  o f  s e c u r i t i e s , i n  p r im a ry  

m a r k e t s ,  meant t h a t  t r a d i n g  o f  t h e  s e c u r i t i e s  among i n d i v i 

d u a l s ,  o r  th e  s e c o n d a ry  m ark e ts  would i n e v i t a b l y  f o l lo w .

The e x c h a n g e s , a s  we know them t o d a y , s t a r t e d  as  a  c o n f e d e r a 

t i o n  o f  men who g a th e r e d  i n  th e  c o f f e e  h o u se s  t o  s p e c u l a t e  

i n  s e c u r i t i e s .

The f i r s t  " r u l e s "  f o r  t h e  o p e r a t i o n  o f  a  s e c u r i t y  

exchange  were c o n ta in e d  i n  an ag reem en t e n t e r e d  i n t o  i n  1817 

by members o f  w ha t l a t e r  became th e  New York Exchange,

The volume o f  t r a d i n g  and  a c t i v i t y  on t h e  e x c h a n g e  fo l lo w e d  

v e ry  c l o s e l y  th e  b u s in e s s  c y c le  u n t i l  t h e  p e r i o d  j u s t  

a f t e r  t h e  C i v i l  War,

Most o f  th e  p r e s e n t - d a y  r e g u l a t i o n s  can be t r a c e d ,

^^George L, L e f f l e r ,  The S to ck  M arket (2d ed .  New 
York: The Ronald P r e s s ,  1957) ,  p,
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t o  a c t i v i t i e s  w hich to o k  p l a c e  on th e  exch an g es  b e tw een  th e  

C i v i l  War and 1900 , These a c t i v i t i e s  w e re ,  h o w ev er ,  p e r 

f e c t l y  i n  l i n e  w i th  t h e  p h i lo s o p h y  o f  t h a t  e r a .

D uring  th e  p e r i o d  from  1860 t o  1900 , some o f  t h e  g r e a t 
e s t  m a n ip u la t io n s  i n  th e  h i s t o r y  o f  th e  s to c k  m ark e t  
to o k  p l a c e .  . . . G iv in g  no q u a r t e r  t o  t h e i r  oppo
n e n t s ,  and a s k in g  n o n e ,  th e y  fo u g h t  f o r  f o r t u n e  i n  t h e  
m ark e t w i th  e v e ry  weapon a t  t h e i r  command. The o n ly  
law th e y  knew was th e  law o f  t h e  j u n g l e ;  t h e i r  e t h i c s ,  
h ow ever ,  u n sa v o ry  th o u g h t  th e y  may a p p e a r  t o d a y ,  were 
t h e  e t h i c s  o f  t h e i r  d a y . 25

The m ost common ty p e  o f  m a n ip u la t iv e  p r a c t i c e s  e n 

gaged i n  d u r in g  t h i s  e r a  o f  am ass in g  f o r t u n e s  w ere p o o ls  

and wash s a l e s .

One a u t h o r i t y  h as  d e f in e d  a p o o l  a s ;  ”A te m p o ra ry  

a s s o c i a t i o n  o f  two o r  more i n d i v i d u a l s  t o  a c t  j o i n t l y  i n  a 

s e c u r i t y  o p e r a t i o n  o f  a  m a n ip u la te d  c h a r a c t e r . "26

The number o f  p e o p le  in v o lv e d  i n  a  p o o l  would v a r y  

d ep en d in g  on th e  s i z e  o f  t h e  in t e n d e d  o p e r a t i o n  and th e  

p a r t i c u l a r  p e o p le  i n v o lv e d .  The p e o p le  i n  t h e  p o o l  would 

g a t h e r  a  l a r g e  number o f  s h a r e s  i n  a p a r t i c u l a r  s t o c k .  The 

p r e r e q u i s i t e s  t o  th e  o p e r a t i o n  o f  th e  p o o l  w ere a  s i t u a t i o n  

i n  w hich th e  m ark e t  was a b l e  t o  make a s u b s t a n t i a l  a d v a n c e ,  

and th e  com pany 's  p o s i t i o n  must be s u i t a b l e  b e c a u s e  o f  good 

e a r n i n g s ,  i n c r e a s e d  d iv id e n d s  o r  new d e v e lo p m en ts  w i t h i n  

th e  company. The p o o l  would c r e a t e  a c t i v i t y  i n  th e  s to c k  

th ro u g h  a r t i f i c i a l  m a rk e t  a c t i v i t y .  T h is  was f o l lo w e d

2 5 j b i d . ,  p .  1 0 0 .

2 6 l b i d . ,  p .  3 3 8 .
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by a s te a d y  s t r e a m  o f  g low ing  p u b l i c i t y  t o  e f f e c t  o r  t o  

c r e a t e  f a v o r a b le  p u b l i c  i n t e r e s t .  The i n c r e a s e d  a c t i v i t y ,  

p lu s  th e  f a v o r a b le  p u b l i c  i n t e r e s t ,  would make t h e  s to c k  a 

s p e c u l a t i v e  f a v o r i t e ,  th u s  d r iv i n g  up th e  p r i c e  o f  th e  s to c k .  

The p o o l  would th e n  u n lo a d  i t s  s u p p ly  o f  s to c k  a t  a  f a v o r 

a b l e  p r i c e  and y e t  n o t  r u i n  t h e  m arke t by d r i v i n g  th e  p r i c e  

o f  th e  s to c k  down. A f t e r  th e  s to c k  was no lo n g e r  a r t i f i 

c i a l l y  s u p p o r te d ,  th e  m ark e t i n  i t s  s h a r e s  would c o l l a p s e .

The o l d e s t  form  o f  s to c k  m a n ip u la t io n  was th e  

wash s a l e .  The wash s a l e  i s  a c t u a l l y  a  fa k e  s a l e  i n  which 

no r e a l  change o f  ow n ersh ip  t a k e s  p l a c e . 2? The fa k e  s a l e  

would be acco m p lish e d  be tw een  two b r o k e r s , two f r i e n d s , a 

man and h i s  w i f e ,  o r  by one man who buys and s e l l s  s h a r e s  

a t  th e  same t im e  w i th  d i f f e r e n t  b r o k e r s .  The p r im a ry  p u r 

p o se  o f  a  wash s a l e  was th e  e s t a b l i s h m e n t  o f  a f i c t i t i o u s  

p r i c e ,  e i t h e r  t o  e s t a b l i s h  a l o s s  f o r  t a x  p u rp o se s  o r  t o  

c r e a t e  a p r o f i t  o p p o r tu n i t y .

These m a n ip u la t iv e  p r a c t i c e s  were u sed  on th e  e x 

change i n  th e  l a t t e r  p a r t  o f  th e  n i n e t e e n t h  c e n tu r y  t o  amass 

f o r t u n e s .  The h o n e s t  and u n s u s p e c t in g  i n v e s t o r  c o u ld  n e v e r  

be s u re  when and w i th  what s to c k s  t h e s e  m a n ip u la t iv e  p r a c 

t i c e s  were b e in g  used  on th e  exchange .

The end o f  th e  n i n e t e e n t h  c e n tu r y  was m arked , a l s o ,  

by th e  ap p e a ra n c e  o f  l a r g e  i n d u s t r i a l  c o m b in a t io n s  on th e

2 ? I b i d . ,  p .  3 3 1 .
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Am erican s c e n e .  These c o m b in a t io n s  c au sed  a  g r e a t  d e a l  o f  

s p e c u l a t i o n  i n  t h e i r  s e c u r i t i e s .  The a n n u a l  volume o f  s to c k  

t r a d e d  r o s e  from  56 m i l l i o n  s h a r e s  i n  1896 t o  265 m i l l i o n  

s h a r e s  i n  1901. Bond volume i n c r e a s e d  from  $394 m i l l i o n  t o  

$1 b i l l i o n  i n  th e  same p e r i o d . 28

S e c u r i t i e s  R e g u la t io n  i n  t h e  U n ite d  S t a t e s  

The f i r s t  a t t e m p ts  a t  s e c u r i t i e s  r e g u l a t i o n  were 

i s o l a t e d  i n s t a n c e s  r e l a t i n g  t o  a s p e c i f i c  i s s u e  o f  s e c u r i 

t i e s .  I t  was s e v e r a l  y e a r s  b e f o r e  a s t a t u t e  r e l a t i n g  t o  th e  

o v e r a l l  r e g u l a t i o n  o f  s e c u r i t i e s  was p a s s e d .  R e f l e c t e d  i n  

t h e  e a r l i e r  a t t e m p ts  a t  r e g u l a t i o n  a r e  e x p e r i e n c e s  g a in e d  i n  

a t t e m p t in g  t o  cu rb  some o f  th e  more p ronounced  a b u se s  o f  

th e  i n v e s t o r .

E a r ly  F e d e r a l  R e g u la t io n  

The s e c u r i t i e s  i n d u s t r y ,  b e in g  su ch  an i n t e g r a l  

p a r t  o f  b ig  b u s i n e s s ,  a d o p ted  th e  p h i lo s o p h y  o f  th e  b u s in e s s  

community which r e f l e c t e d  th e  t e n o r  o f  th e  t i m e s ,  which 

was c a v e a t  e m p to r . So lo n g  as  c a v e a t  em ptor  p r e v a i l e d ,  t h e  

s e c u r i t i e s  i n v e s t o r  was s u b j e c t e d  t o  undue r i s k s  and un 

f a i r  p r a c t i c e s  i n  b o th  new and e x i s t i n g  i s s u e s . 2^

E a r ly  a t t e m p ts  a t  f e d e r a l  r e g u l a t i o n  w ere c e n t e r e d

2Bi b i d . ,  p .  103.

28Douglas H. B e l le m o re ,  I n v e s t m e n t s , P r i n c i p l e s , 
P r a c t i c e s ,  and A n a ly s is  (New Yorlcl Simmons-Boardman P u b l i s h 
in g  Co . ,  1962j ,  p .  .
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i n  s p e c i a l i z e d  f i e l d s .  l"he M ail Fraud Act o f  1909 was one 

o f  t h e  f i r s t  i n  th e  a r e a  o f  s e c u r i t y  r e g u l a t i o n .  T h is  a c t  

made i t  a  v i o l a t i o n  t o  u se  th e  m a i l  f o r  f r a u d u l e n t  p u r 

p o s e s .  The a c t  s t a t e d :

W hoever, h a v in g  d e v is e d  o r  i n t e n d i n g  to  d e v i s e  any 
means o f  f a l s e  o r  f r a u d u l e n t  p r e t e n s e s ,  r e p r e s e n t a 
t i v e s ,  o r  p r o m is e s ,  o r  t o  s e l l ,  d i s p o s e  o f ,  o r  f u r 
n i s h ,  o r  p r o c u re  f o r  u n la w fu l  u se  any c o u n t e r f e i t  o r  
s p u r io u s  c o i n ,  bank n o t e ,  p a p e r  money, o r  any o b l i g a 
t i o n  o r  s e c u r i t y  o f  t h e  U n i te d  S t a t e s ,  o r  any s t a t e ,  
t e r r i t o r y ,  m u n i c i p a l i t y ,  company, c o r p o r a t i o n ,  o r  
p e r s o n .  . . p l a c e  o r  c a u se  t o  be p la c e d  any  l e t t e r ,  
p o s t a l  c a r ,  p a c k a g e ,  w r i t i n g ,  c i r c u l a r ,  p a m p h le t ,  o r  
a d v e r t i s e m e n t ,  w h e th e r  a d d r e s s e d  t o  any p e r s o n  r e s i d 
in g  w i t h i n ,  o r  o u t s i d e  t h e  U n i te d  S t a t e s  . . . s h a l l  
be  f i n e d  n o t  more th a n  one th o u sa n d  d o l l a r s ,  o r  im
p r i s o n e d  n o t  more th a n  f i v e  y e a r s ,  o r  b o t h . 30

The s t a t u t e  a p p e a r s  t o  have  been  w r i t t e n  p r i m a r i l y  

t o  c o v e r  t h e  c o u n t e r f e i t i n g  o f  money and th e  a d d i t i o n  o f  

c o r p o r a t e  s e c u r i t i e s  a p p e a re d  t o  be so m eth in g  o f  an  a f t e r 

t h o u g h t .

A n o th e r  e a r l y  a t t e m p t  a t  f e d e r a l  r e g u l a t i o n  was th e  

T r a n s p o r t a t i o n  A ct o f  1 9 20 .31  T h is  was an a c t  t o  r e g u l a t e  

t h e  i s s u e  o f  s e c u r i t i e s  by t r a n s p o r t a t i o n  c o n c e r n s .  The 

T r a n s p o r t a t i o n  Act o f  1920 was an amendment t o  t h e  I n t e r s t a t e  

Commerce A ct p a s s e d  on F e b ru a ry  4 ,  1887. S e c t io n  439 o f  th e  

T r a n s p o r t a t i o n  Act o f  19 20 was an amendment o f  S e c t io n  30 o f

on
P u b l i c  Laws o f  t h e  U n i te d  S t a t e s  o f  A m erica P a sse d  

by th e  6 0 th  C ongress  19Ü7 -1 ^ 0 9 .  W ash in g to n , D. C. :  Govern
ment P r i n t i n g  O f f i c e . 1909 , ch ap .  321 , s e c .  215, pp . 1130-31 .

3 1 u . S . ,  C o n g re ss ,  S t a t u t e s  o f  t h e  U n i te d  S t a t e s  o f  
A m erica ,  6 6 th  C o n g re ss ,  2nd S e s s . ,  1919-1920 (W ash ing ton : U.S.
Government P r i n t i n g  O f f i c e ,  19 2 0 ) ,  c h a p .  91.



22

t h e  o r i g i n a l  a c t .  S e c t io n  439 d e a l s  w i th  th e  i s s u a n c e  o f

s e c u r i t i e s  by r a i l r o a d  co m p an ie s .  The s e c t i o n  s t a t e s :

I t  s h a l l  be u n la w fu l  f o r  any c a r r i e r  t o  i s s u e  any s h a r e  
o f  c a p i t a l  s to c k  o r  any bond on o t h e r  e v id e n c e  o f  i n 
t e r e s t  i n  o r  i n d e b te d n e s s  o f  t h e  c a r r i e r  . . . u n l e s s , 
and u n t i l ,  and th e n  o n ly  t o  t h e  e x t e n t  t h a t ,  upon a p 
p l i c a t i o n  by th e  c a r r i e r ,  and a f t e r  i n v e s t i g a t i o n  by 
th e  com m ission  o f  t h e  p u rp o s e s  t h e  com m ission  by o r d e r  
a u t h o r i z e s  su ch  i s s u e .

The c o n d i t i o n s  u n d e r  w hich  t h e  com m ission  c o u ld  a p 

p rove  th e  i s s u e  f o r  s a l e  w ere s p e c i f i c a l l y  s e t  o u t  i n  th e  

s t a t u t e .  A pproval was g iv e n  i f :  t h e  i s s u e  was f o r  some

la w f u l  p u rp o se  w i t h i n  t h e  c o r p o r a t e  c h a r t e r ;  t h e  i s s u e  was 

co m p a tib le ,  w ith , th e  pub lic^  i n t e r e s t ,  w hich i s  n e c e s s a r y  and 

a p p r o p r i a t e  f o r  t h e  p r o p e r  s e r v i c e  t o  t h e  p u b l i c ;  t h e  i s s u e  

was r e a s o n a b le  and a p p r o p r i a t e .

An u n u s u a l  a s p e c t  o f  t h i s  s t a t u t e  was t h e  com m ission  

c o u ld  g r a n t  o r  deny th e  r e q u e s t ,  g r a n t  any p a r t  o f  i t ,  o r  

m odify i t  i n  any way i t  so  d e s i r e d .

S p e c i f i c a l l y  exempt f rom  th e  p r o v i s i o n s  o f  t h i s  

s t a t u t e  were d e b t  o b l i g a t i o n s  w i th  m a t u r i t i e s  o f  l e s s  th a n  

two y e a r s .

These two s t a t u t e s  r e p r e s e n t  t h e  e a r l i e r  a t t e m p t s  

t o  r e g u l a t e  s e c u r i t i e s  a t  t h e  f e d e r a l  l e v e l .

Need f o r  R e g u la t io n

C o n tin u ed  m a n ip u la t iv e  p r a c t i c e s ,  e x c e s s i v e  a b u s e ,  

and f r a u d u l e n t  schemes i n v o l v i n g  th e  i n v e s t o r  e v e n t u a l l y  l e d  

t o  t h e  r e g u l a t i o n  o f  th e  s e c u r i t i e s .  S e v e r a l  f a c t o r s  b e s t
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i l l u s t r a t e  why some c o n t r o l  p r o v i s i o n s  w ere e s s e n t i a l . 3%

A lthough  i t  was r a t h e r  o b v io u s  t h a t  m ark e t  c o n d i t i o n s  

were d i r e c t l y  a f f e c t i n g  th e  w e l f a r e  o f  m i l l i o n s  o f  p e o p l e ,  

t h e  exchanges  were l e f t  t o  p o l i c e  t h e  a c t i v i t i e s  o f  t h e i r  

own members. A lthough  th e  i n t e r n a l  r e g u l a t i o n s  were p a r 

t i a l l y  e f f e c t i v e ,  t h e r e  a r e  s e v e r a l  r e a s o n s  why th e y  d id  n o t
33remove th e  need  f o r  some o u t s i d e  c o n t r o l .  These r e a s o n s  

a r e :  (1 )  c o n f l i c t s  o f  i n t e r e s t  e x i s t e d  be tw een  th e  e x c h a n g e ,

i t s  members, and t h e i r  c u s to m e rs ;  (2 )  t h e  ex changes  had  b e 

come an i n t e g r a l  p a r t  o f  t h e  c r e d i t  and f i n a n c i a l  s t r u c t u r e  

o f  o u r  s y s te m ; (3) t h e  a b u ses  o f  non -ex ch an g e  members c o u ld  

n o t  be c o n ta in e d ;  (4 )  t h e r e  was a  s h a rp  d i s t i n c t i o n  be tw een  

th e  exchange a u t h o r i t i e s  and p u b l i c  o f f i c i a l s  r e g a r d i n g  th e  

p u b l i c  w e l f a r e  i n  f i n a n c i a l  m a t t e r s .

The f a c t  soon  became o b v io u s  t h a t  t h e  exchange c o u ld  

n o t  e f f e c t i v e l y  c o n t r o l  i t s  own o p e r a t i o n s .

As has  been p r e v i o u s l y  s t a t e d ,  th e  i d e a  o f  c a v e a t  

em ptor  was no lo n g e r  th e  p r e v a l e n t  c o n c e p t  o f  th e  b u s in e s s  

p h i lo s o p h y .  The p r i c e s  d e te rm in e d  i n  th e  open m ark e t  s h o u ld  

r e f l e c t  th e  s u p p ly  and demand s i t u a t i o n .  I f  t h e  judgm ent 

o f  any p a r t i e s  in v o lv e d  i n  t h e  t r a n s a c t i o n  i s  i n f l u e n c e d  

by f a l s e ,  in c o m p le te ,  o r  i n a c c u r a t e  i n f o r m a t i o n ,  th e  p r i c e

32 Fundam enta ls  o f  I n v e s tm e n t  Banfeing, s p o n so re d  by 
In v e s tm e n t  Bankers A s s o c i a t i o n  o f  America (Englewood C l i f f s ,  
N . J . :  P r e n t i c e - H a l l , I n c . ,  1 9 4 9 ) ,  p .  608.

33%bid.
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a g re e d  upon i n  th e  m arke t does n o t  r e f l e c t  th e  s u p p ly  and 

demand s i t u a t i o n .  One o f  th e  e s s e n t i a l  i n g r e d i e n t s  f o r  

a  f r e e  and open m ark e t  i s  t h a t  th e  b u y e r  and s e l l e r  a r r i v e  

a t  a  p r i c e  u s in g  a l l  t h e  p e r t i n e n t  i n f o r m a t io n  a v a i l a b l e  t o  

them  w ith  r e s p e c t  t o  a  g iv e n  s i t u a t i o n .  A ny th ing  l e s s  th a n  

t h i s  u n d u ly  and a r b i t r a r i l y  i n f l u e n c e s  a g re e d -u p o n  p r i c e s .  

One h i g h l i g h t  o f  t h i s  p ro b lem  was t h e  in a d e q u a te  c o n t r o l  

o v e r  l i s t e d  and u n l i s t e d  s e c u r i t i e s  t r a d e d  on th e  e x ch an g e .

In c lu d e d  w i t h i n  th e  c o n te x t  o f  i n s i d e r s  a r e  b r o k e r s , 

d e a l e r s ,  c o r p o r a t e  o f f i c i a l s  and o t h e r  p e r so n s  w i th  in fo rm a 

t i o n  n o t  a v a i l a b l e  t o : t h e  g e n e r a l  p u b l i c .  The a b u ses  p e r 

p e t r a t e d  by t h i s  group o f  p e o p le  were n o t  i n  t h e  b e s t  i n 

t e r e s t  o f  th e  i n v e s t i n g  p u b l i c .  B rokers  and d e a l e r s  were 

q u i t e  o f t e n  i n  a v e ry  com prom ising  s i t u a t i o n ,  a c t i n g  b o th  

f o r  th e m se lv e s  and f o r  t h e i r  c l i e n t s .  The s e l f i s h  u se  o f  

c o n f i d e n t i a l  i n f o r m a t i o n ,  n o t  a v a i l a b l e  t o  e v e ry o n e ,  was 

p r e v a l e n t .

The u se  o f  th e  wash s a l e s  and p o o ls  t o  i n f l u e n c e  

p r i c e s  was n o t  i n  v i o l a t i o n  o f  exchange r u l e s .  As p r e v i 

o u s ly  d i s c u s s e d ,  t h e s e  p r a c t i c e s  p e r m i t t e d  th e  u n s c ru p u lo u s  

m a n ip u la to r s  t o  c r e a t e  a r t i f i c i a l  s u p p ly  and demand f o r  a 

s to c k  i n  o r d e r  t o  a f f e c t  th e  p r i c e .

The p r im ary  m a rk e t s ,  where s a l e s  o f  new s e c u r i t y  

i s s u e s  a r e  o r i g i n a t e d ,  a l s o  s e rv e d  as  a good example o f  th e  

need  f o r  r e g u l a t i o n .  One o f  t h e  more p r e v a l e n t  p r a c t i c e s  

was t h e  co n cea lm en t o f  m a t e r i a l  f a c t s  w i t h i n  t h e  s a l e s
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l i t e r a t u r e  o r  o f f e r i n g  c i r c u l a r . T h i s  p r a c t i c e  was e x 

t e n d e d  t o  th e  a c t u a l  i s s u a n c e  o f  f a l s e  in f o r m a t io n  i n  some 

c a s e s .  The v i c t i m s  o f  t h e s e  schemes had  v e ry  l i t t l e  o r  no 

r e c o u r s e ,  o u t s i d e  t h e  c i v i l  la w , a g a i n s t  th e  i s s u e r  o f  t h e  

s e c u r i t i e s .  T h is  s t a t e  o f  a f f a i r s  was compounded by th e  

l a c k  o f  an e f f e c t i v e  r e g u l a t o r y  agency  a t  any l e v e l  t o  

c o n t r o l  t h e  a c t i v i t i e s  o f  t h e  p e o p le .

E a r ly  S t a t e  "B lue Sky" Laws 

The p a s s a g e  o f  e a r l y  f e d e r a l  l e g i s l a t i o n  i n  th e  

a r e a s  o f  s e c u r i t i e s  r e g u l a t i o n  was accom panied  by s t a t e  

l e g i s l a t i o n .  The l e g i s l a t u r e s  o f  th e  v a r i o u s  s t a t e s  began  

t o  t a k e  s t e p s  t o  p r o t e c t  th e  i n d i v i d u a l  i n v e s t o r .  The f i r s t  

two s t a t e s  t o  p a s s  "B lue  Sky Laws" were Kansas and Rhode 

I s l a n d  i n  1911. At th e  p r e s e n t  t im e  e v e ry  s t a t e  e x c e p t  

H aw aii and Nevada h a s  some ty p e  o f  r e g u l a t o r y  la w . ^^ The 

o n ly  r e c o u r s e  a v a i l a b l e  t o  e x p l o i t e d  i n v e s t o r s ,  p r i o r  t o  

th e  p a s s a g e  o f  s t a t e  la w s ,  were th e  a n t i - f r a u d  s t a t u t e s  and 

th e  common law .

As th e  v a r io u s  s t a t e s  p a s s  s t a t u t e s ,  each  has  t a k e n  

a d i f f e r e n t  ap p ro a c h  t o  th e  p rob lem  o f  r e g u l a t i o n .  T h e re 

f o r e ,  t h e  laws a r e  d i f f e r e n t  i n  each  s t a t e .  T his  f a c t o r  

p l a c e s  an u n u s u a l  b u rd en  upon th o s e  i n d i v i d u a l s  w is h in g  t o

3^Ibid., p. 576.

^^Gordon C a l v e r t ,  "D evelopm ent i n  S t a t e  R e g u la t io n  
o f  S e c u r i t i e s , "  B u s in e ss  Law yer, V o l.  XVII, J u ly  1962 , p .  829.

36Bellmore, op. cit., p. 282.
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r e g i s t e r  i n  s e v e r a l  s t a t e s .  T h is  l a c k  o f  u n i f o r m i ty  h as  

p a r t i a l l y  h a m stru n g  and s p o t l i g h t e d  t h e  i n e f f e c t i v e n e s s  o f  

t h e  s t a t e  s ta tu te s T ^ '^ T h e r e  h as  been  a movement t o  o b t a i n  

p a s sa g e  o f  a  U niform  S e c u r i t i e s  Act i n  th e  v a r io u s  s t a t e s  

t o  a l l e v i a t e  some o f  t h e  in a d e q u a c ie s  r e s u l t i n g  from  d i f 

f e r e n t  s t a t u t e s .  At th e  p r e s e n t  t im e ,  f i f t e e n  o f  th e  

s t a t e s ,  i n c l u d i n g  Oklahoma, have  a d o p te d  th e  Uniform  Se

c u r i t i e s  A c t .  The U niform  S e c u r i t i e s  A ct w i l l  be d i s c u s s e d  

i n  C h a p te r  IV,

B a s ic  Types o f  S t a t e s '  Laws

The s t a t u t e s  e n a c t e d  by th e  v a r io u s  s t a t e  l e g i s 

l a t u r e s  w ere q u i t e  d i f f e r e n t  i n  c o n t e n t ,  n a t u r e  and s c o p e .  

However, t h e  r e g u l a t o r y  a t t e m p t s  th e  v a r io u s  s t a t e s  made

c a n ,  i n  g e n e r a l ,  be d iv id e d  i n t o  t h r e e  main c l a s s i f i c a -  
3 7t i o n s .  These c l a s s i f i c a t i o n s  a r e :  (1) laws r e q u i r i n g

th e  r e g i s t r a t i o n  o r  l i c e n s i n g  o f  d e a l e r s ,  b r o k e r s  and o t h e r  

d i s t r i b u t o r s ;  (2 )  laws r e q u i r i n g  th e  r e g i s t r a t i o n  o f  new 

s e c u r i t i e s  i s s u e s ;  (3) a n t i - f r a u d  ty p e  laws which p ro v id e  a 

p e n a l t y  f o r  th e  f r a u d u l e n t  s a l e  o f  s e c u r i t i e s .

S t a t e s  which r e g u l a t e  s a l e s  o f  an i s s u e  by l i c e n s i n g  

t h e  d e a l e r ,  o b t a i n  i n f o r m a t i o n  b e f o r e  g r a n t in g  a l i c e n s e  to  

a s s u r e  t h a t  t h e  d e a l e r  i s  s o l v e n t .  He can be l o c a t e d  and 

w a tch ed  i f  he i s  b e l i e v e d  t o  be engaged  i n  q u e s t i o n a b l e  

a c t i v i t i e s .  Some s t a t e s  r e q u i r e  r e g i s t r a t i o n  a n n u a l ly  t o

37F undam en ta ls  o f  In v e s tm e n t  B ank ing , op . c i t . ,  p .  608,
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p ro v id e  i n f o r m a t io n  o f  h o m e -o f f ic e  a d d r e s s e s ,  b ra n c h  o f f i c e s ,  

names o f  p r i n c i p l e s  d o in g  b u s in e s s  f o r  th e  b r o k e r - d e a l e r  

f i r m ,  and p e rso n s  who a r e  a c t i n g  as s a le sm e n .  The d a t a  a r e  

in te n d e d  t o  e s t a b l i s h  p a s t  h i s t o r y ,  g e n e r a l  i n t e g r i t y  and 

f i n a n c i a l  h o n e s ty .  I f  t h e  l i c e n s i n g  a u t h o r i t y  f i n d s  th e  

a p p l i c a n t  i s  o f  good c h a r a c t e r  and h as  p a id  t h e  p r o p e r  f e e ,  

i t  l i c e n s e s  him .

S t a t e s  u s in g  th e  r e g i s t r a t i o n  o f  s e c u r i t i e s  as  t h e i r  

r e g u l a t o r y  te c h n iq u e  have t h e i r  r e q u i r e m e n ts  s a t i s f i e d  i n  

one o f  t h r e e  w ays, i . e . ,  n o t i f i c a t i o n ,  c o o r d i n a t io n  o r  q u a l i 

f i c a t i o n .  Under th e  n o t i f i c a t i o n  p r o v i s i o n s ,  t h e  s t a t u t e  

r e q u i r e s  th e  f i l i n g  o f  i n t e n t  t o  o f f e r  s e c u r i t i e s  by th e  

i s s u e r  o r  t h e  d e a l e r s  d e s i r i n g  t o  d i s t r i b u t e  them w i t h i n  th e  

s t a t e .  C o o rd in a t io n  a l lo w s  th e  r e g i s t r a n t  t o  r e g i s t e r  w i th  

t h e  S e c u r i t i e s  and Exchange Commission and th e  s t a t e  a u t h o r i t y  

a t  th e  same t im e .  A pprova l by t h e  s t a t e  i s  c o n c o m ita n t  w i th  

f e d e r a l  a p p r o v a l .  Under t h e  q u a l i f i c a t i o n  r e q u i r e m e n t ,  th e  

p r o p e r  s t a t e  a u t h o r i t y  exam ines a p p l i c a t i o n s  f o r  th e  s a l e  

o f  s e c u r i t i e s  and ap p ro v es  t h o s e  i s s u e s  which q u a l i f y .  The 

t e s t s  a p p l i e d  by th e  v a r i o u s  s t a t e  a u t h o r i t i e s  i n  p a s s in g  

on q u a l i f i c a t i o n s  v a ry  a c c o r d in g  to  t h e  s t a t u t e s  o f  t h a t  

p a r t i c u l a r  s t a t e  and th e  d i s c r i m i n a t o r y  power g iv e n  th e  

a u t h o r i z i n g  body.

A s t a t e ,  which h a s  o n ly  a law a g a i n s t  f r a u d ,  r e 

f u s e s  t o  i n t e r v e n e  i n  t h e  i s s u a n c e  o f  any s e c u r i t i e s  u n l e s s  

i t  s h o u ld  a p p e a r  t h a t  f r a u d  i s  a b o u t  t o  be com m itted . Such



28

a law u s u a l l y  r e q u i r e d  t h a t  th e  d e a l e r  i n  s e c u r i t i e s  f i l e  

a  l i s t  o f  h i s  p e r s o n n e l  w i th  t h e  p r o p e r  s t a t e  agency and 

p ro v id e  th e  name and a d d r e s s e s  o f  t h e  i s s u e r  when he o f f e r s  

a new i s s u e  f o r  s a l e .  I t  t h e n  becomes th e  r e s p o n s i b i l i t y  

o f  th e  p r o p e r  s t a t e  o f f i c e r ,  u s u a l l y  th e  a t t o r n e y - g e n e r a l ,  

t o  i n v e s t i g a t e  i f  he b e l i e v e s  t h a t  t h e  d e a l e r  h a s  engaged  

i n  f r a u d u l e n t  p r a c t i c e s ,  o r  i s  a b o u t  t o  engage i n  them .

T h is  ty p e  o f  l e g i s l a t i o n  does n o t  p r o t e c t  t h e  i n v e s t o r  

e i t h e r  from  r e c e i v i n g  in a d e q u a te  f a c t s ,  o r  from  an i n a d e 

q u a te  i n v e s t i g a t i o n  o f  t h e  i s s u e  b e f o r e  he p u r c h a s e s  th e  

s to c k .

F e d e r a l  R e g u la to ry  S t a t u t e s  

U n f o r t u n a t e l y ,  l e g i s l a t i v e  a c t i o n  by th e  i n d i v i d u a l  

s t a t e s  p ro v ed  in a d e q u a te  t o  p r o t e c t  th e  p u b l i c  a g a i n s t  th e  

a b u ses  and f r a u d s  a r i s i n g  i n  t h e  i s s u a n c e  and s a l e  o f  new

s e c u r i t i e s .  The trem endous amount o f  e s t i m a t e d  l o s s e s  d u t -
3 8i n g  th e  1920’ s  i n  w o r th le s s  s e c u r i t i e s  was l i t t l e  r e d u c e d  

by th e  e x i s t e n c e  o f  b lu e - s k y  laws i n  a lm o s t  e v e ry  s t a t e  i n  

th e  Union. The s t a t e  laws were e a s i l y  c i r c u m v e n te d .  The 

most common method was th e  consummation o f  a  s a l e  a c r o s s  

s t a t e  l i n e s .  The complex i n t e r s t a t e  c h a r a c t e r  o f  m ost 

c o r p o r a t e  f i n a n c i n g  meant t h a t  th e  b lu e - s k y  p ro m o te r  co u ld  

o b t a i n  a lm o s t  c o m p le te ly  im m unity from  s t a t e  laws by t r a n s 

f e r r i n g  h i s  o p e r a t i o n  t o  i n t e r s t a t e  commerce. Both p r a c t i c a l

^®The t o t a l  h a s  been  e s t i m a t e d  a t  $ 2 5 ,0 0 0 ,0 0 0 ,0 0 0 .
See th e  New York T im es , May 28 , 19 33, p .  2.
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and c o n s t i t u t i o n a l  l i m i t a t i o n s  p r e v e n te d  e f f e c t i v e  s t a t e  

a c t i o n s  i n  c a s e s  o f  t h i s  t y p e .

The above s i t u a t i o n  l e d ,  o f  c o u r s e ,  t o  e v e n t u a l  

f e d e r a l  l e g i s l a t i o n  i n  t h i s  a r e a .  The two landm ark  p i e c e s  

o f  f e d e r a l  l e g i s l a t i o n  a r e  The S e c u r i t i e s  A ct o f  19 33 and 

The S e c u r i t i e s  and Exchange Act o f  1934.

The S e c u r i t i e s  Act o f  19 33 was p a s s e d  t o  r e g u l a t e  

t h e  o f f e r i n g  o f  s e c u r i t i e s  i n  th e  p r im a ry  m a rk e t .  P a s se d  

on May 27 , 19 33, t h e  a c t  was d e s ig n a te d  t o  " p ro v id e  f u l l  

and f a i r  d i s c l o s u r e  o f  t h e  c h a r a c t e r  o f  s e c u r i t i e s  s o ld  i n  

i n t e r s t a t e  and f o r e i g n  commerce and th ro u g h  th e  m a i l s . "^9 

The s t a t u t e ,  t h e r e f o r e ,  i s  c l a s s i f i e d  as  a  f u l l  d i s c l o s u r e  

a c t  d e s ig n e d  t o  p ro v id e  t h e  p o t e n t i a l  i n v e s t o r  w i th  a l l  

th e  m a t e r i a l  f a c t s  p e r t i n e n t  t o  a  g iv en  i s s u e  so  t h a t  an 

i n t e l l i g e n t  d e c i s i o n  r e g a r d i n g  i n v e s t i n g  can be made. The 

h e a r t  o f  th e  S e c u r i t i e s  Act o f  1933 i s  t h e  r e g i s t r a t i o n  

s ta t e m e n t  r e q u i r e d  to  be f i l e d  w i th  The S e c u r i t i e s  and 

Exchange Commission f o r  a l l  i s s u e s  r e g i s t e r e d  by q u a l i f i 

c a t i o n .  The in f o r m a t io n  c o n ta in e d  i n  t h e  r e g i s t r a t i o n  

s t a t e m e n t  can be p la c e d  i n  f i v e  m a jo r  g roups

1 . H i s t o r i c  and l e g a l  f a c t s  c o n c e rn in g  th e  n a t u r e  

o f  th e  b u s i n e s s ,  th e  a r t i c l e s  o f  i n c o r p o r a t i o n ,  t h e  b y la w s ,

39
G i l b e r t  W, Cooke, The S to ck  M arkets  (New York: 

Simmons-Boardman P u b l i s h in g  Compahy,~T9"6 47 , p .  103_.

^^S e c u r i t i e s  and Exchange Act o f  1933 , i n  U .S . ,  
T i t l e  15 , s e c .  77a-VVaa (W ash ing ton : U .S . Government
P r i n t i n g  O f f i c e ,  1 9 6 5 ) ,  pp . 2689-2724,
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a n n u a l  r e p o r t s  o v e r  a p e r io d  o f  y e a r s ,  and any s i g n i f i c a n t  

a c t i o n  ta k e n  by th e  b o a rd  o f  d i r e c t o r s ;

2. I n fo r m a t io n  r e l a t i n g  t o  t h e  n a tu r e  o f  t h e  i s s u e ,  

th e  c a p i t a l i z a t i o n  o f  th e  i s s u e r ,  t h e  a c t i o n s  t a k e n  to

make th e  i s s u e  a l e g a l  s e c u r i t y ,  and th e  o p in io n  o f  compe

t e n t  c o u n s e l  p a s s in g  on th e  l e g a l i t y  o f  t h e  i s s u e ;

3. S p e c i f i c  f i n a n c i a l  i n f o r m a t io n  and d e t a i l e d  a c 

c o u n t in g  e x h i b i t s  nn th e  i te m s  i n  t h e  p r o f i t  and l o s s  s t a t e 

ment and b a la n c e  s h e e t  s ta t e m e n t  w hich p ro v id e  f u l l  d i s 

c l o s u r e  on a l l  a c c o u n t in g  v a r i a t i o n s  ;

4 , C o n t r a c t s  r e l a t i n g  t o  th e  co n d u c t o f  th e  b u s in e s s  

and th e  use  o f  th e  n e t  p ro c e e d s  from th e  s a l e  o f  th e  i s s u e ,  

i n c l u d i n g  any management c o n t r a c t s , r o y a l t y  c o n t r a c t s , o r  

ag re e m e n ts  w i th  s u b s i d i a r i e s  ;

5, A l l  f a c t s  r e l a t i n g  t o  t h e  u n d e rw r i t in g - ,

The S e c u r i t i e s  Act o f  19 33, a l s o ,  r e q u i r e s  t h a t  each  

i n v e s t o r  be p r o v id e d  w ith  a copy o f  th e  p r o s p e c tu s  a t  th e  

t im e  o f ,  o r  p r i o r  t o ,  t h e  s a l e  o f  th e  s e c u r i t y .  The p r o 

s p e c t u s ,  a c c o r d in g  t o  th e  s t a t u t e ,  must c o n ta in  a l l  th e  

i n f o r m a t io n  i n  th e  r e g i s t r a t i o n  s ta t e m e n t  e x c e p t  l e g a l  

o p in io n s  o f  c o u n s e l ,  u n d e r w r i t in g  a g re e m e n t ,  a r t i c l e s  o f  

i n c o r p o r a t i o n  and i n d e n t u r e s .  The p r o s p e c tu s  i s  th e  i n s t r u 

ment by which th e  f u l l  d i s c l o s u r e  o f  f a c t s  i s  a c c o m p lish e d .^ ^

The f o l lo w in g  s e c u r i t i e s  a r e  exempt from  th e

^^T bid . , s e c ,  7 7 ] ,  p. 2654.
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42p r o v i s i o n s  o f  th e  S e c u r i t i e s  Act o f  1933:

1. S e c u r i t i e s  i s s u e d  o r  g u a r a n te e d  by th e  U n ite d

S t a t e s ,  any s t a t e ,  o r  p o l i t i c a l  s u b d iv i s i o n  t h e r e o f ,  o r  any

n a t i o n a l  b an k ;

2. Any n o t e ,  d r a f t ,  b i l l  o f  Exchange o r  b a n k e rs  

a c c e p ta n c e  w i th  l e s s  th a n  n in e  months m a t u r i t y ;

3. S e c u r i t i e s  o f  n o n - p r o f i t  c o r p o r a t i o n s ;

4. S e c u r i t i e s  o f  b u i l d i n g  and lo a n  o r  s a v in g s  and 

lo a n  a s s o c i a t i o n s ,  e t c . ,  where b u s in e s s  i s  making lo a n s  t o  

members, i f  th e  i s s u e r  does n o t  make more th a n  a  t h r e e  p e r  

c e n t  f e e ;

5. I s s u e s  o f  common c a r r i e r s  c o n t r o l l e d  by th e  

I n t e r s t a t e  Commerce Commission ;

6 . C e r t i f i c a t e s  i s s u e d  by a r e c e i v e r  o r  t r u s t e e  i n  

b a n k ru p tc y  ;

7. T r a n s a c t io n s  betw een  i s s u e r  and e x i s t i n g  h o l d e r  

where no f e e  i s  p a i d ;

8. I n s u r a n c e  c o n t r a c t s  s u b j e c t  t o  s u p e r v i s i o n  by 

th e  s t a t e  c o m m iss io n e rs ;

9 . S e c u r i t i e s  i s s u e d  f o r  o u t s t a n d i n g  s e c u r i t i e s  

where app ro v ed  by any c o u r t ,  o r  b a n k ,  o r  in s u r a n c e  commis

s i o n e r ;

10. S e c u r i t i e s  s o ld  s o l e l y  i n t r a s t a t e ;

11. O f f e r in g s  o f  l e s s  t h a n  $3 0 0 .0 0 .

^ ^ I b i d , , s e c .  77c , p .  2648.
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The o n ly  o t h e r  ex em p tio n s  p ro v id e d  by th e  S e c u r i t i e s  

Act o f  19 33 w ere o f  a t r a n s a c t i o n  n a t u r e .  The t r a n s a c t i o n s  

s p e c i f i c a l l y  exem pted from  th e  p r o v i s i o n s  o f  th e  a c t  w e re :^ ^

1. T r a n s a c t io n s  by any p e r s o n  o t h e r  th a n  an i s 

s u e r ,  u n d e r w r i t e r  o r  d e a l e r ;

2. P r i v a t e  p la c e m e n t  o f  an i s s u e ;

3. T r a n s a c t io n s  e x e c u te d  by a  b r o k e r  f o r  a  c u s to m e r  

o r d e r  i n  th e  open m ark e t o r  any exchange  ;

4 . T r a n s a c t io n s  by a  d e a l e r ,  e x c e p t  any s a l e s  made

w i t h i n  f o r t y  days a f t e r  an i s s u e  i s  f i r s t  s o l d .

Any s e c u r i t i e s  in v o lv e d  i n  t r a n s a c t i o n s  o t h e r  th a n  

th e  f o u r  s p e c i f i c  ex em p tio n s  l i s t e d  a b o v e ,  and e x c lu d in g  

s e c u r i t i e s  p r e v i o u s l y  l i s t e d  a s  b e in g  ex em p t,  m ust r e g i s t e r  

w i th  t h e  S e c u r i t i e s  and Exchange Commission i n  co m p lian ce  

w i th  t h e  S e c u r i t i e s  Act o f  1933.

The S e c u r i t i e s  and Exchange Act o f  1934 was de

s ig n e d  t o  r e g u l a t e  t r a n s a c t i o n s  i n  t h e  se c o n d a ry  m ark e ts  

i n v o l v i n g  e x c h a n g e s .-  T h is  a c t  b ro u g h t  th e  o p e r a t i o n  o f  

s e c u r i t i e s  ex changes  u n d e r  f e d e r a l  s t a t u t e  " t o  i n s u r e " t h e  

m a in te n a n c e  o f  f a i r  and h o n e s t  m a rk e ts  i n  su ch  t r a n s a c t i o n s . " ^ ^

43 I b i d . , s e c .  77d, p .  2650.

^^S e c u r i t i e s  and Exchange A c t  o f  193 4 , i n  U.S. 
T i t l e  1 5 ,  ch ap .  2B, s e c .  7 8 a -7 8 ] j  (W ash ing ton : U .S. 
Government P r i n t i n g  O f f i c e ,  1 964) .
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The main o b j e c t i v e s  o f  t h e  a c t  a r e : ^ ^

1 . To p ro v id e  t h e  p u b l i c  w i th  r e l i a b l e  i n f o r m a t io n  

c o n c e rn in g  th e  s e c u r i t i e s  t h a t  a r e  l i s t e d  on n a t i o n a l  s e 

c u r i t y  ex c h a n g e s ;

2 .  To e l i m i n a t e  m a n ip u la t i o n ,  f r a u d ,  aid t h e  d i s 

s e m in a t io n  o f  f a l s e  i n f o r m a t io n  i n  t h e  s e c u r i t i e s  m a r k e t s ;

3 , To i n s u r e  j u s t  and e q u i t a b l e  t r a d i n g  i n  t h e  

s e c u r i t y  m a rk e ts  ;

4 .  To r e g u l a t e  t r a d i n g  by i n s i d e r s  i n  t h e  s e c u r i t y

m a rk e ts  ;

5 ,  To r e g u l a t e  th e  u se  o f  c r e d i t  f o r  t h e  p u rp o se  

o f  s e c u r i t y  t r a d i n g ;

6 ,  To r e g u l a t e  t h e  u se  o f  p r o x ie s  by c o r p o r a t e  

o f f i c i a l s .

The S e c u r i t i e s  and Exchange Commission a d m i n i s t e r s  

b o th  o f  t h e s e  f e d e r a l  s t a t u t e s .  The Commission h as  th e  

a u t h o r i t y  and th e  r e s p o n s i b i l i t y  t o  make th e  i n f o r m a t io n  

n e c e s s a r y  f o r  s e c u r i t y  a n a l y s i s  a v a i l a b l e  t o  t h e  i n v e s t o r ,  

t h u s  a l lo w in g  him t o  d e te rm in e  t h e  d e s i r a b i l i t y  o f  i n v e s t 

ment i n  a  p a r t i c u l a r  i s s u e ,

S t a t e - F e d e r a l  R e g u la t io n s

As i n  m ost c a s e s  where t h e r e  i s  an  o v e r l a p p in g  o f  

b o th  s t a t e  and f e d e r a l  s t a t u t e s , some q u e s t i o n s  a r i s e  as  t o

^^S e c u r i t i e s  and Exchange Commission; I t s  F u n c t io n  
and A c t i v i t i e s , S e c u r i t i e s  and Exchange Commission CWashing- 
t o n ;  U .S . Government P r i n t i n g  O f f i c e ,  1 9 6 4 ) ,  pp , 5 -8 ,
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th e  p r o p r i e t y  o f  h a v in g  two s e t s  o f  law s .  The a r e a  o f  

s e c u r i t i e s  i s  much l i k e  a l l  o t h e r  a r e a s  where t h e r e  i s  an 

o v e r l a p p in g  o f  r e s p o n s i b i l i t i e s  and j u r i s d i c t i o n s .  There 

a r e  th o s e  who b e l i e v e  t h e r e  i s  a  d u p l i c a t i o n  o f  e f f o r t  t o  

have  r e g u l a t o r y  b o d ie s  a t  b o th  th e  s t a t e  and f e d e r a l  l e v e l s ;  

how ever,  most p e o p le  a s s o c i a t e d  w i th  th e  s e c u r i t i e s  i n d u s t r y  

o v e r  th e  p a s t  tw e n t y - f i v e  y e a r s  have come t o  r e g a r d  th e  

f e d e r a l  r e g u l a t i o n  o f  i n t e r s t a t e  s e c u r i t i e s  a s  b o th  n e c e s 

s a r y  and p r o p e r .

Some p e o p le  m a in ta in  t h a t  th e  laws o f  th e  i n d i v i d u a l  

s t a t e s  a r e  s u p e r i o r  t o  th o s e  o f  th e  f e d e r a l  governm ent.

These i n d i v i d u a l s  co n ten d  t h a t ;  (1 )  th e  B lue Sky laws 

c o n s id e r a b ly  a n t e d a t e  th e  c o r re s p o n d in g  f e d e r a l  l e g i s l a t i o n ;

(2 )  Congress s p e c i f i c a l l y  r e s e r v e d  t o  th e  r e s p e c t i v e  s t a t e s  

t h e i r  power t o  r e g u l a t e  i n t r a s t a t e  s e c u r i t i e s  a c t i v i t i e s  ;

(3) by and l a r g e ,  th e  Blue Sky laws a r e  b r o a d e r  i n  scope

th a n  th e  c o r re s p o n d in g  f e d e r a l  l e g i s l a t i o n ,  b o th  as to
*+7co v e rag e  and i n t e n s i t y .

They f u r t h e r  m a in ta in  t h a t  t h e  Act o f  1933 p ro m ise s  

o n ly  a f u l l  d i s c l o s u r e  o f  f a c t s  w hereas  t h e  B lue Sky laws 

e s t a b l i s h  c e r t a i n  minimum q u a l i t a t i v e  s t a n d a r d s  which must 

be met b e f o r e  an i s s u e r  can p u t  th e  s e c u r i t i e s  on th e  m arke t,  

The p h i lo so p h y  b eh in d  th e  t y p i c a l  Blue Sky law , w i th  r e s p e c t

^^Edward M. C ow ett,  " F e d e r a l - S t a t e  R e l a t i o n s h i p s  i n  
S e c u r i t i e s  R e g u la t i o n , "  George W ashington Law R eview , v o l .  
XXVIII (O c to b e r  1 9 5 9 ) ,  pp . 287-à'ofe.

U7
I b i d . . p. 289.
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t o  th e  r e g i s t r a t i o n  o f  s e c u r i t i e s ,  goes much f u r t h e r  th a n  

th e  d i s c l o s u r e  p h i lo so p h y  u n d e r ly in g  th e  S e c u r i t i e s  Act o f  

1933.48

S e c u r i t i e s  and Exchange Com m issioner Hugh Owens h as  

s a id  t h a t  t h e r e  i s  no c o n f l i c t  betw een  s t a t e  and f e d e r a l  

s t a t u t e  i n  r e g u l a t i o n s .  He em p h a s iz e d ,  how ever,  t h a t  a  d i f 

f e r e n t  p h i lo s o p h y  u n d e r l i e s  th e  s t a t u t e s  a t  th e  two l e v e l s . 49

The p ro p o n e n ts  o f  th e  p h i lo s o p h y  to  r e t u r n  t o  t h e  

Blue Sky laws and e l i m i n a t e  o r  m in im ize  f e d e r a l  r e g u l a t i o n  

i n  t h i s  a r e a  have  n o t  come t o  g r ip s  w i th  t h e  p ro b lem  which 

cau sed  th e  p a s sa g e  o f  th e  o r i g i n a l  f e d e r a l  s t a t u t e s .  The 

prob lem  o f  i n t e r s t a t e  h a n d l in g  o f  s e c u r i t i e s  t r a n s a c t i o n s  

i n  o u r  more complex s o c i e t y  to d a y  would be overw helm ing 

w i th o u t  f e d e r a l  r e g u l a t i o n .

The v a r io u s  r e g u l a t o r y  b o d i e s , w h e th e r  s t a t e  o r  

f e d e r a l ,  s h o u ld  n o t  be c o n s id e re d  i n  c o m p e t i t io n  w i th  each  

o t h e r ,  r a t h e r  th e y  sh o u ld  have  a r o l e  o f  c o m p le m e n ta r i ty .

Only th ro u g h  c o o p e r a t io n  o f  t h e  v a r io u s  a g e n c ie s  w i l l  a 

r e g u l a t o r y  p ro c e d u re  be a d e q u a te  t o  r e s t r a i n  t h o s e  who 

d e f ra u d  th e  u n s u s p e c t in g  i n v e s t o r .

^^I b i d . . p. 292.

49% nterview w i th  Hugh Owens, C om m issioner, S e c u r i 
t i e s  and Exchange Commission, May l 4 , 1965.



CHAPTER I I I  

EVOLUTION OF OKLAHOMA LAW

R e g u la t io n  P r i o r  t o  1919

The f i r s t  a t t e m p t  a t  s t a t e  r e g u l a t i o n  o f  s e c u r i 

t i e s  i n  Oklahoma came i n  1913, P r i o r  t o  t h a t  t im e ,  t h e  

o n ly  r e g u l a t o r y  p r o v i s i o n s  t o  be fo u n d  were i n c l u d e d  i n  

v a r i o u s  s e c t i o n s  o f  t h e  t e r r i t o r i a l  and s t a t e  la w s .  The 

t e r r i t o r i a l  laws o f  Oklahoma w ere  t a k e n  from t h e  s t a t u t e s  

o f  New Y ork, O h io , N e b ra sk a ,  Kansas and South D ak o ta ,  The 

i n c o r p o r a t i o n  s t a t u t e  was t a k e n  from  t h e  s t a t e  o f  South  

D ako ta ,

The f i r s t  s e s s i o n  o f  t h e  Oklahoma T e r r i t o r i a l  

L e g i s l a t u r e  convened on A ugust 27 , 1890 , i n  G u t h r i e ,  O k la

hom a,^  The f i r s t  l e g i s l a t u r e ,  a l th o u g h  a h e c t i c  o n e ,  d id  

manage t o  p a s s  a  body o f  s t a t u t e s  r e g u l a t i n g  l i f e  w i t h i n  

t h e  t e r r i t o r y .  Among th e  s t a t u t e s  p a s s e d  by t h e  f i r s t  

l e g i s l a t u r e  was one p e r t a i n i n g  t o  c o r p o r a t i o n s , ^  I t  was 

c o n c e rn e d  w i th  t h e i r  c r e a t i o n ,  e x i s t e n c e ,  p o w e rs ,  s e c u r i t i e s ,

^ S t a t u t e s  o f  Oklahoma, 1890 (Oklahoma C i ty ;  The 
S t a t e  C a p i t o l  P r i n t i n g  company, l 8 9 l ) ,  p ,  v ,

^I b i d , , ch ap , 1 8 , a r t s ,  1 -2 0 ,
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e t c .  The f i r s t  s e c t i o n  o f  t h e  i n c o r p o r a t i o n  s t a t u t e  d e a l s  

w i th  t h e  g e n e r a l  p r o v i s i o n s  r e l a t i n g  t o  a l l  c o r p o r a t i o n s .  

L a te r  s e c t i o n s  d e a l  w i th  t h e  i n c o r p o r a t i o n  o f  s p e c i f i c  

com panies such  a s  r a i l r o a d s ,  i n s u r a n c e  c o r p o r a t i o n s ,  m in

in g  and m a n u f a c tu r in g ,  b u i l d i n g  and lo a n  a s s o c i a t i o n s ,  

b a n k in g  and o t h e r  lo a n  c o r p o r a t i o n s ,  e t c .

C o r p o r a t io n s  o f  two t y p e s ,  p u b l i c  and p r i v a t e ,  were 

p e r m i t t e d  u n d e r  t h e  s t a t u t e .  P u b l i c  c o r p o r a t i o n s  were t o  

be form ed f o r  t h e  governm ent o f  t h e  t e r r i t o r y  and r e g u 

l a t e d  by l o c a l  s t a t u t e s .  P r i v a t e  c o r p o r a t i o n s  c o u ld  be 

form ed f o r  m in in g ,  m a n u fa c tu r in g  and o t h e r  i n d u s t r i a l  p u r 

s u i t s  , c o n s t r u c t i o n  and o p e r a t i o n  o f  r a i l r o a d s , wagon 

r o a d s ,  i r r i g a t i o n  d i t c h e s ,  c o l l e g e s ,  s e m i n a r i e s ,  c h u r c h e s ,  

l i b r a r i e s ,  b e n e v o l e n t ,  c h a r i t a b l e  and s c i e n t i f i c  a s s o c i a 

t i o n s ,  i n s u r a n c e  c o r p o r a t i o n s  and  b a n k s .

A f t e r  s e c u r i n g  th e  c e r t i f i c a t e  o f  i n c o r p o r a t i o n  

f rom  t h e  s e c r e t a r y  o f  t h e  t e r r i t o r y ,  t h e  d i r e c t o r s  were 

r e q u i r e d  t o  open books o f  s u b s c r i p t i o n  t o  any u n s u b s c r ib e d  

c a p i t a l  s t o c k . ^  They were f u r t h e r  o r d e re d  t o  s e c u r e  

s u b s c r i p t i o n s  t o  t h e  f u l l  amount o f  t h e  " f i x e d  c a p i t a l . "  

A f t e r  th e  i n i t i a l  i s s u e  o f  t h e  s h a r e s , th e y  became th e  

p e r s o n a l  p r o p e r t y  o f  t h e  s e c u r i t y  owner and c o u ld  be 

t r a n s f e r r e d  by en d o rsem en t and d e l i v e r y .  The l e g a l i t y

q
I b i d . , a r t .  I ,  s e c .  7.

^I b i d . , a r t .  I ,  s e c ,  2.
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o f  t h i s  t r a n s a c t i o n  e x te n d e d  o n ly  t o  th e  two p e o p le  i n 

v o lv e d ,  how ever, u n t i l  such  t im e  as  th e  c o r p o r a t i o n  was 

n o t i f i e d  o f  th e  names o f  t h e  p a r t i e s , t h e  number o f  

s h a r e s ,  and th e  d a te  o f  t h e  t r a n s a c t i o n  in v o lv e d .  T h is  

in f o r m a t io n  c o u ld  th e n  be e n t e r e d  on th e  books o f  t h e  

c o r p o r a t i o n . ^  D iv idend  paym ents c o u ld  be made o n ly  from  

s u r p l u s  p r o f i t  and no p a r t  o f  th e  c a p i t a l  s to c k  c o u ld  be 

w ithd raw n  o r  d iv id e d  by th e  s t o c k h o l d e r s .  The c a p i t a l  

s to c k  o f  a b u i l d i n g  and lo a n  a s s o c i a t i o n  c o u ld  n o t  ex ceed

$500,000 and c o u ld  be i s s u e d  i n  one o r  more s u c c e s s iv e  

6i s s u e s .

The g e n e r a l  i n c o r p o r a t i o n  s t a t u t e s  o f  th e  Oklahoma 

T e r r i t o r y  rem ained  s u b s t a n t i a l l y  unchanged  u n t i l  t h e  1897 

s e s s i o n  o f  th e  T e r r i t o r i a l  L e g i s l a t u r e .  D uring  t h i s  s e s 

s i o n ,  t h e  s t a t u t e  r e g u l a t i n g  th e  e s t a b l i s h m e n t  o f  banks 

was w ithd raw n  from  th e  g e n e r a l  i n c o r p o r a t i o n  s t a t u t e  and 

p la c e d  i n  a  s e p a r a t e  s t a t u t e .  The a c t  as  w r i t t e n  r e l a t e d  

s p e c i f i c a l l y  t o  th e  c h a r t e r i n g  o f  b a n k s ,  r e s e r v e  r e q u i r e 

m e n ts ,  c a p i t a l  r e q u i r e m e n t s ,  c a p i t a l  s t o c k ,  number o f  i n -
7

c o r p o r a t o r s ,  e t c .

The n e x t  few s e s s i o n s  o f  th e  l e g i s l a t u r e  made v e ry  

few and m inor changes i n  th e  s t a t u t e s ^  w i th  r e g a r d  to

^I b i d . , a r t .  I I ,  s e c .  4.

^I b i d . , a r t .  XVI, s e c .  2.

"̂ S e s s io n  Laws o f  1897 ( G u t h r i e ,  Oklahoma: L eader
P u b l i s h in g  Company, 1 8 9 7 ) ,  ch a p .  IV.
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s e c u r i t i e s .  I t  was n o t  u n t i l  th e  1919 s e s s i o n  met t h a t  

Oklahoma made i t s  f i r s t  s t a t u t e  s p e c i f i c a l l y  r e g u l a t i n g  

s e c u r i t i e s .

Blue Sky Law o f  1919

The "Blue Sky Law o f  1919” a s  th e  L e g i s l a t u r e  o f f i 

c i a l l y  e n t i t l e d  i t ,  was b r i e f l y  d e s c r i b e d  as "An a c t  t o  

p r e v e n t  u n f a i r n e s s ,  i m p o s i t i o n ,  o r  f r a u d ,  i n  th e  s a l e  o f
g

c e r t a i n  s e c u r i t i e s . "  This  p r o t e c t i o n  was t o  be a c c o m p lish e d  

by th e  r e g i s t r a t i o n  o f  b o th  s e c u r i t i e s  and d e a l e r s .

D i s t i n c t i o n  Between S e c u r i t y  and 
S p e c u l a t i v e  S e c u r i t y

The L e g i s l a t u r e ,  w i t h i n  t h i s  a c t ,  a t t e m p te d  t o  d e 

f i n e  and d i s t i n g u i s h  be tw een  " s e c u r i t i e s "  and " s p e c u l a t i v e  

s e c u r i t i e s . S e c u r i t i e s  were t a k e n  t o  mean s to c k  c e r t i f i 

c a t e s ,  s h a r e s ,  b o n d s ,  d e b e n t u r e s ,  c e r t i f i c a t e s  o f  p a r t i c i 

p a t i o n ,  membership c o n t r a c t s ,  c o n t r a c t s  o r  bonds f o r  s a l e  

and conveyance o f  la n d  on d e f e r r e d  paym ent o r  i n s t a l l m e n t  

p l a n s ,  and o t h e r  i n s t r u m e n t s  o f  th e  same t y p e ,  i n c l u d i n g  

th e  c a p i t a l  s to c k  o f  any and a l l  c o r p o r a t i o n s  o f f e r e d  f o r  

s a l e .  S p e c u la t i v e  s e c u r i t i e s  w i t h i n  th e  meaning o f  t h e  

Blue Sky Law o f  1919 were ta k e n  t o  mean and i n c l u d e :

1 . A l l  s e c u r i t i e s  s o ld  o r  prom oted  w i th  th e  

p ro m ise  o f  u n u s u a l  p r o f i t ,  g a in  o r  a d v a n ta g e  in  t h e

8S e s s io n  Laws o f  1919 (Oklahoma C i ty :  Harlow Pub
l i s h i n g  Company, 1 9 1 9 ) ,  pp . 77 -85 .

^ I b i d . . chap. XXXXIX, s e c .  1 .
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o r d in a r y  c o u r s e  o f  l e g i t i m a t e  b u s i n e s s ;

2. Any s e c u r i t y  where t h e  s a l e s  o r  p r o f i t  commis

s i o n  was g r e a t e r  th a n  t e n  p e r  c e n t ;

3 . Any s e c u r i t y  where t h e  e le m e n t  o f  chance  o r  

h a z a r d  o f  s p e c u l a t i v e  p r o f i t  o r  p o s s i b l e  l o s s  e q u a ls  o r  

p re d o m in a te s  th e  e le m e n t  o f  r e a s o n a b le  c e r t a i n t y ,  s a f e t y  

and in v e s tm e n t ;

4. Any s e c u r i t y  where t h e  v a lu e  m a t e r i a l l y  depends 

upon p ro p o se d  o r  p ro m ise d  f u t u r e  p ro m o tio n  o r  developm ent 

r a t h e r  t h a n  on p r e s e n t  t a n g i b l e  a s s e t s  and c o n d i t i o n s ;

5 . The s e c u r i t i e s  o f  any o r g a n i z a t i o n ,  w hich has  

i n c l u d e d  o r  p ro p o se d  t o  i n c l u d e  as  a m a t e r i a l  p a r t  o f  i t s  

a s s e t s ,  p a t e n t s ,  f o r m u la ,  good w i l l ,  p ro m o tio n  o r  i n 

t a n g i b l e  a s s e t s ;

6 .  S e c u r i t i e s  i s s u e d  i n  p ro m o tio n  o f  any e n t e r 

p r i s e  o r  scheme f o r  t h e  s a l e  o f  un im proved  o r  u n d ev e lo p ed  

la n d  on any d e f e r r e d  payment p l a n ,  when t h e  la n d  i s  o u t 

s i d e  Oklahoma, and th e  v a lu e  o f  t h e  s e c u r i t y  depends on a 

f u t u r e  p e rfo rm a n c e  o f  any s t i p u l a t i o n ,  su ch  a s  i r r i g a t i o n  

o r  t r a n s p o r t a t i o n  f a c i l i t i e s .

The d i s t i n c t i o n  drawn betw een  th e  two ty p e s  o f  

s e c u r i t i e s  r e s t s  m a in ly  i n  t h e  a r e a s  o f  u n u s u a l  r e t u r n  on 

i n v e s t m e n t ,  r i s k  a n d /o r  f u t u r e  d e v e lo p m e n t.  C e r t a in  p o r 

t i o n s  o f  t h i s  s e c t i o n ,  a s  w i l l  be shown l a t e r ,  were d e 

c l a r e d  u n c o n s t i t u t i o n a l .
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E s ta b l i s h m e n t  o f  S t a t e  I s s u e s  Commission 

The Blue Sky Law o f  1919 e s t a b l i s h e d  f o r  t h e  f i r s t  

t im e  a  s p e c i f i c  agency o f  t h e  s t a t e  government w hich was 

c h a rg e d  w i th  t h e  t a s k  o f  r e g u l a t i n g  th e  i s s u a n c e  o f  s e c u r i 

t i e s  i n  th e  p r im a ry  m a r k e t s .  The e n fo rcem en t o f  t h i s  

f i r s t  s e c u r i t i e s  a c t  was p la c e d  i n  th e  hands o f  t h e  S t a t e  

I s s u e s  C o m m i s s i o n . T h e  members o f  t h i s  Commission were 

t h e  s t a t e  b a n k in g  c o m m iss io n e r ,  who was th e  c h a irm a n ,  th e  

s e c r e t a r y  o f  s t a t e  and th e  s t a t e  a u d i t o r .  The o n ly  p e r 

s o n n e l  a u t h o r i z e d  th e  Commission was one s e c r e t a r y .

The main du ty  o f  t h e  Commission was th e  e x a m in a t io n  

o f  s t a t e m e n t s  and docum ents r e q u i r e d  by th e  a c t . ^ ^  I f  th e  

S t a t e  I s s u e s  Commission d e c id e d  t h a t  th e  s a l e  o f  th e  s e 

c u r i t i e s  would be f a i r l y  and h o n e s t l y  c o n d u c te d ,  a  p e r m i t  

t o  s e l l  t h e  s e c u r i t i e s  was g r a n t e d .  The g r a n t in g  o f  t h e  

p e r m i t  t o  s e l l  t h e  s e c u r i t i e s  r e q u i r e d  t h a t  s u b s c r i p t i o n  

l i s t s  and c o n t r a c t s  o f  t h e  i s s u i n g  c o r p o r a t io n  have  on 

t h e  f r o n t ,  i n  b o ld  t y p e ,  th e  amount o f  t h e  com m ission , 

p ro m o tio n  f e e s ,  and o t h e r  e s t i m a t e d  ex p en ses  i n  c o n n e c t io n  

w i th  t h e  s a l e  as  w e l l  a s  th e  i n t e r e s t  which th e  o f f i c e r ,  

a g e n t ,  em ployee o r  p ro m o te r  s e l l i n g  th e  s e c u r i t y  had i n  th e  

s a l e .

The i s s u i n g  c o r p o r a t i o n  was r e q u i r e d  t o  pose  a bond 

l ° I b i d .

^ ^ I b i d . , s e c .  3.
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w ith  t h e  Commission f o r  n o t  l e s s  th a n  $1,000 no r  more th a n

$ 1 0 0 ,0 0 0 ,  w i th  th e  e x a c t  amount f i x e d  by th e  Commission a t

n o t  l e s s  th a n  t e n  p e r  c e n t  o f  t h e  i s s u e , T h e  bond was

p o s te d  t o  i n s u r e  p e rfo rm a n c e  u n d e r  th e  law and was s u b j e c t

t o  award by c o u r t s  o f  com peten t j u r i s d i c t i o n  t o  a g g r ie v e d

p a r t i e s  u n d e r  t h e  Blue Sky Law o f  1919,

The Commission, i f  i t  was deemed n e c e s s a r y ,  c o u ld

make, o r  have  made, a  d e t a i l e d  i n s p e c t i o n ,  e x a m in a t io n ,
13a u d i t  and i n v e s t i g a t i o n  o f  t h e  i s s u i n g  c o n c e rn .  Any 

i n v e s t i g a t i o n  r e q u i r e d  t o  be made by th e  Commission was 

made a t  t h e  ex p en se  o f  th e  p ro m o te r .  The i n v e s t i g a t i o n  by 

th e  Commission c o u ld  i n c lu d e  a p p r a i s a l  o f  t h e  p r o p e r t y  o f  

th e  i s s u e r ,  i n c l u d i n g  t h e  v a lu e  o f  p a t e n t s ,  f o rm u la ,  good 

w i l l ,  p ro m o tio n  and i n t a n g i b l e  a s s e t s .

The g r a n t i n g  o f  th e  p e r m i t  t o  s e l l  s e c u r i t i e s  was

th e  s o l e  p r e r o g a t i v e  o f  th e  I s s u e s  Commission, The

c r i t e r i o n  f o r  i s s u a n c e  o f  th e  p e rm it  t o  s e l l  was n e v e r  

a p p ro ach ed  w i t h i n  th e  s t a t u t e  e x c e p t  i n  a n e g a t iv e  f a s h i o n .  

I f ,  from  th e  s t a t e m e n t s ,  p a p e r s  and docum ents on f i l e ,  any 

o f  th e  f o l lo w in g  i te m s  were fo u n d ,  t h e  p e r m i t  was t o  be 

d e n ie d :

1, The m akers o r  g u a r a n to r s  o f  th e  s e c u r i t i e s  were 

l ^ i b i d .

l ^ i b i d , , s e c ,  6. 

l ^ I b i d ,
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i n s o l v e n t ,  i n  f a i l i n g  c i r c u m s ta n c e s ,  o r  u n t r u s t w o r th y ;

2, The p r o m o te r s ’ p la n  o f  b u s in e s s  was u n f a i r ,  

i n e q u i t a b l e ,  d i s h o n e s t  o r  f r a u d u l e n t ;

3. The i n v e s t o r s '  i n t e r e s t s  were n o t  s e c u re  

a g a i n s t  t h e  u n la w f u l  d i s s i p a t i o n  o r  m i s a p p l i c a t i o n  o f  th e  

fu n d s  o f  t h e  b u s in e s s  ;

4. A d v e r t i s i n g  o r  p ro m o tio n  m a t e r i a l  was m i s l e a d in g  

and c a l c u l a t e d  t o  d e c e iv e  t h e  i n v e s t o r ;

5, S e c u r i t i e s  i s s u e d ,  o r  t o  be i s s u e d ,  i n  payment 

f o r  p r o p e r t y  o r  i n t a n g i b l e s  w ere i n  e x c e s s  o f  t h e i r  r e a s o n 

a b le  v a l u e ;

6. The b u s in e s s  o r  e n t e r p r i s e  was u n la w fu l  o r  

a g a i n s t  p u b l i c  p o l i c y ;

7, The i s s u e  was s im p ly  a " g e t - r i c h - q u i c k "  scheme 

f o r  t h e  p r o m o te r s .

Any o f  t h e  above f a c t o r s  was s u f f i c i e n t  g rounds 

f o r  d e n y in g  t h e  p e r m i t .  I t  can be s e e n  t h a t  t h e  a c t  was 

p r i m a r i l y  a  t o o l  f o r  r e g u l a t i n g  p r o m o te r s .

In  l a t e r  y e a r s ,  r e g i s t r a t i o n  o f  a  new i s s u e  o f  

s e c u r i t i e s  came t o  be a c c o m p lish e d  i n  any one o f  t h r e e  

w ays , i , e , ,  n o t i f i c a t i o n ,  c o o r d i n a t i o n  and q u a l i f i c a t i o n .  

W ith in  th e  sco p e  o f  t h e  1919 a c t ,  h o w ev er ,  th e  o n ly  method 

o f  r e g i s t r a t i o n  a l lo w e d  was by q u a l i f i c a t i o n .  Each and 

e v e ry  i s s u e  had  t o  ju d g ed  on i t s  m e r i t s  and had  t o  m eet 

c e r t a i n  q u a l i f i c a t i o n s  b e f o r e  i t  was e l i g i b l e  t o  r e c e i v e  

t h e  p e r m i t  w hich was a l lo w e d  f o r  t h e  s a l e  o f  t h e  s e c u r i t y .
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These q u a l i f i c a t i o n s  were c o n ta in e d  i n  p a p e r s  and docum ents 

f i l e d  t o  r e g i s t e r  b o th  th e  s e c u r i t i e s  and  d e a l e r s  w i t h i n  

t h i s  s t a t e .  P r i o r  t o  t h e  i s s u e  o f  any s e c u r i t y  f o r  s a l e ,  

t h e  f i l i n g  o f  t h e  f o l lo w in g  i n f o r m a t i o n  was r e q u i r e d  f o r  

a p p r o v a l  by th e  Commission:

1 , A copy o f  th e  s e c u r i t i e s  o f f e r e d  f o r  s a l e ;

2, A s t a t e m e n t  o f  t h e  a s s e t s  and l i a b i l i t i e s  o f  

t h e  i s s u i n g  c o n c e rn ,  i n c l u d i n g  t h e  t o t a l  amount o f  s e c u r i 

t i e s ,  and any s e c u r i t i e s  w i th  p r i o r  c la im  t o  i n t e r e s t  o r  

l i e n ;

3. A copy o f  m ortgage  o r  l i e n - c r e a t i n g  i n s t r u m e n t ,  

and a  component a p p r a i s a l  o r  v a l u a t i o n  o f  any p r o p e r t y  

c o v e r e d ,  i n c l u d i n g  a  s p e c i f i c  s t a t e m e n t  show ing a l l  p r i o r  

l i e n s  on th e  p r o p e r t y ;

4. A s t a t e m e n t  show ing g r o s s  and n e t  e a r n i n g s ;

5. Any knowledge o r  i n f o r m a t i o n  r e l a t i v e  t o  t h e  

c h a r a c t e r  o r  v a lu e  o f  t h e  s e c u r i t i e s , o r  t h e  p r o p e r t y  o r  

e a r n i n g  power o f  t h e  p e r s o n  o r  company making and i s s u i n g  

o r  g u a r a n t e e in g  t h e  i s s u e ;  •

6 , A copy o f  th e  p r o s p e c tu s  and any o t h e r  a d v e r 

t i s i n g  m a t e r i a l  u se d  i n  c o n n e c t io n  w i th  t h e  i s s u e ;

7, The name, a d d r e s s ,  and s a l e s  t e r r i t o r y  o f  any 

p e r s o n  s e l l i n g  t h e  s e c u r i t i e s ;

8. The name and a d d r e s s  o f  t h e  p ro m o te r ,  a l l  

p a r t n e r s ,  i f  a  p a r t n e r s h i p ,  and  names and a d d r e s s e s  o f  t h e  

d i r e c t o r s ,  t r u s t e e s ,  o r  any p e r s o n  owning t e n  p e r  c e n t  o r
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more o f  th e  s to c k  o f  any c o r p o r a t i o n ;

9. A s t a t e m e n t ,  i n  d e t a i l ,  showing th e  p la n  on 

which th e  b u s in e s s  was t o  be co n d u c te d ;

10. A copy o f  th e  a r t i c l e s  o f  c o - p a r t n e r s h i p  i f  

t h e  s e c u r i t y  was i s s u e d  o r  g u a ra n te e d  by a p a r t n e r s h i p ;

11. A copy o f  t h e  c h a r t e r  and b y -law s  i f  t h e  

s e c u r i t i e s  were i s s u e d  o r  g u a ra n te e d  by a c o r p o r a t i o n ;

12. A $25 f i l i n g  f e e .^ ^

I f  t h e  Commission th e n  d e c id e d  t h a t  t h e  s a l e  would 

be f a i r l y  and h o n e s t l y  co n duc ted  t o  b o th  th e  i s s u e r  and 

th e  i n v e s t o r ,  t h e  p e r m i t  was g r a n t e d .  No p r o v i s i o n  f o r  

c o o r d i n a t in g  th e  i s s u e  w i th  a n o th e r  s t a t e ,  n o r  f o r  a l lo w in g  

o ld  and w e l l - e s t a b l i s h e d  companies t o  i s s u e  s e c u r i t i e s  by 

n o t i f y i n g  th e  Commission was e s t a b l i s h e d .  Each i n d i v i d u a l  

i s s u e  had  t o  s t a n d  on i t s  own m e r i t s .

S e c u r i t i e s  P u rc h a s e r s  R ecourse

Under th e  Blue Sky Law o f  1919 , any p e r so n  f r a u d u 

l e n t l y  in d u c e d  t o  p u rc h a se  th e  s to c k  o f  any c o r p o r a t i o n  b e 

c au se  o f  a m a t e r i a l  m i s r e p r e s e n t a t i o n  o f  f a c t  p e r t a i n i n g  t o  

t h e  i s s u e  had  th e  r i g h t  t o  b r in g  s u i t  i n  a  c o u r t  o f  compe

t e n t  j u r i s d i c t i o n  and r e c o v e r  damages. The t e n  p e r  c e n t  

bond p o s te d  by th e  i s s u e r  w ith  th e  Commission was th e  

s e c u r i t y  i n  c a s e  o f  a  judgm ent i n  f a v o r  o f  th e  p u r c h a s e r .

l ^ i b i d . , ch ap .  XXXXIX, s e c .  2. 

^^I b i d . , s e c .  4.
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The i n v e s t o r ,  how ever, c o u ld  n o t  r e c o v e r  more th a n  th e  p r i c e  

which he had p a id  f o r  th e  s e c u r i t i e s .  The Commission c o u ld  

r e q u e s t  th e  i s s u i n g  c o r p o r a t i o n  t o  i n c r e a s e  t h e  bond o r  t o  

p ro v id e  a n o th e r  o ne . F a i l u r e  t o  do so  was s u f f i c i e n t  

grounds f o r  t h e  Commission t o  c a n c e l  t h e  r e g i s t r a t i o n  p e r m i t .

Exempt S e c u r i t i e s  and T r a n s a c t io n s  

The exem ptions  u n d e r  th e  p r o v i s i o n s  o f  th e  Blue Sky 

Law o f  1919 w ere :

1 . The s e c u r i t i e s  o f  t h e  F e d e r a l  govern m en t,  any 
f o r e i g n  governm ent o r  any o f  t h e i r  t a x i n g  s u b d i v i s i o n s ;

2. S e c u r i t i e s  o f  any c o r p o r a t i o n  r e g u l a t e d  by t h e  
p u b l i c  s e r v i c e  com m ission o r  s i m i l a r  b o a r d s ;

3 . D om estic  c o r p o r a t i o n s  o r g a n iz e d  w i th o u t  c a p i t a l  
s to c k  f o r  r e l i g i o u s ,  c h a r i t a b l e ,  o r  r e fo r m a to ry  p u r p o s e s ;

4. S t a t e  o r  n a t i o n a l  banks o r  t r u s t  co m p an ies ,  
b u i l d i n g  and lo a n  a s s o c i a t i o n s  ap p ro v ed  i n  t h i s  s t a t e ;

5 . The s a l e  o f  s to c k s  o r  bonds w here th e y  were 
s o ld  f o r  cash  and no f e e  o r  com m ission was p a i d . l ?

The o n ly  exem ptions  o f  a  t r a n s a c t i o n  n a tu r e  a l lo w e d  

by th e  Blue Sky Law o f  1919 were th o s e  p r i v a t e l y  owned s e 

c u r i t i e s  where t h e  owner was n o t  t h e  maker o r  t h e  i s s u e r  o f  

t h e  s e c u r i t y ,  who a c q u i r e s  and s e l l s  th e  s e c u r i t y  f o r  h i s
18own a c c o u n t  i n  th e  u s u a l  and o r d in a r y  c o u rse  o f  b u s i n e s s .

T h is  exem ption  i s  a l lo w e d  th o s e  i n d i v i d u a l s  who owned s h a r e s  

t o  s e l l  th e  s h a r e s  t o  a n o th e r  p a r t y  w i th o u t  h a v in g  t o  r e g i s 

t e r  th e  s e c u r i t i e s .

The l i s t  o f  e x e m p t io n s , b o th  s e c u r i t i e s  and

l ^ I b i d . , s e c .  10. 

^ ^ I b i d . , s e c ,  15.
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t r a n s a c t i o n s  t y p e s ,  was expanded  as  s u b s e q u e n t  s t a t u t e s  

a r e  p a s s e d .  The g r e a t e s t  g row th was i n  t h e  a r e a  o f  exempt 

t r a n s a c t i o n s .  As th e  s e c u r i t i e s  i n d u s t r y  grew and more 

p e o p le  became s e c u r i t i e s  o w n e rs ,  t h e  number o f  s e c u r i t i e s  

t r a n s a c t i o n s  i n c r e a s e d .  The i n c r e a s e d  t r a n s a c t i o n s  p r e 

s e n te d  more s i t u a t i o n s  where exem ptions  were n e e d e d .

A d ju d ic a t io n  o f  I m p o r ta n t  Cases 

S e c u r i t i e s  t r a n s a c t i o n s  w i t h i n  t h e  o i l  i n d u s t r y  were 

p re d o m in a n t  a f t e r  th e  p a s s a g e  o f  t h e  Blue Sky Law o f  1919.

The f i r s t  o i l  w e l l  d r i l l e d  i n  Oklahoma was i n  1899, I t  was 

n o t  u n t i l  t h e  d i s c o v e r y  o f  t h e  Glenn P oo l n e a r  T u ls a  i n  

1905 , h o w ever ,  t h a t  t h e  p r e s e n c e  o f  o i l  i n  t h i s  s t a t e  began 

t o  a t t r a c t  a n y th in g  o t h e r  th a n  l o c a l  i n t e r e s t .  T h is  d i s 

c o v e ry  fo c u s e d  n a t i o n a l  a t t e n t i o n  on th e  s t a t e  and i t s  o i l  

p o t e n t i a l .  The p e t ro le u m  i n d u s t r y  became a d o m in a t in g  f a c t o r  

i n  t h e  economy o f  Oklahoma f o l lo w in g  t h i s  p e r i o d .  The p e t 

ro le u m  r e f i n i n g  i n d u s t r y ,  o n ly  a p a r t  o f  th e  o v e r - a l l  o i l  

i n d u s t r y ,  p ro d u ced  3 3 ,2 0 0 ,1 4 5  b a r r e l s  i n  19 1 9 .^^  The 1914 

p r o d u c t io n  had  been  8 ,6 1 0 ,5 3 3  b a r r e l s ,  a  f i v e - y e a r  i n c r e a s e  

o f  286 p e r  c e n t .  The t o t a l  v a lu e  o f  p r o d u c t io n  i n  1919 was 

$ 1 5 0 ,6 7 3 ,4 5 8 .0 0 ,  w e l l  above t h e  1914 f i g u r e  o f  $ 1 3 ,0 1 4 ,3 7 2 .0 0 .  

The 1919 p r o d u c t io n  was 37 .5  p e r  c e n t  o f  t h e  t o t a l  v a lu e  o f  

a l l  p r o d u c ts  m a n u fa c tu re d  i n  t h e  s t a t e  t h a t  y e a r .  M easured

1 9U .S . ,  Bureau o f  t h e  C ensus ,  F o u r te e n th  Census o f  
t h e  U n ite d  S t a t e s ;  192 0 . S t a t e  Compendium, Oklahoma.
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by d o l l a r  v a lu e  o f  t h e  p r o d u c t ,  t h e  o i l  i n d u s t r y  ra n k e d  

e l e v e n t h  i n  1901 , t h i r d  i n  1914 and f i r s t  i n  1919.

The t o t a l  v a lu e  o f  t h e  p r o d u c t s  p ro d u ced  by th e  

p e t ro le u m  r e f i n i n g  i n d u s t r y  i n  1919 was $ 1 5 0 ,6 7 3 ,4 5 8 ,  an  

i n c r e a s e  o f  $13 7 ,6 5 9 ,0 8 6  and 1057 .74  p e r  c e n t  o v e r  t h e  1914 

p r o d u c t io n  o f  $ 1 3 ,0 1 4 ,3 7 2 .  In  1919 , th e  t o t a l  v a lu e  o f  t h e  

p r o d u c ts  p ro d u c e d  by th e  p e t r o le u m  r e f i n i n g  i n d u s t r y  

amounted t o  37 .5  p e r  c e n t  o f  t h e  t o t a l  v a lu e  f o r  a l l  manu

f a c t u r e d  p r o d u c t s  i n  t h e  s t a t e .

The t o t a l  p r o d u c t io n  i n  b a r r e l s  by t h e  p e t ro le u m  

r e f i n i n g  i n d u s t r y  i n  Oklahoma i n  1919 was 3 3 ,2 0 0 ,1 4 5  com

p a re d  w i th  8 ,6 1 0 ,5 3 3  b a r r e l s  p ro d u ced  i n  1914. The i n 

c r e a s e  from  1914 t o  1919 was 2 4 ,5 8 9 -6 1 2  b a r r e l s  o r  286 

p e r  c e n t .

The dominance o f  t h e  o i l  i n d u s t r y ,  com bined w i th  

th e  l u c r a t i v e  r e t u r n  a t t a c h e d  t o  t h e s e  s p e c u l a t i v e  v e n t u r e s  

made i n v e s t i n g  i n  o i l  s e c u r i t i e s  v e ry  p ro m in e n t  d u r in g  t h i s  

p e r io d  o f  t im e .

Hornaday e t  a l  v .  S t a t e . The Blue Sky Law o f  1919 

was t e s t e d  i n  a  c a se  t r i e d  i n  th e  D i s t r i c t  C o u rt  o f  Logan 

C ounty , G u t h r i e ,  Oklahoma. D e fe n d a n ts  i n  t h e  c a s e  were 

W. H. H ornaday , John  D. R i c h a r d s ,  L. L. B i l l i n g s ,  C. E. 

W r ig h t ,  J .  L. P a t t e r s o n  and C h a r le s  K in k ad e .^^

The s t a t e  a l l e g e d  i n  i t s  c o m p la in t  t h a t  H ornaday ,

^^Hornaday e t  a l  v .  S t a t e ,  208 P a c i f i c  Second 
R e p o r t e r , p .  228.
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a j u s t i c e  o f  th e  p e a c e ,  p r e c i n c t  o n e ,  Logan C oun ty , O kla

homa, e t  a l  u n la w f u l ly  s o l d  s e c u r i t i e s  t o  F red  J .  Arms'tr^ong. 

The a l l e g e d  u n la w fu l  s a l e  in v o lv e d  s p e c u l a t i v e  s e c u r i t i e s  

i n  a  p u r p o r te d  o r g a n i z a t i o n  known as  th e  T r i - S t a t e  O i l ,  Gas 

and M in e ra l  A s s o c i a t i o n .  The d e fe n d a n ts  were fo u n d  g u i l t y  

i n  th e  c o u r t  o f  o r i g i n a l  j u r i s d i c t i o n  and each  was a s s e s s e d  

a  , f in e  o f  $200, The d e f e n d a n ts  a p p e a le d  t h e  c o n v i c t i o n  i n  

th e  d i s t r i c t  c o u r t ,  and th e  a p p e a l  was h e a r d  by th e  c r im in a l  

c o u r t  o f  a p p e a ls  on June  22 , 1922,

D uring  th e  c o u r se  o f  t h e  d i s t r i c t  c o u r t  t r i a l ,  

te s t im o n y  d ev e lo p e d  t h a t  s a l e s  o f  t h e s e  s e c u r i t i e s  had  been 

made t o  F red  J ,  A rm strong  and s e v e r a l  o t h e r  p e o p le .  The 

s a l e s  were f o r  d i f f e r i n g  sums o f  money and a l l  w ere s p e c u 

l a t i v e  s e c u r i t i e s  i n  t h e  T r i - S t a t e  O i l ,  Gas and M in e ra l  

A s s o c i a t i o n ,  At no t im e  w ere th e  s e c u r i t i e s  r e g i s t e r e d  i n  

Oklahoma w i th  th e  S t a t e  I s s u e s  Commission,

The q u e s t i o n  in v o lv e d  i n  th e  s u i t  was w h e th e r  o r  

n o t  an a s s ig n m e n t  o f  an  i n d i v i d u a l  i n t e r e s t  i n  an  o i l  and 

gas l e a s e  was a s e c u r i t y  o r  s p e c u l a t i v e  s e c u r i t y  w i t h i n  th e  

meaning o f  th e  a c t .  The a p p e l l a t e  c o u r t ,  i n  c o n s id e r i n g  

th e  p u rp o se  o f  th e  a c t  and th e  p u rp o se  f o r  w hich i t  was 

c r e a t e d ,  made th e  f o l lo w in g  s t a t e m e n t :

The p u rp o se  o f  t h i s  s t a t u t e ,  as  g a th e r e d  f rom  th e  t i t l e  
c o n s id e re d  t o g e t h e r  w i th  th e  c o n te x t  o f  t h e  a c t ,  a p 
p e a r s  t o  be tw o f o ld :  f i r s t ,  t o  p r e v e n t  t h e  s t o c k 
b r o k e r s  and p ro m o te rs  from p e r p e t r a t i n g  f r a u d s  and 
im p o s i t i o n s  on u n s u s p e c t in g  i n v e s t o r s  i n  h a z a rd o u s  
u n d e r t a k in g s ;  s e c o n d ,  t o  p r o t e c t  c re d u lo u s  and i n 
com peten t p e rso n s  from  t h e i r  own i n c l i n a t i o n s  t o
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s p e c u l a t e  i n  h a z a rd o u s  e n t e r p r i s e s ,  though  n o t  b ro u g h t  
ab o u t by i n t e r e s t e d  p ro m o te rs  o r  s t o c k b r o k e r s . 21

U sing  t h i s  s t a t e m e n t  a s  a p o i n t  o f  d e p a r t u r e ,  th e  

a p p e l l a t e  c o u r t  m a in ta in e d  t h a t  t h e r e  were two o b j e c t s  i n  

t h e  a c t ,  namely t o  p r e v e n t  f r a u d  and u n f a i r  d e a l i n g s ,  and 

to  p r e v e n t  h o n e s t  p e o p le  from  i n v e s t i n g  i n  u n c e r t a i n ,  " g e t -  

r i c h - q u i c k "  schem es. The c o u r t s  p o in t e d  o u t  t h a t  th e  Blue 

Sky Law, r e c e n t l y  e n a c te d  by t h e  Oklahoma L e g i s l a t u r e ,  was 

v e ry  s i m i l a r  i n  c o n te n t  t o  t h e  law s r e c e n t l y  p a s s e d  by 

s e v e r a l  o t h e r  s t a t e  l e g i s l a t u r e s .  The g e n e r a l  p u rp o se  o f  

a l l  t h e s e  laws was t o  "S top  t h e  s a l e  o f  s to c k  i n  f l y - b y - n i g h t  

c o n c e r n s ,  v i s i o n a r y  o i l  w e l l s ,  d i s t a n t  g o ld  m in e s ,  and o t h e r  

i l l - c o n s i d e r e d  o r  f r a u d u l e n t  e n t e r p r i s e s . "^2

One o f  th e  e x c e p t io n s  t o  th e  a c t ,  as  p r e v i o u s l y  

n o te d ,  was t h a t  i t  d id  n o t  a p p ly  t o  th e  s a l e  o f  s e c u r i t i e s  

f o r  cash  where t h e r e  was no com m ission o r  f e e  p a id  on th e  

t r a n s a c t i o n .  S in c e  th e  t r a n s a c t i o n s  i n  q u e s t i o n  w ere f o r  

c a s h ,  and no com m ission was p a i d ,  th e y  were h e ld  t o  have 

come u n d e r  th e  exem ption  p r e v i o u s l y  n o te d .

I f  t h i s  p a r t i c u l a r  t r a n s a c t i o n  had  been  a s e c u r i t y  

t r a n s a c t i o n ,  and n o t  an a s s ig n m e n t ,  i t  was h e ld  t o  be an 

i n d i v i d u a l  p u rc h a se  o f  an i n t e r e s t  i n  an u n d e v e lo p e d  o i l  

p r o p e r t y .  A l l  th e  p a r t i e s  in v o lv e d  i n  th e  t r a n s a c t i o n s  

had  f u l l  know ledge and were q u i t e  aware o f  th e  f a c t  t h a t

21l b i d . ,  pp . 230-31. 

Z^I b i d . ,  p .  231.
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th e  u l t i m a t e  v a lu e  depended upon f u t u r e  d e v e lo p m en t.

T estim ony  i n  th e  t r i a l  c o u r t  d e v e lo p e d  t h a t  t h e  

d e f e n d a n t  had  gone i n t o  t h e  o f f i c e  o f  Judge  Hornaday and 

r e q u e s t e d  in f o r m a t io n  r e g a r d in g  th e  p u rc h a se  o f  t h e  a s s i g n 

m ent. The t r i a l  c o u r t  p o in te d  o u t  t h a t  th e  t r a n s a c t i o n  was 

co m p le ted  w i th o u t  any inducem en t t o  make th e  p u rc h a s e  by 

means o f  s to c k  s a l e s  in d u cem en ts  o r  t r a d e  t a l k .  The d e 

f e n d a n t ,  i n  e f f e c t ,  w alked  i n  and a sk e d  t o  be a l lo w e d  t o  

p u rc h a s e  an i n t e r e s t  i n  T r i - S t a t e  O i l ,  Gas and M in e ra l  

A s s o c i a t i o n .  The c o u r t  h e ld  t h a t  t h e  a c t  was n o t  d i r e c t e d  

a t ,  n o r  i n t e n d e d  t o  a p p ly  t o ,  t r a n s a c t i o n s  o f  t h i s  t y p e .

I f  one had  knowledge t h a t  a  f r i e n d  owned a ’w i l d 
c a t '  o i l  l e a s e  and d e s i r e d  t o  p u rc h a se  an i n t e r e s t  
t h e r e i n ,  m ig h t he n o t  do so  w i th o u t  t h e  c o n s e n t  o f  any 
b o a r d ,  o r  a g e n t  o f  t h e  s t a t e ?

The in f o r m a t i o n  shows t h a t  t h i s  was an a s s ig n m e n t  
o f  an i n d i v i d u a l  i n t e r e s t  i n  a l e a s e .  The a s s ig n m e n t  

, was n o t  made th ro u g h  th e  s o l i c i t a t i o n  o f  th e  o r i g i n a l  
p r o m o te r s ,  r a t h e r  th a n  th e  p u r c h a s e r  h i m s e l f ,  s o u g h t  
t o  become a member o f  th e  o r g a n i z a t i o n  by b u y in g  an 
i n t e r e s t  i n  t h e  p r o p e r t y .  T h u s ,  t h e  p u r c h a s e r  became 
an o r i g i n a l  p ro m o te r  and p a r t  owner o f  th e  l e a s e .
T hus ,  i t  d id  n o t  come w i t h i n  t h e  p r o v i s i o n s  o f  t h i s  
a c t .

The c o u r t  o f  o r i g i n a l  judgm en t had  c o n v ic t e d  th e  

d e f e n d a n t  Hornaday and h i s  a s s o c i a t e s  and a s s e s s e d  t h e i r  

p e n a l t y  a t  a $100 f i n e .  The a p p e l l a t e  c o u r t  r e v e r s e d  th e  

judgm ent o f  t h e  t r i a l  c o u r t .

T h is  w as ,  u n d o u b te d ly ,  t h e  p r e c e d e n t - s e t t i n g  c a s e  

c o n c e rn in g  th e  a s s ig n m e n t  o f  r i g h t s  i n  an o i l  o r  m in e ra l

23jbid.
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l e a s e .  These a s s ig n m e n ts  c l e a r l y  d id  n o t  come w i t h i n  th e  

m eaning o f  t h e  s t a t u t e  a t  t h a t  t im e .

G ro sk in s  v .  S t a t e . T h is  c a se  i s ,  i n  e f f e c t ,  a 

c o n s t i t u t i o n a l i t y  t e s t  o f  t h e  " s p e c u l a t i v e  s e c u r i t y "  s e c t i o n  

o f  t h e  a c t .  The o r i g i n a l  c a s e  was a d j u d i c a t e d  i n  t h e  d i s 

t r i c t  c o u r t  o f  L in c o ln  C oun ty , Oklahoma; was a p p e a le d  t o  th e  

s t a t e ' s  c o u r t  o f  c r i m i n a l  a p p e a l s  a f t e r  c o n v i c t i o n  o f  th e  

d e f e n d a n t  I s o d o r e  G ro sk in s  f o r  v i o l a t i o n  o f  th e  s t a t e ' s
9 l iBlue Sky Laws. The d e f e n d a n t  s o l d  t o  Mr. and Mrs. Thomas 

J .  H a r t  s e c u r i t i e s  i n  t h e  P u r i t a n  R o y a l t i e s  C o r p o r a t io n ,  

a  D elaw are c o n c e rn .  I n v o lv e d  i n  t h e  t r a n s a c t i o n  were 35 

s h a r e s  o f  C la s s  A and 105 s h a r e s  o f  C la s s  B s to c k  o f  P u r i 

t a n  R o y a l t i e s .  The paym ent was $10 0 i n  ca sh  and e i g h t  

s h a r e s  o f  C i t i e s  S e r v ic e  Company Common S to ck  w i th  a f a i r  

m a rk e t  v a lu e  o f  $248 a t  th e  t im e  o f  th e  t r a n s a c t i o n .  I t  

was an u n c o n te s t e d  f a c t  t h a t  t h e  v a lu e  o f  t h e  P u r i t a n  

R o y a l t i e s  s h a r e s  depended  upon f u t u r e  developm ent and p r o 

m o tio n  r a t h e r  th a n  upon t a n g i b l e  a s s e t è r  and c o n d i t i o n s .  

F u r th e rm o re ,  t h e s e  w ere s e c u r i t i e s  i n t o  which t h e  e lem en t  

o f  chance  o r  h a z a r d  o f  s p e c u l a t i v e  p r o f i t  o r  p o s s i b l e  l o s s  

e q u a le d  o r  e x ceed ed  th e  e le m e n t  o f  r e a s o n a b le  c e r t a i n t y ,  

s u r e t y  and i n v e s tm e n t .  At th e  t im e  o f  th e  s a l e ,  n e i t h e r  

t h e  i s s u i n g  c o r p o r a t i o n  n o r  t h e  d e fe n d a n t  had  com plied  w i th  

t h e  p r o v i s i o n s  o f  th e  Blue Sky Law.

^^ G ro sk in s  v .  S t a t e ,  4 P a c i f i c  Second R e p o r t e r ,
p.  117.
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The d e fe n s e  o f  th e  a c c u se d  was c e n t e r e d  around  th e  

f a c t  t h a t  t h e  s t a t u t e  was u n c o n s t i t u t i o n a l .  The d e fe n d a n t  

m a in ta in e d  th e  s t a t u t e  was to o  u n c e r t a i n  and i n d e f i n i t e  i n  

i t s  te rm s  o f  s p e c u l a t i v e  s e c u r i t i e s  t o  d e f in e  a  c r i m i n a l  

o f f e n s e .  The a p p e l l a t e  c o u r t  made t h e  f o l l o w in g  s ta t e m e n t  

a b o u t  t h i s  c o n t e n t i o n  and t h i s  l i n e  o f  d e f e n s e ;

The d e s c r i p t i o n  and d e f i n i t i o n  i n  1 and 3 a r e  to o  
u n c e r t a i n  and i n d e f i n i t e  t o  be v a l i d  u n d e r  S e c t io n  6 
o f  th e  B i l l  o f  R i g h t s .  P r o f i t s ,  g a in  o r  a d v a n ta g e  . . . 
u n u s u a l  i n  th e  o r d in a r y  c o u rse  o f  l e g i t i m a t e  b u s in e s s  
i s  vague and u n c e r t a i n .  There  i s  no f i x e d  s t a n d a r d  i n  
t h e s e  d e f i n i t i o n s  1 and 3 t o  go b y .  A p e r s o n  by r e a d 
in g  them c a n n o t  know w hat a c t  i t  i s  h i s  d u ty  t o  a v o i d . 25

Thus ; t h e  a p p e l l a t e  c o u r t  h e l d  t h a t  d e f i n i t i o n s  1 

and 3 were so  vague and i n d e f i n i t e  t h a t  c h a r g in g  t h e i r  

v i o l a t i o n  does n o t  t e l l  th e  a c c u se d  th e  n a t u r e  and ca u se  o f  

th e  a c c u s a t i o n  a g a i n s t  h im .^ ^  They were d e c l a r e d  u n c o n s t i 

t u t i o n a l  u n d e r  S e c t io n  20 , A r t i c l e  2 o f  t h e  Oklahoma S t a t e  

C o n s t i t u t o r .

The i n v a l i d a t i o n  o f  t h e s e  two d e f i n i t i o n s  d id  n o t ,  

h o w ev er ,  a p p ly  t o  a l l  s e c t i o n s  o f  t h e  law and a l l  th e  

d e f i n i t i o n s  en u m era ted  u n d e r  th e  " s p e c u l a t i v e  s e c u r i t i e s "

^^I b i d . , p .  119.

25 ïhe  two d e f i n i t i o n s  b e in g  r e f e r r e d  t o  a re  t h e s e :  
(1 )  A l l  s e c u r i t i e s  t o  prom ote o r  in d u c e  t h e  s a l e  o f  which 
p r o f i t ,  g a i n ,  o r  a d v a n ta g e  u n u s u a l  i n  t h e  o r d in a r y  c o u r se  
o f  l e g i t i m a t e  b u s in e s s  i s  i n  any way a d v e r t i s e d  o r  p ro m ise d ;  
and (2) A l l  s e c u r i t i e s  i n t o  th e  s p e c i f i e d  p a r  v a lu e  o f  which 
th e  e le m e n t  o f  chance o r  h a z a rd  o r  s p e c u l a t i v e  p r o f i t  o r  
p o s s i b l e  l o s s  e q u a l  o r  p re d o m in a te  o v e r  t h e  e le m e n t  o f  
r e a s o n a b le  c e r t a i n t y ,  s a f e t y ,  and in v e s tm e n t .
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p o r t i o n  o f  t h i s  a c t .  S p e c i f i c a l l y ,  th e  d e f e n d a n t  had 

r a i s e d  some q u e s t i o n  d u r in g  th e  t r i a l  and had  o f f e r e d  i n  

h i s  own d e fe n se  th e  same o b j e c t i o n s  t o  d e f i n i t i o n  number 4 

t h a t  th e y  had  o f f e r e d  and r a i s e d  t o  numbers 1 and 3 .2 ?

The a p p e l l a t e  c o u r t  h e l d  t h a t  t h i s  was n o t  so m e th in g  which 

c o u ld  o r  s h o u ld  be s u b j e c t e d  t o  an o b j e c t i v e  m easure  o r  

t e s t .  The main o b j e c t i o n  r a i s e d  and d i r e c t e d  to w ard  t h i s  

d e f i n i t i o n  was t h e  u se  o f  t h e s e  words " m a t e r i a l l y  d e p e n d s ,"  

The c o u r t  h e l d  t h a t  t h e  u se  o f  t h e s e  g e n e r a l  te rm s  d id  n o t  

d e t r a c t  from  n o r  d i s c r e d i t  th e  d e f i n i t i o n  and th e y  d i d ,  i n  

e f f e c t ,  so  d e f i n i t e l y  d e f i n e  th e  o f f e n s e  t h a t  t h e  a c c u se d  

was and c o u ld  be aware o f  t h e  n a t u r e  and ca u se  o f  t h e  a c c u s a 

t i o n  made a g a i n s t  h im . On t h i s  b a s i s  t h e  a p p e l l a t e  c o u r t  

u p h e ld  th e  v e r d i c t  o f  t h e  lo w er  c o u r t  and th e  c o n v i c t i o n  o f  

th e  d e fe n d a n t  and th e  v e r d i c t  o f  t h e  lo w er  c o u r t  s to o d .

Blue Sky Law o f  1931 

The Blue Sky Law o f  19 31 was p a s s e d  f o l l o w in g  th e  

s to c k  m ark e t c r a s h  o f  1929 w h i le  t h i s  c o u n t ry  was i n  t h e  

m id s t  o f  th e  d e p r e s s i o n .  I t  r e f l e c t s  some o f  t h e  l e s s o n s  

l e a r n e d  s in c e  t h e  p a s sa g e  o f  th e  o r i g i n a l  l e g i s l a t i o n  i n  

1919 and th e  g e n e r a l  t e n o r  o f  th e  t im e .  I t  s p e l l e d  o u t  i n  

more d e t a i l  th e  r e g u l a t o r y  p r o v i s i o n s  n e c e s s a r y  t o  h a n d le

27
The d e f i n i t i o n  b e in g  r e f e r r e d  t o  i s  d e f i n i t i o n  

number 4; A l l  s e c u r i t i e s  t h e  v a lu e  o f  w hich m a t e r i a l l y  d e 
pends on p ro p o se d  o r  p ro m ised  f u t u r e  p ro m o tio n  o r  d e v e lo p 
ment r a t h e r  th a n  on p r e s e n t  t a n g i b l e  a s s e t s  and c o n d i t i o n s .
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t h e  i s s u a n c e  o f  p r im a ry  s e c u r i t i e s  th a n  was found  i n  t h e  

p r e v io u s  s t a t u t e .

D e f i n i t i o n  o f  a  S e c u r i t y

The Blue Sky Law o f  1931 d e f in e d  a  s e c u r i t y  a s ;

Any n o t e ,  s t o c k ,  t r e a s u r y  s t o c k ,  b ond , d e b e n t u r e ,  
e v id e n c e  o f  i n d e b t e d n e s s ,  c e r t i f i c a t e  o f  i n t e r e s t  o r  
p a r t i c i p a t i o n ,  o r  r i g h t  t o  s u b s c r i b e  t o  any o f  th e  
f o r e g o in g  c e r t i f i c a t e s  o f  i n t e r e s t  i n  a  p r o f i t - s h a r i n g  
a g re e m e n t ,  c e r t i f i c a t e  o f  i n t e r e s t  i n  an o i l ,  gas o r  
m in in g  l e a s e ,  c e r t i f i c a t e  o f  i n t e r e s t  i n  an o i l ,  gas 
o r  m in ing  r o y a l t y ,  c o l l a t e r a l  t r u s t  c e r t i f i c a t e ,  p r e 
o r g a n i z a t i o n  c e r t i f i c a t e ,  p r e - o r g a n i z a t i o n  s u b s c r i p 
t i o n s ,  any t r a n s f e r r a b l e  s h a r e ,  in v e s tm e n t  c o n t r a c t  
e a r n i n g s ,  o r  any o t h e r  i n s t r u m e n t  commonly known as  a 
s e c u r i t y ,  i n c l u d i n g  an i n t e r i m  o r  te m p o ra ry  b o n d , d e 
b e n t u r e ,  n o t e ,  c e r t i f i c a t e ,  o r  r e c e i p t  f o r  a  s e c u r i t y  
o r  s u b s c r i p t i o n  t o  a s e c u r i t y . ^

S e v e r a l  changes  can  be n o te d  be tw een  th e  Blue Sky 

Law o f  1919 and th e  Blue Sky Law o f  1931. The 1931 law d id  

n o t  a t t e m p t  t o  d i f f e r e n t i a t e  be tw een  " s e c u r i t y "  and " s p e c u 

l a t i v e  s e c u r i t y "  as t h e  Blue Sky Law o f  1919 had  d one . The 

d e f i n i t i o n  o f  a  s e c u r i t y  u n d e r  th e  1931 a c t  was more com pre

h e n s iv e .  I n c lu d e d  u n d e r  t h e  d e f i n i t i o n  o f  s e c u r i t y  i n  th e  

1931 a c t  and n o t  found  u n d e r  t h e  1919 a c t  were t h e s e :  any

e v id e n c e  o f  i n d e b t e d n e s s ;  s u b s c r i p t i o n  r i g h t  i n  any fo rm ; 

c e r t i f i c a t e  o f  i n t e r e s t  i n  an  o i l ,  gas o r  m in in g  l e a s e  

a n d /o r  r o y a l t y ;  c o l l a t e r a l  t r u s t  c e r t i f i c a t e ;  p r e - o r g a n i z a t i o n  

c e r t i f i c a t e s  a n d /o r  s u b s c r i p t i o n  r i g h t  and any o t h e r  i n s t r u 

ment commonly known as  a  s e c u r i t y .

2 8S e s s io n  Laws o f  19 31 (Oklahoma C i ty :  Harlow
P u b l i s h i n g  Company) c h a p .  XXIV, a r t .  1 1 ,  s e c .  1.
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This  p o r t i o n  o f  th e  Blue Sky Law o f  1931 i s  based  

on th e  ' f u l l  d i s c l o s u r e "  p r i n c i p l e .  There i s  no d i s t i n c t i o n  

made be tw een  s e c u r i t y  and s p e c u l a t i v e  s e c u r i t y .  A f u l l  

d i s c l o s u r e  o f  th e  f a c t s  was made and th e  i n d i v i d u a l  i n 

v e s t o r  made th e  d e c i s io n  r e g a r d in g  in v e s tm e n t  m e r i t .

The a t te m p t  t o  e s t a b l i s h  some c r i t e r i o n  f o r  a s p e c u 

l a t i v e  s e c u r i t y  was abandoned un d er  th e  Blue Sky Law o f  1931. 

A l l  in v e s tm e n t  i n s t r u m e n ts  were p la c e d  i n  t h e  s i n g l e  c a t e 

gory  o f  s e c u r i t i e s .

C r e a t io n  o f  Oklahoma S e c u r i t i e s  Commission

The Blue Sky Law o f  1931 p ro v id e d  f o r  t h e  c r e a t i o n

o f  t h e  Oklahoma S e c u r i t i e s  Commission whose du ty  i t  was to
29a d m i n i s t e r  and e n f o rc e  th e  p r o v i s i o n s  o f  t h e  a c t .  The 

Oklahoma S e c u r i t i e s  Commission r e p l a c e d  th e  S t a t e  I s s u e s  

Commission ch arg ed  w i th  e n fo rc e m e n t  r e s p o n s i b i l i t y  u n d e r  

th e  Blue Sky Law o f  1919, The Commission was composed o f  

th e  S t a t e  Bank Com m issioner, th e  S t a t e  A u d i to r ,  and th e  

S e c r e t a r y  o f  S t a t e ,  The Blue Sky Law o f  1931 d id  n o t  

p ro v id e  co m pensa tion  f o r  t h e s e  C om m iss io n ers , n o r  any 

r e d u c t i o n  i n  th e  o t h e r  d u t i e s  which were a s s ig n e d  t o  them 

and c o n s id e r e d  t o  be t h e i r  b a s i c  d u t i e s .  The Blue Sky Law 

o f  19 31 p r o v id e d ,  f o r  th e  f i r s t  t im e ,  a s t a f f  t o  a d m in i s t e r  

th e  p r o v i s i o n s  o f  th e  a c t .  Th is  meant t h a t  th e  Commission 

became a p o l ic y -m a k in g  body and l e f t  th e  a c t u a l  a d m i n i s t r a t i o n

Z ^ I b i d , , s e c ,  2,
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o f  th e  s t a t u t e  t o  t h e  s t a f f .  The Commission was a u t h o r 

i z e d  t o  a p p o in t  a  Com m issioner, s p e c i f i c a l l y  ch a rg ed  w i th  

th e  a d m i n i s t r a t i o n  o f  th e  a c t  and a Deputy Com m issioner,

These two men s e rv e d  a t  th e  p l e a s u r e  o f  th e  Commission and 

n e i t h e r  e x e c u t iv e  n o r  l e g i s l a t i v e  a p p ro v a l  was r e q u i r e d  i n  

c o n n e c t io n  w i th  th e  a p p o in tm e n ts .  The a c t  a l s o  a u t h o r i z e d  

th e  ap p o in tm en t  o f  an A u d i to r  and a S t e n o g r a p h e r - C le r k .  

N o t i c e a b ly  a b s e n t  from  th e  p r o v i s i o n s  o f  t h e  a c t  were any 

q u a l i f i c a t i o n s  o r  c r i t e r i a  f o r  s e l e c t i n g  th e  p e r s o n n e l  t o  

f i l l  t h e s e  p o s i t i o n s .  The s t a f f ,  p r o v id e d  by th e  Blue Sky 

Law o f  1931 , was an im provem ent o v e r  th e  p r o v i s i o n s  o f  t h e  

1919 s t a t u t e .  The s t a f f  was f u l l y  a u t h o r i z e d  t o  a d m i n i s t e r  

t h e  a c t .  The S e c u r i t i e s  Commission became an a d v i s o r y  and 

p o l ic y -m a k in g  body.

Exempt S e c u r i t i e s

The l i s t  o f  s e c u r i t i e s  exem pted from  th e  p r o v i s i o n s  

o f  th e  1931 s t a t u t e  was more com prehensive  th a n  th o s e  

exem pted from  th e  1919 law . Some o f  t h e  a d d i t i o n s  t o  th e  

l i s t  r e f l e c t  changes  which had t r a n s p i r e d  w i t h i n  t h e  s e c u r i 

t i e s  i n d u s t r y  and th e  b u s in e s s  community s in c e  th e  p a s sa g e  

o f  th e  o r i g i n a l  s t a t u t e .  S p e c i f i c a l l y  exempt from t h e  p r o v i 

s io n s  o f  th e  Blue Sky Law o f  1931 were t h e s e  s e c u r i t i e s :

1 , S e c u r i t i e s  i s s u e d  o r  g u a r a n te e d  by th e  F e d e ra l  
Government o r  any o f  i t s  p o l i t i c a l  s u b d i v i s i o n s , o r  t h e  
s t a t e s ,  o r  any o f  t h e i r  s u b d i v i s i o n s ;

2 , S e c u r i t i e s  i s s u e d  o r  g u a ra n te e d  by any f o r e i g n  
governm ent o r  p o l i t i c a l  s u b d iv i s i o n  w i th  which th e  U n ite d  
S t a t e s  m a in ta in e d  d ip lo m a t i c  r e l a t i o n s  ;
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3. The d i r e c t  o b l i g a t i o n s  o f  a  n a t i o n a l  b a n k ,  
s e c u r i t i e s  i s s u e d  by any f e d e r a l  la n d  bank o r  j o i n t -  
s to c k  la n d  lank o r  n a t i o n a l  fa rm  lo a n  a s s o c i a t i o n ,  o r  
by any c o r p o r a t i o n  c r e a t e d  and a c t i n g  as  an i n s t r u 
m e n t a l i t y  o f  t h e  governm ent o f  t h e  U n ite d  S t a t e s .

4. S e c u r i t i e s  i s s u e d  by any  c o r p o r a t i o n  s u b j e c t  to  
r e g u l a t i o n  o r  s u p e r v i s i o n ,  e i t h e r  as  t o  i t s  r a t e s  and 
c h a rg e s  and as  t o  th e  i s s u e  o f  i t s  own s e c u r i t i e s  by a 
p u b l i c  com m ission b o a r d ,  o r  o f f i c e r  o f  th e  U n i te d  S t a t e s  
g o v e rn m en t,  any s t a t e  o r  p o l i t i c a l  s u b d i v i s i o n ,  o r  th e  
Dominion o f  Canada;

5. S e c u r i t i e s  i s s u e d  by a c o r p o r a t i o n  o r g a n iz e d  
e x c l u s i v e l y  f o r  r e l i g i o u s ,  e d u c a t i o n ,  b e n e v o le n t ,  
f r a t e r n a l ,  c h a r i t a b l e ,  o r  r e f o r m a to r y  p u rp o se s  and n o t  
f o r  p e c u n ia r y  p r o f i t ;

6 . S e c u r i t i e s  l i s t e d  on any r e c o g n iz e d  o r  r e s p o n s i 
b l e  s to c k  exchange which had  been  p r e v i o u s l y  ap p ro v ed
by th e  com m ission ;

7. S e c u r i t i e s  o f  any s t a t e  b a n k ,  t r u s t  f u n d ,  o r  
s a v in g s  i n s t i t u t i o n ,  i n c o r p o r a t e d  u n d e r  th e  law s o f  
and s u b j e c t  t o  th e  s u p e r v i s i o n s ,  e x a m in a t io n s ,  and 
c o n t r o l  o f  t h i s  s t a t e ,  any in s u r a n c e  company o r  any 
b u i l d i n g  and lo a n  a s s o c i a t i o n  u n d e r  th e  s u p e r v i s i o n  
o f  t h e  I n s u r a n c e  D epartm en t o f  t h i s  s t a t e ;

8. N e g o t ia b le  p ro m is so ry  n o te s  o r  com m ercia l p a p e r ,  
i n c l u d i n g  th e  e x e c u t io n  and a s s ig n m e n t  o f  any c o n t r a c t ;

9 . Any s e c u r i t y ,  o t h e r  th a n  common s t o c k ,  p r o v i d 
in g  f o r  a  f i x e d  r a t e  o f  r e t u r n ,  which had  been  o u t s t a n d 
in g  f o r  more th a n  f i v e  y e a r s ,  and w hich had  n o t  d e f a u l t e d  
i n t e r e s t  o r  p r i n c i p l e  paym ent f o r  th e  im m e d ia te ly  p r e 
c e d in g  f i v e  y e a r s  ;

10 . C e r t i f i c a t e s  o f  i n t e r e s t  i n  an o i l ,  gas o r  
m in ing  l e a s e ;  c e r t i f i c a t e  o f  i n t e r e s t  i n  an o i l ,  gas 
o r  m in ing  r o y a l t y  where t h e  c e r t i f i c a t e  r e p r e s e n t e d  an 
i n t e r e s t  n o t  l e s s  th a n  o n e - t e n t h  o f  an a c r e . 30

The m ajo r  exem ption  o f  t h e  Blue Sky Law o f  1919 e x 

c lu d e d  from  t h e  p r o v i s i o n s  o f  t h e  Blue Sky Law o f  1931 were 

cash  s a l e s  where a f e e  o r  com m ission was n o t  p a i d .  I n c lu d e d  

i n  th e  19 31 a c t  and n o t  p r e s e n t  i n  t h e  1919 s t a t u t e  were 

p r o v i s i o n s  ex em p tin g  s e c u r i t i e s  t r a d e d  on o r g a n iz e d  e x c h a n g e s , 

s e c u r i t i e s  w i th  a f i x e d  r a t e  o f  r e t u r n  which had n o t  d e f a u l t e d

30 I b i d . , s e c .  4.
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i n  f i v e  y e a r s ,  and th e  c e r t i f i c a t e s  o f  i n t e r e s t  i n  o i l ,  

gas o r  m in ing  l e a s e s  o r  r o y a l t y .

Exempt T r a n s a c t i o n s

Exempted u n d e r  t h e  p r o v i s i o n s  o f  th e  1931 s t a t u t e  

were t h e  f o l lo w in g  t r a n s a c t i o n s :

1 .  Any j u d i c i a l ,  e x e c u t o r ' s ,  a d m i n i s t r a t o r ' s ,  
g u a r d i a n 's  o r  c o n s e r v a t o r ' s  s a l e ;  any s a l e  by a  r e 
c e i v e r  o r  t r u s t e e  i n  b a n k r u p tc y ;

2. S a le  by p le d g e  h o l d e r  o r  m ortg ag ee  t o  l i q u i d a t e  
a  bona f i d e  d e b t ;

3 . An i s o l a t e d  t r a n s a c t i o n  w here th e  s e c u r i t y  s o l d  
o r  o f f e r e d  f o r  s a l e  i s  n o t  made i n  t h e  c o u r s e  o f  r e 
p e a te d  and s u c c e s s i v e  t r a n s a c t i o n s ;

4 . A s to c k  d iv id e n d  o r  o t h e r  d i s t r i b u t i o n  o u t  o f  
e a r n in g s  o r  s u r p l u s , s e c u r i t i e s  i s s u e d  i n  t h e  p r o c e s s
o f  a  bona f i d e  r e - o r g a n i z a t i o n ,  a d d i t i o n a l  c a p i t a l  s t o c k ,  
o r  a  c o r p o r a t i o n  where d i s t r i b u t i o n  i s  made t o  p r e s e n t  
s h a r e h o l d e r s  and w here no com m ission  o r  r e m u n e ra t io n  i s  
p a i d ;

5 . S a l e ,  t r a n s f e r ,  o r  d e l i v e r y  o f  any s e c u r i t i e s  
t o  any b a n k ,  s a v in g s  i n s t i t u t i o n ,  t r u s t  company, i n 
s u ra n c e  company, o r  t o  any c o r p o r a t i o n  o r  t o  any b r o k e r  
o r  d e a l e r ,  p ro v id e d  th e  b u s in e s s  was th e  b u y in g  and se ll
i n g  o f  s e c u r i t i e s  ;

6 . T r a n s f e r  o r  exchange  o f  s e c u r i t i e s  b e tw een  c o r 
p o r a t i o n s  in v o lv e d  i n  a  m e rg e r  o r  c o n s o l i d a t i o n ;

7. Bonds o r  n o te s  s e c u r e d  by r e a l  e s t a t e  w here 
t h e  e n t i r e  t r a n s a c t i o n  i s  s o l d  t o  a  s i n g l e  p u r c h a s e r  
i n  a s i n g l e  s a l e ;

8. S e c u r i t i e s  in v o lv e d  i n  s to c k  s p l i t s  o r  c o n v e r 
s io n s  ;

9 . S h a re s  o f  c a p i t a l  s t o c k  s u b s c r i b e d  t o  b e f o r e  
i n c o r p o r a t i o n  when no com m ision , c o m p e n s a t io n ,  o r  r e 
m u n e ra t io n  was p a i d ;

10. D e l iv e ry  o f  v o t i n g  t r u s t  c e r t i f i c a t e s  f o r  
s e c u r i t i e s  d e p o s i t e d  u n d e r  a  v o t i n g  t r u s t  a g re e m e n t .

T h i s ,  f o r  a l l  p r a c t i c a l  p u r p o s e s ,  was t h e  f i r s t  t im e  

t h a t  s p e c i f i c  t r a n s a c t i o n s  were exem pt from  t h e  p r o v i s i o n s  

o f  t h e  Blue Sky Law. P r i v a t e l y  h e l d  s e c u r i t i e s , d i s p o s e d

^ ^ I b i d . , s e c ,  5.
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o f  i n  th e  o r d in a r y  c o u rse  o f  b u s i n e s s ,  were exempt from  

th e  p r o v i s io n s  o f  th e  1919 law . T h is  19 31 la w , how ever,  

gave a much more com prehensive  l i s t i n g  o f  exem pted t r a n s 

a c t i o n s  ,

R e g i s t r a t i o n  o f  S e c u r i t i e s

R e g i s t r a t i o n  o f  s e c u r i t i e s  u n d e r  t h e  p r o v i s i o n s  o f  

th e  Blue Sky Law o f  1931 c o u ld  be a c c o m p lish e d  by q u a l i f i 

c a t i o n  o r  n o t i f i c a t i o n . 32 The Blue Sky Law o f  1919 had  a l 

lowed r e g i s t r a t i o n  o n ly  by q u a l i f i c a t i o n .

N o t i f i c a t i o n . TheBlue Sky Law o f  1931 a l lo w e d ,  i f  

t h e  r e g i s t r a t i o n  was by n o t i f i c a t i o n ,  th e  r e g i s t r a t i o n  t o  

be f i l e d  by e i t h e r  th e  i s s u e r  o r  any r e g i s t e r e d  d e a l e r  

i n t e r e s t e d  i n  th e  s a l e  o f  th e  s e c u r i t y .  The r e g i s t r a t i o n  

s ta t e m e n t  r e q u i r e d :

1 . The name and l o c a t i o n  o f  th e  i s s u e r  and p la c e  

o f  i n c o r p o r a t i o n ;

2. A b r i e f  d e s c r i p t i o n  o f  t h e  s e c u r i t y  and th e  

amount o f  th e  i s s u e ;

3. The amount o f  th e  s e c u r i t i e s  t o  be o f f e r e d  i n  

t h i s  s t a t e ;

4. The p r i c e  a t  which th e  s e c u r i t y  was t o  be o f 

f e r e d  f o r  s a l e  t o  th e  p u b l i c ;

5. A s t a t e m e n t  showing th e  s e c u r i t y  was e l i g i b l e  

f o r  r e g i s t r a t i o n  by n o t i f i c a t i o n .

3 2 _ , . ,  _I b i d . , s e c .  6.
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Under th e  p r o v i s i o n s  o f  t h i s  s t a t u t e  th e  f o l l o w in g  

s e c u r i t i e s  w ere e l i g i b l e  f o r  r e g i s t r a t i o n  by n o t i f i c a t i o n :

1, S e c u r i t i e s  o f  any o r g a n i z a t i o n  i n  c o n t in u o u s  
o p e r a t i o n  f o r  a t  l e a s t  t h r e e  y e a r s ,  which f o r  t h e  two 
y e a r s  p r i o r  t o  i s s u i n g  t h e  s e c u r i t i e s  had  a v e ra g e  a n 
n u a l  n e t  e a r n in g s  as f o l lo w s  :

a .  n o t  l e s s  th a n  one and o n e - h a l f  t im e s  t h e  
a n n u a l  i n t e r e s t  c h a rg e  on i n t e r e s t  b e a r in g  o b l i 
g a t i o n s  ;

b .  n o t  l e s s  th a n  one and o n e - h a l f  t im e s  th e  
an n u a l  d iv id e n d  r e q u i re m e n t  o f  p r e f e r r e d  s t o c k ;

c .  n o t  l e s s  th a n  f i v e  p e r  c e n t  upon a l l  o u t 
s t a n d i n g  common s to c k  o f  e q u a l  r a n k ,  t o g e t h e r  w i th  
th e  amount o f  common s to c k  th e n  o f f e r e d  f o r  s a l e .
2, Bonds s e c u re d  by f i r s t  m ortgage  on r e a l  e s t a t e

u sed  f o r  a g r i c u l t u r a l  p u rp o se s  i n  t h e  U n ite d  S t a t e s  and 
Canada, where t h e  t o t a l  f a c e  v a lu e  o f  t h e  bonds d id  n o t  
ex ceed  70 p e r  c e n t  o f  t h e  f a i r  m ark e t p r i c e ,  p lu s  60 
p e r  c e n t  o f  th e  i n s u r e d  v a lu e  o f  any im provem en ts ;

3, Bonds s e c u re d  by f i r s t  m ortgage  on r e a l  e s t a t e
i n  th e  U n ite d  S t a t e s  and Canada, where th e  r e a l  e s t a t e
c o n s i s t e d  o f  im proved  c i t y ,  to w n , o r  v i l l a g e  p r o p e r t y  
where th e  t o t a l  f a c e  v a lu e  o f  t h e  bonds d id  n o t  ex ceed  
70 p e r  c e n t  o f  th e  f a i r  m ark e t v a lu e  o f  t h e  p r o p e r t y ;

4, Bonds s e c u re d  by f i r s t  m ortgage  upon r e a l  e s t a t e  
i n  th e  U n i te d  S t a t e s  o r  Canada:

a ,  where t h e  m ortgage  was a  f i r s t  m ortgage  
upon c i t y ,  tow n, o r  v i l l a g e  r e a l  e s t a t e  where a 
b u i l d i n g  was o r  a b o u t  t o  be e r e c t e d ;

b ,  where r e a s o n a b ly  a d e q u a te  p r o v i s i o n s  had  
been made f o r  f i n a n c i n g  th e  f u l l  c o m p le t io n  o f  th e  
b u i l d i n g ;

c ,  where th e  t o t a l  f a c e  v a lu e  d id  n o t  e x c e e d  
70 p e r  c e n t  o f  th e  f a i r  m ark e t  p r i c e  on t h e  m o r t 
gaged p r o p e r t y .
5, Bonds s e c u re d  by f i r s t  l i e n  on c o l l a t e r a l  

p le d g e d  as s e c u r i t y  f o r  such  bonds w i th  a  bank o r  t r u s t  
company as t r u s t e e ,  where t h e  bank was i n c o r p o r a t e d  
u n d e r  th e  laws o f  and s u b j e c t  t o  e x a m in a t io n  o f  th e  
U n ited  S t a t e s ,  o r  one o f  th e  s t a t e s . ^ 3

The s t a t u t e s  s e t  o u t  v e ry  d e f i n i t e  q u a n t i f i a b l e

m easures  t o  u se  i n  a s c e r t a i n i n g  w h e th e r  a s e c u r i t y  was e l i g i b l e

33 I b i d . , s e c .  7.
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u n d e r  th e  n o t i f i c a t i o n  s e c t i o n .  In  th e  a r e a  o f  e q u i t y  s e 

c u r i t i e s  , th e  r e q u i r e m e n ts  were such  t h a t  a  company was r e 

q u i r e d  t o  co v e r  t h e i r  d e b t  o b l i g a t i o n s  w i th  a c o m fo r ta b le  

m arg in  o f  s a f e t y  t o  be e l i g i b l e .  The d e b t  o b l i g a t i o n s  were 

c o n f in e d  f o r  th e  m ost p a r t  t o  f i r s t  m ortgage  r e a l  e s t a t e  

bonds w i th  a  c o m fo r ta b le  m arg in  o f  s a f e t y  b u i l t  i n  a s  a 

p r o t e c t i o n  f e a t u r e  f o r  t h e  p o t e n t i a l  i n v e s t o r  i n  t h i s  ty p e  

o f  o b l i g a t i o n .

The Com m issioner had  th e  a u t h o r i t y  t o  r e c e i v e  and 

t o  r e q u i r e  n o t i f i c a t i o n  o f  r e g i s t r a t i o n  o f  any s e c u r i t y  

w hich  h ad  s u b s t a n t i a l l y  t h e  same q u a l i t y  and d e s c r i p t i o n  as  

one o r  more o f  t h e  p r e v i o u s l y  s t a t e d  ty p e s  o f  s e c u r i t i e s .  

T h is  a u t h o r i t y  a l lo w e d  th e  Com m issioner t o  add any  s e c u r i -  - 

t i e s  o f  th e  same g e n e r a l  ty p e  as  t h o s e  l i s t e d  b u t  n o t  i n 

c lu d e d  i n  th e  s t a t u t e .

The Com m issioner had  th e  a u t h o r i t y  t o  rev o k e  th e  

r e g i s t r a t i o n  o f  any s e c u r i t y  r e g i s t r a t i o n  by n o t i f i c a t i o n ,  

o r  t o  su sp e n d  i t  from  f u r t h e r  t r a d i n g ,  p e n d in g  a f u r t h e r  

i n v e s t i g a t i o n .  The o n ly  c r i t e r i o n  t o  be u se d  i n  t h e  s u s 

p e n s io n  o r  r e v o c a t i o n  was th e  o p in io n  o f  t h e  Com m issioner 

c o n c e rn in g  in f o r m a t io n  c o n ta in e d  i n  t h e  r e g i s t r a t i o n  s t a t e 

m en t. I f  t h e  in f o r m a t io n  had  become m i s l e a d in g ,  i n c o r r e c t ,  

i n a d e q u a t e ,  o r  i n c o m p le te ,  o r  i f  t h e  s a l e  o r  o f f e r i n g  f o r  

s a l e  w orked , o r  te n d e d  t o  w ork , a  f r a u d  upon th e  i n v e s t i n g  

p u b l i c ,  t h e  Com m issioner c o u ld  th e n  su sp e n d  t h e  s e c u r i t y  

from  f u r t h e r  t r a d i n g .  Any s e c u r i t y  i s s u e r ,  h o w ev er ,  d id
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have  th e  r i g h t  t o  a h e a r i n g  w i t h i n  tw e n ty  days a f t e r  

s u s p e n s io n .

The o u t s t a n d i n g  d i f f e r e n c e  betw een  th e  Blue Sky Law 

o f  1919 and th e  Blue Sky Law o f  19 31 was th e  d e t a i l  which 

t h e  1931 s t a t u t e  c o n ta in e d  d e s c r i b i n g  th e  v a r io u s  i s s u e s  

w hich  may q u a l i f y  by n o t i f i c a t i o n .  These f e a t u r e s  o r  p r o 

v i s i o n s  f o r  r e g i s t r a t i o n  were n o t  a v a i l a b l e  t o  th e  i s s u e r  

u n d e r  t h e  1919 s t a t u t e .

Q u a l i f i c a t i o n . A l l  s e c u r i t i e s  r e q u i r e d  to  be 

r e g i s t e r e d  by th e  Blue Sky Law o f  1931 , and n o t  e l i g i b l e ,  

f o r  r e g i s t r a t i o n  by n o t i f i c a t i o n ,  had  t o  be r e g i s t e r e d  by 

q u a l i f i c a t i o n . T h e  s t a t u t e  w as ,  a g a i n ,  p e r m is s iv e  i n  

a l lo w in g  r e g i s t r a t i o n  by q u a l i f i c a t i o n  by e i t h e r  th e  i s 

s u e r  o r  any r e g i s t e r e d  d e a l e r  i n t e r e s t e d  i n  t h e  s a l e  o f  

th e  s e c u r i t y .  The i n f o r m a t i o n  r e q u i r e d  i n  th e  r e g i s t r a t i o n  

s t a t e m e n t  i n c lu d e d :

1. Names and a d d r e s s e s  o f  t h e  d i r e c t o r s ,  t r u s t e e s ,  
and o f f i c e r s  o f  th e  i s s u i n g  c o r p o r a t i o n ;

2. L o c a t io n  o f  t h e  i s s u e r s  p r i n c i p a l  b u s in e s s  o f 
f i c e  and p r i n c i p a l  o f f i c e  i n  t h i s  s t a t e ;

3. The p u rp o se  o f  t h e  i n c o r p o r a t i o n ,  t h e  g e n e r a l  
c h a r a c t e r  o f  t h e  b u s i n e s s ,  and t h e  p u rp o s e s e  o f  t h e  
p ro p o se d  i s s u e ;

4. A s t a t e m e n t  o f  t h e  c a p i t a l i z a t i o n  o f  t h e  i s 
s u e r ;  a b a la n c e  s h e e t  n o t  more th a n  s i x t y  days o l d ;  a 
copy o f  th e  s e c u r i t y  b e in g  r e g i s t e r e d  and a copy o f  
any c i r c u l a r ,  p r o s p e c t u s ,  a d v e r t i s e m e n t ,  o r  o t h e r  d e 
s c r i p t i o n  o f  t h e  s e c u r i t y ;

5. A s t a t e m e n t  o f  t h e  i s s u e r ' s  incom e, e x p e n s e s ,  
and f i x e d  c h a rg e s  d u r in g  th e  p a s t  f i s c a l  y e a r ;

6 . A s t a t e m e n t  show ing th e  p r i c e  a t  which th e

3 4 i h i d . , s e c .  8.
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s e c u r i t y  was p ro p o se d  t o  be s o l d ,  t o g e t h e r  w i th  t h e  
maximum amount o f  t h e  com m ission t o  be p a id  i n  co n n ec
t i o n  w i th  th e  s a l e  o f  t h e  s e c u r i t y ;

7. A s ta t e m e n t  show ing th e  i te m s  o f  c a s h ,  p r o p e r t y ,  
s e r v i c e s ,  p a t e n t s ,  good w i l l  and any o t h e r  c o n s id e r a 
t i o n  f o r  which t h e  s e c u r i t i e s  were i s s u e d  i n  paym ent;

8. The a c c o u n t  o f  c a p i t a l  s to c k  which was t o  be 
s e t  a s id e  and d i s p o s e d  o f  as  p ro m o tio n  s t o c k ,  and a  
s t a t e m e n t  o f  a l l  s to c k  i s s u e d  from  tim e  t o  t im e  as 
p ro m o tio n  s t o c k ;

9o A c e r t i f i e d  copy o f  th e  a r t i c l e s  o f  i n c o r p o r a 
t i o n  w i th  a l l  am endm ents, a u d i t s  and e x i s t i n g  b y - la w s .

I f ,  a f t e r  a  th o ro u g h  i n v e s t i g a t i o n  o f  a l l  th e  

f a c t o r s ,  th e  Com m issioner a s c e r t a i n e d  t h a t  th e  s a l e  o f  th e  

s e c u r i t y  would n o t  be f r a u d u l e n t ,  n o r  work a f r a u d  upon th e  

p o t e n t i a l  i n v e s t o r ,  and t h a t  th e  b u s in e s s  was b a s e d  upon 

sound  b u s in e s s  p r i n c i p l e ,  t h e  s e c u r i t y  was app ro v ed  f o r  

r e g i s t r a t i o n  and s a l e .

The 19 31 s t a t u t e  r e q u i r e d  much more d e t a i l  t h a n  d id  

th e  a c t  o f  1919, The i n f o r m a t i o n ,  r e q u i r e d  u n d e r  t h e  Blue 

Sky Law o f  1931, was g e n e r a l l y  more s t a t i s t i c a l  and q u a n t i 

t a t i v e  i n  c o n te n t  th a n  was t h e  i n f o r m a t io n  r e q u i r e d  u n d e r  

t h e  Blue Sky Law o f  1919, The 1919 law , w h i le  r e q u i r i n g  

some f a c t u a l  i n f o r m a t i o n ,  seemed t o  be more c o n c e rn e d  w i th  

b e in g  a b le  t o  l o c a t e  th e  p r o m o te r s ,  s a l e s  p e r s o n n e l  i n 

v o lv e d ,  e t c , ,  th a n  i t  was w i th  h a v in g  in f o r m a t io n  upon which 

t o  b a se  a d e c i s io n  r e g a r d i n g  th e  s u i t a b i l i t y  o f  t h e  i s s u e .

An im p o r ta n t  a d d i t i o n  t o  th e  19 31 s t a t u t e  r e q u i r e d  

t h a t  th e  b u s in e s s  be fo u n d ed  upon sound b u s in e s s  p r i n c i p l e s .  

There  was n o th in g  i n  th e  s t a t u t e  t o  i n d i c a t e  on what t h e

S^ibid,
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Com m issioner was t o  b ase  h i s  ju d g m e n t ,  o r  t h e  c r i t e r i o n  to  

be u sed  i n  fo rm in g  h i s  o p in io n  i n  r e g a r d  t o  sound  b u s in e s s  

p r i n c i p l e s .  T h is  o m is s io n  gave th e  Com m issioner a g r e a t  d e a l  

o f  l a t i t u d e  and d i s c r e t i o n a r y  power i n  d e te r m in in g  w hat con

s t i t u t e d  sound b u s in e s s  p r i n c i p l e s .

R e v o c a t io n  o f  S e c u r i t y  R e g i s t r a t i o n

The Blue Sky Law o f  1931 p ro v id e d  th e  Com m issioner 

w i th  t h e  a u t h o r i t y  t o  re v o k e  th e  r e g i s t r a t i o n  o f  any s e c u r i t y
q c

by e n t e r i n g  an o r d e r  to  t h a t  e f f e c t .  R e v o c a t io n  was b a se d  

on an e x a m in a t io n  o f  th e  i s s u e r  by t h e  C om m issioner. The 

Com m issioner c o u ld  rev o k e  t h e  r e g i s t r a t i o n  i f  he fo u n d  t h a t  

th e  i s s u e r :  (1) was i n s o l v e n t ;  (2 )  had  v i o l a t e d  any p r o 

v i s i o n s  o f  t h e  a c t  o r  any o r d e r  o f  t h e  C om m issioner; (3 )  had  

b e e n ,  o r  was en g ag ed ,  o r  was a b o u t  t o  engage i n  f r a u d u l e n t  

t r a n s a c t i o n s ;  (^ )  was i n  any o t h e r  way d i s h o n e s t ,  o r  had  

made f r a u d u l e n t  r e p r e s e n t a t i o n  i n  any p r o s p e c tu s  o r  i n  any 

c i r c u l a r  o r  o t h e r  l i t e r a t u r e  t h a t  had been  d i s t r i b u t e d  con

c e r n in g  th e  i s s u e r  o r  i t s  s e c u r i t i e s ;  (5) was o f  bad  b u s in e s s  

r e p u t e ;  (6) d id  n o t  co n d u c t  i t s  b u s in e s s  i n  a c c o rd a n c e  w i th  

th e  law ; (7) was i n  unsound c o n d i t i o n ;  (8 )  was n o t  founded  

upon sound b u s in e s s  p r i n c i p l e s .

The Com m issioner had  th e  a u t h o r i t y  a l s o  a s  was 

g r a n te d  i n  th e  e a r l i e r  s t a t u t e ,  t o  r e q u i r e  any a d d i t i o n a l  

s t a t e m e n t s  o r  amendments t o  e x i s t i n g  s t a t e m e n t s  w hich  had

S ^ I b i d . , s e c .  10.
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become o b s o l e t e  as  to  c o n t e n t .  F a i l u r e  t o  comply w i th  th e  

r e q u i re m e n t  was b a s i s  f o r  r e v o c a t i o n  o f  r e g i s t r a t i o n .  The 

19 31 Blue Sky Law was much more e x p l i c i t  i n  t h e  p r o v i s i o n s  

o f  t h i s  s e c t i o n  th a n  was th e  Blue Sky Law o f  1919. The 

e a r l i e r  s t a t u t e  was n o t  c l e a r  c o n c e rn in g  th e  r e v o c a t i o n  o f  

s e c u r i t y  r e g i s t r a t i o n .  The Blue Sky Law o f  1919 s t a t e d  

t h a t  t h e  Commission had th e  r i g h t  t o  i n v e s t i g a t e  i n  c a s e  o f  

c o m p la in t  and th e  r i g h t  t o  su sp e n d  o r  rev o k e  th e  t r a d i n g  o f  

s e c u r i t i e s .  The grounds f o r  th e  s u s p e n s io n  o r  r e v o c a t i o n  

were r a t h e r  v a g u e ,  how ever.

R e g i s t r a t i o n  o f  B ro k e r ,  D e a le r  and Salesm en

Under th e  1931 s t a t u t e ,  as  u n d e r  th e  o r i g i n a l  la w ,  

no p e r s o n  was a l lo w e d  t o  s e l l  s e c u r i t i e s  i n  th e  s t a t e  u n t i l  

he was r e g i s t e r e d  i n  t h e  C om m issioner’s o f f i c e . 3? The 

r e g i s t r a t i o n  in f o r m a t io n  i n c l u d e d  th e  p r i n c i p a l '  ■ o f f i c e ,  

l o c a t i o n  o f  th e  o f f i c e  and a l l  b ra n c h  o f f i c e s  i n  th e  s t a t e ,  

th e  name o r  s t y l e  o f  do in g  b u s i n e s s ,  t h e  nam es, r e s i d e n c e s  

and b u s in e s s  a d d r e s s e s  o f  a l l  o f f i c e r s  and d i r e c t o r s ,  t h e  

g e n e r a l  p l a n  and c h a r a c t e r  o f  b u s in e s s  and th e  l e n g th  o f  

t im e  th e  d e a l e r  o r  sa le sm an  h as  been  engaged  i n  b u s i n e s s .

Under t h e  o r i g i n a l  law , t h e  r e g i s t r a t i o n  o f  s e c u r i 

t i e s  and o f  th e  d e a l e r s  was a c c o m p lish e d  u n d e r  t h e  same 

s e c t i o n  o f  th e  s t a t u t e  and d i s t i n c t i o n  be tw een  th e  two was 

made f o r  t h e  f i r s t  t im e  i n  t h e  1931 a c t .  The 1931 Blue Sky

3 ? I b i d . , s e c .  11.
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Law d id  n o t  r e q u i r e  in fo r m a t io n  c o n c e rn in g  t e r r i t o r y  

c o v e re d  by a s a le s m a n ,  as  d id  th e  Blue Sky Law o f  1919.

The 1931 s t a t u t e  r e q u i r e d  t h e  Commissioner t o  i s s u e  

a  l i c e n s e  t o  th e  a p p l i c a n t  i f  he found  t h a t  th e  a p p l i c a n t  

was o f  " good r e p u te "  and had  p a id  t h e  r e q u i r e d  $5 f i l i n g  

f e e .  No c r i t e r i o n ,  o t h e r  th a n  an i n t u i t i v e  f e e l i n g  o f  th e  

C om m issioner, was g iv en  f o r  th e  a p p ro v a l  o r  d i s a p p r o v a l  o f  

th e  a p p l i c a t i o n  by th e  Com m issioner.

R e v o c a t io n  o f  B ro k e r s ,  D e a le r s  and 
Salesm an R e g i s t r a t i o n

The 19 31 s t a t u t e  was much more e x p l i c i t  i n  th e  

r e v o c a t i o n  o f  t h e  r e g i s t r a t i o n  p e rm it  th a n  was i t s  o r i g i n a l  

c o u n t e r p a r t .  R e g i s t r a t i o n  co u ld  be rev o k ed  i f  th e  Commis

s i o n e r  a s c e r t a i n e d  t h a t  th e  a p p l i c a n t  f o r  r e g i s t r a t i o n ;

(1 )  had  v i o l a t e d  any p r o v i s i o n  o f  th e  a c t  o r  any r e g u l a t i o n  

made i n  th e  a c t ;  (2) had  made a m a t e r i a l  f a l s e  s ta t e m e n t  

i n  th e  a p p l i c a t i o n  f o r  r e g i s t r a t i o n ;  (3) had been  g u i l t y  

o f  any f r a u d u l e n t  a c t  i n  c o n n e c t io n  w i th  any s a l e  o f  s e 

c u r i t i e s  , had  been  o r  was engaged i n  any p r a c t i c e  o r  s a l e  

o f  s e c u r i t i e s  w hich was f r a u d u l e n t  o r  i n  v i o l a t i o n  o f  th e

la w ;  (4 )  had d e m o n s t ra te d  h i s  u n w o r th in e ss  t o  t r a n s a c t  th e
3 8b u s in e s s  o f  d e a l e r  o r  s a le sm a n .

The s u s p e n s io n  o r  r e v o c a t i o n  o r d e r  o f  th e  Commis

s i o n e r ,  o r  th e  r e f u s a l  t o  p e rm it  a g r a n t in g  o f  th e  l i c e n s e  

was s u b j e c t  t o  r e v ie w .  The s u s p e n s io n  o f  a c t i v i t i e s  o f  any

3 8 lb id . , sec.  12.



68

i n d i v i d u a l  was e n f o rc e d  u n t i l  t h a t  i n d i v i d u a l  r e q u e s t e d  a 

h e a r i n g  b e f o r e  th e  Com m issioner, I f  t h e  s u s p e n s io n  o r d e r  

was u p h e ld  i n  t h e  h e a r i n g ,  th e n  t h a t  p e r s o n  had r e c o u r s e  

b e f o re  th e  c i v i l  c o u r t s  o f  th e  s t a t e  t o  s e e k  r e d r e s s .

R ecourse  from  F ra u d u le n t  S a le s  

Every s a l e  made i n  v i o l a t i o n  o f  th e  p r o v i s i o n s  o f  

th e  Blue Sky Law o f  19 31 was v o id a b le  a t  th e  d i s c r e t i o n  o f  

th e  p u r c h a s e r .  The s t a t u t e  d id  n o t  s t a t e  how th e  d e c i s io n  

was t o  be r e a c h e d  t h a t  th e  s a l e  was i n  v i o l a t i o n  o f  th e  

a c t ,  b u t  m ere ly  t h a t  any s a l e  i n  v i o l a t i o n  o f  th e  a c t  would 

be v o i d a b l e .  The a c t ,  l i k e w i s e ,  made e v e ry  p e r s o n  who 

p a r t i c i p a t e d  i n  any way i n  such  a s a l e  l i a b l e ,  j o i n t l y  and 

s e v e r a l l y ,  f o r  t h e  p u rc h a se  p r i c e  o f  th e  s e c u r i t i e s .  T h is  

p ro c e d u re  was a s l i g h t  d e p a r tu r e  from  th e  Blue Sky Law o f  

1919, which gave th e  o f fe n d e d  p a r t y  a  r e c o u r s e  i n  c i v i l  

c o u r t ,  and d id  n o t  p ro v id e  f o r  th e  v o id in g  o f  t h e  s a l e  a t  

th e  d i s c r e t i o n  o f  th e  p u r c h a s e r .  The l a t e r  a c t ,  how ever, 

s t i l l  a l lo w e d  th e  p u r c h a s e r  r e c o u r s e  t o  c i v i l  c o u r t  i f  he 

so  d e s i r e d .  The o f fe n d e d  and d e f ra u d e d  p a r t y  c o u ld  t a k e  

a c t i o n  a g a i n s t  t h e  bond r e q u i r e d  u n d e r  th e  a c t .

Cases A d ju d ic a te d  — Meek v .  S t a t e  

The c o n s t i t u t i o n a l i t y  o f  th e  Blue Sky Law o f  19 31 

was t e s t e d  i n  t h e  c ase  o f  Meek v .  S t a t e ,  T h is  c a se  was 

o r i g i n a l l y  t r i e d  in  th e  d i s t r i c t  c o u r t  o f  Osage County and 

h e a r d  on a p p e a l  by th e  c r im in a l  c o u r t  o f  a p p e a ls  o f  Oklahoma
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on March 18 , 19 33. ^^

The c a se  a r o s e  o u t  o f  th e  s a l e  o f  300 s h a r e s  o f  

common s to c k  o f  Globe C a s u a l ty  Company o f  Oklahoma C i ty  

common s to c k  made by th e  d e f e n d a n t ,  F. J .  Meek. The 

s to c k  had  n o t  been  r e g i s t e r e d  f o r  a p p ro v a l  n o r  app ro v ed  

f o r  s a l e  by th e  Oklahoma S e c u r i t i e s  Commission. The t r i a l  

i n  th e  c o u r t  o f  o r i g i n a l  j u r i s d i c t i o n  was v e ry  u n u s u a l  i n  

t h i s  i n s t a n c e .  The d e fe n d a n t  a c t e d  a s  h i s  own d e fe n s e  a t 

t o r n e y .  He o f f e r e d  no e v id e n c e ,  n o r  d id  he o f f e r  any 

t e s t im o n y  i n  h i s  own b e h a l f .  The d e fe n d a n t  d id  n o t  t a k e  

t h e  s t a n d  and t e s t i f y  i n  h i s  own b e h a l f  a t  t h e  t r i a l .  As 

one m ig h t s u s p e c t ,  t h e  d e f e n d a n t  was found  g u i l t y  by th e  

d i s t r i c t  c o u r t  and a s s e s s e d  a f i n e  o f  $1,000 and two y e a r s  

i n  t h e  p e n i t e n t i a r y .

In  h i s  a p p e a l ,  he a t t e m p te d  t o  r e v e r s e  th e  v e r d i c t  

o f  th e  low er c o u r t  s t r i c t l y  on th e  b a s i s  t h a t  th e  s t a t u t e ,  

a s  e n a c te d  by th e  l e g i s l a t u r e  was a  r e v e n u e - r a i s i n g  m e asu re .  

He f u r t h e r  m a in ta in e d  t h a t  t h e  a c t  was n o t  i n t r o d u c e d  and 

e n a c te d  as  r e q u i r e d  by t h e  c o n s t i t u t i o n  o f  Oklahoma f o r  

a c t s  o f  t h i s  t y p e .

I n  th e  o p in io n  r e n d e re d  by th e  a p p e l l a t e  c o u r t ,  i t  

was p o i n t e d  o u t  t h a t  i n  a  p r e v i o u s , d e c i s i o n ,  i . e .  Hornaday 

e t  a l  V .  S t a t e  (and  one p r e v i o u s l y  re v ie w e d  i n  t h i s  p a p e r ) ,  

t h a t  t h e  o b j e c t i v e s  o f  t h e  a c t  were t o  p r e v e n t  f r a u d  and

^^Meek v .  S t a t e ,  22 P a c i f i c  Second R e p o r t e r , p .  933,
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u n f a i r  d e a l i n g s  i n  s e c u r i t i e s  and t o  p r e v e n t  h o n e s t  p e o p le  

from  i n v e s t i n g  i n  f r a u d u l e n t  and h i g h l y  s p e c u l a t i v e  schem es. 

The c o u r t  p o i n t e d  o u t  t h a t  t h e s e  o b j e c t i v e s  were w e l l  e s 

t a b l i s h e d  and t h a t  i t  was a  w ell-know n  and e s t a b l i s h e d  f a c t  

t h a t  t h e  r e g u l a t i o n  o f  s e c u r i t i e s  t r a n s a c t i o n s  d id  come 

w i t h i n  th e  p o l i c e  power o f  t h e  s t a t e .

I t  i s  a l s o  a w e l l - e s t a b l i s h e d  f a c t  t h a t  re v e n u e  

laws a r e  th o s e  law s whose p r i n c i p à i  o b j e c t  i s  t h e  r a i s i n g  

o f  re v e n u e  and n o t  th o s e  s t a t u t e s  u n d e r  w hich  rev e n u e  may, 

i n c i d e n t a l l y ,  o c c u r .  The rev e n u e  r e f e r r e d  t o  i n  t h e  o p i n 

io n  was th e  amount o f  f e e s  p a id  a t  t h e  t im e  o f  r e g i s t r a t i o n  

o f  s e c u r i t i e s ,  b r o k e r s ,  d e a l e r s  and s a le s m e n .

A f t e r  r e v ie w in g  a lo n g  l i s t  o f  a c t s  p a s s e d  by t h e  

Oklahoma l e g i s l a t u r e ,  i n  w hich i n c i d e n t a l  r e v e n u e  had  

a r i s e n ,  t h e  c o u r t  h e l d  t h a t  t h e  v iew s and i n t e n t i o n s  o f  

t h e  g o v e rn o r  and th o s e  o f  t h e  l e g i s l a t u r e  w ere c l e a r  and 

o b v io u s .  I t  was n o t  t h e  i n t e n t i o n  n o r  t h e  d e s i r e  o f  t h e  

l e g i s l a t u r e  n o r  t h e  e x e c u t iv e  t o  r e s t r i c t  from  a l l  l e g i s 

l a t i o n ,  rev e n u e  o f  an i n c i d e n t a l  n a t u r e .  Any re v e n u e  men

t i o n e d  i n  a  b i l l  o f  t h i s  n a t u r e  was m e re ly  i n c lu d e d  t o  h e l p  

t o  d e f r a y  t h e  e x p e n se s  in v o lv e d  i n  t h e  a d m i n i s t r a t i o n  o f  

t h e  a c t  u n d e r  c o n s i d e r a t i o n .  They c o u ld  n o t  be c o n s t r u e d  

t o  be r e v e n u e - r a i s i n g  b i l l s  u n d e r  t h e  i n t e n t i o n  o f  t h e  la w ,  

as  p a s s e d  by th e  l e g i s l a t u r e .  T h e r e f o r e ,  t h e  judgm ent o f  

t h e  t r i a l  c o u r t  was a f f i r m e d .

The d e f e n d a n t ,  i n  e f f e c t ,  had a t t a c k e d  th e  new ly
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e n a c te d  l e g i s l a t i o n  on th e  grounds t h a t  i t  was u n c o n s t i 

t u t i o n a l ,  b ecau se  i t  was im p ro p e r ly  p a s se d  by th e  l e g i s l a t u r e .  

While th e  d e fe n d a n t  was i n c a r c e r a t e d  i n  c o n n e c t io n  

w i th  th e  o r i g i n a l  c o n v i c t i o n ,  he a p p e a le d  h i s  c o n v i c t i o n  t o  

th e  supreme c o u r t  o f  Oklahoma and so u g h t  a  w r i t  f rom  t h a t
ilO

body. The d e fe n d a n t  c la im e d  t h a t  h i s  r i g h t s  u n d e r  th e  

F o u r te e n th  Amendment t o  th e  U n ited  S t a t e s  C o n s t i t u t i o n  had  

been  v i o l a t e d  and t h a t  th e  supreme c o u r t  o f  Oklahoma s h o u ld  

ta k e  j u r i s d i c t i o n  o f  th e  c a s e .  The F o u r te e n th  Amendment 

s t a t e s  t h a t  th e  s t a t e s  s h a l l  n o t  d e p r iv e  any o f  i t s  c i t i z e n s  

o f  l i f e ,  l i b e r t y  o r  p r o p e r t y  w i th o u t  due p r o c e s s  o f  law ; o r  

deny any p e rso n  from  th e  e q u a l  p r o t e c t i o n  o f  th e  law . His 

w r i t  was t u r n e d  down by th e  Oklahoma supreme c o u r t  upon i t s  

f i n d i n g  t h a t  th e  amendment had  n o t  been  v i o l a t e d  i n  h i s  

c a s e .

The Oklahoma S e c u r i t i e s  Commission — Law o f  19 33 

The 19 33 s e s s i o n  o f  th e  Oklahoma l e g i s l a t u r e  made 

v e ry  few and o n ly  m inor changes  i n  th e  19 31 s t a t u t e s ,

Removed from  th e  l i s t  o f  exempt s e c u r i t i e s  were s e c u r i t i e s  

i s s u e d  o r  g u a ra n te e d  by f o r e i g n  governm ents and th o s e  i s 

sued  by c o r p o r a t i o n  s u b j e c t  t o  r e g u l a t i o n  o r  s u p e r v i s io n  by 

a  p u b l i c  commission b o a rd .

T h is  a c t  p l a c e d  th e  r e s p o n s i b i l i t y  o f  a p p ro v in g

^ ° I b i d , , p ,  5i|.

^^S e s s io n  Laws o f  1933 (Oklahoma C i ty :  Harlow Pub
l i s h i n g  Company), ch ap ,  LXXXI, s e c s .  1 -6 .
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a l l  s h a r e s ,  r e g a r d l e s s  o f  t h e  i s s u e r ,  i n  t h e  hands o f  th e  

S e c u r i t i e s  Com m issioner. Under th e  1931 s t a t u t e ,  c e r t a i n  

com panies r e g u l a t e d  by o t h e r  p u b l i c  a u t h o r i t i e s  i n  Oklahoma 

had  t h e i r  s e c u r i t i e s  app ro v ed  by th o s e  a u t h o r i t i e s .  For 

i n s t a n c e ,  an in s u r a n c e  com pany 's  i s s u e  o f  s e c u r i t i e s  was 

ap p ro v ed  by th e  i n s u r a n c e  c o m m iss io n e r ,  a f t e r  t h e  r e q u e s t  

had  been  fo rw ard ed  t o  him by th e  S e c u r i t i e s  Com m issioner.

The a c t i o n  ta k e n  by th e  S e c u r i t i e s  Com m issioner depended 

on th e  a p p ro v a l  o r  d i s a p p r o v a l  o f  th e  in s u r a n c e  co m m iss io n er .  

As th e  1931 law was amended by th e  19 33 l e g i s l a t u r e ,  th e  

e n t i r e  d e c i s i o n  o f  a p p r o v a l  o r  d i s a p p r o v a l  was l e f t  t o  th e  

d i s c r e t i o n  o f  th e  S e c u r i t i e s  Com m issioner.

In  t h e  amended s t a t u t e ,  t h e  amount o f  f e e s  and 

bonds c o l l e c t i b l e  u n d e r  th e  law had been  i n c r e a s e d  i n  

e v e ry  i n s t a n c e .

The 19 33 amendment d id  add one f a c e t  w hich  h ad  n o t
42been  p r e s e n t  i n  any o f  t h e  p r e v io u s  v e r s i o n s  o f  t h e  law .

T h is  amendment made i t  a  v i o l a t i o n  f o r  any p e r s o n ,  o t h e r  

th a n  a r e g i s t e r e d  d e a l e r ,  t o  g iv e  in v e s tm e n t  c o u n s e l  o r  

a d v ic e  t o  o t h e r  p e o p le  on th e  v a lu e  o f  s e c u r i t i e s ,  e i t h e r  

i n  w r i t i n g  o r  i n  th e  form  o f  o r a l  co m m u n ica tio n , f o r  a 

com m ission o r  a f e e .  The e f f e c t  was t o  f o r c e  in v e s tm e n t  

c o u n s e lo r s  t o  r e g i s t e r  w i th  t h e  Commission.

Only one c a s e  was a d j u d i c a t e d  and r e a c h e d  th e

^ ^ I b i d . , s e c .  6.
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a p p e l l a t e  c o u r t  r i s i n g  o u t  o f  t h e  1933 amendment t o  t h e

1931 law . T h is  c a se  was a p p e a le d  from  th e  d i s t r i c t  c o u r t

o f  Oklahoma t o  th e  supreme c o u r t  o f  Oklahoma and was h e a r d
U3on O c to b e r  5 ,  1937. The c a s e  in v o lv e d  th e  a u t h o r i t y  o f  

an i n d i v i d u a l ;  who was em ployed as  a  sa le sm a n  and a g e n t ,  

i n  a c c o rd a n c e  w i th  t h e  Oklahoma S e c u r i t i e s  A c t ,  c h a p t e r  24 , 

a r t i c l e  23 , Oklahoma S t a t u t e s  1931 , and amended by c h a p t e r  

121 , S e s s io n s  Laws o f  19 33.

J .  B. Moore was a  s a le sm a n  and a g e n t  f o r  A. J .  

McMahan and Co. o f  Oklahoma C i t y .  D uring  th e  c o u r s e  o f  h i s  

employment w i th  t h i s  c o n c e r n ,  he  c a l l e d  i n  P e r r y ,  Oklahoma, 

a t  t h e  home o f  E d i th  H. Brown. As a  p r e l im i n a r y  t o  h i s  

d i s c u s s i o n  w i th  E d i th  Brown, he  showed h e r  b o th  h i s  w r i t 

t e n  a p p o in tm e n t  as  an a g e n t  f o r  A. J .  McMahan and Co . ,  and 

a l s o  h i s  l i c e n s e  w hich a u t h o r i z e d  him t o  s e l l  s e c u r i t i e s  i n  

t h e  s t a t e  o f  Oklahoma. D uring  t h e  c o u r s e  o f  t h e  c o n v e r s a 

t i o n  w i th  E d i th  Brown, he o f f e r e d  t o  buy from  h e r  some s to c k  

w hich sh e  owned i n  t h e  T u ls a  B u i ld in g  and Loan Company. The 

ap p ro x im a te  f a i r  m ark e t v a lu e  f o r  th e  s h a r e s , a t  t h a t  t i m e , 

was $ 6 ,1 0 0 .  I n  exchange f o r  t h e  s h a r e s ,  she  was t o  r e c e i v e  

cash  i n  t h e  amount o f  $1,500 and 20 s h a r e s  o f  Armour and 

Company common s t o c k .  The a p p ro x im a te  f a i r  m ark e t  v a lu e  

f o r  t h e  s h a r e s  o f  Armour and Company common s to c k  was $ 1 ,5 0 0 .

In  o r d e r  t o  a l lo w  h e r s e l f  s u f f i c i e n t  t im e  t o  check

43 Brown v .  A. J .  McMahan and  Co. ,  74 P a c i f i c  Second 
R e p o r t e r ,  p .  381.
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on t h e  r e p u t a b i l i t y  o f  t h e  company which Mr. Moore was 

r e p r e s e n t i n g ,  sh e  a sk ed  h im  t o  r e t u r n  a t  a l a t e r  d a t e .

A f t e r  becom ing s a t i s f i e d  t h a t  t h e  McMahan Company was an 

h o n e s t  and t r u s t w o r t h y  o r g a n i z a t i o n ,  she  d e c id e d  t o  com

p l e t e  t h e  t r a n s a c t i o n  w i th  Mr. Moore.

He r e t u r n e d ,  a t  a  l a t e r  d a t e ,  gave h e r  t h e  $1,500 

c a s h ,  to o k  t h e  b u i l d i n g  and lo a n  s h a r e s  and p ro m ised  d e 

l i v e r y  o f  t h e  Armour s t o c k .  The s to c k  was n e v e r  d e l i v e r e d ,  

and sh e  a t t e m p te d  t o  r e c o v e r  damages from  M oore 's  em p lo y e r ,  

t h e  McMahan Company.

The t e s t im o n y  showed t h a t  Moore had no a u t h o r i t y  to  

make a  t r a n s a c t i o n  such  as  t h e  one consum ated  w i th  E d i th  

Brown. S in c e  he a d m i t t e d ly  showed a l l  o f  h i s  c r e d e n t i a l s  

t o  h e r ,  i t  became h e r  d u ty  t o  know a n d / o r  t o  a s c e r t a i n  what 

he c o u ld  and c o u ld  n o t  l e g a l l y  do u n d e r  t h e  a u t h o r i t y  which 

he l e g a l l y  h e l d .  I t  was f u r t h e r  shown t h a t  McMahan d id  n o t  

p r o v id e  t h e  $1 ,500 f o r  Moore t o  pay h e r ,  th e y  d id  n o t  r e -

c e iv e  t h e  b u i l d i n g  and lo a n  s h a r e s ,  n o r  d id  th e y  own any

s h a r e s  i n  Armour and Company.

On th e  b a s i s  o f  t h i s  t e s t i m o n y ,  h e r  damage c la im  

was d e n ie d .

A b o l i s hment o f  Oklahoma S e c u r i t i e s  Commission —
Law o f  10 39 "

The l e g i s l a t i o n  o f  t h e  19 39 s e s s i o n  o f  t h e  Oklahoma 

House and S e n a te  was v e ry  b r i e f ,  and t o  t h e  p o i n t ,  a s  f a r  

as  s e c u r i t i e s  w ere c o n c e rn e d .  The p o w e rs ,  d u t i e s ,  p r o p e r t i e s
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and r e c o rd s  o f  th e  Oklahoma S e c u r i t i e s  Commission were 

t r a n s f e r r e d  t o  th e  Bank Com m issioner o f  O k l a h o m a . T h e  Bank 

Com m issioner had  a l l  th e  p o w e rs ,  d u t i e s  and o b l i g a t i o n s  which 

were fo rm e r ly  h e ld  by th e  Oklahoma S e c u r i t i e s  Commission.

As f a r  as  th e  r e g u l a t i o n s  o f  s e c u r i t i e s  were c o n c e rn e d ,  t h i s  

was a s t e p  backward f o r  t h e  s t a t e  o f  Oklahoma. The s i t u a t i o n  

was n o t  r e c t i f i e d  f o r  a  number o f  y e a r s .

The s t a t u t e  p ro v id e d  f o r  th e  c r e a t i o n  o f  an a s s i s t 

a n t  t o  t h e  Bank Com m issioner, who was p la c e d  in  c h a rg e  o f  

th e  s e c u r i t i e s  d i v i s i o n  o f  th e  Banking D epartm ent o f  t h e  

s t a t e  o f  Oklahoma. I t  a l s o  p ro v id e d  f o r  th e  employment o f  

one s t e n o g r a p h e r - s e c r e t a r y  i n  th e  s e c u r i t i e s  d i v i s i o n  o f  t h e  

s t a t e  Banking D ep ar tm en t.  S in c e  th e  ap p o in tm e n t  o f  th e  a s 

s i s t a n t  t o  t h e  Banking Com m issioner was n o t  d i s c u s s e d  i n  th e  

s t a t u t e ,  i t  was assumed t h a t  he would be an em ployee o f  th e  

s t a t e  Banking D e p a r tm en t,  s u b j e c t  t o  t h e  same employment 

p o l i c i e s  a s  th e  o t h e r  e m p lo y ees ,  and would s e rv e  a t  t h e  w i l l  

o f  th e  Banking Com m issioner.

T here  w as, h o w ever ,  one b r i g h t  s p o t  i n  t h e  a c t  as  

p a s se d  by t h e - 1939 l e g i s l a t u r e .  The a c t  s t a t e s ,  f o r  th e  

f i r s t  t im e ,  th e  q u a l i f i c a t i o n s  which t h e  man a p p o in te d  t o  

t h i s  p o s i t i o n  s h o u ld  h a v e .  As meager as  th e  q u a l i f i c a t i o n s  

w e re ,  th e y  were s t i l l  more th a n  had  been  i n c o r p o r a t e d  i n t o

h l l
S e s s io n  Laws o f  1929 ( G u t h r i e ,  Oklahoma; Co

o p e r a t i v e  P u b l i s h in g  Company, 1939) ,  ch ap ,  XXIV, a r t ,  XI I ,  
s e c .  1.
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t h e  a c t s  o f  th e  p r e v io u s  l e g i s l a t u r e s .  The new a s s i s t a n t  

t o  th e  Bank Com m issioner was r e q u i r e d  t o  have a t  l e a s t  

t h r e e  y e a r s  o f  e x p e r i e n c e  i n  " a c t u a l  d e a l in g "  i n  s e c u r i t i e s  

and i n v e s t m e n t s , o r  t h r e e  y e a r s  o f  a c t u a l  e x p e r ie n c e  i n  

b a n k in g .  No p r e v io u s  q u a l i f i c a t i o n s  had  been  e n a c te d  by 

law .

Oklahoma S e c u r i t i e s  Commis s i o n  —
Law o f  1951

The 1951 s e s s i o n  o f  th e  Oklahoma l e g i s l a t u r e  d e a l t  

v e ry  b r i e f l y  w i th  t h e  s e c u r i t i e s  i n d u s t r y  i n  th e  s t a t e .

The c h a n g e s ,  h o w ever ,  were s i g n i f i c a n t  o n e s .

R e -E s ta b l i s h m e n t  o f  Oklahoma S e c u r i t i e s  Commission 

The s t a t u t e  p a s s e d  by th e  1951 s e s s i o n  once a g a in  

e s t a b l i s h e d  th e  Oklahoma S e c u r i t i e s  C o m m i s s i o n . T h e  

p o w ers ,  d u t i e s  and th e  f u n c t io n s  o f  t h e  Bank Com m issioner 

and o f  h i s  a s s i s t a n t  w i th  r e s p e c t  t o  th e  s e c u r i t i e s  i n d u s t r y  

were t r a n s f e r r e d  t o  th e  newly r e - e s t a b l i s h e d  Oklahoma S e c u r i 

t i e s  Commission. The Oklahoma S e c u r i t i e s  Commission was 

c h a rg e d  w i th  t h e  a d m i n i s t r a t i o n  and e n fo rc e m e n t  o f  t h e  p r o 

v i s i o n s  o f  t h e  s t a t u t e .

A ppoin tm ent o f  S e c u r i t i e s  Com m issioner 

The Commission, as i t  was t o  be r e - e s t a b l i s h e d  by 

th e  law o f  19 51 , was a th ree -m em b er  com m ission . The

^^S e s s io n  Laws o f  1951 ( G u t h r i e ,  Oklahoma: Co
o p e r a t i v e  P u b l i s h in g  Ôompany, 1 9 5 1 ) ,  T i t l e  71, ch ap .  i i .
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cha irm an  o f  t h e  Commission' was th e  Com m issioner o f  S e c u r i 

t i e s .  He was t o  be a p p o in te d  by th e  g o v e rn o r  w i th  t h e  ad

v i c e  and c o n s e n t  o f  t h e  S e n a te .  The q u a l i f i c a t i o n s  o f  th e  

man a p p o in te d  t o  t h i s  p o s i t i o n  were d e s c r i b e d  i n  some d e t a i l  

f o r  th e  f i r s t  t im e .  These q u a l i f i c a t i o n s  w ere :

1. Be o f  good c h a r a c t e r ;
2 .  Be a t  l e a s t  30 y e a r s  o f  a g e ;
3. Be a  r e s i d e n t  t a x p a y e r  o f  Oklahoma f o r  a t  l e a s t

f i v e  y e a r s  p r e c e d in g  h i s  a p p o in tm e n t ;
4. Be th o ro u g h ly  f a m i l i a r  w i th  c o r p o r a t e  o r g a n i z a 

t i o n ,  in v e s tm e n t  b a n k in g ,  in v e s tm e n t  t r u s t s ,  th e  s a l e  
o f  s e c u r i t i e s ,  and t h e  s t a t i s t i c a l  d e t a i l s  o f  th e  
m a n u fa c tu r in g  i n d u s t r y  and commerce o f  Oklahoma;

5. Have no i n t e r e s t  d i r e c t l y  o r  i n d i r e c t l y  i n  any 
com m ercia l b a n k ,  s a v in g s  b a n k ,  t r u s t  company, in d u s 
t r i a l  lo a n  and in v e s tm e n t  company, c r e d i t  u n io n ,  
b u i l d i n g  and lo a n  a s s o c i a t i o n  d o in g  b u s in e s s  i n  O kla
homa, o r  any company u n d e r  h i s  ju r i s d ic t io n .* ^ ®

The above q u a l i f i c a t i o n s  were much b e t t e r  g u i d e l i n e s  

th a n  had  been  p r e v i o u s l y  been  made th ro u g h  l e g i s l a t i o n .

S e l e c t i o n  o f  O th e r  Commission Members

The o t h e r  two members o f  th e  Commission were s e l e c t e d  

by th e  g o v e rn o r  w i th  th e  a d v ic e  and c o n s e n t  o f  t h e  S e n a te .

One member was t o  be an a t t o r n e y  and member o f  th e  Oklahoma 

Bar A s s o c i a t i o n ,  s e l e c t e d  from  a l i s t  o f  n in e  names su b 

m i t t e d  t o  t h e  g o v e rn o r  by t h e  Bar A s s o c i a t i o n .  The t h i r d  

member o f  th e  Commission was a member o f  th e  Oklahoma Bankers 

A s s o c i a t i o n .

A lthough  s u c c e e d in g  s e s s i o n s  o f  th e  Oklahoma l e g i s 

l a t u r e ,  p e r i o d i c a l l y  made changes  i n  th e  s t a t u t e s  r e g a r d in g

**-®Ibid., T i t l e  71,  chap.  i i ,  s e c .  13.
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t h e  r e g u l a t i o n  o f  s e c u r i t i e s ,  t h e  law rem ain ed  b a s i c a l l y  

th e  same a f t e r  t h e  1951 s e s s i o n .



CHAPTER IV 

THE OKLAHOMA SECURITIES ACT OF 1959

I n  th e  l a t t e r  p a r t  o f  th e  1 9 5 0 's th e  s t a t e  o f  

Oklahoma was o p e r a t i n g  u n d e r  a  s e c u r i t i e s  a c t  w hich had  

n o t  been  m a t e r i a l l y  changed s i n c e  i t s  p a s sa g e  i n  19 31, A 

s c a n d a l  w i t h i n  th e  f i n a n c i a l  community in v o lv in g  th e  i n 

v e s t e d  fu n d s  o f  some 9, 000 Oklahoma c i t i z e n s  was l a r g e l y  

r e s p o n s i b l e  f o r  th e  r e v i s i o n  o f  t h e  Oklahoma s t a t u t e s  

p e r t a i n i n g  t o  s e c u r i t i e s  r e g u l a t i o n .

The im p e tu s  f o r  r e v i s i o n  o f  t h e  s t a t u t e  p e r t a i n i n g  

t o  s e c u r i t i e s  r e g u l a t i o n  i n  Oklahoma was f u r n i s h e d  by th e  

S e l e c t e d  In v e s tm e n ts  Company c a s e .  The c o n d i t i o n s  which 

e x i s t e d  i n  1957-58 w i t h i n  t h i s  o r g a n i z a t i o n  e v o lv e d  o v e r  

a  lo n g  p e r i o d  o f  t im e .

The key p e r s o n a l i t y  o r  i n d i v i d u a l  i n  t h i s  f i n a n c i a l  

c o n g lo m e ra t io n  was Hugh A, C a r r o l l ,  Mr. C a r r o l l ,  a n a t i v e  

o f  M is s o u r i ,  moved t o  Oklahoma i n  1893 a t  th e  age o f  s e v e n .  

He was g r a d u a te d  from  h ig h  s c h o o l  i n  H en n essey ,  Oklahoma, 

i n  1903 .1

^Oklahoma C i ty  T im es , May 13 , 1958,

79
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A f t e r  a t t e n d i n g  th e  U n i v e r s i t y  o f  Oklahoma f o r  two 

y e a r s ,  Mr. C a r r o l l  became s u p e r i n t e n d e n t  o f  s c h o o ls  a t  

C le o ,  Oklahoma. By th e  m idd le  1920*s ,  he had  been  con

n e c te d  w i th  s e v e r a l  s c h o o ls  t h ro u g h o u t  t h e  s t a t e  and a t  

l e a s t  one c o l l e g e .  He had  a l s o  been  employed as  t h e  mana

g e r  o f  a u t i l i t y  company, and he had  been  th e  p r e s i d e n t  o f  

a bank which had  f a i l e d .  Mr. C a r r o l l  was i n s t r u m e n t a l  i n  

fo u n d in g  th e  Oklahoma E d u c a t io n  A s s o c i a t i o n  and s e r v e d  as 

cha irm an  o f  t h e  o r g a n i z a t i o n  c o m m ittee .  I n  h i s  r a t h e r  

le n g th y  a s s o c i a t i o n  w i th  t h e  Oklahoma E d u c a t io n  A s s o c i a t i o n ,  

h e  u n d o u b te d ly  g a in e d  v a lu a b le  e x p e r i e n c e  as a  l o b b y i s t  

which was b e n e f i c i a l  t o  him a t  a  l a t e r  d a t e .

I n  th e  l a t t e r  p a r t  o f  t h e  192 0 ' s ,  he a t t e n d e d  th e  

Babson I n s t i t u t e  o f  B oston  and to o k  a c o u r s e  i n  s e c u r i t y  

a n a l y s i s  and a p p r a i s a l .  His e x p o s u re  t o  th e  f i n a n c i a l  com

m unity  th ro u g h  h i s  b an k in g  e x p e r i e n c e  and h i s  U t i l i t y  e x 

p e r i e n c e ,  combined w i th  h i s  n e w ly - a c q u i r e d  t a l e n t  i n  th e  

a r e a  o f  s e c u r i t i e s  a n a l y s i s ,  l e d  t o  h i s  e v e n t u a l  fo u n d in g  

o f  th e  S e l e c t e d  In v e s tm e n ts  Company. He was i n f l u e n c e d  i n  

h i s  d e c i s io n  t o  found  th e  company by c o n d i t i o n s  w hich  e x i s t e d  

a t  th e  t im e .

Thousands o f  ’ l i t t l e  p e o p l e ’ who had  b o u g h t s to c k  
on m a rg in — and th o u g h t  o f  th e m s e lv e s  as  r i c h  w h i le  
p r i c e s  s o a r e d —had s e e n  t h e i r  p a p e r  p r o f i t s  d i s a p p e a r  
and t h e i r  s a v in g s  w iped  o u t  a lm o s t  o v e r n i g h t .

S a f e t y ,  w i th  a ’ good i n t e r e s t  r e t u r n , ’ i n s t e a d  o f  
q u ic k  s e n s a t i o n a l  p r o f i t s ,  was th e  watchword f o r  
i n v e s t m e n t .

A new i d e a ,  in v e s tm e n t  t r u s t s ,  was s p r i n g i n g  up a l l  
o v e r  th e  c o u n t r y .  T h is  i d e a  was t o  form  a company t o
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buy th e  s to c k s  and bonds o f  o t h e r  f i r m s .  The ' t r u s t ’ 
u n d e r to o k  to  p o o l  th e  s a v in g s  o f  many s m a l l  i n v e s t o r s ,  
buy many s to c k s  and b o n d s , s p r e a d  th e  r i s k  o f  i n v e s t 
m en t,  and r e t u r n  p r o f i t s  t o  t h e  owners o f  s to c k  i n  th e  
t r u s t  company.

The id e a  o f  t h e  ty p e  o f  o r g a n i z a t i o n  which Mr. C ar

r o l l  employed was n e i t h e r  o r i g i n a l  n o r  u n iq u e  w i th  h im . He 

d i d ,  h ow ever ,  add one f a c t o r  t o  h i s  o r g a n i z a t i o n  w hich w i l l  

be d i s c u s s e d  l a t e r .  T h is  f a c t o r  d id  d i s t i n g u i s h  h i s  o r g a n i 

z a t i o n  from  o t h e r s  o f  th e  same t y p e .

P r i o r  t o  a p p ly in g  f o r  h i s  c o r p o r a t e  c h a r t e r ,  Mr. 

C a r r o l l  t e s t e d  t h e  i d e a s  em bodied i n  S e l e c t e d  In v e s tm e n ts  

f o r  a  p e r i o d  o f  two y e a r s .  S p e c i f i c a l l y ,  he t e s t e d  h i s  

i d e a s  c o n c e rn in g  p o s s i b l e  o r  p o t e n t i a l  i n v e s tm e n ts  f o r  an 

in v e s tm e n t  p o r t f o l i o .  The fu n d s  s u p p o s e d ly  u se d  d u r in g  

t h i s  t r i a l  p e r io d  were th o s e  o f  Mr. C a r r o l l .  The am azing  

s u c c e s s  o b ta in e d  w i th  h i s  t r i a l  p o r t f o l i o  l e d  him  t o  s h a r e  

h i s  new -found  a b i l i t y  w i th  t h e  g e n e r a l  p u b l i c .  The f a c t  

t h a t  t h i s  t r i a l  p e r i o d  encom passed t h e  y e a r s  19 29 and  1930 

i s  s i g n i f i c a n t  and s h o u ld  be n o te d .

S e l e c t e d  I n v e s t m e n t 's  A r t i c l e s  o f  I n c o r p o r a t i o n  a r e

d a te d  December 29 , 19 30. The o b j e c t i v e s  and p u rp o se s  f o r

which th e  S e l e c t e d  In v e s tm e n ts  Company was form ed w ere ;

To t r a n s a c t  a  g e n e r a l  in v e s tm e n t  b u s i n e s s ;  t o  c r e a t e ,  
m anage, and s u p e r v i s e ,  u n d e r  i n d e n t u r e s  o r  o t h e r  co n 
t r a c t e r a i  r e l a t i o n s h i p s , i n v e s tm e n t  t r u s t  fu n d s  and 
th e  cash  and s e c u r i t i e s  t h e r e i n ,  and t o  i s s u e  c e r t i f i c a t e

Zi b i d . , May 1 ,  1958.

3 l b i d . , May 1 3 ,  1958.
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bonds as e v id e n c e  o f  th e  s e p a r a t e  r e v o c a b le  t r u s t e  
o f  p a r t i c i p a t i n g  i n t e r e s t s  th e  h o l d e r  o f  such  funds 
so  c r e a t e d ,  managed, and s u p e r v i s e d ;  t o  d e s ig n a te  
th e  t r u s t e e  t h e r e f o r e ;  t o  e n t e r  i n t o ,  make, p e r fo rm ,  
and c a r r y  o u t  c o n t r a c t s  w i th  any c o r p o r a t i o n ,  a s s o c i a 
t i o n ,  f i r m  o r  p e r s o n ;  t o  buy , s e l l ,  h o l d ,  and d e a l  i n  
a l l  k in d s  o f  l i s t e d  and u n l i s t e d  s e c u r i t i e s , and t o  
lo a n  money on r e a l  and p e r s o n a l  p r o p e r t y .  T h is  c o r 
p o r a t i o n  w i l l  n o t  do a b an k in g  t r u s t  b u s i n e s s . ^

The p la c e  o f  b u s in e s s  was Norman, Oklahoma, The 

l i f e  o f  th e  c o r p o r a t i o n  was t o  be 20 y e a r s  and th e  i n c o r 

p o r a t o r s  were H, A. C a r r o l l ,  N, G. C a r r o l l ,  and N e l le  Car

r o l l ,  F iv e  th o u sa n d  d o l l a r s  i n  s to c k  was a u t h o r i z e d .  The 

c a p i t a l  s to c k  was d iv id e d  betw een $3,000 w o rth  o f  sev e n  p e r  

c e n t  p r e f e r r e d  s to c k  and $2,000 w o rth  o f  $1,00 p e r  common 

s t o c k .  The p r e f e r r e d  s to c k  was n e v e r  i s s u e d  and th e  f i r m  

was la u n c h e d  w i th  $2,000 p a i d - i n  s t o c k , ^

The a r t i c l e s  o f  i n c o r p o r a t i o n  were amended i n  1947 

and th e  r e f e r e n c e  t o  a  b an k in g  t r u s t  b u s in e s s  was o m i t t e d .  

Added t o  th e  l i s t  o f  o r i g i n a l  i n c o r p o r a t o r s  were th e  names 

W ill iam  A, Rigg and V a n c i l  K, G re e r ,  The c a p i t a l i z a t i o n  

was changed t o  10,000 s h a r e s  o f  common s to c k  w i th  a p a r
C

v a lu e  o f  $1,00 p e r  s h a r e .

P r i o r  t o  b a n k ru p tc y  th e  o n ly  o t h e r  changes i n  th e

^Prom th e  o r i g i n a l  A r t i c l e s  o f  I n c o r p o r a t i o n  o f  
S e l e c t e d  In v e s tm e n ts  C o rp o ra t io n  on f i l e  i n  th e  S e c r e t a r y  
o f  S t a t e ' s  o f f i c e  i n  Oklahoma C i ty ,

^Oklahoma C ity  T im es , May 13 , 1958,

^ A r t i c l e s  o f  I n c o r p o r a t i o n  1947 (These a r e  a c t u a l l y  
amendments t o  th e  o r i g i n a l  A r t i c l e s  o f  I n c o r p o r a t i o n  men
t i o n e d  i n  f o o tn o t e  4 on t h i s  page)  on f i l e  i n  th e  S e c r e t a r y  
o f  S t a t e ' s  o f f i c e  i n  Oklahoma C i ty ,  Oklahoma,
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A r t i c l e s  o f  I n c o r p o r a t i o n  were made i n  1951. The i n c o r 

p o r a t o r s  l i s t e d  a re  H. A. C a r r o l l ,  W ill iam  A. R ig g ,  and 

J u l i a  K, Moore, At th e  same t im e ,  th e  a u t h o r i z e d  s h a re s

were changed from  10,000 and 100,000 s h a r e s  o f  common
7

s to c k  w i th  a p a r  v a lu e  o f  $ 1 .0 0 .

The in v e s tm e n t  t r u s t  founded  by Hugh C a r r o l l  was 

e s t a b l i s h e d  as two s e p a r a t e  c o r p o r a t i o n s .  T h is  tw o - fo ld  

ap p ro ach  was th e  f a c t o r  which d i s t i n g u i s h e d  t h i s  p a r t i c u l a r  

t r u s t  from o t h e r s  o f  th e  same ty p e  and made i t  somewhat u n iq u e  

i n  i t s  f i e l d .  One o f  th e  f i r m s  was S e l e c t e d  In v e s tm e n ts  Cor

p o r a t i o n ,  owned by Mr. C a r r o l l  and e s t a b l i s h e d  s o l e l y  f o r  th e  

p u rp o se  o f  managing a  " t r u s t  f u n d ."  The o t h e r  f i r m  was 

S e l e c t e d  In v e s tm e n ts  C o rp o ra t io n  T r u s t  Fund, i n  which c e r t i f i 

c a t e s  o f  in v e s tm e n ts  were s o ld  t o  i n v e s t o r s  w i th  a p ro m ise  o f  

s i x  p e r  c e n t  i n t e r e s t .  The i n d e n tu r e  s p e c i f i c a l l y  s t i p u l a t e d  

t h a t  th e  S e le c te d  In v e s tm e n ts  C o rp o ra t io n  had  co m p le te  con

t r o l  o v e r  th e  funds i n v e s t e d .  Thus, th e  o r i g i n a l  $2,000 i n 

v e s tm e n t  o f  Hugh C a r r o l l ,  which a t  a  l a t e r  d a te  grew t o  be 

$13,500 was th e  s o l e  in v e s tm e n t  and gave Mr. C a r r o l l  th e  

r i g h t  t o  manage a t r u s t  fund  which e v e n t u a l l y  grew i n t o  a 

$39 m i l l i o n  fu n d .  This  u n iq u e  a r ra n g e m e n t w i th  t h e  d i f f e r e n t  

and d i s t i n c t  companies in v o lv e d  was f i n a l l y  th e  c ru x  o f  l e g a l

7
A r t i c l e s  o f  I n c o r p o r a t i o n  o f  S e l e c t e d  In v e s tm e n ts  

Company 195 7 (Amendments t o  th e  A r t i c l e s  o f  I n c o r p o r a t i o n  
1947) on f i l e  i n  th e  S e c r e t a r y  o f  S t a t e ' s  o f f i c e  i n  Oklahoma 
C i ty .

^Oklahoma C ity  T im es , May 14 , 1958.
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q u e s t io n s  a t  th e  t im e  o f  b a n k ru p tc y .

The f i n a n c i a l  g i a n t  was s low  i n  g e t t i n g  s t a r t e d

and by J a n u a r y ,  1933, o n ly  $5,635 was i n  t h e  bond fu n d .

The fund  had  i n c r e a s e d  t o  o n ly  $130,800 by J a n u a ry  o f  
9

1935.

One o f  th e  b i g g e r  a t t r a c t i o n s  as  f a r  a s  p o t e n t i a l  

i n v e s t o r s  was c o n c e rn e d  was th e  h ig h  r a t e  o f  s i x  p e r  c e n t  

i n t e r e s t  p a id  on t h e i r  o b l i g a t i o n s  by t h e  S e l e c t e d  I n v e s t 

ments Company. The f a c t o r  was l a t e r  i n c o r p o r a t e d  i n t o  

t h e i r  a d v e r t i s i n g  t h a t  " th e  company h as  p a id  a  l i b e r a l  

d iv id e n d  s i n c e  1 929 ."  An i n s i g h t  i n t o  t h e  company can  be 

g a in e d  from  t h i s  s t a t e m e n t  s in c e  t h e  company was n o t  i n c o r 

p o r a t e d  u n t i l  l a t e  December o f  19 30. Testim ony  d e v e lo p e d  

d u r in g  t h e  s u b se q u e n t  b a n k ru p tc y  p ro c e e d in g  showed t h a t  th e  

c la im  o f  n o t  m is s in g  a d iv id e n d  paym ent was b o l s t e r e d  by 

t a k i n g  money from  th e  t r u s t  fu n d  t o  meet th e  i n t e r e s t  paym ents 

i n  t h o s e  y e a r s  when l e s s  th a n  a  s i x  p e r  c e n t  r a t e  o f  r e t u r n  

was e a rn e d  by th e  company on i t s  in v e s tm e n t s .  Making i n t e r 

e s t  paym ents from  th e  t r u s t  fund  was s t a r t e d  as  e a r l y  as 

1939 and a t  i n t e r m i t t e n t  y e a r s  t h e r e a f t e r . E a c h  y e a r  i n t e r 

e s t  paym ents w ere made from  th e  t r u s t ;  t h u s ,  t h e  c e r i t i f c a t e  

h o l d e r s  were a c t u a l l y  r e c e i v i n g  a  r e t u r n  o f  c a p i t a l ,  n o t  an 

i n t e r e s t  paym ent.

9

10
I b i d . , May 16 , 1958. 

I b i d . , March 28 , 1958.
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There a r e  i n d i c a t i o n s  t h a t  t h e  o p e r a t i o n s  o f  Se

l e c t e d  In v e s tm e n ts  were u n d e r  i n v e s t i g a t i o n  as  e a r l y  as 

1946 .11  I t  was n o t  u n t i l  A p r i l  o f  1950 , h o w ev e r ,  t h a t  a 

d e f i n i t e  s t e p  was t a k e n  t o  c o n t r o l  t h e  s e c u r i t i e s  o f  th e  

company. On t h a t  d a t e ,  t h e  s t a t e  Banking Com m issioner 

su sp e n d e d  f u r t h e r  s a l e  o f  t h e  company’ s s e c u r i t i e s  and on 

A p r i l  21 , 1950, th e  Com m issioner re v o k e d  th e  r e g i s t r a t i o n  

o f  i t s  s e c u r i t i e s . 12 T h is  s u s p e n s io n  and r e v o c a t i o n  came 

as  a  d i r e c t  r e s u l t  o f  an e x a m in a t io n  and i n v e s t i g a t i o n  i n t o  

t h e  a f f a i r s  o f  t h e  company made d u r in g  F e b ru a ry  o f  1950.

As a r e s u l t  o f  t h i s  e x a m in a t io n ,  c e r t a i n  r e q u i r e m e n t s  were 

s e t  o u t  f o r  t h e  company t o  m eet as a  c o n d i t i o n  f o r  f u r t h e r  

s a l e  o f  t h e i r  s e c u r i t i e s .  S e l e c t e d  In v e s tm e n ts  a p p e a le d  

t h e  o r d e r  o f  t h e  Banking Com m issioner t o  t h e  Oklahoma County 

d i s t r i c t  c o u r t .  The a p p e a l  was t o  d e te rm in e  th e  a u t h o r i t y  

o f  t h e  Com m issioner t o  r e q u i r e  an  a u d i t  o f  t h e  a f f a i r s  o f  

S e l e c t e d  In v e s tm e n ts  and t o  s u p e r v i s e  i t s  b u s in e s s  as  i t  

d id  t h a t  o f  banks and s a v in g s  and lo a n  a s s o c i a t i o n s .  The 

s u b s ta n c e  o f  th e  s u s p e n s io n  o r d e r  as  i s s u e d  by Mr. M. B. 

Cope, Deputy Banking Com m issioner f o r  s e c u r i t i e s  was:

The a f f a i r s  o f  S e l e c t e d  In v e s tm e n ts  and i t s  s u b s i d i 
a r i e s  named a r e  i n  unsound and an u n s a t i s f a c t o r y  f i n a n 
c i a l  c o n d i t i o n .  The i s s u e r  o r  i t s  d e a l e r s  i n  s a l e  and 
d i s t r i b u t i o n  o f  i t s  s e c u r i t i e s  does n o t  f u r n i s h  and 
d e l i v e r  t o  i t s  c e r t i f i c a t e  h o l d e r s ,  o r  p r o s p e c t i v e  
h o l d e r s ,  a p r o s p e c tu s  d e s c r i p t i v e  o f  t h e  s e c u r i t i e s

l l p a i l y  Oklahoman, A p r i l  21, 1950.

I Z l b i d .
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o r  th e  te rm s and c o n d i t i o n s  u n d e r  w hich such  s e c u r i 
t i e s  a r e  i s s u e d ,  s o l d ,  o r  redeem ed o r  t h e  i n t e r e s t  o r  
d iv id e n d  p a y a b le  t o  th e  h o l d e r  o f  th e  s e c u r i t i e s  u n d e r  
th e  te rm s and c o n d i t i o n s  o f  t r u s t  a g re e m e n t .  The i s 
s u e r  i s  n o t  c o n d u c t in g  i t s  b u s in e s s  i n  a c c o rd a n c e  w i th  
law o r  upon sound b u s in e s s  p r i n c i p l e s .  The i s s u e r  i s  
n o t  c o n d u c t in g  i t s  b u s in e s s  and i s  f a i l i n g  t o  m a in ta in  
s u f f i c i e n t  and p r o p e r  r e c o r d s .

The company was s u c c e s s f u l  i n  i t s  l i t i g a t i o n  t r i e d  

i n  th e  d i s t r i c t  c o u r t .  The c o u r t  r u l e d  a g a i n s t  t h e  a c t i o n s  

o f  th e  Banking Com m issioner and r e - i n s t a t e d  t h e  r i g h t  t o  

s e l l  s h a r e s  i n  t h i s  s t a t e .  The r u l i n g  had  v e ry  l i t t l e  

m ean ing , how ever, s i n c e  th e  l e g i s l a t u r e  had  met i n  th e  

i n t e r v e n i n g  t im e  and p a s se d  a law which removed t h e  s e c u r i 

t i e s  i n d u s t r y  from  t h e  j u r i s d i c t i o n  o f  t h e  s t a t e  Banking 

Com m issioner.

The l e g i s l a t i v e  s e s s i o n  o f  1951, i n  r e v i s i n g  th e  

s t a t u t e  to  remove th e  s e c u r i t i e s  desk  from  t h e  Banking 

Commissioner and r e - i n s t a t e  th e  S e c u r i t i e s  Commission and 

a  com m issioner  o f  s e c u r i t i e s  was in f l u e n c e d  by th e  lo b b y in g  

a c t i v i t i e s  o f  S e l e c t e d  I n v e s tm e n t s .  S e v e r a l  o f  th e  o f f i 

c e r s  and d i r e c t o r s  o f  th e  company a c t i v e l y  and o p en ly  

cam paigned and lo b b ie d  i n  t h e  h a l l s  and rooms o f  th e  s t a t e  

c a p i t o l  f o r  th e  p a s sa g e  o f  t h i s  m e a s u r e . L a t e r  te s t im o n y  

showed t h a t  th e  l e g i s l a t i o n  had th e  f i n a n c i a l  and m ora l 

s u p p o r t  o f  S e l e c t e d  I n v e s tm e n t s .  The w e ig h t  o f  th e  g o v e r 

n o r ’s o f f i c e  and h i s  c h i e f  a d m i n i s t r a t i v e  a s s i s t a n t ,  who

^^I b i d .

^^Ibid., March 18, 1958.
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o p en ly  lo b b ie d  f o r  p a s sa g e  o f  th e  b i l l ,  was a l s o  p la c e d  

b eh in d  th e  m easu re .  The ad jo u rn m e n t o f  t h e  s e s s i o n  was 

h e l d  u p ,  p e n d in g  th e  p a s sa g e  o f  t h i s  p a r t i c u l a r  b i l l .

By 1951, th e  s i z e  o f  S e l e c t e d  In v e s tm e n ts  had  

grown t o  $10,000 i n  c a p i t a l  s to c k  and a b o u t  $1 1 ,0 0 0 ,0 0 0  

i n  c e r t i f i c a t e s  o f  i n t e r e s t  o r  bonds i n  t r u s t  in d e n 

t u r e s , ^ ^  By th e  t im e  fo rm a l  b a n k ru p tc y  p ro c e e d in g s  were 

f i l e d  and g r a n te d  i n  1958, th e  amount o f  money had  grown 

to  exceed  $39 m i l l i o n .

The b a n k ru p tc y  p ro c e e d in g s  were b ro u g h t  a b o u t  by a 

c o m b in a t io n  o f  e v e n ts  and no s i n g l e  and s p e c i f i c  e v e n t  

can be s e t  o u t  as th e  c a u s a t i v e  f a c t o r .  The t a x  s u i t s  

i n s t i g a t e d  by th e  s t a t e  o f  Oklahoma and th e  t h r e a t e n e d  t a x  

s u i t  o f  th e  f e d e r a l  governm ent were th e  e v e n ts  which a r e  

most c l o s e l y  a s s o c i a t e d  w i th  t h e  e v e n t u a l  b a n k ru p tc y  o f  

th e  company.

The t a x  s u i t  i n s t i t u t e d  by th e  s t a t e  o f  Oklahoma 

r e s u l t e d  i n  t h e  now famous S e l e c t e d  In v e s tm e n ts  c a s e .  T h is  

c a s e  as  d e te rm in e d  by th e  c o u r t s , and e s p e c i a l l y  by th e  

supreme c o u r t  o f  Oklahoma, was o f  such  im p o r ta n c e  t h a t  i t
1 g

w i l l  be rev iew ed  i n  d e t a i l .

The c a se  was h e a rd  by th e  suprem e c o u r t  o f  Oklahoma 

on a p p e a l  from  th e  d i s t r i c t  c o u r t  o f  Oklahoma County on

l ^ l b i d , , A p r i l  21, 1950,
1 A

S e le c t e d  In v e s tm e n ts  v .  Oklahoma Tax Commission, 
309 P a c i f i c  Second R e p o r t e r , p ,  267,
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March 12 , 1957. The c o u r t  o f  o r i g i n a l  j u r i s d i c t i o n  had  

u p h e ld  th e  a c t i o n s  o f  th e  Oklahoma Tax Commission, and 

th e  S e l e c t e d  In v e s tm e n ts  Company a p p e a le d  t h e  d e c i s i o n .

The Oklahoma Tax Commission added an a s s e s s m e n t  t o  

t h e  1948 s t a t e  income t a x  r e t u r n s  o f  th e  company i n  th e  

amount o f  $5 4 3 ,2 1 5 .3 5 .  I t  was t h e  c o n t e n t i o n  o f  t h e  t a x  

com m ission t h a t  t h i s  amount o f  money was owed t o  t h e  s t a t e  

o f  Oklahoma from  e a r n in g s  o f  t h e  company. These e a r n in g s  

w ere t h e  d i r e c t  r e s u l t  o f  an in v e s tm e n t  o f  fu n d s  from  th e  

S e l e c t e d  In v e s tm e n ts  T r u s t  Fund. The t a x  com m ission m ain

t a i n e d  t h a t ,  i n  e f f e c t ,  t h i s  was an e a r n i n g  and income o f  

S e l e c t e d  I n v e s tm e n t s .  At th e  same t i m e ,  t h e  c o r p o r a t i o n  

c o n te n d e d  t h a t  i t  d id  n o t  own th e  t r u s t  fu n d  n o r  i t s  e a r n 

in g s  o r  incom e. The c o r p o r a t i o n  m a in ta in e d  t h a t  t h e  e a r n 

in g s  were t h e  income o f  th e  " t r u s t  fu n d "  as  a  s e p a r a t e  l e g a l  

e n t i t y ;  a n d ,  t h e r e f o r e ,  th e  income was n o t  t a x a b l e  t o  th e  

c o r p o r a t i o n .

The f i r s t  q u e s t i o n  t o  be s e t t l e d ,  c o n s e q u e n t ly ,  

was w h e th e r  o r  n o t  S e l e c t e d  In v e s tm e n ts  and S e l e c t e d  I n 

v e s tm e n ts  T r u s t  Fund w e re ,  i n  e f f e c t ,  s e p a r a t e  b g a l  e n t i t i e s  

and w h e th e r  t h e  income p r e v i o u s l y  m en tio n ed  was t h e  income 

o f  th e  " c o r p o r a t i o n "  o r  th e  " t r u s t  f u n d ."  A c t u a l l y ,  t h e  

d e c i s io n  r e g a r d i n g  th e  fo rm e r  a u t o m a t i c a l l y  s e t t l e d  th e  

seco n d  i s s u e  in v o lv e d .

As th e  p r e v i o u s l y  d i s c u s s e d  A r t i c l e s  o f  I n c o r p o r a 

t i o n  s t a t e d ,  one o f  th e  p r i n c i p a l  b u s in e s s  a c t i v i t i e s  o f  th e
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" c o r p o r a t i o n "  was t h e  management o f  t r u s t  f u n d s .  The 

management o f  t r u s t  fu n d s  was n o t  t h e  o n ly  r e a s o n  f o r  i n 

c o r p o r a t i o n  l i s t e d ,  a l th o u g h  i t  was th e  m a jo r  r e a s o n .

On th e  o t h e r  h a n d ,  t h e  " t r u s t  fund"  was c r e a t e d  

as  p e o p le  were in d u c e d  t o  make cash  in v e s tm e n ts  i n  th e  fu n d .  

The money t h a t  was advanced  t o  t h e  t r u s t  fu n d  was d e p o s i t e d  

i n  a  s p e c i f i c  bank as  a  t r u s t  fund  owned by t h e  i n v e s t o r s ,  

and th e  bank was d e s ig n a te d  as  th e  t r u s t e e .  The i n d e n tu r e  

be tw een  th e  t r u s t  fu n d  and t h e  i n v e s t o r s  s t a t e d  th e  d e t a i l s  

and c o n d i t i o n s  u n d e r  which t h e  t r u s t e e  r e c e i v e d  th e  money 

and c o n s t r a i n t s  on th e  h a n d l in g  o f  th e  money. Each i n 

v e s t o r  was i s s u e d  a c e r t i f i c a t e  show ing h i s  i n v e s tm e n t ,  

r e f e r r i n g  t o  th e  o r i g i n a l  i n d e n t u r e ,  and making each  i n 

v e s t o r  a p a r t y  t o  t h a t  i n d e n t u r e  and an owner o f  h i s  p r o 

p o r t i o n a t e  s h a r e  o f  t h e  " t r u s t  f u n d ."

The p r o v i s i o n s  o f  t h e  i n d e n t u r e  were such  t h a t  th e  

t r u s t e e  had  no a u t h o r i t y  t o  make in v e s tm e n ts  o r  e x p e n d i tu r e s  

from  t h e  t r u s t  fu n d  w i th o u t  t h e  a u t h o r i z a t i o n  o f  th e  c o r 

p o r a t i o n .

The p l a n  was t h e  'c o r p o r a t i o n *  would s e l e c t  s to c k s  
and bonds o r  c e r t a i n  o t h e r  p r o p e r t i e s  o r  p r o p e r ty  i n 
t e r e s t  o r  m o rtg ag es  t o  be p u rc h a se d  f o r  ' t r u s t  fu n d ' 
and h e l d  f o r  income and i n t e r e s t  t o  ' t r u s t  fu n d ' and 
f o r  p o s s i b l e  i n c r e a s e  i n  v a lu e .  Such s to c k s  and bonds 
o r  o t h e r  p r o p e r t i e s  were th e  p r o p e r t y  o f  th e  ' t r u s t  
f u n d ' and upon s a l e  o f  any such  i te m s  th e  s a l e s  p r i c e  
o r  money r e c e i v e d  t h e r e f o r e  w ent i n t o  ' t r u s t  f u n d , ' ^ '

At s t a t e d  p e r i o d i c  i n t e r v a l s  th e  " t r u s t  fund" p a id

^ ^ I b i d , , p ,  2 6 8 .
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th e  i n v e s t o r s  a s t i p u l a t e d  r a t e  o f  r e t u r n  and a f t e r  t h i s  

amount had  been  p a id  t h e  " c o r p o r a t i o n "  r e c e iv e d  a s t i p u l a t e d  

amount o r  r a t e  o f  r e t u r n  f o r  i t s  s e r v i c e s  i n  managing th e  

fu n d .

As d e l e t i o n s  a n d /o r  a d d i t i o n s  were made i n  t h e  i n 

v e s tm e n t  p o r t f o l i o  o f  t h e  " t r u s t  fu n d "  o r  o t h e r  p r o p e r ty  

i te m s  were a c q u i r e d ,  a l l  th e  a s s e t s  a n d / o r  e x p e n d i tu r e s  were 

h e l d  by th e  " t r u s t  fu n d "  and none h e l d  by th e  " c o r p o r a t i o n . "

The c o u r t  h e l d  t h a t  when money was acc u m u la te d  i n  

th e  " t r u s t  f u n d ,"  n o th in g  was added t o  t h e  a s s e t s  o f  th e  

c o r p o r a t i o n .  The c o r p o r a t i o n ' s  a s s e t s  d id  n o t  r e f l e c t  any 

changes  i n  t h e  v a lu e  o f  t h e  in v e s tm e n ts  h e l d  by th e  t r u s t  

fu n d .

T h u s , i t  was a p p a r e n t  t h a t  t h e  o v e r a l l  p l a n  was 

s t a t e d  and d e s ig n e d  t o  c r e a t e  two s e p a r a t e  l e g a l  e n t i t i e s ,  

one b e in g  th e  " t r u s t  fund"  and th e  o t h e r  b e in g  th e  " c o r 

p o r a t i o n . "  The " t r u s t  fu n d "  was e s t a b l i s h e d  t o  r e c e i v e  and 

t o  h o ld  th e  money o f  t h e  i n v e s t o r s  and t h e i r  p r o p e r ty  i n 

t e r e s t s  and th e  " c o r p o r a t i o n "  was e s t a b l i s h e d  t o  manage th e  

a s s e t s  o f  th e  " t r u s t  fund"  f o r  a s t i p u l a t e d  and a g re e d  com

p e n s a t io n  f o r  i t s  ow ners .  These two e n t i t i e s  k e p t  s e p a r a t e  

books and r e c o r d s , and t h e r e  was no c o -m in g l in g  o f  funds  

be tw een  th e  two com pan ies .

I t  was t h e  p o s i t i o n  o f  t h e  " c o r p o r a t i o n "  t h a t  th e  

t a x  which had  been  l e v i e d  a g a i n s t  i t  s h o u ld  have  been  l e v i e d  

a g a i n s t  th e  " t r u s t  f u n d ,"  i f ,  i n  f a c t ,  i t  s h o u ld  have been
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l e v i e d  a t  a l l .  I t  f u r t h e r  m a in ta in e d  t h a t  th e  income was

t a x a b l e  t o  t h e  owners ( c e r t i f i c a t e  h o l d e r s ) ,  b u t  u n d e r  no

c i r c u m s ta n c e s  t a x a b l e  t o  t h e  " c o r p o r a t i o n . "

The c o u r t  h e l d  t h a t  t h e r e  w e re ,  i n  e f f e c t ,  two

s e p a r a t e  l e g a l  e n t i t i e s  in v o lv e d  and t h a t  th e  t r i a l  c o u r t

e r r e d .  The d e c i s i o n  was r e v e r s e d  and th e  c o n t e n t i o n  o f

th e  " c o r p o r a t i o n "  was u p h e ld .  The v o te  on th e  supreme

c o u r t  o f  Oklahoma was 6 t o  2 ,  and a d i s s e n t i n g  o p in io n  was

w r i t t e n  i n  th e  c a s e .

Because o f  t h e  n a t u r e  o f  t h e  c a s e , a  re v ie w  o f  th e

d i s s e n t i n g  o p in io n  w i l l  a l s o  be i n c lu d e d  i n  t h i s  p a p e r .  The

d i s s e n t i n g  j u s t i c e s  h e l d  t h a t  i t  was t h e  m a j o r i t y  o p in io n

t h a t  th e  " t r u s t  fund"  and " c o r p o r a t i o n "  w ere two s e p a r a t e

l e g a l  e n t i t i e s  and t h a t  t h e  income from  t h e  t r u s t  fu n d  was

th e  income o f  t h e  t r u s t  fund  a n d ,  t h e r e f o r e ,  t a x a b l e  a g a i n s t

t h e  t r u s t  fu n d .  The d i s s e n t i n g  o p in io n  s t a t e d ;

The d u t i e s  o f  t h e  t r u s t e e  a r e  t o  keep  th e  c a sh  and 
s e c u r i t i e s  c o n s t i t u t i n g  th e  in v e s tm e n t  o r  t r u s t  f u n d s ,  
and t o  a u t h e n t i c a t e  c e r t i f i c a t e s .  He i s  a  c u s t o d i a n ,  
p e r fo rm in g  o n ly  such  f u n c t io n s  as  d i r e c t e d  by th e  
c o r p o r a t i o n  o r  p r o v id e d  i n  th e  i n d e n t u r e .  He r e c e i v e s  
and pays  o u t  money and makes i n v e s tm e n t s  when d i r e c t e d  
by th e  c o r p o r a t i o n .  He e x e r c i e s  no in d e p e n d e n t  ju d g 
ment i n  m a t t e r s  o f  p o l i c y .  His d u t i e s  a r e  m i n i s t e r i a l  
i n  n a t u r e  t o  be p e rfo rm ed  as  and when d i r e c t e d  by th e  
c o r p o r a t i o n .

As t o  th e  income e a rn e d  by th e  in v e s tm e n t  o f  t h e  t r u s t  
fu n d  i n  1949, I  am o f  th e  o p in io n  i t  i s  im m a te r i a l  
w h e th e r  th e  t r u s t  fund  i s  a  s e p a r a t e  e n t i t y  from  th e  
c o r p o r a t i o n .  A lthough  th e  e a rn e d  income r e s u l t i n g  from 
th e  in e v e s tm e n t  o f  th e  t r u s t  fu n d  i s  c o l l e c t e d  by th e  
t r u s t e e  and p la c e d  i n  th e  t r u s t  fund  i t  i s  n o t  t h e
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income o f  th e  t r u s t  f u n d .^ ^

The d i s s e n t i n g  o p in io n  a l s o  s t a t e d  t h a t  t h e  h o l d e r s  

o f  t h e  t r u s t  fund c e r t i f i c a t e s  had a c o n t r a c t  r i g h t  t o  r e 

c e iv e  up t o  s i x  p e r  c e n t  on t h e i r  i n v e s tm e n t  r e g a r d l e s s  o f  

w h e th e r  t h e  r e t u r n  t o  t h e  i n v e s t o r  was c a l l e d  i n t e r e s t  o r  

d iv id e n d .

T h e r e f o r e ,  t h e  c e r t i f i c a t e  h o l d e r  was t h e  o n ly  

p e r s o n  r e c e i v i n g  any p r o f i t .  S in c e  t h e  c o r p o r a t i o n  and 

t h e  t r u s t e e s  were u n d e r  c o n t r a c t  t o  pay i t ,  i t  was t h e  d u ty  

o f  t h e  c e r t i f i c a t e  h o l d e r  t o  pay income t a x  on th e  income 

e a rn e d  on h i s  in v e s tm e n t .

In  t h e  months f o l lo w in g  t h i s  d e c i s i o n  by t h e  suprem e 

c o u r t  o f  Oklahoma, t h e  t r o u b l e s  o f  t h e  S e l e c t e d  In v e s tm e n ts  

Company began  t o  m u l t i p l y  r a p i d l y .  The company by t h i s  

t im e  had  h o ld in g s  i n  b o th  Texas and Oklahoma. T h e i r  i n 

v e s tm e n ts  i n c lu d e d  la n d  deve lopm en t and r e a l  e s t a t e  c o n s t r u c 

t i o n ,  g ro c e ry  s t o r e s ,  h a rd w a re  s t o r e s ,  a u to m o b i le  a g e n c i e s ,  

f in a n c e  com panies and many o t h e r  t y p e s  o f  i n v e s tm e n t s .

In  December o f  1957 , S e l e c t e d  In v e s tm e n ts  p r e s e n t e d  

t o  t h e  c e r t i f i c a t e  h o ld e r s  a  p l a n  f o r  r e o r g a n i z a t i o n  o f  t h e
19

company. The r e o r g a n i z a t i o n  was b r o u g h t  a b o u t  by two 

f a c t o r s .  The f i r s t  was t h e  d e s i r e  t o  expand  t h e  s a l e s  o f  

th e  S e l e c t e d  In v e s tm e n ts  t r u s t  c e r t i f i c a t e s  i n t o  o t h e r

IGl b i d , , p ,  270,

^^D a ily  Oklahoman, December 1 0 , 1958,
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S t a t e s .  With th e  i m p l i c a t i o n  o f  i n t e r s t a t e  s a l e s  o f  th e  

s e c u r i t i e s , th e  S e c u r i t i e s  Exchange Commission had  an 

i n t e r e s t  from  t h i s  p o i n t  fo rw a rd ,  and o c c a s i o n a l l y ,  t h e  Com

m is s io n  was r e f e r r e d  t o  i n  th e  l i t i g a t i o n s  i n  w hich th e  com

pany became in v o lv e d .

The second  f a c t o r  was th e  w arn in g  w hich S e l e c t e d  

In v e s tm e n ts  had  r e c e i v e d  from  t h e  I n t e r n a l  Revenue S e r v ic e  

t h a t  a l l  e a r n in g s  from  1957 fo rw a rd  would be t a x a b l e  a t  th e  

r e g u l a r  c o r p o r a t e  income t a x  r a t e  o f  5 2 p e r  c e n t .  The r e 

o r g a n i z a t i o n  would have a l lo w e d  th e  i s s u a n c e  o f  bonds o r  

d e b t - t y p e  o b l i g a t i o n s .  The i s s u a n c e  o f  d e b t  o b l i g a t i o n s  

would have  a l lo w ed  th e  company t o  c o n s id e r  th e  i n t e r e s t  pay 

ment an e x p e n se .  S e l e c t e d  In v e s tm e n ts  c o u ld  th e n  s u b t r a c t  

th e  i n t e r e s t  p r i o r  t o  c o m p u ta t io n  o f  t h e  income f o r  t a x  

p u r p o s e s .

The p ro p o sed  p l a n  f o r  r e o r g a n i z a t i o n  p ro v id e d  t h e  

c e r t i f i c a t e  h o ld e r s  l i t t l e  o r  no c h o ic e .  The c e r t i f i c a t e  

h o l d e r s  had  30 days t o  s t a t e  a p r e f e r e n c e .  These  c h o ic e s  

were a c c e p ta n c e  o f  th e  p ro p o se d  r e o r g a n i z a t i o n  o r  h a v in g  

t h e i r  c e r t i f i c a t e s  redeem ed a t  t h e i r  v a lu e  as  o f  t h a t  d a t e .  

The i n d i c a t i o n  was g iv e n  t o  th e  c e r t i f i c a t e  h o ld e r s  t h a t  

th e  v a lu e  o f  th e  c e r t i f i c a t e s  t o  th e  h o ld e r s  was so m eth in g  

l e s s  th a n  th e  f a c e  o r  p a r  v a lu e  o f  t h e s e  i n s t r u m e n t s .  Th is  

a p p a r e n t  c o n t r a d i c t i o n  on th e  p a r t  o f  t h e  management o f  th e  

company b ro u g h t  many a n g u ish e d  c r i e s  o f  p r o t e s t  f rom  th e  

s o o n - to - b e  d i s i l l u s i o n e d  c e r t i f i c a t e  h o l d e r s .  The h o ld e r s
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f e l t ,  and r i g h t l y  s o ,  t h a t  th e y  were b e in g  p r e s s u r e d  i n t o  

making a  d e c i s io n  w i th o u t  b e in g  g iv e n  a d e q u a te  t im e  t o  r e 

f l e c t  on th e  v a r io u s  a l t e r n a t i v e s .  The t im e  f a c t o r  was 

combined w i th  th e  f a c t  t h a t  i n s u f f i c i e n t  in f o r m a t io n  was 

p r o v id e d  on which to  make a d e c i s io n  i n  th e  f i r s t  p l a c e .

What had  a p p a r e n t ly  been  a s l e e p i n g  t i g e r ,  su d d e n ly  became 

v e ry  a c t i v e .  The c e r t i f i c a t e  h o ld e r s  became q u i t e  i n t e r 

e s t e d  i n  th e  e x a c t  s t a t u s  o f  S e l e c t e d  I n v e s tm e n t s ,  T h e i r  

i n q u i r i e s  were d i r e c t e d  t o  any p e r s o n  i n  an o f f i c i a l  o r  

q u a s i - o f f i c i a l  c a p a c i t y .  C om pla in ts  were made t o  co u n ty  

a t t o r n e y s ,  th e  g o v e rn o r ,  and th e  Oklahoma S e c u r i t i e s  Com

m is s io n ,  An i n v e s t i g a t i v e  com m ittee  o f  th e  House o f  R ep re 

s e n t a t i v e s  which was h o ld in g  h e a r in g s  on an in s u r a n c e  m a t t e r  

i n  Oklahoma was b ro u g h t  i n t o  t h e  i n v e s t i g a t i o n .

The s t a t e  agency most d i r e c t l y  i n v o l v e d ,  th e  S t a t e  

S e c u r i t i e s  Commission, r e c e i v e d  many c o m p la in ts  and i n 

q u i r i e s ,  The Commission o r d e re d  a h e a r i n g  i n t o  th e  o p e ra 

t i o n s  o f  th e  company. Im m ed ia te ly  p r i o r  t o  t h e  h e a r i n g ,  

i t  d ev e lo p ed  t h a t  a  vacancy  on th e  S e c u r i t i e s  Commission 

had  e x i s t e d  f o r  a  p e r io d  i n  e x c e s s  o f  t h r e e  y e a r s  and had
o  g

n o t  been  f i l l e d  by ap p o in tm e n t  from  th e  g o v e rn o r .  Pend

in g  a  h e a r i n g ,  and upon th e  o rd e r s  o f  th e  g o v e rn o r ,  th e  

S e c u r i t i e s  Commissioner i s s u e d  a tem p o ra ry  s u s p e n s io n  o r d e r  

on J a n u a ry  4 ,  195 8, Th is  o r d e r  fo rb a d e  S e l e c t e d  In v e s tm e n ts  

from  s e l l i n g  s e c u r i t i e s  and susp en d ed  t r a d i n g  i n  th e s e

2 0 l b i d , , January 3, 1958.
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s e c u r i t i e s  t e m p o r a r i l y  b e c a u s e " S e l e c t e d  In v e s tm e n ts  

i s  i n  bad b u s in e s s  r e p u t e  and i t s  b u s in e s s  as  p r e s e n t l y  b e 

in g  co n d u c te d  , , . i s  n o t  b a se d  upon sound b u s in e s s  p r a c 

t i c e s  . "

The s u s p e n s io n  o r d e r  c a l l e d  f o r  a h e a r i n g  b e f o r e  

t h e  S e c u r i t i e s  Com m issioner. The p ro p o se d  h e a r i n g  p ro v ed  t o  

be so m e th in g  o f  a f ia s fc o .  The o f f i c e r s  and d i r e c t o r s  o f  th e  

company r e f u s e d  t o  e i t h e r  a p p e a r  o r  t o  a c c e p t  th e  subpoenas  

o f  th e  Commission. In  one i n s t a n c e  th e y  w alked  o u t  on th e  

h e a r i n g  and r e f u s e d  t o  t e s t i f y  a f t e r  a p p e a r in g  a t  th e  ap 

p o i n t e d  t im e  and p l a c e  f o r  th e  h e a r i n g .  The S e l e c t e d  I n 

v e s tm e n t  o f f i c e r s ,  u s in g  a  p r e v i o u s l y  s u c c e s s f u l  l e g a l  

m aneuver,  f i l e d  a c a s e  w i th  th e  Oklahoma suprem e c o u r t  t e s t 

i n g  th e  o r i g i n a l  j u r i s d i c t i o n .

On Ja n u a ry  8 , 1959, a d i s e n c h a n te d  c e r t i f i c a t e  h o l d e r  

f i l e d  a  s u i t  i n  th e  d i s t r i c t  c o u r t  o f  Oklahoma County a s k in g  

a f r e e z e  on a l l  o f  t h e  a s s e t s  o f  th e  company a l l e g i n g  i r r e g u 

l a r i t i e s  i n  th e  l e n d in g  a c t i v i t i e s  o f  t h e  company.

On Ja n u a ry  10 , 1958, t h e  company a g re e d  t o  t h e  ap -
22p o in tm e n t  o f  a  r e c e i v e r  f o r  t h e  c o r p o r a t i o n .  I t  was th e  

o p in io n  o f  t h e  c o u r t  t h a t  th e  h o ld in g s  o f  S e l e c t e d  I n v e s t 

m ents were so  d i v e r s i f i e d  and complex t h a t  a s i n g l e  r e c e i v e r  

c o u ld  n o t  h a n d le  th e  j o b .  S u b se q u e n t ly  on J a n u a ry  14 , 195 8 ,

^^Oklahoma C i ty  T im es , J a n u a ry  6 ,  1958,

2 2 l b i d , , January 10 ,  1958,
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f o u r  r e c e i v e r s  were a p p o in te d  by th e  d i s t r i c t  c o u r t  o f  O kla

homa County to  manage th e  a f f a i r s  o f  th e  company.

An in d e p e n d e n t  a u d i t  by an o u t s i d e  f i r m  showed t h a t  

on F e b ru a ry  26 , 1958, th e  t o t a l  a s s e t  v a lu e  was $ 2 7 ,8 2 0 ,2 0 1 .0 6  

f o r  a  l o s s  i n  a s s e t  v a lu e  o f  $ 1 1 ,2 1 7 ,9 3 8 .8 5 .2 3  T h u s ,  a t  th e  

t i m e ,  t h e  company had  an a s s e t  v a lu e  o f  a b o u t  $ .70  on th e  

d o l l a r .

On March 1 ,  195 8 , a  h e a r i n g  was h e ld  i n  t h e  f e d e r a l  

d i s t r i c t  c o u r t  i n  Oklahoma C i ty  c o n c e rn in g  a p e t i t i o n  which 

had  been  f i l e d  by a group  o f  c e r t i f i c a t e  h o l d e r s  r e q u e s t i n g  

th e  f e d e r a l  c o u r t s  t o  t a k e  o v e r  t h e  b a n k ru p tc y  p ro c e e d in g s  

and remove i t  from  th e  j u r i s d i c t i o n  o f  t h e  s t a t e  c o u r t s .

T h is  was opposed  by c e r t a i n  g roups  who w an ted  th e  p r o c e e d in g s  

t o  rem a in  i n  t h e  s t a t e  c o u r t s .  S e l e c t e d  In v e s tm e n ts  w an ted  

th e  m a t t e r  r e t u r n e d  t o  t h e  S e c u r i t i e s  Commission so  th e  

p ro p o se d  r e o r g a n i z a t i o n  c o u ld  p ro c e e d  a lo n g  th e  p r e v i o u s l y  

s u g g e s te d  l i n e s .

The p a r t i e s  in v o lv e d  i n  t h e  l i t i g a t i o n  f i n a l l y  

a g re e d  t h a t  f e d e r a l  c o u r t  b a n k ru p tc y  p ro c e d u re  was much 

more c l e a r l y  d e f in e d  th a n  was s t a t e  p r o c e d u re .  An a g r e e 

ment was r e a c h e d ,  p l a c i n g  th e  b a n k ru p tc y  h e a r i n g  i n  f e d e r a l  

c o u r t .  T r a n s f e r r a l  t o  f e d e r a l  c o u r t  d id  n o t  a p p e a se  a l l  

th e  p a r t i e s ,  how ever,  s i n c e  t h i s  d e c i s i o n  was a p p e a le d  t o
24

th e  5 th  c i r c u i t  c o u r t  o f  a p p e a l s  i n  D enver. The q u e s t i o n

^^I b i d . , February 2 6 , B 5 8 .
24 I b i d . , March 10 ,  1958.



97 .

i n v o lv e d  i n  th e  a p p e a l  l i t i g a t i o n  was w h e th e r  e r  n o t  th e  

t r u s t  c e r t i f i c a t e s  were e q u i t y  o r  d e b t  o b l i g a t i o n s .  I f  

th e y  were ad ju d g ed  to  be e q u i t y - t y p e  o b l i g a t i o n s ,  th e  

b a n k ru p tc y  p ro c e e d in g s  would be s i m p l i f i e d .  I f ,  h o w ever ,  

th e y  w ere d e b t - ty p e  o b l i g a t i o n s  th e  owners would be con

s i d e r e d  i n  t u r n  w i th  o t h e r  d e b t  h o l d e r s .  The c o u r t  e v e n tu 

a l l y  r u l e d  t h a t  th e y  were d e b t - ty p e  and t h e  c a s e  was 

p la c e d  i n  f e d e r a l  c o u r t .

Many s u i t s  and c o u n t e r s u i t s ,  a l l e g a t i o n s  and c o u n te r  

a l l e g a t i o n s  were made i n  t h e  n e x t  few months r e g a r d i n g  th e  

o p e r a t i o n s ,  o f f i c e r s ,  and d i r e c t o r s  o f  S e l e c t e d  In v e s tm e n ts  

Company. Some o f  th e  o f f i c e r s  and d i r e c t o r s  o f  th e  o r g a n i z a 

t i o n  were i n d i c t e d  b o th  f e d e r a l l y  and on th e  s t a t e  l e v e l ,  

t r i e d ,  c o n v ic t e d ,  and s e rv e d  s e n te n c e s  i n  a  p e n a l  i n s t i t u t i o n .

The company was e v e n t u a l l y  r e o r g a n iz e d  u n d e r  th e  

s t a t u t e s  as  th e  Mid-American C o rp o ra t io n  and th e  name h as  

s in c e  been  changed t o  th e  D o r ic  C o r p o r a t io n .  I t  i s  s t i l l  

a  go in g  c o n c e rn  i n  Oklahoma C ity  to d a y .

The Oklahoma S e c u r i t i e s  Act o f  1959

W ith in  th e  framework d e s c r ib e d  s u r r o u n d in g  th e  

S e l e c t e d  In v e s tm e n ts  s c a n d a l ,  th e  l e g i s l a t u r e  w ro te  a  new 

s t a t u t e  f o r  th e  r e g u l a t i o n  o f  s e c u r i t i e s .  The s t a t u t e  

p a s s e d  by th e  1959 s e s s i o n  o f  th e  Oklahoma l e g i s l a t u r e  i s  

e s s e n t i a l l y  th e  same s t a t u t e  i n  e f f e c t  to d a y .

^ ^ I b i d . , A p r i l  8,  195 8.
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C r e a t io n  o f  Oklahoma S e c u r i t i e s  Commission

The Oklahoma S e c u r i t i e s  Act o f  1959 once a g a in  

c r e a t e d  th e  Oklahoma S e c u r i t i e s  Commission c o n s i s t i n g  o f  

t h r e e  C om m issioners . A lso  r e a c t i v a t e d  u n d e r  th e  s t a t u t e  

was th e  D epartm ent o f  S e c u r i t i e s  t o  a d m i n i s t e r  t h e  law .

The S e c u r i t i e s  Commission was i n s t a l l e d  as  th e  p o l ic y -m a k in g  

and g o v e rn in g  a u t h o r i t y  o f  t h e  d e p a r tm e n t .  The Commission 

a p p o in t s  th e  A d m in i s t r a to r  and i s  r e s p o n s i b l e  f o r  t h e  en 

fo rc e m e n t  o f  t h e  a c t .

The Commission i s  composed o f  t h r e e  men a p p o in te d
2 6by th e  g o v e rn o r  w i th  t h e  a d v ic e  and c o n s e n t  o f  t h e  S e n a te .  

The a p p o in tm e n t  i s  f o r  a  s i x - y e a r  te rm  o f  o f f i c e ,  v a c a n c ie s  

a r e  f i l l e d  f o r  u n e x p i r e d  t e r m s , one man i s  a p p o in te d  e v e ry  

two y e a r s ,  and members a r e  e l i g i b l e  f o r  r e a p p o in tm e n t .

One member o f  t h e  Commission must be a  member o f  

th e  Oklahoma Bar A s s o c i a t i o n  and i s  a p p o in te d  from  a l i s t  

o f  names s u b m i t t e d  t o  t h e  g o v e rn o r  by th e  A s s o c i a t i o n .

One member must be an a c t i v e  o f f i c e r  i n  a bank o r  t r u s t  

company, a p p o in te d  from  a l i s t  o f  names s u b m i t t e d  t o  th e  

g o v e rn o r  by th e  Oklahoma Bankers A s s o c i a t i o n .  The t h i r d  

member must be a c e r t i f i e d  p u b l i c  a c c o u n ta n t  i n  Oklahoma, 

a p p o in te d  from  a l i s t  s u b m i t t e d  t o  th e  g o v e rn o r  by th e  

Oklahoma C e r t i f i e d  P u b l i c  A c c o u n ta n ts  S o c i e t y .  The s t a t e  

Bank Com m issioner i s  an e x - o f f i c i o  member o f  t h e  Commission.

9 fi
S e s s io n  Laws o f  1959 ( G u t h r i e ,  Oklahoma: Co

o p e r a t i v e  P u b l i s h in g  Company), T i t l e  71, ch ap .  i ,  s e c .  •+.
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The Oklahoma S e c u r i t i e s  Act o f  1959 f o r b i d s  any 

member o f  th e  Commission to  be a r e g i s t e r e d  b r o k e r - d e a l e r ,  

a g e n t ,  o r  in v e s tm e n t  a d v i s e r .

The s t a t u t e  a l s o  removes from  c i v i l  l i a b i l i t y  a 

c o m m iss io n er  who a c t s  o r  f a i l s  to  a c t  u n l e s s  and  upon 

p r o o f  o f  c o r r u p t i o n .  Th is  p r o v i s i o n  i s  d i r e c t l y  t i e d  t o  

t h e  e x p e r i e n c e s  g a in e d  u n d e r  t h e  1951 s t a t u t e  i n v o l v i n g  

th e  r e l a t i o n s h i p s  and  l i a b i l i t i e s  o f  th e  co m m iss io n ers  

d u r in g  th e  S e l e c t e d  In v e s tm e n ts  s c a n d a l .

The b i g  change i n  t h i s  s e c t i o n  o f  th e  s t a t u t e  from  

t h a t  p a s s e d  i n  1951 i s  i n  t h e  c o m p o s i t io n  o f  th e  S e c u r i t i e s  

Commission. The S e c u r i t i e s  A d m i n i s t r a t o r ,  a s  he i s  c a l l e d  

i n  th e  1959 s t a t u t e ,  i s  no lo n g e r  a  member o f  t h e  S e c u r i t i e s  

Commission. F u r th e rm o re ,  t h e  A d m i n i s t r a t o r  i s  no lo n g e r  

a p p o in te d  by th e  g o v e rn o r .  I n s t e a d ,  t h e  g o v e rn o r  a p p o in t s  

th e  Commission and th e n  th e  Commission a p p o in t s  an A dm ini

s t r a t o r  t o  c a r r y  o u t  t h e  p o l i c i e s  w hich th e y  s e t  and e n f o r c e  

th e  p r o v i s i o n s  o f  th e  a c t .  The 1951 s t a t u t e  a l lo w e d  th e  

chairm an  t o  p a r t i c i p a t e  i n  t h e  f o rm a t io n  o f  p o l i c i e s  which 

he l a t e r  a d m in i s t e r e d .

S e c u r i t i e s  A d m in i s t r a to r

The S e c u r i t i e s  A d m in i s t r a to r  i s  a p p o in te d  by th e  

Commission and s e r v e s  a t  i t s  p l e a s u r e .  He a d m i n i s t e r s  t h e  

a c t  u n d e r  th e  s u p e r v i s i o n  o f  t h e  Commission and i n  a c c o r d 

ance  w i th  i t s  p o l i c i e s .
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The Oklahoma S e c u r i t i e s  Act o f  1959 s t a t e s  t h a t  th e  

A d m i n i s t r a t o r  m ust have th e s e  q u a l i f i c a t i o n s :

1 . A p e r s o n  o f  good m ora l c h a r a c t e r ;
2 . At l e a s t  t h i r t y  y e a r s  o f  a g e ;
3. A r e s i d e n t  t a x p a y e r  o f  Oklahoma;
4. T horough ly  f a m i l i a r  w i th  c o r p o r a t e  o r g a n iz a 

t i o n  in v e s tm e n t  b a n k in g ,  in v e s tm e n t  t r u s t s ,  th e  s a l e  
o f  s e c u r i t i e s  and th e  s t a t i s t i c a l  d e t a i l s  o f  th e

' • m a n u fa c tu r in g  i n d u s t r i e s  and commerce o f  t h i s  s t a t e ;
5. No d i r e c t  o r  i n d i r e c t  f i n a n c i a l  i n t e r e s t  i n  

any com m ercia l b a n k ,  s a v in g s  b a n k ,  t r u s t  company, 
i n d u s t r i a l  lo a n  o r  in v e s tm e n t  company, c r e d i t  u n io n ,  
b u i l d i n g  and lo a n  a s s o c i a t i o n ,  o r  any o t h e r  o r g a n iz a 
t i o n  s u b j e c t  t o  h i s  j u r i s d i c t i o n .

These q u a l i f i c a t i o n s  a r e  a lm o s t  i d e n t i c a l  w i th  th o s e  

c o n ta in e d  i n  t h e  1951 s t a t u t e .  A lthough  th e  q u a l i f i c a t i o n s  

l i s t e d  a r e  b ro a d  and v a g u e ,  th e y  p r e s e n t  a d e q u a te  g u id e  l i n e s  

as  t o  t h e  ty p e  o f  man th e  l e g i s l a t u r e  d e s i r e s  f o r  th e  S e c u r i 

t i e s  A d m i n i s t r a t o r .

The A d m i n i s t r a t o r ,  u n d e r  th e  c u r r e n t  law , i s  g iv en  

more p e r s o n n e l  t o  a s s i s t  w i th  t h e  e n fo rc e m e n t  p r o v i s io n s  

and th e  r e g u l a t i o n  o f  th e  s e c u r i t i e s  i n d u s t r y  w i th in  th e  

s t a t e .  T h is  i n c r e a s e  i s  th e  d i r e c t  r e s u l t  o f  th e  l e s s o n s  

l e a r n e d  from  th e  S e l e c t e d  In v e s tm e n ts  c a s e  which i l l u s t r a t e d  

t h a t  a l a c k  o f  p e r s o n n e l  had  a f f e c t e d  th e  a d m i n i s t r a t i o n  o f  

t h e  p r e v io u s  s t a t u t e .  The A d m i n i s t r a t o r ,  w i th  th e  c o n s e n t

o f  t h e  Com m ission, may a p p o in t  a  Deputy S e c u r i t i e s  Admini- 

2 8s t r a t o r .  The Deputy A d m in i s t r a to r  i s  r e q u i r e d  by law to  

m eet th e  same q u a l i f i c a t i o n s  as  th o s e  s e t  o u t  f o r  th e

^^I b i d . , s e c .  9.

Z^i b i d . , s e c .  10.
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C om m issioner.

The i n t e r n a l  o r g a n i z a t i o n  o f  t h e  D epartm ent i s  

d e te rm in e d  by th e  Commission and i s  s e t  up i n  such  a man

n e r  as  t o  enhance th e  e f f i c i e n t  and e f f e c t i v e  e n fo rc e m e n t
29o f  th e  a c t .  The Oklahoma S e c u r i t i e s  Act o f  19 59 r e q u i r e s  

t h a t  a t  l e a s t  t h r e e  d i v i s i o n s  be i n c lu d e d  i n  t h e  a d m in i

s t r a t i v e  s e t - u p  o f  th e  D ep a r tm en t .  These a r e  d i v i s i o n s  o r  

d e p a r tm e n ts  which a p p ly  t o :  (1) r e g i s t r a t i o n  o f  b r o k e r -

d e a l e r s ,  a g e n ts  and in v e s tm e n ts  a d v i s e r s ;  (2 )  r e g i s t r a t i o n  

o f  s e c u r i t i e s ;  and (3) i n v e s t i g a t i o n  and e n fo rc e m e n t .

For th e  f i r s t  t im e  i n  t h e  h i s t o r y  o f  s e c u r i t i e s  

r e g u l a t i o n  i n  th e  s t a t e  o f  Oklahoma, t h e  A d m in i s t r a to r  i s  

g iv e n ,  u n d e r  t h i s  a c t ,  some freedom  t o  d e te rm in e  h i s  p e r 

s o n n e l  r e q u i r e m e n t s .  The A d m in i s t r a to r  i s  s p e c i f i c a l l y  

r e q u i r e d  t o  su b m it  i n  w r i t i n g  t o  t h e  Commission a  m anual

o f  th e  n e c e s s a r y  p o s i t i o n s  c o v e r in g  th e  em ployees f o r  t h e
30 .D ep a r tm en t.  I n c lu d e d  i n  t h e  m anual a r e  jo b  c l a s s i f i c a 

t i o n s ,  p e r s o n n e l  q u a l i f i c a t i o n s ,  d u t i e s ,  maximum and m in i 

mum s a l a r y  s c h e d u l e s ,  and o t h e r  p e r t i n e n t  p e r s o n n e l  in fo rm a 

t i o n  f o r  th e  c o n s i d e r a t i o n  o f  t h e  Commission. The Admini

s t r a t o r  i s  g iv e n  th e  a u t h o r i t y  to  employ any a c c o u n t a n t s , 

a u d i t o r s ,  e x a m in e r s ,  c l e r k s ,  s t e n o g r a p h e r s ,  and o t h e r  

p e r s o n n e l  he deems n e c e s s a r y  f o r  t h e  p r o p e r  a d m i n i s t r a t i o n

99
I b i d . , s e c .  12.

30
I b i d . , s e c ,  13.
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o f  th e  a c t .  The s a l a r y  o f  t h e s e  em ployees and o f  th e  

Deputy A d m in i s t r a to r  i s  s e t  by th e  A d m in i s t r a to r  w i th in  th e  

fram ework o f  t h e  Oklahoma C i v i l  S e r v ic e  System .

As h as  been  p r e v i o u s l y  i n d i c a t e d ,  one o f  th e  many 

b e n e f i t s  d e r iv e d  from  th e  i n v e s t i g a t i o n s  d u r in g  th e  S e l e c t e d  

In v e s tm e n ts  Company c a s e  w àè 'ithe  r e a l i z a t i o n  by many p e o p le  

t h a t  f o r  e f f e c t i v e  r e g u l a t i o n  o f  t h e  s e c u r i t i e s  i n d u s t r y  

an a d e q u a te  s t a f f  w i th  c a p a b le  em ployees was r e q u i r e d .

T hus , th e  men who were r e s p o n s i b l e  f o r  t h e  w r i t i n g  and 

p a s sa g e  o f  th e  c u r r e n t  l e g i s l a t i o n  made p r o v i s i o n s  f o r  

s u f f i c i e n t  p e r s o n n e l  a t  t h e  t im e .

R e g i s t r a t i o n  o f  B r o k e r - D e a le r s , A g e n t s , 
o r  I n v e s tm e n t  A d v is e rs

The Oklahoma S e c u r i t i e s  A ct o f  1959 r e q u i r e s  t h a t

a l l  b r o k e r - d e a l e r s , a g e n t s  and in v e s tm e n t  a d v i s e r s  w i t h i n

th e  s t a t e  o f  Oklahoma must be r e g i s t e r e d  w i th  t h e  Oklahoma
31S e c u r i t i e s  Commission, F u r th e rm o re ,  a  b r o k e r - d e a l e r  

c a n n o t  employ an a g e n t  u n l e s s  th e  a g e n t  i s  r e g i s t e r e d  u n d e r  

t h i s  a c t .  A l l  r e g i s t r a t i o n s  m ust be renew ed a n n u a l ly .

R e g i s t r a t i o n  o f  S e c u r i t i e s  

Under th e  p r o v i s i o n s  o f  th e  s t a t u t e  p a s s e d  by th e  

1959 l e g i s l a t u r e ,  r e g i s t r a t i o n  o f  s e c u r i t i e s  c o u ld  be 

a c c o m p lish e d  by n o t i f i c a t i o n ,  c o o r d i n a t i o n ,  o r  by

31
I b i d , , s e c ,  201,
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3 2q u a l i f i c a t i o n .  T hus , we s e e  f o r  t h e  f i r s t  t im e ,  t h e  a d d i 

t i o n  o f  th e  w id e ly  a c c e p te d  p r a c t i c e  o f  a l lo w in g  r e g i s t r a t i o n  

by c o o r d i n a t io n  a p p e a r  on th e  sc e n e  i n  t h e  s t a t e  o f  Oklahoma.

R e g a rd le s s  o f  th e  r e g i s t r a t i o n  p r o c e d u re  u se d  i n  

s e c u r i n g  th e  p e rm it  from  th e  S e c u r i t i e s  Com m ission, th e  

f o l lo w in g  r e q u i r e m e n ts  a r e  common t o  a l l  t h r e e  m ethods :

1 . A r e g i s t r a t i o n  may be f i l e d  by th e  i s s u e r ,  
any p e r s o n  on whose b e h a l f  th e  o f f e r i n g  i s  b e in g  made, 
o r  a r e g i s t e r e d  b r o k e r - d e a l e r .

2. A f i l i n g  f e e  o f  1 /10  p e r  c e n t  o f  t h e  maximum 
a g g r e g a te  o f f e r i n g  p r i c e  o f  th e  s e c u r i t i e s  t o  be s o l d  
i n  t h i s  s t a t e  m ust be p a id  upon f i l i n g ,  w i th  a  minimum 
o f  $25 and a maximum f e e  o f  $300.

3 .  Every r e g i s t r a t i o n  m ust s p e c i f y  ( a )  t h e  amount 
o f  s e c u r i t i e s  t o  be o f f e r e d  i n  t h i s  s t a t e ;  (b )  th e  
s t a t e s  i n  w hich a  r e g i s t r a t i o n  h a s  been  o r  w i l l  be 
f i l e d ;  (c )  any a d v e r s e  o r d e r ,  ju d g m e n t ,  o r  d e c r e e  
e n t e r e d  i n  c o n n e c t io n  w i th  t h e  o f f e r i n g  by r e g u l a t o r y  
a u t h o r i t i e s  i n  any s t a t e ,  by any c o u r t ,  o r  by th e  
S e c u r i t i e s  and Exchange Commission.

4 . Every r e g i s t r a t i o n  s t a t e m e n t  i s  e f f e c t i v e  f o r  
one y e a r  from  i t s  e f f e c t i v e  d a t e ,  o r  any l o n g e r  p e r io d  
d u r in g  w hich th e  s e c u r i t y  i s  b e in g  o f f e r e d  o r  d i s t r i b u t e d  
i n  a  non-exem pted  t r a n s a c t i o n  by o r  f o r  t h e  i s s u e r  by 
any u n d e r w r i t e r  o r  b r o k e r - d e a l e r  who i s  s t i l l  o f f e r i n g  
p a r t  o f  an u n s o ld  a l l o t m e n t  o r  s u b s c r i p t i o n  t a k e n  by
him  as  a p a r t i c i p a t i o n  i n  th e  d i s t r i b u t i o n  o r i g i n a l l y .

The b i g g e s t  im provem ent made i n  t h i s  s e c t i o n  o v e r  

p r e v io u s  law s was t h e  h i n t  a t  r e c i p r o c a l  t r e a t m e n t  o f  th e  

s e c u r i t i e s  i s s u e  as  i t  i s  a f f e c t e d . b y  th e  a c t i o n  o f  t h e  

o t h e r  s t a t e s .  A c o n c e rn  f o r  th e  o p in io n  o f  o t h e r  s t a t e s ,  t h e  

S e c u r i t i e s  and Exchange Commission, and c o u r t s  o f  co m p eten t

3 9“A com ple te  d i s c u s s i o n  o f  th e  t h r e e  m ethods o f  
r e g i s t r a t i o n  i s  c o n ta in e d  i n  C h a p te r  V I I .

3 3S e s s io n  Laws o f  1 9 5 9 , o p . c i t . ,  s e c .  305.
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j u r i s d i c t i o n  i s  i n d i c a t e d  i n  t h i s  s t a t u t e .  The o p in io n s  

o f  t h e s e  o t h e r  r e g u l a t o r y  a g e n c ie s  c o n c e rn in g  th e  v a l i d i t y  

o f  th e  i s s u e  i n  q u e s t i o n  i s  a l s o  c o n s id e r e d .

The p r e s e n t  s t a t u t e  r e q u i r e s  more i n f o r m a t io n  th a n  

d id  i t s  p r e d e c e s s o r .  The t r e n d ,  w i t h i n  t h i s  s e c t i o n  o f  th e  

s t a t u t e  i s  tow ard  a  p o l i c y  o f  " f u l l  d i s c l o s u r e . "  The i s 

s u in g  c o r p o r a t i o n s  a re  g r a d u a l l y  b e in g  f o r c e d  t o  r e v e a l  

more and more in fo r m a t io n  a b o u t  t h e m s e lv e s ,  t h e i r  o f f i c e r s  

and  d i r e c t o r s ,  and th e  p u rp o se s  f o r  w hich th e  fu n d s  a r e  

i n t e n d e d .

Exem ptions

As i n  th e  Blue Sky Law o f  1931, t h e  Oklahoma S e c u r i 

t i e s  Act o f  1951 p r o v id e s  two c a t e g o r i e s  o f  e x e m p tio n s .  

S e c u r i t i e s  and t r a n s a c t i o n  exem ptions  a r e  i n c lu d e d  i n  t h e  

c u r r e n t  s t a t u t e .

Exempt s e c u r i t i e s . These s e c u r i t i e s  a r e  exempt 

f ro m  th e  p r o v i s io n s  o f  t h i s  s t a t u t e ;

1 .  S e c u r i t i e s  i s s u e d  o r  g u a ra n te e d  by th e  U n i te d  

S t a t e s ,  any s t a t e  o r  p o l i t i c a l  s u b d i v i s i o n ;

2. S e c u r i t i e s  i s s u e d  o r  g u a ra n te e d  by Canada, 

any  p r o v in c e ,  o r  p o l i t i c a l  s u b d i v i s i o n ,  o r  any f o r e i g n  

governm ent w i th  which th e  U. S. m a in ta in s  d ip lo m a t i c  

r e l a t i o n s  ;

3. S e c u r i t i e s  i s s u e d  by any b an k ,  s a v in g s  i n s t i 

t u t i o n ,  o r  t r u s t  company o r g a n iz e d  u n d e r  t h e  laws o f  t h e  

U n i te d  S t a t e s  o r  any s t a t e ;
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4. S e c u r i t i e s  i s s u e d  by any F e d e r a l  S av in g s  and 

Loan A s s o c i a t i o n ,  any B u i ld in g  and Loan A s s o c i a t i o n ,  o r  any 

s i m i l a r  a s s o c i a t i o n  o r g a n iz e d  u n d e r  t h e  laws o f  any s t a t e  

and a u t h o r i z e d  to  do b u s in e s s  i n  Oklahoma;

5 . S e c u r i t i e s  o f  any c o o p e r a t i v e ,  n o n - p r o f i t ,  

membership c o r p o r a t i o n  o r  a s s o c i a t i o n  o rg a n iz e d  i n  c o m p li

ance w i th  th e  laws o f  t h i s  s t a t e ;

6 ,  S e c u r i t i e s  i s s u e d  o r  g u a ra n te e d  by any F e d e r a l  

C r e d i t  Union o r  any c r e d i t  u n io n ,  i n d u s t r i a l  lo a n  a s s o c i a 

t i o n ,  o r  s i m i l a r  a s s o c i a t i o n  o r g a n iz e d  and s u p e r v i s e d  u n d e r  

th e  laws o f  t h i s  s t a t e ;

7, S e c u r i t i e s  i s s u e d  o r  g u a ra n te e d  by any r a i l r o a d ,  

o t h e r  common c a r r i e r ,  p u b l i c  u t i l i t y ,  o r  h o ld in g  company 

which i s  ( a )  s u b j e c t  t o  j u r i s d i c t i o n  o f  t h e  I . C . C . ,  (b)  a 

r e g i s t e r e d  h o ld in g  company u n d e r  th e  p u b l i c  u t i l i t y  h o ld in g  

company a c t  o f  1935, (c )  r e g u l a t e d  i n  r e s p e c t  o f  i t s  r a t e s  

and c h a rg e s  by a governm ent a u t h o r i t y  o f  th e  U n i te d  S t a t e s  

o r  any s t a t e ,  o r  (d) r e g u l a t e d  i n  r e s p e c t  t o  i s s u a n c e  o r  

g u a ra n te e  o f  s e c u r i t i e s  by governm ent a u t h o r i t y  o f  th e  

U n ite d  S t a t e s ,  any s t a t e ,  Canada, o r  any p r o v in c e ;

8, S e c u r i t i e s  l i s t e d  o r  app roved  f o r  l i s t i n g  on 

th e  o r g a n iz e d  exchanges  r e g i s t e r e d  u n d e r  th e  S e c u r i t i e s  

Exchange Act o f  19 34;

9. S e c u r i t i e s  o f  n o n - p r o f i t  o r g a n i z a t i o n s ,  i . e . ,  

r e l i g i o u s ,  e d u c a t i o n a l ,  b e n e v o le n t ,  c h a r i t a b l e ,  f r a t e r n a l ,  

s o c i a l ,  a t h l e t i c ,  chamber o f  commerce, t r a d e ,  o r  p r o f e s s i o n a l
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a s s o c i a t i o n .

10. Any com m ercia l p a p e r  a r i s i n g  o u t  o f  c u r r e n t  

t r a n s a c t i o n s  ;

11. Any in v e s tm e n t  c o n t r a c t  i s s u e d  i n  c o n n e c t io n  

w i th  an e m p lo y e e 's  s to c k  p u r c h a s e ,  s a v i n g s ,  p e n s io n ,  p r o f i t -  

s h a r i n g  o r  s i m i l a r  b e n e f i t  p l a n ;

12 . C e r t i f i c a t e s  o f  i n t e r e s t  o r  p a r t i c i p a t i o n ,  o r  

conveyance  i n  any fo rm , o f  an i n t e r e s t  i n  an o i l ,  g a s ,  min

in g  t i t l e  o r  l e a s e ,  o r  i n  paym ent o u t  o f  p r o d u c t io n  u n d e r  

such  a t i t l e  o r  l e a s e .

Exempt t r a n s a c t i o n s . Under th e  p r o v i s i o n s  o f  t h e  

p r e s e n t  s t a t u t e  th e  f o l lo w in g  t r a n s a c t i o n s  a r e  exempt :

1 .  Any i s o l a t e d ,  n o n - i s s u e r  t r a n s a c t i o n ;

2 . Any n o n - i s s u e r  d i s t r i b u t i o n  o f  an o u t s t a n d i n g  

s e c u r i t y  i f  (a )  a  r e c o g n iz e d  s e c u r i t y  m anual c o n t a i n s  th e  

names o f  i s s u e r s , d i r e c t o r s  and o f f i c e r s , a  b a la n c e  s h e e t  

l e s s  th a n  18 months o l d ,  and p r o f i t  and l o s s  s t a t e m e n t s  f o r  

th e  p r e c e d in g  y e a r ,  o r  (b )  t h e  s e c u r i t y  h a s  a  f i x e d  m a t u r i t y ,  

i n t e r e s t  o r  d iv id e n d  and has  had  n o t  d e f a u l t e d  w i t h i n  th e  

p a s t  t h r e e  y e a r s  ;

3. Any n o n - i s s u e r  t r a n s a c t i o n  e f f e c t e d  th ro u g h  a  

r e g i s t e r e d  b r o k e r - d e a l e r  p u r s u a n t  t o  an u n s o l i c i t e d  o r d e r  

o r  o f f e r  t o  buy ;

4 . T r a n s a c t io n s  be tw een  th e  i s s u e r  and an

^ ^ I b i d . , s e c .  401.
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u n d e r w r i t e r  o r  be tw een  u n d e r w r i t e r s  ;

5. T r a n s a c t i o n s  i n v o l v i n g  a  d e b t  s e c u r i t y  s e c u re d  

by a r e a l  o r  c h a t t e l  m o r tg a g e ,  when s o l d  as  a  s i n g l e  u n i t ;

6. T r a n s a c t io n s  by an e x e c u t o r ,  a d m i n i s t r a t o r ,  

s h e r i f f ,  m a r s h a l ,  r e c e i v e r ,  t r u s t e e  i n  b a n k r u p tc y ,  g u a r d i a n ,  

o r  c o n s e r v a t o r ;

7. T r a n s a c t io n s  e x e c u te d  by a  bona f i d e  p le d g e e  w i th 

o u t  any p u rp o se  o f  e v a d in g  th e  a c t ;

8. O f f e r s  o r  s a l e  t o  a  b a n k ,  s a v in g s  i n s t i t u t i o n ,  

t r u s t  company, i n s u r a n c e  company, in v e s tm e n t  company, p e n s io n  

o r  p r o f i t - s h a r i n g  t r u s t ,  o t h e r  f i n a n c i a l  i n s t i t u t i o n s  o r  

i n s t i t u t i o n a l  b u y e r s ,  o r  t o  a  b r o k e r - d e a l e r ,  w h e th e r  th e  

p u r c h a s e r  i s  a c t i n g  f o r  i t s e l f  o r  some j u d i c i a r y  c a p a c i t y ;

9 . Any t r a n s a c t i o n  d i r e c t e d  t o ,  o r  i n v o l v i n g  l e s s
«

th a n  t e n  p e o p le ;

10. Any o f f e r  o r  s a l e  o f  a  p r e - o r g a n i z a t i o n  c e r t i f i 

c a t e  o r  s u b s c r i p t i o n  i f  no com m ission  i s  p a i d ,  number o f  

s u b s c r i b e r s  i s  l e s s  th a n  t e n ,  and no paym ent i s  made by any 

s u b s c r i b e r ;

11. T r a n s a c t io n s  i n v o l v i n g  an o f f e r  t o  e x i s t i n g  

s e c u r i t y  h o l d e r s  o f  t h e  i s s u e ;

12. Any o f f e r ,  b u t  n o t  a  s a l e ,  o f  a  s e c u r i t y  f o r

which r e g i s t r a t i o n  s t a t e m e n t s  have  b een  f i l e d  u n d e r  b o th
35t h i s  a c t  and th e  S e c u r i t i e s  A ct o f  1933.

35ibid.
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Any p e r so n  c la im in g  an exem ption  o r  an e x c e p t io n  to  

any p r o v i s io n s  o f  th e  s t a t u t e  has  th e  b u rd en  o f  p r o o f  p la c e d  

upon him to  p ro v e  t h a t  he i s  q u a l i f i e d  f o r  th e  exem ption  o r  

e x c e p t io n .

The Oklahoma S e c u r i t i e s  Act o f  1959 i s  b a s i c a l l y  

th e  same as t h e  Blue Sky Law o f  19 31 i n  th e  s e c t i o n  con

c e r n in g  exempt s e c u r i t i e s .  The w ord ing  h as  been  changed 

i n  some i n s t a n c e s  b u t  th e  m eaning rem ain s  t h e  same. Only 

one exem ption  f o r  s e c u r i t i e s  i s  found  i n  th e  p r e s e n t  law 

and was n o t  a v a i l a b l e  u n d e r  th e  p r e v io u s  s t a t u t e .  S p e c i f i 

c a l l y  exempt a r e  in v e s tm e n t  c o n t r a c t s  i s s u e d  i n  c o n n e c t io n  

w i th  e m p lo y ees ’ s to c k  p u r c h a s e s ,  s a v i n g s ,  p e n s io n s ,  p r o f i t -  

s h a r i n g  o r  s i m i l a r  b e n e f i t  p l a n s .  T r a n s a c t io n s  o f  t h i s  

ty p e  were much more p r e v a l e n t  i n  1959 th a n  i n  19 31.

Three ty p e s  o f  t r a n s a c t i o n s  a r e  exempt u n d e r  th e  

p r e s e n t  law and n o t  in c lu d e d  i n  t h e  Blue Sky Law o f  1931,

The f i r s t  o f  t h e s e  were th e  p r o v i s i o n s  f o r  n o n - i s s u e r  d i s 

t r i b u t i o n s  u n d e r  th e  p r e s e n t  law . The seco n d  was t r a n s 

a c t i o n  betw een i s s u e r  and u n d e r w r i t e r  o r  betw een u n d e r 

w r i t e r s .  And th e  t h i r d  was any t r a n s a c t i o n  in v o lv in g  l e s s  

th a n  t e n  p e o p le .

I n v e s t i g a t i o n s  and s u b p o e n a s . As a d i r e c t  r e s u l t  

o f  th e  S e l e c t e d  In v e s tm e n ts  c a s e ,  no s e c t i o n  o f  t h e  p r e s e n t  

s t a t u t e  r e f l e c t s  th e  l e s s o n s  l e a r n e d  and th e  i n f o r m a t io n  

g a rn e re d  d u r in g  t h a t  i n v e s t i g a t i o n  ihbre th a n  does t h i s  s e c 

t i o n  o f  t h e  Oklahoma S e c u r i t i e s  Act o f  1959. As h as  been
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p r e v i o u s l y  i n d i c a t e d ,  th e  a p a th y  o f  t h e  S e c u r i t i e s  Commission 

and th e  S e c u r i t i e s  C om m issioner, combined w i th  t h e  i n e f 

f e c t u a l  n a t u r e  o f  t h e  s t a t u t e  a t  t h a t  t i m e ,  was a h i g h l y  

s i g n i f i c a n t  and c o n t r i b u t i n g  f a c t o r  i n  th e  i n e f f i c i e n t  

r e g u l a t o r y  p ro c e d u re s  i n  th e  S e l e c t e d  In v e s tm e n ts  c a s e .

Under t h e  l a t e r  and p r e s e n t  s t a t u t e  th e  A d m i n i s t r a t o r ’s 

a u t h o r i t y  and th e  t o o l s  w i th  which he can work a r e  much 

more c l e a r l y  d e f in e d .

The A d m i n i s t r a t o r ,  a t  h i s  d i s c r e t i o n ,  may: (1)

make i n -  o r  o u t - o f - s t a t e  i n v e s t i g a t i o n s  n e c e s s a r y  t o  d e t e r 

mine w h e th e r  any p e r s o n  h as  v i o l a t e d  o r  i s  a b o u t  t o  v i o l a t e  

any p r o v i s i o n s  o f  th e  a c t ,  r u l e ,  o r  o r d e r ;  (2 )  r e q u i r e  o r  

p e rm it  a w r i t t e n  s t a t e m e n t ,  u n d e r  o a t h ,  c o n c e rn in g  any 

v i o l a t i o n  o f  t h i s  a c t .

The A d m i n i s t r a t o r ,  o r  any p e r so n  he d e s ig n a t e s  may 

a d m i n i s t e r  o a t h s ,  subpoena  w i t n e s s e s ,  r e q u i r e  t h e i r  a t 

te n d a n c e ,  t a k e  e v id e n c e ,  and r e q u i r e  t h e  p r o d u c t io n  o f  any 

b o o k s , p a p e r s , c o r re sp o n d e n c e  o r  o t h e r  documents o r  r e c o r d s  

which he deems r e l e v a n t  o r  m a t e r i a l  t o  th e  i n q u i r y .  T his  

i s  c o n s id e r a b ly  more power and a u t h o r i t y  th a n  was v e s t e d  

i n  th e  S e c u r i t i e s  Com m issioner u n d e r  th e  p r e v io u s  l e g i s l a 

t i o n ,  The d i f f i c u l t y  e n c o u n te r e d  i n  g e t t i n g  th e  o f f i c e r s  

and d i r e c t o r s  o f  th e  S e l e c t e d  In v e s tm e n ts  Company t o  t e s t i f y  

h a s  been p r e v i o u s l y  d i s c u s s e d .

S G lb id . , s e c .  405.
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Under th e  p r o v i s i o n s  o f  t h e  c u r r e n t  s t a t u t e ,  no one 

i s  e x c u se d  from  a t t e n d i n g  and t e s t i f y i n g ,  o r  from  p ro d u c in g  

any r e c o r d  o f  document b e f o r e  th e  A d m i n i s t r a t o r ,  o r  i n  

any p ro c e e d in g  s t a r t e d  by th e  A d m i n i s t r a t o r ,  on th e  grounds 

t h a t  th e  t e s t im o n y  o r  e v id e n c e  r e q u i r e d  o f  him may t e n d  to  

i n c r i m i n a t e  him  o r  s u b j e c t  him t o  a  p e n a l t y  o r  f o r f e i t u r e  

o f  h i s  r i g h t s .  At th e  same t im e ,  t h e  s t a t u t e  s p e c i f i c a l l y  

exem pts from  p r o s e c u t i o n  o r  any p e n a l t y ,  m a t t e r s  on which 

he  i s  co m p elled  t o  t e s t i f y ,  a f t e r  c la im in g  h i s  p r i v i l e g e  

a g a i n s t  s e l f - i n c r i m i n a t i o n .  The i n d i v i d u a l  i s  n o t  immune 

to  p r o s e c u t i o n  and pu n ish m en t f o r  p u r j u r y  o r  con tem pt com

m i t t e d  w h i le  t e s t i f y i n g .

The A d m i n i s t r a t o r ,  o r  members o f  h i s  s t a f f ,  a r e  r e 

q u i r e d  by t h i s  s t a t u t e  t o  ex am in e , as  soon  as p o s s i b l e ,  a l l  

r e p o r t s  f i l e d  u n d e r  t h i s  a c t  i n  o r d e r  t o  a s c e r t a i n  i f  a d d i 

t i o n a l  i n f o r m a t io n  o r  i n v e s t i g a t i o n  i s  n e e d e d .  I f  i t  i s  

t h e  f i n d i n g  o f  th e  A d m in i s t r a to r  t h a t  a d d i t i o n a l  and amended 

r e p o r t s  a r e  r e q u i r e d  t o  c o r r e c t  any d e f i c i e n c i e s  o r  e r r o r s ,

th e  A d m i n i s t r a t o r  i s  a u t h o r i z e d  t o  s e c u r e  any a d d i t i o n a l
37m a t e r i a l  he f e e l s  i s  n e c e s s a r y .

A f t e r  an  i s s u e  h as  been  r e g i s t e r e d ,  th e  A d m in i s t r a to r  

i s  v e s t e d  w i th  t h e  a u t h o r i t y  t o  go i n t o  any d i s t r i c t  c o u r t  

o f  th e  s t a t e  o f  Oklahoma t o  s e e k  an i n j u n c t i o n .  The i n j u n c 

t i o n  may be s o u g h t  when i t  a p p e a r s  t h a t  any p e r s o n  h as  engaged

S^Ibid.
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i n  o r  i s  a b o u t  t o  engage  i n  any a c t  which i s  a v i o l a t i o n  o f  

th e  a c t .  T h is  i n j u n c t i o n  would f o r c e  th e  d e fe n d a n ts  t o  

s to p  t h e  a c t s  or p r a c t i c e s  and would f o r c e  co m pliance  w i th  

t h i s  r u l e  o r  o r d e r .  I f  t h i s  a c t i o n  i s  u p h e ld  upon l i t i g a 

t i o n ,  a  r e c e i v e r  o r  c o n s e r v a t o r  w i l l  be a p p o in te d  f o r  t h e  

d e f e n d a n t  o r  h i s  a s s e t s .  T hus , t h e  A d m in i s t r a to r  i s  armed 

w i th  a much more f o r c e a b l e  p r o v i s i o n  tha iirw as  p r e s e n t  i n  

th e  p r e v io u s  v e r s i o n s  o f  t h i s  s t a t u t e .

C r im in a l  P e n a l t i e s  and C i v i l  L i a b i l i t i e s

The S e c u r i t i e s  A d m i n i s t r a t o r ,  as  e s t a b l i s h e d  u n d e r  

th e  p r o v i s i o n s  o f  t h e  s t a t u t e ,  i s  n o t  an e n fo rc e m e n t  a g e n t  

a s  t h i s  te rm  i s  u s u a l l y  c o n s t r u e d  u n d e r  t h e  law . He i s  

e s t a b l i s h e d  as  a  r e g u l a t o r y  a g e n t  and i s  s p e c i f i c a l l y  r e 

q u i r e d  by s t a t u t e  t o  r e f e r  any e v id e n c e  in v o lv in g  c r i m i n a l  

v i o l a t i o n  o f  t h e  a c t  t o  t h e  a t t o r n e y  g e n e r a l  o f  Oklahoma o r  

t o  t h e  p r o p e r  co u n ty  a t t o r n e y .  He does n o t  have  th e  power 

n o r  th e  a u t h o r i t y  t o  make a r r e s t s .  T hus ,  as  happens i n  

a l l  i n v e s t i g a t i v e  a g e n c ie s  from  tim e  t o  t im e ,  th e  t im e  

and e f f o r t  s p e n t  on a  c a se  may be w a s te d  i f  th e  p r o s e c u t o r ,  

i n  whose j u r i s d i c t i o n  an a l l e g e d  o f f e n s e  o c c u r s ,  d e c re e s  

t h a t  no a c t i o n  w i l l  be t a k e n  i n  a p a r t i c u l a r  c a s e .  The 

s t a t u t e  does make a  v i o l a t i o n  o f  t h i s  s t a t u t e  a f e l o n y ,  

s e t t i n g  th e  p u n ish m e n t ,  upon c o n v i c t i o n ,  a t  a $5,000 f i n e ,  

im p riso n m en t f o r  t h r e e  y e a r s ,  o r  bo th ,^®

38 I b i d , , s e c ,  407,
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R e g a rd le s s  o f  th e  d i r e c t i o n  which th e  c r i m i n a l  

p r o s e c u t i o n  t a k e s ,  t h e  d e f ra u d e d  o r  o f fe n d e d  p a r t y  w i l l  

s t i l l  have  r e c o u r s e  i n  a c i v i l  c o u r t  o f  law f o r  damages 

i n c u r r e d  i n  th e  t r a n s a c t i o n s .  The Oklahoma S e c u r i t i e s  Act 

o f  1959 s p e c i f i c a l l y  f o r b i d s  any p e r s o n  t o  o f f e r  o r  t o  s e l l  

a s e c u r i t y  a s  a  v i o l a t i o n  o f  t h e  a c t ,  t o  o f f e r  t o  s e l l  a 

s e c u r i t y  by means o f  any u n t r u e  s t a t e m e n t  o f  a m a t e r i a l
39f a c t ,  o r  t o  w i th h o ld  a m a t e r i a l  f a c t  t o  s e l l  a s e c u r i t y .

Any p e r so n  co m m itt in g  any o f  t h e  above o f f e n s e s  has  a c i v i l  

l i a b i l i t y  t o  th e  p e r s o n  b u y in g  th e  s e c u r i t y .  The a c t  f u r t h e r  

p r o v id e s  t h a t  t h e  a g g r ie v e d  p a r t y  h as  t h e  r i g h t  t o  r e c o v e r  

th e  amount p a id  f o r  t h e  s e c u r i t y  p lu s  t e n  p e r  c e n t  p e r  y e a r  

i n t e r e s t  from  th e  d a te  o f  p u r c h a s e ,  c o s t s ,  and r e a s o n a b le  

a t t o r n e y  f e e s .

J u d i c i a l  Review o f  A d m in i s t r a t i v e  O rders

The i s s u i n g  c o r p o r a t i o n  a r e  n o t  e n t i r e l y  a t  th e

mercy o f  t h e  A d m in i s t r a to r  t o  th e  e x t e n t  t h a t  t h e r e  i s  no

a p p e a l  from  h i s  d e c i s i o n s .  Any p e r s o n  who s o  d e s i r e s  may

o b t a i n  a rev iew  o f  f i n a l  o r d e r  o f  th e  A d m i n i s t r a t o r .  A f t e r

f o l lo w in g  th e  p r o p e r  p ro c e d u re  as  s e t  o u t  by th e  s t a t u t e ,

th e  S e c u r i t i e s  Commission w i l l  rev iew  th e  A d m i n i s t r a t o r ' s
40

o r d e r  w i t h i n  s i x t y  d a y s .  A f u r t h e r  a p p e a l  i s  open t o  th e  

suprem e c o u r t  o f  Oklahoma,

S^i b i d . , s e c .  408.

^ ° I b i d . , s e c .  409.
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R u l e s , Form s, O rders  and H e a r in g s  

The Oklahoma S e c u r i t i e s  Act o f  1959 s p e c i f i c a l l y  

g iv e s  t h e  A d m in i s t r a to r  th e  a u t h o r i t y  t o  make, amend, and 

r e s c i n d  such  r u l e s ,  fo rm s ,  and o r d e r s  he deems n e c e s s a r y  

t o  p r o p e r l y  e n f o r c e  th e  p r o v i s i o n s  o f  t h e  s t a t u t e . T h e s e  

r u l e s  w i l l  be d i s c u s s e d  i n  C h a p te r  VI. The s t a t u t e  f u r t h e r  

s t a t e s  t h a t  he may do t h i s  from  " t im e  t o  t i m e . "  The r u l e s  

and form s p e r t a i n i n g  t o  r e g i s t r a t i o n ,  s t a t e m e n t s ,  a p p l i c a 

t i o n s ,  and r e p o r t s  a r e  i n c lu d e d  i n  t h i s  c a t e g o r y .  The Ad

m i n i s t r a t o r  a l s o  has  th e  a u t h o r i t y  t o  c l a s s i f y  s e c u r i t i e s , 

p e o p le ,  and m a t t e r s  w i t h i n  h i s  j u r i s d i c t i o n  and t o  p r e s c r i b e  

d i f f e r e n t  r e q u i re m e n ts  f o r  d i f f e r e n t  c l a s s e s .

The A d m in i s t r a to r  may a l s o  p r e s c r i b e  t h e  form and 

c o n te n t  o f  f i n a n c i a l  s t a t e m e n t s  u n d e r  t h e  a c t  and c ircu m 

s ta n c e s  u n d e r  which c o n s o l i d a t e d  s ta t e m e n t s  may be f i l e d .

He may r e q u i r e  c e r t i f i c a t i o n  o f  f i n a n c i a l  s t a t e m e n t s  by 

e i t h e r  a c e r t i f i e d  o r  in d e p e n d e n t  p u b l i c  a c c o u n ta n t .

A d ju d ic a t i o n  o f  Cases 

Two c a s e s  have  r e a c h e d  t h e  a p p e l l a t e  l e v e l  a r i s i n g  

from  th e  Oklahoma S e c u r i t i e s  A ct o f  1959.

A1 S. N elson  v .  S t a t e . The c a se  o f  N elson  was 

h e a r d  by th e  c o u r t  o f  c r i m i n a l  a p p e a ls  i n  Oklahoma on 

S ep tem ber 7 ,  1960, on a p p e a l  from  th e  d i s t r i c t  c o u r t  o f

^ ^ I b i d . , s e c .  410.
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T u l s a  C o u n t y ,  O k la h o m a .

The d e f e n d a n t ,  Mr. N e ls o n ,  form ed th e  S e c u r i t y  Ex

p r e s s  C o rp o ra t io n  i n  195 8 and r e c e i v e d  h i s  c h a r t e r  from  th e  

s t a t e  o f  Oklahoma th e  same y e a r .  The main p u rp o se  o f  th e  

c o r p o r a t i o n  was t o  engage i n  th e  money o r d e r  b u s i n e s s .

The d e fe n d a n t  was c o n v ic te d  f o r  s e l l i n g  s to c k  n o t  r e g i s 

t e r e d  w i th  th e  Oklahoma S e c u r i t i e s  Commission. He r e c e i v e d  

a  f i n e  o f  $200"  ̂and two y e a r s  i n  t h e  p e n i t e n t i a r y .

The a p p e a l  was made on s e v e r a l  g ro u n d s , t h e  most 

p e r t i n e n t  b e in g  t h a t  t h e  s a l e  was an i s o l a t e d  t r a n s a c t i o n  

and t h a t  he was n o t  aware t h a t  t h e  s e c u r i t y  was n o t  exempt 

from  t h e  p r o v i s i o n s  o f  t h e  a c t .

The d e fe n d a n t  t e s t i f i e d  i n  th e  t r i a l  t h a t  he s o ld  

s to c k  t o  b o th  th e  o r i g i n a l  i n c o r p o r a t o r s  and o t h e r  i n d i v i 

d u a ls  as  w e l l .  The a p p e l l a t e  c o u r t  h e l d  t h a t  t h i s  was s u f 

f i c i e n t  e v id e n c e  t o  show t h a t  t h i s  was n o t  an i s o l a t e d  

t r a n s a c t i o n ,  b u t  one o f  numerous t r a n s a c t i o n s  h a n d le d  by 

th e  d e f e n d a n t .  The c o u r t  had  t h i s  t o  say  a b o u t  i s o l a t e d  

s a l e s  ;

An ' i s o l a t e d  s a l e '  means one s t a n d i n g  a l o n e ,  d i s c o n 
n e c te d  from  any o t h e r ;  ' r e p e a t e d  s u c c e s s i v e  s a l e s '  
means t r a n s a c t i o n s  u n d e r ta k e n  and p e r fo rm e d  one a f t e r  
th e  o t h e r ,  and s a l e s  made w i t h i n  a  p e r i o d  o f  su ch  r e a s 
o n a b le  tim e  as t o  i n d i c a t e  t h a t  one g e n e r a l  p u rp o se  
a c t u a t e s  th e  v e n d o r  and t h a t  such  s a l e s  prom ote  t h e  
same aim and a r e  n o t  so  d e ta c h e d  and s e p a r a t e d  as t o  
form  no p a r t  o f  a  s i n g l e  p l a n .  . . .

p. 413.

42A1 S. N elson  v .  S t a t e ,  355 P a c i f i c  Second R e p o r t e r ,
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The word ’ i s o l a t e d *  i s  n o t  a  word o f  a r t  o r  t e c h n i c a l  
m eaning , r a t h e r  i t  i s  a  te rm  where th e  a p p l i c a t i o n  de
pends upon th e  f a c t s  o f  t h e  c a s e . ^3

The c o u r t  d id  n o t  a g re e  w i th  th e  second  l i n e  o f  

d e fe n se  u sed  by th e  d e fe n d a n t  i n  t r y i n g  t o  g e t  a  r e v e r s a l  

o f  th e  lo w er  c o u r t  d e c i s i o n :

The la w , how ever,  p u t s  t h e  bu rd en  o f  such  i n v e s t i g a 
t i o n  on th e  p a r t y  s e l l i n g ,  and i t  i s  no ex cu se  i f  he 
f a i l s  t o  a s c e r t a i n  i f  su ch  s e c u r i t y  ca n n o t  i n  f a c t  be 
s o l d .  He i s  bound t o  make such  i n v e s t i g a t i o n ,  i f  t h e  
s e c u r i t y  i s  n o t  i s s u e d  by h im , t o  make a  s a l e  t h e r e o f ;  
and we may presume t h a t  he d id  s o ,  a s  i t  would n o t  seem 
r e a s o n a b le  t o  presume t h a t ,  knowing th e  law as he m u s t ,  
he would go ahead  w i th  th e  s a l e  w i th o u t  an in d e p e n d e n t  
i n v e s t i g a t i o n ,

The a p p e l l a t e  c o u r t  u p h e ld  th e  d e c i s io n  o f  t h e  low er

c o u r t ,

O t i s  T. C a rr  v .  S t a t e . The c a se  o f  O t i s  T, C a rr  

V ,  S t a t e  was h e a r d  by th e  c o u r t  o f  c r i m i n a l  a p p e a ls  on 

J a n u a ry  19 , 1960, on a p p e a l  from  th e  d i s t r i c t  c o u r t  o f  

Oklahoma C ounty ,

The d e fe n d a n t  was c o n v ic te d  o f  s e l l i n g  s e c u r i t i e s
45n o t  r e g i s t e r e d  w i th  th e  Oklahoma S e c u r i t i e s  Commission.

He was found g u i l t y  by th e  t r i a l  c o u r t  and a s s e s s e d  a $5,000 

f i n e .  He a p p e a le d  th e  d e c i s i o n .

The s o l e  b a s i s  f o r  h i s  d e fe n se  was t h e  j u r i s d i c t i o n  

o f  th e  d i s t r i c t  c o u r t .  The s t a t u t e  p ro v id e d  a p e n a l ty  f o r

4 3 l b i d .

44lbid,

^"’O t i s  T, C a rr  v .  S t a t e ,  359 P a c i f i c  Second R e p o r t e r ,
p, 606,
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v i o l a t i o n  o f  th e  a c t  o f  t h r e e  y e a r s '  im p r iso n m e n t ,  $5,000 

f i n e ,  o r  b p th .  The d e fe n d a n t  m a in ta in e d  t h a t  t h e  s t a t u t e  

d id  n o t  say  t h a t  th e  p la c e  o f  im p riso n m en t was t o  be th e  

s t a t e  p r i s o n ,  th e r e b y  making i t  s e r v a b l e  i n  a co u n ty  j a i l .  

T hus ,  i t  was a m isdem eanor and n o t  w i t h i n  th e  j u r i s d i c t i o n  

o f  t h e  d i s t r i c t  c o u r t  which t r i e d  him .

The a p p e l l a t e  c o u r t  h e l d  t h a t  t h e  i n t e n t  o f  t h e  

l e g i s l a t u r e  had  been  c l e a r l y  e s t a b l i s h e d  i n  p r e v io u s  c a s e s  

and a s e n te n c e  o f  more th a n  one y e a r  meant th e  s t a t e  p r i s o n ,  

a l th o u g h  n o t  s p e c i f i c a l l y  s t a t e d .  S in c e  th e  s t a t u t e  p r o 

v id e d  f o r  a  t h r e e - y e a r  s e n t e n c e ,  t h e  i n t e n t  o f  t h e  l e g i s 

l a t u r e  was c l e a r .  The judgm ent o f  th e  t r i a l  c o u r t  was a f 

f i r m e d .

The d e f e n d a n t ,  O t is  T. C a r r ,  r e f u s e d  t o  pay th e  f i n e  

and a commitment was i s s u e d  to  th e  s h e r i f f  o f  Oklahoma County 

and he was i n c a r c e r a t e d  i n  th e  co u n ty  j a i l .  The f i n e  was t o  

be l a i d  o u t  a t  th e  r a t e  o f  $1.00 p e r  day .

The d e fe n d a n t  s o u g h t  a w r i t  from  th e  c o u r t  o f  

c r i m i n a l  a p p e a l s , c o n te n d in g  he was b e in g  d e p r iv e d  o f  h i s  

l i b e r t y . H e  m a in ta in e d  t h a t  i t  was c r u e l  and inhuman to  

im p r is o n  a man f o r  5 ,000 d a y s .  The a p p e a l  c o u r t  p o in t e d  

o u t  i n  i t s  d e c i s io n  t h a t  th e  l e g i s l a t u r e  had p la c e d  a m axi

mum s e n te n c e  o f  s i x  months when a  d e fe n d a n t  f a i l s  t o  pay a 

f i n e  a s s e s s e d  on him . They d e n ie d  h i s  m otion  f o r  a w r i t .

^^Ibid.
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Oklahoma S e c u r i t i e s  A ct o f  1961

The 2 8 th  s e s s i o n  o f  t h e  Oklahoma m ee tin g  i n  1961 

made a  few m inor changes  i n  th e  Oklahoma S e c u r i t i e s  Act o f  

1959. Most o f  th e  changes  made w ere o f  an a d m i n i s t r a t i v e  

n a t u r e  and made a t  th e  r e q u e s t  o f  t h e  Oklahoma S e c u r i t i e s  

Commission, These changes  w ere made by th e  l e g i s l a t u r e :

1 . The d e f i n i t i o n  o f  a  b r o k e r - d e a l e r  no lo n g e r  

i n c lu d e d  a p e r s o n  engaged i n  th e  p r o d u c t io n  o f  r e f i n i n g  o f  

v a r io u s  m in e r a l s  ;

2. The d e f i n i t i o n  o f  s e c u r i t y  no l o n g e r  i n c lu d e d  

c e r t i f i c a t e s  o f  i n t e r e s t  o r  paym ents  o u t  o f  p r o d u c t io n  i n  

o i l ,  gas o r  m in ing  t i t l e s  o r  l e a s e s ;

3. The f i l i n g  f e e  f o r  a g e n t  a p p l i c a t i o n s  was i n 

c r e a s e d ;

4. A s c h e d u le  o f  f i l i n g  f e e s  f o r  s e c u r i t y  r e g i s 

t r a t i o n  was p r o v id e d ;

5. V i o l a t i o n s  o f  th e  a c t  w ere made f e l o n i e s ;

6 . A p r o v i s i o n  was made f o r  t h e  c o s t  o f  s t e n o 

g r a p h ic  h e lp  when h e a r in g s  a r e  h e l d  b e f o re  t h e  Oklahoma
47S e c u r i t i e s  Commission.

Oklahoma S e c u r i t i e s  A ct o f  1963

The 29 th  s e s s i o n  o f  t h e  Oklahoma l e g i s l a t u r e  made
n o

o n ly  one change i n  th e  s t a t u t e .  Employees o f  in v e s tm e n t

^^O f f i c i a l  S e s s io n  Laws, 1961, Oklahoma (2 8 th  
L e g i s l a t u r e ) ,  pp . Ü78-58È.

U 8Oklahoma S e s s io n  Laws, 196 3 , Oklahoma (2 9 th  
L e g i s l a t u r e ) ,  p .  4Ü1.
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a d v i s e r s  m ust t a k e  e i t h e r  a  w r i t t e n ,  o r  an o r a l  t e s t ,  o r  

a t  th e  d i s c r e t i o n  o f  t h e  A d m i n i s t r a t o r ,  b o th  o f  them . The 

2 0 th  l e g i s l a t i v e  s e s s i o n  i n  1965 made no c h a n g e s .



CHAPTER V

ORGANIZATION OF THE OKLAHOMA DEPARTMENT 

OF SECURITIES

G e n e ra l  A u t h o r i t i e s  and R e s p o n s i b i l i t i e s  

The s e c u r i t i e s  i n d u s t r y  i n  Oklahoma i s  r e g u l a t e d  

u n d e r  th e  Oklahoma S e c u r i t i e s  Act o f  1959, as  amended by 

th e  l e g i s l a t i v e  s e s s i o n s  o f  1961 and 196 3. T h is  s t a t u t e  

makes t h e  Oklahoma S e c u r i t i e s  Commission th e  p o l ic y -m a k in g  

body and th e  g o v e rn in g  a u t h o r i t y  o f  t h e  D epartm ent o f  

S e c u r i t i e s .  The D e p a r tm e n t,  by s t a t u t e ,  i s  d iv id e d  i n t o  

a  minimum o f  t h r e e  d i v i s i o n s .  These d i v i s i o n s  a r e :  r e g i s 

t r a t i o n  o f  b r o k e r - d e a l e r s , a g e n ts  and in v e s tm e n t  d e a l e r s  ; 

r e g i s t r a t i o n  o f  s e c u r i t i e s ;  and i n v e s t i g a t i o n  and e n f o r c e 

m e n t .^  The D epartm ent o f  S e c u r i t i e s  as i t  i s  now o p e r a t 

in g  does n o t  c o n ta in  t h e s e  d i v i s i o n s , d e l i n e a t e d  i n  t h e  

manner p r e s c r i b e d  by th e  law . The o p e r a t i o n  o f  th e  De

p a r tm e n t  i s  on a f u n c t i o n a l  b a s i s  b u i l t  a round  s e v e r a l  key 

p o s i t i o n s ,  i . e . ,  t h e  A d m i n i s t r a t o r ,  t h e  Deputy A d m i n i s t r a t o r ,  

th e  S t a f f  A t to r n e y ,  t h e  S t a f f  C e r t i f i e d  P u b l i c  A c c o u n ta n t ,

4 h e  Oklahoma S e c u r i t i e s  Act o f  1959 , ch ap .  i ,
s e c .  12.
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and th e  F i e l d  E x am in ers .  The o r g a n i z a t i o n  and th e  o p e r a 

t i o n  o f  th e  D epartm ent o f  S e c u r i t i e s  i s  b e s t  i l l u s t r a t e d  by 

ex am in in g  th e  d u t i e s  and r e s p o n s i b i l i t i e s  o f  each  o f  t h e s e  

p o s i t i o n s .

The A d m in i s t r a to r

1 . To a d v is e  and t o  c o n f e r  w i th  t h e  p u b l i c  on r u l e s  

and r e g u l a t i o n s  c o n c e rn in g  th é  r e g i s t r a t i o n  o f  s e c u r i t i e s , 

and th e  r e q u i re m e n ts  o f  th e  s e c u r i t y  a c t  i n  a c c o rd a n c e  w i th  

t h e  law ;

2. To c o n f e r  w i th  t h e  a d m i n i s t r a t i v e  s t a f f  a b o u t  

t h e  la w ,  a d m i n i s t r a t i v e  r u l e s  and t h e i r  e f f e c t  on p ro c e d u re s  

and p o l i c y ;

3. To e x e r c i s e  g e n e r a l  s u p e r v i s i o n  and t o  make 

r e g u l a t i o n s  f o r  t h e  a d m i n i s t r a t i o n  o f  th e  D epartm ent o f  Se

c u r i t i e s  ;

4 .  To e n f o r c e  th e  p r o v i s i o n s  o f  th e  Oklahoma S e c u r i 

t i e s  A c t;

5. To make recom m endations  t o  th e  S e c u r i t i e s  Com

m is s io n  r e g a r d in g  p o l i c y  d e c i s io n s  p e r t a i n i n g  t o  th e  o p e r a 

t i o n  o f  th e  D epartm ent o f  S e c u r i t i e s  ;

6 . To p r e p a re  b u d g e t  r e q u e s t s  t o  be s u b m i t te d  t o  

th e  l e g i s l a t u r e  when i t  i s  i n  s e s s i o n ;

7. To make recom m endations  t o  t h e  l e g i s l a t u r e  

r e g a r d i n g  d e s i r a b l e  changes  w i t h i n  th e  s t a t u t e s  o f  Oklahoma 

p e r t a i n i n g  t o  th e  r e g u l a t i o n  o f  t h e  s e c u r i t i e s  i n d u s t r y  

w i t h i n  Oklahoma;
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8. To m a in ta in  r e l a t i o n s  w i th  members o f  t h e  

Oklahoma l e g i s l a t u r e ,  b o th  d u r in g  and b e tw een  s e s s i o n s  o f  

th e  l e g i s l a t u r e ;

9. To m a in ta in  l i a i s o n  w i th  f i r m s  and i n d i v i d u a l s  

a c t i v e l y  engaged  i n  t h e  s e c u r i t i e s  i n d u s t r y  i n  Oklahoma;
N

10, To m a in ta in  r e l a t i o n s  w i th  o t h e r  s t a t e  a g e n 

c i e s  and a f f i l i a t e d  o r g a n i z a t i o n s  w i th  common i n t e r e s t s ;

11 . C onducts q u a s i - j u d i c i a l  h e a r i n g s  in v o lv in g  t h e  

laws and r u l e s  o f  Oklahoma g o v e rn in g  th e  s a l e  and i s s u a n c e  

o f  s e c u r i t i e s  i n  Oklahoma;

12 , To a d m i n i s t r a t e  o r  t o  d e s ig n a te  an o f f i c e r  t o  

a d m i n i s t e r  o a th s  and a f f i r m a t i o n s ,  subpoena  w i t n e s s e s  and 

t o  compel t h e i r  a t t e n d a n c e ,  t a k e  e v id e n c e  and r e q u i r e  t h a t  

any b o o k s ,  p a p e r s ,  c o r r e s p o n d e n c e ,  memoranda, a g r e e m e n ts ,  

o r  o t h e r  docum ents o r  r e c o r d s  which th e  A d m in i s t r a to r  

deems r e l e v a n t  o r  m a t e r i a l  t o  t h e  i n q u i r y  be p ro d u c e d ;

13, To make, o r  c a u s e  t o  be made, su ch  p u b l i c  o r  

p r i v a t e  i n v e s t i g a t i o n s  w i t h i n  o r  w i th o u t  t h e  s t a t e  o f  

Oklahoma t h a t  he deems n e c e s s a r y  t o  d e te rm in e  w h e th e r  th e  

s e c u r i t i e s  laws have  been  v i o l a t e d  o r  co m p lied  w i th ;

14, To a p p ro v e " o r  t o  exempt p r o s p e c t i c e s , p a m p h le t s ,  

c i r c u l a r s ,  form  l e t t e r s ,  a d v e r t i s e m e n t s ,  o r  o t h e r  s a l e s  

l i t e r a t u r e  i n  any manner i n  c o n n e c t io n  w i th  t h e  o f f e r  o r  

s a l e  o f  any s e c u r i t i e s ;

15. To r e g i s t e r ,  d e n y ,  r e v o k e ,  s u s p e n d ,  c a n c e l  o r  

a c c e p t  w i th d ra w a l  o f  r e g i s t r a t i o n  o f  s e c u r i t i e s  as
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s t i p u l a t e d  a s  s t a t e  s e c u r i t i e s  laws ;
2

16, To i s s u e  a d m i n i s t r a t i v e  o r d e r s .

The l a s t  d u ty  l i s t e d  f o r  t h e  A d m in i s t r a to r  i s  p e r 

h ap s  t h e  m ost im p o r ta n t  d u ty  and th e  m ost p o w e r fu l  t o o l  he 

p o s s e s s e s .  The A d m i n i s t r a t o r  i s  g iv e n  th e  r i g h t  t o  make 

su ch  r u l e s  and r e g u l a t i o n s  as  a r e  n e c e s s a r y  t o  c a r r y  o u t  

th e  p r o v i s i o n s  o f  t h e  a c t .  S p e c i f i c a l l y  th e  s t a t u t e  s a y s ;

The A d m i n i s t r a t o r  may from  tim e  t o  t im e  make, amend, 
and r e s c i n d  such  r u l e s ,  fo rm s ,  and o r d e r s  as a r e  n e c e s 
s a r y  t o  c a r r y  o u t  th e  p r o v i s i o n s  o f  t h i s  a c t ,  i n c l u d i n g  
r u l e s  and  form s g o v e rn in g  r e g i s t r a t i o n  s t a t e m e n t s ,  ap 
p l i c a t i o n s ,  and r e p o r t s ,  and d e f i n i n g  any t e r m s ,  w h e th e r  
o r  n o t  u se d  i n  t h i s  a c t ,  i n s o f a r  a s  t h e  d e f i n i t i o n s  a r e  
n o t  i n c o n s i s t e n t  w i th  t h e  p r o v i s i o n s  o f  t h i s  a c t .  For 
t h e  p u rp o se  o f  r u l e s  and f o rm s ,  th e  A d m in i s t r a to r  may 
c l a s s i f y  s e c u r i t i e s , p e r s o n s , and m a t t e r s  w i t h i n  h i s  
j u r i s d i c t i o n ,  and p r e s c r i b e  d i f f e r e n t  r e q u i r e m e n ts  f o r  
d i f f e r e n t  c l a s s e s .

As o f  t h i s  d a te  t h e r e  a r e  tw e lv e  a d m i n i s t r a t i v e  

r u l i n g s  i n  e f f e c t .  These a d m i n i s t r a t i v e  r u l e s  w i l l  be d i s 

c u s se d  i n  C h a p te r  VI o f  t h i s  p a p e r .

The Deputy A d m i n i s t r a t o r

The D epartm en t o f  S e c u r i t i e s  employs a  s i n g l e  Deputy 

A d m i n i s t r a t o r  whose d u ty  i t  i s  t o  p e r fo rm  h i g h l y  r e s p o n s i b l e  

a d m i n i s t r a t i v e  work i n  t h e  s t a t e  r e g u l a t i o n  o f  t h e  s e c u r i 

t i e s  i n d u s t r y .  He a s s i s t s  t h e  A d m i n i s t r a t o r  i n  a d m i n i s t e r i n g

2
I n t e r v i e w  w i th  C a r l  E n g l in g ,  S e c u r i t i e s  A d m in is t r a 

t o r ,  D epartm en t o f  S e c u r i t i e s ,  Oklahoma C i t y ,  Oklahoma,
June  4 ,  1965 , and U n p u b lish e d  B u l l e t i n ,  P e r s o n n e l  D ep artm en t,  
C a p i t o l  B u i l d i n g ,  Oklahoma C i t y ,  Oklahoma, J u ly  20 , 1964,

3
The Oklahoma S e c u r i t i e s  Act o f  1959, s e c .  410.
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a l l  laws p e r t a i n i n g  t o  th e  r e g u l a t i o n  o f  th e  s e c u r i t i e s  

i n d u s t r y  w i t h i n  th e  s t a t e  o f  Oklahoma, The Deputy Admini

s t r a t o r  u s u a l l y  works w i th  f u l l  a u t h o r i t y  i n  r e p r e s e n t i n g  

th e  D epartm ent o f  S e c u r i t i e s .  H is work may be re v ie w e d  and 

c o o r d in a te d  th ro u g h  c o n fe re n c e s  w i th  th e  A d m in i s t r a to r  i n  

c a s e s  o f  d e v i a t i o n s  from  e s t a b l i s h e d  p o l i c i e s .

The Oklahoma S e c u r i t i e s  Act o f  1959 s t a t e s  t h a t  t h e  

Deputy A d m in i s t r a to r  s h a l l  p e r fo rm  a l l  t h e  d u t i e s  r e q u i r e d  

t o  be p e rfo rm ed  by th e  A d m in i s t r a to r  when th e  A d m in i s t r a to r  

i s  a b s e n t  o r  u n a b le  t o  a c t  f o r  any r e a s o n .  The Deputy Ad

m i n i s t r a t o r  m u s t , t h e r e f o r e , be p r e p a r e d  t o  p e r fo rm  any o f  

th e  p r e v i o u s l y  l i s t e d  d u t i e s  o f  th e  A d m i n i s t r a t o r ,  In  a d d i 

t i o n  t o  t h e s e  d u t i e s ,  t h e  f o l lo w in g  exam ples o f  work p e r 

formed by th e  Deputy A d m in i s t r a to r  show h i s  trem endous  im

p o r ta n c e  i n  t h e  r e g u l a t i o n  o f  s e c u r i t i e s  i s s u e s ,

1 , To a d v is e  and t o  c o n f e r  w i th  th e  p u b l i c  on r u l e s  

and r e g u l a t i o n s  c o n c e rn in g  th e  r e g i s t r a t i o n  o f  s e c u r i t i e s , 

and th e  r e q u i re m e n ts  o f  th e  s e c u r i t y  a c t  i n  a c c o rd a n c e  w i th  

th e  s t a t u t e s  ;

2, To c o n d u c t ,  i n  t h e  a b sen ce  o f  t h e  A d m in is t r a 

t o r ,  o r  by h i s  d e s i g n a t i o n ,  q u a s i - j u d i c i a l  h e a r i n g s  i n v o l v 

in g  th e  laws and r u l e s  o f  Oklahoma g o v e rn in g  th e  s a l e  and 

i s s u a n c e  o f  s e c u r i t i e s  i n  Oklahoma;

3, To c o o p e ra te  w i th  t h e  A d m i n i s t r a t o r ,  i n  r e g i s t e r 

i n g ,  d e n y in g ,  r e v o k in g ,  s u s p e n d in g ,  c a n c e l l i n g ,  o r  a c c e p t 

in g  w i th d ra w a l  o f  r e g i s t r a t i o n  o f  s e c u r i t i e s  as s t i p u l a t e d
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i n  th e  s t a t e  s e c u r i t y  laws ;

4. To answ er c o r re s p o n d e n c e  s u b m i t te d  t o  t h e  De

p a r tm e n t  o f  S e c u r i t i e s ,  p e r t a i n i n g  t o  th e  Oklahoma S e c u r i t i e s  

A c t .  A m a jo r i t y  o f  t h i s  c o r re s p o n d e n c e  c o n c e rn s  th e  exemp

t i o n  p r o v i s i o n s  o f  t h e  Oklahoma S e c u r i t i e s  A c t ;

5. To a t t e n d  and p a r t i c i p a t e  i n  s t a f f  c o n f e r e n c e s .  

The u s u a l  p a r t i c i p a n t s  a r e  th e  A d m i n i s t r a t o r ,  th e  S t a f f  A t

t o r n e y ,  and th e  S t a f f  C e r t i f i e d  P u b l i c  A c c o u n ta n t .  T o p ics  

a r e  u s u a l l y  p rob lem s w hich have a r i s e n  o u t s i d e  t h e  r e a lm  o f  

e s t a b l i s h e d  p o l i c y  o r  new s i t u a t i o n s  w hich c o n t i n u a l l y  

p r e s e n t  th e m se lv e s  ;

6. To d i r e c t ,  c o n f e r  and a d v is e  t h e  a d m i n i s t r a t i v e  

s t a f f  and o f f i c e  p e r s o n n e l  on t h e  d a y - to - d a y  p ro c e d u re s  o f  

t h e  S e c u r i t y  Commission o f f i c e ;

7. To ap p ro v e  o r  t o  exempt p r o s p e c t i c e s ,  p a m p h le t s ,  

c i r c u l a r s ,  form  l e t t e r s ,  a d v e r t i s e m e n t s ,  o r  o t h e r  s a l e s  

l i t e r a t u r e  in  any manner i n  c o n n e c t io n  w i th  th e  o f f e r  o r  

s a l e  o f  s e c u r i t i e s  ;

8. To a t t e n d  r e g i o n a l  and s t a t e  m e e t in g s  o f  s e c u r i 

t i e s  a d m i n i s t r a t o r s ;

9 . To h a n d le  r o u t i n e  b u d g e ta ry  m a t t e r s  w i th  th e  

D epartm ent o f  S e c u r i t i e s . ^

The Deputy A d m in i s t r a to r  i s  a p p o in te d  by and s e r v e s  

a t  t h e  p l e a s u r e  o f  th e  A d m i n i s t r a t o r .

^Interv iew  w ith  John McNerney, Deputy A d m in is tr a to r ,
Department o f  S e c u r i t i e s ,  Oklahoma C ity ,  Oklahoma, June 15,
1965.
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The S t a f f  A t to rn e y

The D epartm en t o f  S e c u r i t i e s  employs one a t t o r n e y ,  

l i c e n s e d  t o  p r a c t i c e  law i n  th e  s t a t e  o f  Oklahoma. The 

S t a f f  A t to rn e y  must be a  g r a d u a te  from  an a c c r e d i t e d  c o l 

le g e  o r  u n i v e r s i t y  w i th  a d e g re e  i n  la w , h o ld  a c t i v e  

m em bership i n  th e  s t a t e  b a r  a s s o c i a t i o n  o f  Oklahoma and 

m ust have had t h r e e  y e a r s  o f  s u c c e s s f u l  and r e s p o n s i b l e  

p r a c t i c e  o f  law ,^  Some exam ples o f  t h e  work p e r fo rm e d  by 

th e  S t a f f  A t to rn e y  a r e ;

1, To a n a ly z e  f a c t u a l  and l e g a l  i s s u e s ;  rev iew  

p o l i c i e s ,  p r o c e d u r e s ,  r e g u l a t i o n s ,  t e c h n i c a l  m anuals  and 

o t h e r  r e l a t e d  l e g a l  q u e s t i o n s  f o r  th e  D epar tm en t o f  Se

c u r i t i e s  ;

2 , To c o n d u c t  r e s e a r c h  on la w s ,  l e g a l  o p i n i o n s ,  

p o l i c i e s ,  r e g u l a t i o n s ,  l e g a l  t e x t s  and p r e c e d e n t  c a s e s ;  

t o  c o n d u c t  p r e - t r i a l  e x a m in a t io n  o f  w i t n e s s e s  ; t o  p e r fo rm  

a d v i s o r y  s e r v i c e s  o r  l e g i s l a t i v e  r e v ie w ;

3, To p r e p a r e  memoranda o r  r e p o r t s  o u t l i n i n g  f a c t s  

and l e g a l  i s s u e s ,  n e c e s s a r y  l e g a l  d o cu m en ts ,  and a d v i s o r y  

o p in io n s  f o r  a d m i n i s t r a t i v e  p e r s o n n e l ;

To d r a f t  o r  t o  make comments on p ro p o se d  l e g i s 

l a t i o n  o r  changes  i n  l e g i s l a t i o n ;

5. To p r e p a r e  a n d /o r  p r e s e n t :  th e  a g e n c y ’ s c a se

i n  a d m i n i s t r a t i v e  h e a r i n g s  and b e f o r e  a  c o u r t ;  t o  show

^U n p u b lish ed  B u l l e t i n ,  S t a t e  o f  Oklahoma, March 22 ,
1962.
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c a u s e  o r d e r s ,  c o m p la in t s ,  b r i e f s ,  m o t io n s ,  and o t h e r  docu

m ents  p r e p a r a t o r y  o r  i n c i d e n t a l  t o  th e  t r i a l  o f  a  c a s e ;

6 . To p a r t i c i p a t e  i n  p r e - t r i a l  o r  p r e - h e a r i n g  

c o n f e r e n c e s ;  t o  exam ine and c ro ss -e x a m in e  w i t n e s s e s ,  t o  a r 

gue m o tio n s  b e f o r e  t h e  c o u r t  o r  h e a r in g  o f f i c e r ;  and t o  

sum m arize th e  D epartm en t o f  S e c u r i t i e s '  c a se  i n  any o f  t h e s e  

h e a r i n g s  ;

7. To examine fo rm a l  f i l i n g s  f o r  l e g a l  s u f f i c i e n c y  

and  f u l l  d i s c l o s u r e  r e q u i r e d  by s t a t u t e s , r u l e s  and r e g u l a 

t i o n s  ; t o  c o n d u c t  o r  p a r t i c i p a t e  i n  c o n fe re n c e s  w i th  o t h e r  

l e g a l  c o u n s e l ;

8. To exam ine p e t i t i o n e r s ,  c l a i m a n t s ,  and de

f e n d a n t s  a g a i n s t  c h a rg e s  b ro u g h t  u n d e r  th e  a d m i n i s t r a t i v e  

r u l i n g s  o f  th e  A d m i n i s t r a t o r  o r  u n d e r  th e  p r o v i s i o n s  o f  th e  

Oklahoma S e c u r i t i e s  Act o f  1959.

The S t a f f  A t to rn e y  o f  th e  D epartm ent o f  S e c u r i t i e s  

sp en d s  a m a j o r i t y  o f  h i s  t im e  r e n d e r in g  l e g a l  o p in io n s  con

c e r n i n g  a l l  t y p e s  o f  r e g i s t r a t i o n ,  i . e . ,  s e c u r i t i e s ,  b r o k e r -  

d e a l e r s ,  a g e n ts  and in v e s tm e n t  a d v i s e r s ,  as  t o  th e  c o n fo rm ity  

o f  t h e i r  r e g i s t r a t i o n  w i th  t h e  Oklahoma S e c u r i t i e s  Act o f  

1959. He a l s o  exam ines t h e  documents in v o lv e d  i n  th e  d i f 

f e r e n t  ty p e s  o f  r e g i s t r a t i o n ;  such  as a r t i c l e s  o f  i n c o r p o r a 

t i o n ,  c o r p o r a t e  c h a r t e r s ,  p r o s p e c t i c e s ,  and l e g a l  o p in io n s

^ In terv iew  w ith  J e s s  Maynard, S t a f f  A tto rn ey ,  Depart
ment o f  S e c u r i t i e s ,  Oklahoma C ity ,  Oklahoma, June 17 , 1965.
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o f  c o u n s e l  i n  c o n n e c t io n  w i th  r e g i s t r a t i o n  s t a t e m e n t s .  Any 

e r r o r s  o r  o m is s io n s  e n c o u n te r e d  by th e  S t a f f  A t to rn e y  a r e  

h a n d le d  by him and r e t u r n e d  t o  t h e  a p p l i c a n t  o r  t o  th e  

r e g i s t r a n t ' s  a t t o r n e y .

The S t a f f  C e r t i f i e d  P u b l i c  A cco u n tan t

The D epartm en t o f  S e c u r i t i e s  employs one c e r t i f i e d  

p u b l i c  a c c o u n t a n t .  He must be a  g r a d u a te  o f  an a c c r e d i t e d  

c o l l e g e  o r  u n i v e r s i t y  w i th  a  m a jo r  i n  a c c o u n t in g  o r  i t s  

e q u i v a l e n t ,  combined w i th  two y e a r s  o f  f u l l - t i m e  p a id  em

p lo y m e n t.  He must have  ta k e n  and s u c c e s s f u l l y  co m p le ted  

th e  e x a m in a t io n  f o r  c e r t i f i e d  p u b l i c  a c c o u n ta n t s  and must 

be l i c e n s e d  t o  a c t  i n  t h i s  c a p a c i t y  i n  th e  s t a t e  o f  Oklahoma,

Some d u t i e s  o f  th e  S t a f f  C e r t i f i e d  P u b l i c  A cco u n tan t

a r e  ;

1 . To m a in ta in  cash  j o u r n a l s ,  p u rc h a se  o r d e r  r e g i s 

t e r s ,  c o n t r o l  r e g i s t e r s ,  l e d g e r s  and o t h e r  f i s c a l  r e c o r d s ;

2. To p r e p a r e  an a n a l y s i s  o f  e x p e n d i tu r e s  and a 

m onth ly  r e p o r t  o f  o p e r a t i o n ,  f i n a n c i a l  s t a t e m e n t s ,  s c h e d u le s  

and s t a t i s t i c a l  d a t a ;

3 . To p r e - a u d i t  a n d /o r  p o s t - a u d i t  p a y r o l l s  and 

t r a v e l  ex p en se  v o u c h e rs  ; r e c o n c i l e  bank s ta t e m e n t s  ;

4 . To check  th e  a p p l i c a t i o n s  o f  p r o s p e c t i v e  a p p l i 

c a n t s ,  c o n c e n t r a t i n g  on th e  a c c o u n t in g  s ta t e m e n t s  a t t a c h e d  

t h e r e t o ,  and to  check  th e  p r o s p e c tu s  o f  th e  company.

1965.
^U npub lished  B u l l e t i n ,  S t a t e  o f  Oklahoma, August 17,
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5. To check  th e  p r o s p e c tu s  f o r  w o rd in g ,  c o n t e n t ,  

arid c o n s i s t e n c y  w i th  th e  f i n a n c i a l  s t a t e m e n t s ,  and t o  check  

o t h e r  s u p p o r t in g  docum ents i n  c o n n e c t io n  w i th  th e  r e g i s 

t r a n t ' s  a p p l i c a t i o n ;

6. To c o n d u c t  p la n n in g  and c o u n s e l in g  c o n fe re n c e s  

w i th  p r o s p e c t i v e  a p p l i c a n t s ,  t h e i r  a t t o r n e y s  and a c c o u n t a n t s ;

7. To m a in ta in  r e c o r d s  and f i l e s  and c o n n e c t io n s  

w i th  a c c o u n t in g  w ork;

8. To g iv e  e x p e r t  t e s t im o n y  i n  c o n n e c t io n  w i th  b o th  

a d m i n i s t r a t i v e  h e a r i n g s  and o t h e r  j u d i c i a l  p r o c e e d in g s  r e 

s u l t i n g  from a c t i o n s  t a k e n  by h i m s e l f  o r  o t h e r  members o f
8th e  D epartm ent o f  S e c u r i t i e s .

The S t a f f  C e r t i f i e d  P u b l i c  A c c o u n ta n t  spen d s  a p p r o x i 

m a te ly  tw en ty  p e r  c e n t  o f  h i s  t im e  c h e c k in g  r e g i s t r a t i o n  ap 

p l i c a t i o n s  w hich have been  f i l e d  j o i n t l y  w i th  th e  S e c u r i t i e s  

Exchange Commission, He a l s o  spen d s  a b o u t  tw e n ty  p e r  c e n t  

o f  h i s  t im e  on c o n f e re n c e s  w i th  a t t o r n e y s ,  a c c o u n t a n t s ,  and 

p r o s p e c t i v e  r e g i s t r a n t s  c o n c e rn in g  e i t h e r  p e n d in g  r e g i s 

t r a t i o n s  o r  th e  d i f f i c u l t i e s  e n c o u n te r e d  i n  t h e  u p d a t in g  

o f  th e  p r o s p e c t u s .  The b a la n c e  o f  t h e  t im e  i s  s p e n t  on

l o c a l  a p p l i c a t i o n s , w hich i n c l u d e s  t h e  u p d a t in g  o f  p r o s -
9p e c t i  and on r e v ie w in g  a p p l i c a t i o n s  f o r  r e g i s t r a t i o n .

® In te rv iew  w i th  C laude C l i v e r a ,  S t a f f  C e r t i f i e d  
P u b l i c  A c c o u n ta n t ,  D epartm en t o f  S e c u r i t i e s ,  Oklahoma C i t y ,  
Oklahoma, Ju n e  1 7 ,  1965.

^Ib id .
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The F i e l d  Exam iners

The D epartm en t o f  S e c u r i t i e s  employs two p e o p le  i n  

th e  p o s i t i o n  o f  f i e l d  e x a m in e r .  These em ployees must be 

g r a d u a te s  o f  a c c r e d i t e d  c o l l e g e s  o r  u n i v e r s i t i e s  o r  have  

th e  e q u i v a l e n t  number o f  h o u rs  r e q u i r e d  f o r  g r a d u a t i o n .

Under some c o n d i t i o n s , a  s u b s t i t u t i o n  o f  one y e a r  o f  em

p loym en t f o r  each  y e a r  o f  c o l l e g e  e d u c a t io n  i s  a l lo w e d .

Some d u t i e s  o f  th e  f i e l d  e x a m in e r  a r e ;

1. To exam ine f i n a n c i a l  r e c o r d s  and p r o p e r t y  i n 

v e n t o r i e s ;  t o  i n v e s t i g a t e  s e l l i n g  o r  t r a d i n g  m ethods o f  

b u s in e s s  u n i t s  engaged  i n  s e c u r i t i e s  t r a n s a c t i o n s  i n  Oklahoma;

2. To exam ine c o n t r o l  and s u b s i d i a r y  a c c o u n t s ;  t o  

r e c o n c i l e  d i s c r e p a n c i e s ;

3. To p r e p a r e  t r i a l  b a l a n c e s ;  t o  a n a ly z e  s u r p l u s  

and r e s e r v e  a c c o u n ts  and s c h e d u le s  o f  e x c e p t io n s  ; t o  d e t e r 

mine amounts o f  o u t s t a n d i n g  s t o c k ;

*4. To exam ine c o r p o r a t e  m in u te  b o o k s ;  t o  e x c e r p t  

m a t e r i a l  i t e m s ;  t o  examine f i n a n c i a l  s t a t e m e n t s ;  t o  i n v e s t i 

g a te  m a t e r i a l  changes  i n  a s s e t s  and l i a b i l i t i e s ;

5. To p r e p a r e  f i n a l  r e p o r t s  c o v e r in g  r o u t i n e  

e x a m in a t io n s  ;

6. To i n v e s t i g a t e  c o m p la in ts  c o n c e rn in g  s e c u r i t i e s  

t r a n s a c t i o n s  ; t o  recommend c a n c e l l a t i o n  o r  s u s p e n s io n  o f  

l i c e n s e ;  o r  th e  p r o s e c u t i o n  o f  p a r t i c i p a n t s ;

7. To exam ine a p p l i c a t i o n s  f o r  r e g i s t r a t i o n  and t o  

make r e l a t e d  recom m endations  ;
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8. To make recom m endations as  t o  h o ld in g  o f  funds  

i n  t r u s t  and p l a c i n g  o f  s to c k  i n  e sc ro w ;

9 . To ta k e  names and a d d r e s s e s  o f  s e c u r i t y  h o ld e r s  

f o r  r e c o r d s  o f  c o r p o r a t i o n s  b e in g  i n v e s t i g a t e d  and to  con

t a c t  t h e s e  i n d i v i d u a l s  t o  v e r i f y  ow n ersh ip  o f  th e  s e c u r i t i e s  

and c i r c u m s ta n c e s  s u r ro u n d in g  th e  s a l e s  ;

10. To recommend t h a t  c h a rg e s  be p r e f e r r e d  i n  th e  

form  o f  a d m i n i s t r a t i v e  h e a r i n g s  b e f o r e  t h e  S e c u r i t i e s  Ad

m i n i s t r a t o r  i n  c o n n e c t io n  w i th  v i o l a t i o n s  o f  b o th  th e  

Oklahoma s t a t u t e s ,  and th e  r u l e s  and r e g u l a t i o n s  o f  t h e  

Oklahoma S e c u r i t i e s  Commission. He g iv e s  te s t im o n y  i n  con

n e c t i o n  w i th  h e a r in g s  r e g a r d in g  f a c t s  found  i n  h i s  i n v e s t i 

g a t i o n .^ ^

A m ajo r  p o r t i o n  (a p p ro x im a te ly  e i g h t y  p e r  c e n t )  o f  

t h e  F i e l d  E xam iner’s t im e  i s  s p e n t  i n  t h e  m e t r o p o l i t a n  

a r e a s  o f  T u ls a  and Oklahoma C i t y .^ ^  The F i e l d  Exam iner 

sp en d s  a p p ro x im a te ly  s i x t y - f i v e  p e r  c e n t  o f  h i s  t im e  making 

f i e l d  a u d i t s  o f  th e  v a r io u s  com panies r e g i s t e r e d  i n  th e  

s t a t e ,  t h i r t y  p e r  c e n t  o f  h i s  t im e  i n  re v ie w  and p r e p a r a 

t i o n  p r i o r  t o  th e  e x a m in a t io n  and w r i t i n g  o f  th e  r e p o r t  

a f t e r  th e  e x a m in a t io n ;  and th e  b a la n c e  o f  h i s  t im e  i s  

s p e n t  i n  com m ittee m e e t in g s , a d m i n i s t r a t i v e  h e a r i n g s , and 

r o u t i n e  o f f i c e  p ro c e d u re s .

^^U npub lished  B u l l e t i n ,  S t a t e  o f  Oklahoma, A ugust 17 ,
1965.

^^Interview w ith  Ross S h e lto n ,  F ie ld  Examiner, De
partment o f  S e c u r i t i e s ,  Oklahoma C i t y , Oklahoma, Ju ly  26, 1965.
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O ther O f f ic e  P e r s o n n e l  

The D epartm ent o f  S e c u r i t i e s  employs s i x  p e o p le  

c l a s s i f i e d  i n  th e  c a te g o ry  o f  f i l e , c l e r k ,  s e c r e t a r y ,  and 

g e n e r a l  o f f i c e  w o rk e r .  These p e r s o n n e l  h a n d le  t h e  r o u t i n e  

a f f a i r s  o f  th e  o f f i c e ,  ty p e  c o r re s p o n d e n c e ,  check  incom ing  

a p p l i c a t i o n s ,  i s s u e  r e c e i p t s ,  and p e r fo rm  o t h e r  r o u t i n e  

o f f i c e  m a t t e r s  as  a s s ig n e d .

F i n a n c i a l  O p e ra t io n s  o f  th e  D epartm ent ,

The D epartm ent o f  S e c u r i t i e s  r e c e i v e s  i t s  o p e r a t i n g  

fu n d s  from  th e  b i - a n n u a l  s e s s i o n s  o f  th e  Oklahoma l e g i s l a t u r e .  

Fees co l le c te d  by th e  D epartm ent go i n t o  th e  g e n e r a l  o p e r a t 

in g  fund  o f  th e  s t a t e  o f  Oklahoma. Q u e s t io n s  r e l a t i n g  t o  

r e v e n u e - r a i s i n g  f u n c t io n s  o f  t h e  D epartm ent o f  S e c u r i t i e s  

w ere s e t t l e d  i n  th e  c a s e  o f  Meek v .  S t a t e ,  d i s c u s s e d  i n  Chap

t e r  I I I  o f  t h i s  p a p e r .  Any re v en u e  p ro d u ced  i n  c o n n e c t io n  

w i th  t h e  s e c u r i t i e s  s t a t u t e  i n  Oklahoma i s  i n c i d e n t a l  t o  th e  

p r im a ry  p u rp o se  o f  th e  law .

T ab le  1 shows th e  t o t a l  a p p r o p r i a t i o n s  and r e c e i p t s  

o f  th e  D epartm ent o f  S e c u r i t i e s  f o r  th e  f i s c a l  y e a r s  19BO- 

1965. D uring  f i s c a l  y e a r  1960, r e c e i p t s  ex ceed ed  a p p r o p r i a 

t i o n s  by a p p ro x im a te ly  e ig h te e n  p e r  c e n t .  F i s c a l  y e a r  1961 

a p p r o p r i a t i o n s  rem ained  th e  same w h i le  r e c e i p t s  i n c r e a s e d  

by a p p ro x im a te ly  tw e n t y - s i x  p e r  c e n t  t o  a  p o i n t  where r e 

c e i p t s  ex ceed ed  a p p r o p r i a t i o n s  by more th a n  M-8 p e r  c e n t .

T his  g e n e r a l  p a t t e r n  h as  h e ld  t r u e  f o r  th e  s u c c e e d in g  y e a r s



TABLE 1

L E G IS L A T IV E  A P P R O P R IA T IO N S  AND R E C E IP T S  
OKLAHOMA S E C U R I T I E S  COMMISSION  

F IS C A L  YEARS 1 9 6 0 ^ 1 9 6 5

F i s c a l
A p p r o p r i a t i  o n s

R e c e i p t s
E x c e s s  r e c e i p t s  

o v e r
Y e a r P a y r o l l G e n e r a l

E x p e n s e s
T o t a l A p p r o p r i a t i o n s

1 9 6 0 $ 4 3  , 4 5 0 . 0 0 $ 1 6  , 5 5 0 . 0 0 $ 6 0  , 0 0 0 . 0 0 $ 7 0  , 9 8 4 . 8 8 $ 1 0 , 9 8 4 . 8 8

1 9 6 1 4 3 , 4 5 0 . 0 0 1 6 , 5 5 0 . 0 0 6 0 , 0 0 0 . 0 0 8 9 , 2 9 6 . 8 3 2 9 , 2 9 6 . 8 3

1 9 6 2 5 7 , 5 0 5 . 7 5 2 2  , 4 9 4 . 2 5 8 0  , 0 0 0 . 0 0 1 3 4 , 2 6 6 . 8 3 5 4 , 2 6 6 . 8 3

1 9 6 3 6 2  , 7 0 7 . 8 4 1 7 , 2 9 2 . 1 6 8 0  , 0 0 0 . 0 0 1 3 1 , 5 8 9 . 8 9 5 1 , 5 8 9 . 8 9

1 9 6 4 6 8 , 5 0 9 . 2 0 2 2 , 9 7 0 . 8 0 9 1 , 5 0 0 . 0 0 1 3 4 , 2 7 5 . 3 4 4 2 , 7 7 5 . 3 4

1 9 6 5 6 8 , 0 3 0 . 7 8 2 3 , 4 6 9 . 2 2 9 1 , 5 0 0 . 0 0 1 5 2  , 1 2 3 . 9 2 6 0  , 6 2 3 . 9 2

COtsj

S o u r c e :  O k l a h o m a  S e c u r i t i e s  C o m m i s s i o n  F i n a n c i a l  R e p o r t s ,  1 9 6 0 - 1 9 6 5 .
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w ith  r e c e i p t s  e x c e e d in g  a p p r o p r i a t i o n s  be tw een  f o r t y  p e r  

c e n t  and s i x t y  p e r  c e n t  y e a r l y .  A p p r o p r i a t i o n s  from  f i s c a l  

y e a r  1960 t o  f i s c a l  y e a r  1965 i n c r e a s e d  5 2 .5  p e r  c e n t  w h i le  

r e c e i p t s  f o r  th e  same p e r i o d  o f  t im e  i n c r e a s e d  by 214 .3  p e r  

c e n t .

F i s c a l  y e a r  1966 h as  a  t o t a l  a p p r o p r i a t i o n  o f

$ 1 1 3 ,1 5 0 .0 0 ,  an i n c r e a s e  o f  a p p r o x im a te ly  24 p e r  c e n t  o v e r

12t h e  a p p r o p r i a t i o n  f o r  f i s c a l  y e a r  1965. R e c e ip ts  f o r  

th e  f i r s t  se v e n  months o f  f i s c a l  y e a r  1966 am ounted to

$ 9 5 ,3 4 6 .5 7  compared t o  $ 9 1 ,0 8 5 .5 0  f o r  t h e  f i r s t  s e v e n
13months o f  f i s c a l  y e a r  196 5. T h is  r e p r e s e n t s  an i n c r e a s e  

o f  4 .7  p e r  c e n t  i n  r e c e i p t s .

T ab le  2 i s  a  summary o f  t h e  s o u r c e s  o f  r e c e i p t s  

f o r  t h e  Oklahoma S e c u r i t i e s  Com m ission. D u rin g  f i s c a l  y e a r  

1960 , th e  f e e s  p a i d  by s e c u r i t y  i s s u e r s  am ounted t o  75 .7  

p e r  c e n t  o f  th e  t o t a l  r e c e i p t s ,  b r o k e r - d e a l e r  r e g i s t r a t i o n  

a c c o u n te d  f o r  1 2 .1  p e r  c e n t ,  a g e n t  r e g i s t r a t i o n  f e e s  

amounted t o  7 ,7  p e r  c e n t  and u p d a t in g  o f  f i n a n c i a l  r e p o r t s  

a c c o u n te d  f o r  t h e  f i n a l  4 .5  p e r  c e n t  o f  t h e  t o t a l  r e c e i p t s  

f o r  t h a t  y e a r .  A bsent as a  s o u rc e  o f  r e c e i p t s  d u r in g  t h i s  

f i s c a l  y e a r  were i n v e s t i g a t i o n  f e e s .  The f i r s t  f i e l d  i n 

v e s t i g a t o r  was n o t  a u t h o r i z e d  by th e  l e g i s l a t u r e  and em

p lo y e d  by th e  D epartm en t o f  S e c u r i t i e s  u n t i l  f i s c a l  y e a r

^^Oklahoma S e c u r i t i e s  Commission F i n a n c i a l  R e p o r t ,  
J a n u a ry  31, 1966.

^^Ibid.



TABLE 2

SOURCES OF R E C E IP T S  —  OKLAHOMA S E C U R I T I E S  COMMISSION
F I S C A L  YEARS 1 9 6 0 - 1 9 6 5

F i s c a l
Y e a r

S e c u r i t y
I s s u e r s

F e e s

B r o k e r -
D e a l e r s

F e e s

A g e n t s
F e e s

F i n a n c i a l
R e p o r t s

I n v e s t i g a t i o n  T o t a l  
F e e s  R e c e i p t s

I 9 6 0 $ 5 3 , 7 6 2 . 3 8 $ 8 , 6 0 0 . 0 0 $ 5 , 4 9 2 . 5 0 $ 3 , 1 3 0 . 0 0 * $ 7 0 , 9 8 4 . 8 8

1 9 6 1 6 9  , 5 6 4 . 3 3 5 , 4 0 0 . 0 0 1 0  , 7 5 2 . 5 0 3 , 5 8 0 . 0 0 * 8 9 , 2 9 6 . 8 3

1 9 6 2 1 0 5  , 2 6 8 . 8 2 7 , 4 8 0 . 0 0 1 6  , 3 0 0 . 0 0 4 , 0 1 0 . 0 0 $ 1 , 2 0 8 . 0 1 * * 1 3 4 , 2 6 6 . 8 3

1 9 6 3 9 6 , 6 1 6 . 6 4 6 , 6 8 2 . 5 0 2 0 , 3 2 0 . 0 0 5 , 0 4 9 . 0 0 2 , 9 2 1 . 7 5 1 3 1 , 5 8 9 . 8 9

1 9 6 4 8 7 , 4 8 7 . 3 5 6 , 6 4 5 . 0 0 2 2  , 4 2 5 . 0 0 4 , 7 9 2 . 8 5 1 2 , 9 2 5 . 1 4 1 3 4 , 2 7 5 . 3 4

1 9 6 5 1 0 7 , 7 3 8 . 0 5 6 , 3 4 5 . 0 0 2 1 , 3 8 5 . 0 0 4 , 8 9 5 . 0 0 1 1 , 7 6 0 . 8 7 1 5 2  , 1 2 3 . 9 2

* N o  i n v e s t i g a t i o n  f e e  c o l l e c t e d  t h i s  y e a r ,
* *  I n v e s t i g a t i o n  f e e  c o l l e c t e d  f o r  l a s t  n i n e  m o n t h s  o f  f i s c a l  y e a r  

1 9  6 2  o n l y .

S o u r c e ;  O k l a h o m a  S e c u r i t i e s  C o m m i s s i o n  F i n a n c i a l  R e p o r t s ,  1 9 6 0 - 1 9 6 5 .

CO-p
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1962 . 1^

The amount o f  f e e s  p a id  f o r  t h e  r e g i s t r a t i o n  o f  

s e c u r i t i e s  h as  rem ain ed  betw een  70 ,8  p e r  c e n t  o f  t o t a l  r e 

c e i p t s  i n  1965 and 78 .4  p e r  c e n t  o f  t o t a l  r e c e i p t s  i n  1962 

f o r  t h i s  p e r io d  w i th  th e  e x c e p t io n  o f  one y e a r .  R e g i s t r a 

t i o n  o f  s e c u r i t i e s  d u r in g  f i s c a l  y e a r  1964 p ro d u ced  o n ly  

65,2  p e r  c e n t  o v e r  th e  t o t a l  r e c e i p t s  c o l l e c t e d  t h a t  y e a r .  

As a  g e n e r a l  r u l e , f e e s  p a id  f o r  t h e  r e g i s t r a t i o n  o f  s e c u r i 

t i e s  has  g e n e r a te d  a p p ro x im a te ly  73 p e r  c e n t  o f  th e  t o t a l  

r e c e i p t s  c o l l e c t e d  by th e  D epartm ent w i th  th e  one e x c e p t io n  

p r e v i o u s l y  n o te d .

Fees p a id  f o r  r e g i s t r a t i o n  o r  re n e w a l  o f  b r o k e r -  

d e a l e r s  l i c e p s e  when ta k e n  as  a  p e r c e n ta g e  o f  th e  t o t a l  r e 

c e i p t s  c o l l e c t e d  each  y e a r  h as  been  s t e a d i l y  d e c l i n i n g  

s in c e  1960, D uring  f i s c a l  y e a r  1960 b r o k e r - d e a l e r  f e e s  

c o n s t i t u t e d  1 2 ,1  p e r  c e n t  o f  th e  t o t a l  r e c e i p t s ,  and th e n  

f o r  each  s u c c e e d in g  y e a r ,  6 ,0  p e r  c e n t ,  5 ,6  p e r  c e n t ,  5 ,1  

p e r  c e n t ,  4 ,9  p e r  c e n t ,  and 4 ,2  p e r  c e n t  f o r  1965, This  

f a c t  i s  p ro b a b ly  a t t r i b u t a b l e  t o  t h e  i n c r e a s e d  bo n d in g  r e 

q u ire m e n ts  as r e q u i r e d  i n  a d m i n i s t r a t i v e  r u l i n g  5 9 -1 ,  p r e 

v io u s ly  d i s c u s s e d  i n  t h i s  p a p e r .

I n  c o n t r a s t  t o  th e  b r o k e r - d e a l e r  s i t u a t i o n  i s  t h a t  

o f  th e  a g e n ts  and th e  f e e s  c o l l e c t e d  f o r  r e g i s t r a t i o n  and 

re n e w a l  o f  l i c e n s e  when ta k e n  as  a  p e r c e n ta g e  o f  th e

m 1962 M n u a l  R ep o rt  to  t h e  G o v e rn o r , Oklahoma 
S e c u r i t i e s  Commission.
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t o t a l  r e c e i p t s  c o l l e c t e d  each  y e a r .  A g e n ts '  f e e s  c o l l e c t e d  

i n  1960 amounted t o  7 .7  p e r  c e n t  o f  t h e  t o t a l  r e c e i p t s  c o l 

l e c t e d .  Th is  p e r c e n ta g e  o f  t o t a l  r e c e i p t s  c o l l e c t e d  has  

i n c r e a s e d  s t e a d i l y  u n t i l  1964 when f e e s  f o r  r e g i s t r a t i o n  

and re n e w a l  o f  a g e n t s '  l i c e n s e s  c o n s t i t u t e d  1 6 .7  p e r  c e n t  

o f  th e  t o t a l  r e c e i p t s  r e c e i v e d  i n  1964. F i s c a l  y e a r  1965 

r e v e a l s  a d e c l i n e  i n  t h e  a g e n t s '  f e e s  as  a p e r c e n ta g e  o f  

th e  t o t a l  r e c e i p t s  t o  1 4 .1  p e r  c e n t  f o r  t h a t  p a r t i c u l a r  

y e a r .  The s te a d y  i n c r e a s e  would seem to  i n d i c a t e  t h a t  

some o f  th e  p e o p le  who w ere fo rm e r ly  r e g i s t e r e d  as  b r o k e r -  

d e a l e r s  a r e  now w ork in g  as  a g e n ts  f o r  o t h e r  b r o k e r - d e a l e r s  

o r  th e y  a r e  r e g i s t e r e d  as  a g e n ts  f o r  t h e  i s s u i n g  c o r p o r a t i o n s .

The f e e s  d e r iv e d  from  th e  a c t i v i t i e s  o f  th e  f i e l d  

i n v e s t i g a t o r s  were n o n - e x i s t e n t  f o r  th e  f i s c a l  y e a r s  1960 

and 19 61. With t h e  a d v e n t  o f  th e  f i e l d  i n v e s t i g a t i o n  p r o 

gram d u r in g  f i s c a l  y e a r  1962, th e  p e r c e n ta g e  c o n t r i b u t i o n  

o f  i n v e s t i g a t i o n  f e e s  w i th  r e s p e c t  t o  th e  t o t a l  r e c e i p t s  

f o r  t h e  y e a r  was .9  p e r  c e n t .  I n v e s t i g a t i o n  f e e s  i n c r e a s e d  

t o  2 .2  p e r  c e n t  o f  t h e  t o t a l  r e c e i p t s  f o r  f i s c a l  y e a r  196 3, 

L e g i s l a t i v e  a p p ro v a l  was g iv e n  f o r  th e  employment o f  one 

a d d i t i o n a l  f i e l d  ex am in e r  d u r in g  f i s c a l  y e a r  1964 .^^  The 

a d d i t i o n a l  ex am in er  a c c o u n ts  f o r  th e  i n c r e a s e d  a c t i v i t y  

i n  th e  a r e a  o f  f i e l d  e x a m in a t io n s  and th u s  th e  i n c r e a s e d  

i n v e s t i g a t i o n  f e e s .  As a p e r c e n ta g e  o f  t o t a l  r e c e i p t s ,

^ ^ 1964 Annual R ep o r t  t o  t h e  G o v e rn o r , Oklahoma 
S e c u r i t i e s  Commission.
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i n v e s t i g a t i o n  f e e s  i n c r e a s e d  t o  9 .6  p e r  c e n t  d u r in g  f i s c a l  

y e a r  1964. T h is  f i g u r e  was r e d u c e d  t o  7 .7  p e r  c e n t  o f  

t o t a l  r e c e i p t s  i n  f i s c a l  y e a r  1965.

The f i r s t  s e v e n  months o f  f i s c a l  y e a r  1966, i n

co m p ariso n  w i th  th e  f i r s t  sev e n  months o f  f i s c a l  y e a r  1965,
1 R

r e v e a l s  th e  f o l lo w in g  i n f o r m a t i o n .  Fees  f o r  r e g i s t r a t i o n  

o f  s e c u r i t i e s  i n c r e a s e d  $ 3 ,7 3 8 .7 5  o r  6 .0  p e r  c e n t ,  f e e s  f o r  

r e g i s t r a t i o n  and re n e w a l  o f  b r o k e r - d e a l e r s '  l i c e n s e s  i n 

c r e a s e d  $35.00 o r  l e s s  th a n  1 p e r  c e n t ,  f e e s  f o r  r e g i s t r a t i o n  

and re n e w a l  o f  a g e n t s '  l i c e n s e s  d e c r e a s e d  $700.00 o r  .5 p e r  

c e n t ,  f e e s  from  f i n a n c i a l  r e p o r t s  have  i n c r e a s e d  $60 2.00 o r  

2 2 .9  p e r  c e n t ,  f e e s  from  f i e l d  i n v e s t i g a t i o n  have  i n c r e a s e d  

$ 1 ,1 8 5 .3 2  o r  16 ,3  p e r  c e n t  and t o t a l  r e c e i p t s  have  i n c r e a s e d  

$ 4 ,2 6 1 .0 7  o r  4 .7  p e r  c e n t .  I f  th e  b a la n c e  o f  f i s c a l  y e a r  

1966 c o n t in u e s  a t  t h e  same r a t e  as  th e  f i r s t  se v e n  months o f  

t h e  y e a r ,  t h e  t o t a l  r e c e i p t s  w i l l  be a p p ro x im a te ly  5 p e r  c e n t  

l a r g e r  th a n  f i s c a l  y e a r  1965.

P u b l i c a t i o n s

The D epartm en t o f  S e c u r i t i e s  i s  c h a rg e d  w i th  th e  

r e s p o n s i b i l i t y  o f  p u b l i s h i n g  and d i s t r i b u t i n g  t o  i n t e r e s t e d  

p a r t i e s ,  i n f o r m a t io n  and m a t e r i a l s  p e r t i n e n t  t o  th e  r e g u l a 

t i o n  o f  th e  s e c u r i t i e s  in d ;u s t ry  o f  Oklahoma. These p u b l i c a 

t i o n s  a r e  t h e  Annual R e p o r t  t o  t h e  L e g i s l a t u r e  and th e

16
Oklahoma S e c u r i t i e s  Commission F i n a n c i a l  R e p o r t ,  

Ju n e  31 , 1965.
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G overnor,  th e  a d m i n i s t r a t i v e  r u l i n g s  o f th y  D ep a r tm en t ,  

o c c a s i o n a l  in fo r m a l  d i r e c t i v e s  s e n t  d i r e c t l y  t o  th e  i n t e r 

e s t e d  p a r t i e s  w i t h i n  th e  i n d u s t r y  and a condensed  v e r s i o n
1 7

o f  th e  Oklahoma S e c u r i t i e s  A c t .

The Annual R ep o r t  t o  t h e  Members o f  th e  L e g i s l a t u r e  

and th e  G overnor c o n ta in s  th e  f o l lo w in g  d a t a :

1 , A r e c a p i t u l a t i o n  o f  any a d m i n i s t r a t i v e  r u l i n g  

i s s u e d  w i t h i n  th e  l a s t  y e a r ;

2 , A su m m a r iz a t io n  o f  t h e  v i o l a t i o n s  and th e  

a c t i o n s  ta k e n  on each  w i t h i n  th e  p a s t  y e a r ;

3, A r e c a p i t u l a t i o n  o f  e x a m in a t io n s  and i n v e s t i g a 

t i o n s  co n d u c te d  w i t h i n  th e  p a s t  y e a r ;

A l i s t  o f  d e p a r tm e n ta l  p e r s o n n e l ;

5, A summary o f  th e  r e g i s t r a t i o n ,  a p p l i c a t i o n s ,  th e  

amount o f  f e e s  c o l l e c t e d ,  and f i n a l  d i s p o s i t i o n  f o r  th e  y e a r ;

6, The m in u te s  o f  t h e  m onth ly  m ee tin g s  o f  th e  

Oklahoma S e c u r i t i e s  Commission;

7, A summary o f  th e  s t a t i s t i c a l  h i g h l i g h t s  o f  th e

y e a r .

A d m in i s t r a t iv e  r u l e s  a r e  i s s u e d  by th e  A d m in i s t r a to r

w henever th e y  a r e  n e c e s s a r y  t o  c a r r y  o u t  th e  p r o v i s i o n s  o f
18t h e  Oklahoma S e c u r i t i e s  A c t .  The c u r r e n t l y  e n f o r c e a b le  

a d m i n i s t r a t i v e  r u l e s  w i l l  be d i s c u s s e d  i n  d e t a i l  i n

^ ^ In te r v ie w  w ith  Ca-rl E n g l in g ,  J u ly  22 , 1965.
18

S e s s io n  Laws o f  1959, Oklahoma, T i t l e  71, chap. i ,
s e c ,  <+10.
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C h ap te r  V I, Wide p u b l i c i t y  i s  g iv e n  new r u l e s  by making 

them a v a i l a b l e  t o  a l l  i n t e r e s t e d  p a r t i e s .  I n  a d d i t i o n  t o  

t h e  i n i t i a l  p u b l i c a t i o n ,  t h e  D epartm en t m a in ta in s  a s u p p ly  

o f  t h i s  m a t e r i a l ,  which i s  a v a i l a b l e  f r e e  t o  any i n d i v i d u a l  

r e q u e s t i n g  i t .

The D epartm ent fo rm e r ly  p u b l i s h e d  a  w eekly  news

l e t t e r  and s e n t  i t  t o  a l l  i n t e r e s t e d  p a r t i e s  w i t h i n  t h e  

s t a t e  o f  Oklahoma. R e c e n t ly ,  h o w ev er ,  t h i s  p r a c t i c e  h a s  

been  d i s c o n t i n u e d ,  and th e  d i r e c t i v e s  a r e  i s s u e d  o n ly  when 

im p o r ta n t  changes  a f f e c t i n g  th e  s e c u r i t i e s  i n d u s t r y  have  

o c c u r r e d .  T h is  makes t h e  p u b l i c a t i o n s  l e s s  r o u t i n e  and 

p l a c e s  g r e a t e r  em phasis  upon them .

The D epartm ent o f  S e c u r i t i e s  h as  p u b l i s h e d  f o r  

g e n e r a l  d i s t r i b u t i o n  an a b b r e v i a t e d  v e r s i o n  o f  t h e  Oklahoma 

S e c u r i t i e s  A ct i n  b o o k le t  fo rm . A summary o f  t h e  s t a t u t e  

i s  c o n ta in e d  i n  t h i s  p u b l i c a t i o n ,  b u t  p o r t i o n s  c o v e r in g  

i n t e r n a l  o r g a n i z a t i o n  have been  d e l e t e d .



CHAPTER VI

REGULATION AND CONTROL OF BROKER-DEALERS, AGENTS 

AND INVESTMENT ADVISERS

C o n tro l  o f  b r o k e r - d e a l e r s , a g e n ts  and in v e s tm e n t  

a d v i s e r s  i n  Oklahoma by th e  Oklahoma S e c u r i t i e s  Commission 

i s  a c h ie v e d  th ro u g h  l i c e n s i n g  th o s e  i n d i v i d u a l s  engaged  

i n  s e l l i n g  s e c u r i t i e s  i n  th e  s t a t e  o f  Oklahoma. G e n e ra l  

p r o v i s i o n s  o f  th e  Oklahoma S e c u r i t i e s  A ct r e l a t i n g  t o  

b r o k e r - d e a l e r s , a g e n ts  and in v e s tm e n t  a d v i s e r s  w ere  d i s 

c u s se d  i n  C h a p te r  IV. D e t a i l s  o f  t h e  p ro c e d u re s  i n v o l v e d ,  

a d m i n i s t r a t i v e  h e a r i n g s , and o t h e r  f a c e t s  o f  c o n t r o l  r e 

l a t i n g  t o  th e  l i c e n s i n g  o f  b r o k e r - d e a l e r s , a g e n ts  and i n 

v e s tm e n t  a d v i s e r s  w i l l  be d i s c u s s e d  i n  t h i s  c h a p t e r .

S t a t u t o r y  R equ irem en ts  f o r  R e g u la t io n  o f  
B r o k e r - D e a le r s , A gents  and 

In v e s tm e n t  A d v is e rs

S e c t io n  201 o f  T i t l e  71 , Oklahoma S t a t u t e s  , makes 

i t  a  v i o l a t i o n  o f  th e  s t a t u t e s  f o r  any i n d i v i d u a l  t o  engage 

i n  th e  s e c u r i t i e s  b u s in e s s  i n  t h e  s t a t e  o f  Oklahoma u n le s s  

he i s  r e g i s t e r e d  w i th  t h e  D epartm ent o f  S e c u r i t i e s  e i t h e r  

as  a b r o k e r - d e a l e r ,  a g e n t  o r  in v e s tm e n t  a d v i s e r .
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The r e g i s t r a t i o n  i s  f o r  a o n e -y e a r  p e r io d  and i s  s u b j e c t  t o  

r e n e w a l .

A b r o k e r - d e a l e r ,  a g e n t  o r  in v e s tm e n t  a d v i s e r  can 

o b t a i n  a l i c e n s e  o r  renew an e x i s t i n g  l i c e n s e  by f i l i n g  an 

a p p l i c a t i o n  w i th  th e  A d m i n i s t r a t o r . ^  The a p p l i c a t i o n  con

t a i n s  in fo r m a t io n  p e r t a i n i n g  t o  such  m a t te r s  a s ;

1. The a p p l i c a n t ' s  form and p la c e  o f  o r g a n i z a t i o n ;

2. The p ro p o se d  method o f  d o in g  b u s in e s s  ;

3. The q u a l i f i c a t i o n s  and b u s in e s s  h i s t o r y  o f  t h e

a p p l i c a n t ;  i n  th e  c a se  o f  a b r o k e r - d e a l e r  o r  in v e s tm e n t  

a d v i s e r ,  t h e  q u a l i f i c a t i o n s  and b u s in e s s  h i s t o r y  o f  any 

p a r t n e r ,  o f f i c e r ,  o r  d i r e c t o r ,  any p e r so n  o ccupy ing  a 

s i m i l a r  s t a t u s  o r  p e r fo rm in g  s i m i l a r  f u n c t i o n s ,  o r  any 

p e r s o n  d i r e c t l y  o r  i n d i r e c t l y  c o n t r o l l i n g  th e  b r o k e r - d e a l e r  

o r  in v e s tm e n t  a d v i s e r ;

4 .  Any i n j u n c t i o n  o r  a d m i n i s t r a t i v e  o r d e r  o f  con

v i c t i o n  o f  a  m isdem eanor i n v o lv in g  a s e c u r i t y  o r  any a s p e c t

o f  th e  s e c u r i t i e s  b u s in e s s  and any c o n v ic t io n  o f  a  f e l o n y ;

and

5. A f i n a n c i a l  r e p o r t  o f  b r o k e r - d e a l e r s  and i n 

v e s tm e n t  a d v i s e r s  c o n s i s t i n g  o f  a  b a la n c e  s h e e t  and such

o t h e r  i n f o r m a t io n  r e g a r d in g  a p p l i c a n t ' s  f i n a n c i a l  c o n d i t i o n
2

and h i s t o r y  as  may be r e q u i r e d .

The f o l lo w in g  in fo r m a t io n  i s  r e q u i r e d  i n  c o n n e c t io n

^Oklahoma S t a t u t e s , T i t l e  71 , s e c .  202.

2 jb id .
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w ith  each  o f  t h e  d i f f e r e n t  ty p e s  o f  l i c e n s e s .

Agents

An a g e n t  i s  d e f in e d  by th e  Oklahoma S e c u r i t i e s  A ct 

o f  1959 a s :

, . . any i n d i v i d u a l  o t h e r  th a n  a b r o k e r - d e a l e r  who 
r e p r e s e n t s  a b r o k e r - d e a l e r  o r  i s s u e r  i n  e f f e c t i n g  o r  
a t t e m p t in g  t o  e f f e c t  p u rc h a se s  o r  s a l e s  o f  s e c u r i t i e s .

The Oklahoma S e c u r i t i e s  Act p r o v id e s  th e  p ro c e d u re  

and th e  c o n t r o l  mechanism f o r  t h e  i s s u a n c e  o f  an a g e n t ' s  

l i c e n s e  i n  Oklahoma. Both th e  i n i t i a l  i s s u a n c e  o f  a  l i 

cen se  and a ren ew a l must be ac c o m p lish e d  w i th  th e  same 

a p p l i c a t i o n  fo rm . I n fo r m a t io n  r e q u i r e d  on t h e  a p p l i c a t i o n  

b la n k  fo l lo w s  th e  g e n e r a l  g u i d e l i n e s  s e t  o u t  i n  t h e  s t a t u t e ,  

b u t  i n  g r e a t e r  d e t a i l .  The a p p l i c a t i o n  r e q u i r e s  t h e  f o l 

low ing  i n f o r m a t io n :

1 .  The name and a d d re s s  o f  t h e  a p p l i c a n t ;

2. A t r u e  and com ple te  r e c o r d  o f  th e  a p p l i c a n t ' s  

employment f o r  th e  l a s t  f i v e  y e a r s  g iv in g  e m p lo y e rs '  nam es, 

a d d r e s s e s ,  c a p a c i t y  i n  which em ployed , d a te  employed and 

d a te  t e r m in a t e d ;

3. A s t a t e m e n t  r e g a r d i n g  th e  a p p l i c a n t ' s  e d u c a t i o n ,  

know ledge , and e x p e r ie n c e  q u a l i f y i n g  him f o r  r e g i s t r a t i o n

as  an a g e n t ;

4. A s ta t e m e n t  showing t h a t  th e  a p p l i c a n t  has 

n e v e r  had  any a u t h o r i z a t i o n  t o  s e l l  s e c u r i t i e s  d e n ie d ,

^Oklahoma S t a t u t e s , T i t l e  71, s e c .  2.
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su sp en d ed  o r  r e v o k e d ,  been  th e  s u b j e c t  o f  any a d m i n i s t r a 

t i v e  o r  j u d i c i a l  d e t e r m in a t io n  o r  i n j u n c t i o n  c o n c e rn in g  th e  

s e c u r i t i e s  b u s i n e s s ,  been  c o n v ic te d  o f  any m isdem eanor r e l a t 

i n g  t o  th e  s e c u r i t i e s  b u s i n e s s ,  n o r  been  c o n v ic te d  o f  any 

f e l o n y ,  e i t h e r  i n  Oklahoma o r  any o t h e r  j u r i s d i c t i o n ;  any 

e x c e p t io n  t o  th e  above must be th o ro u g h ly  and f u l l y  e x p l a i n e d ;

5 . A s t a t e m e n t  r e g a r d i n g  p r e v io u s  a u t h o r i z a t i o n ,  

l i c e n s e ,  o r  r e g i s t r a t i o n  t o  s e l l  s e c u r i t i e s ,  g iv in g  th e  

j u r i s d i c t i o n  o f  e ach  a u t h o r i z a t i o n ,  and w h e th e r  o r  n o t  p r e s 

e n t l y  e f f e c t i v e ;

6. The names and a d d r e s s e s  o f  f i v e  p e r s o n a l  c h a r a c t e r  

r e f e r e n c e s  ;

7. The names and a d d r e s s e s  o f  f i v e  c r e d i t  r e f e r e n c e s ;

8. A p h o to g ra p h  ta k e n  w i t h i n  t h e  p r e v io u s  s i x

m o n th s ,  and a co m p le te  p h y s i c a l  d e s c r i p t i o n  o f  t h e  a p p l i c a n t . ^

The a p p l i c a t i o n  must be s ig n e d  b e f o r e  a n o ta r y  

p u b l i c ,  accom panied  by a $10 f i l i n g  f e e  and a  c o n s e n t  t o  

s e r v i c e  o f  p r o c e s s .

The ap p o in tm e n t  t o  c o n s e n t  o f  s e r v i c e  i s  a document 

i n  which th e  a p p l i c a n t  a g re e s  t h a t  th e  A d m in i s t r a to r  i s  to  

r e c e i v e  s e r v i c e  on any la w fu l  a c t i o n ,  i n  a  n o n - c r im in a l  s u i t  

o r  a c t i o n ,  a g a i n s t  th e  a p p l i c a n t  w i t h i n  th e  s t a t e  o f  Oklahoma.^ 

The c o n s e n t  form m ust a l s o  be s ig n e d  b e f o r e  a n o ta r y  p u b l i c

*^Oklahoma S e c u r i t i e s  Commission Form 202-A, Agents 
A p p l i c a t i o n ,  U n p u b l ish e d .

^Oklahoma S e c u r i t i e s  Commission Form 413-G, Unpub
l i s h e d .
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and m ust rem ain  i n  e f f e c t  so  lo n g  as th e  b r o k e r - d e a l e r  does 

b u s in e s s  i n  Oklahoma.

Under th e  p r e s e n t  law t h e r e  i s  a c t u a l l y  l e s s  i n 

f o rm a t io n  r e q u i r e d  by s t a t u t e  th a n  t h e r e  was u n d e r  th e  1931 

law . The e f f e c t  o f  t h i s  r e q u i re m e n t  i s  somewhat o f f s e t  by 

th e  p r o v i s i o n  i n  t h e  c u r r e n t  law which p e r m i t s  th e  Admini

s t r a t o r  t o  r e q u i r e  any a d d i t i o n a l  i n f o r m a t i o n  he deems n e c e s 

s a r y ,  i n a d d i t i o n  t o  t h a t  r e q u i r e d  by law . The Blue Sky Law 

o f  1931 r e q u i r e d  t h e  l o c a t i o n  o f  a l l  o f f i c e s  i n  t h e  s t a t e  o f  

Oklahoma, s t y l e  o f  d o in g  b u s i n e s s ,  nam es, r e s i d e n c e s ,  and 

b u s in e s s  a d d r e s s e s  o f  a l l  o f f i c e r s  and d i r e c t o r s ,  g e n e r a l  

p l a n  and c h a r a c t e r  o f  d o in g  b u s i n e s s ,  and th e  l e n g t h  o f  t im e  

th e  d e a l e r  o r  s a le sm a n  h as  been  engaged  i n  b u s i n e s s .  These 

f a c t o r s  a r e  n o t  e x p l i c i t l y  r e q u i r e d  by th e  Oklahoma S e c u r i t i e s  

A ct o f  1959.

The 1959 s t a t u t e  a l s o  p l a c e s  a r e s p o n s i b i l i t y  on th e  

b r o k e r / d e a l e r ,  a g e n t  o r  in v e s tm e n t  a d v i s e r  a f t e r  th e  l i c e n s e  

h as  been  g r a n t e d .  Every  p e r s o n  g r a n te d  a l i c e n s e  i s  r e 

q u i r e d  t o  make and t o  keep  f o r  at:, l e a s t  t h r e e  y e a r s  any 

a c c o u n t s , c o r r e s p o n d e n c e , memoranda, p a p e r s  , books , and
C

o t h e r  r e c o r d s  t h a t  th e  A d m in i s t r a to r  may r e q u i r e .  The Blue 

Sky Law o f  1931 d id  n o t  c o n t a i n  th o s e  p r o v i s i o n s .  I n  a d d i 

t i o n ,  an a g e n t  must f i l e  a l l  f i n a n c i a l  r e p o r t s  t h a t  th e

A d m in i s t r a to r  r e q u i r e s , w i th  a maximum o f  two p e r  y e a r  a l 

lo w ab le  u n d e r  th e  law . The r e g i s t r a n t  m ust f i l e  an amended

^Oklahoma S t a t u t e s , T i t l e  71,  s e c .  203.
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and c o r r e c t e d  copy o f  any r e p o r t  which becomes i n a c c u r a t e  

i n  any m a t e r i a l  r e s p e c t .

These fo l lo w -u p  p r o v i s io n s  i n  c o n n e c t io n  w i th  th e  

r e g i s t r a t i o n  o f  b r o k e r - d e a l e r s , a g e n ts  and in v e s tm e n t  ad 

v i s e r s  make t h i s  s e c t i o n  more e f f e c t i v e  th a n  was th e  Blue 

Sky Law o f  1931, The A d m in i s t r a to r  h as  a l s o  been  g iv en  

more d i s c r e t i o n a r y  power r e g a r d in g  in f o r m a t io n  o b ta in e d  

from  p e o p le  who wish t o  engage i n  th e  s e c u r i t i e s  b u s in e s s  

i n  th e  s t a t e  o f  Oklahoma.

B ro k e r -D e a le rs

A b r o k e r - d e a l e r  as  d e f in e d  by th e  Oklahoma S e c u r i t i e s  

Act o f  1959 i s :  " . . .  any p e r s o n  engaged  i n  th e  b u s in e s s

o f  e f f e c t i n g  t r a n s a c t i o n s  i n  s e c u r i t i e s  f o r  th e  a c c o u n t  o f  

o t h e r s  o r  f o r  h i s  own a c c o u n t , "

An a p p l i c a t i o n  f o r  r e g i s t r a t i o n  as a b r o k e r - d e a l e r  i n  

Oklahoma r e q u i r e s  t h e  f o l lo w in g  in f o r m a t io n  t o  be f i l e d  w i th  

th e  A d m in i s t r a to r :

1 . The name o f  th e  a p p l i c a n t ;

2. The form o f  o w nersh ip  t o  be u se d  by th e  a p p l i 

c a n t ,  i . e . ,  c o r p o r a t i o n ,  p a r t n e r s h i p ,  a s s o c i a t i o n ,  o r  i n 

d i v i d u a l  ;

3. The b u s in e s s  a d d re s s  o f  th e  a p p l i c a n t ,  and th e  

a d d re s s  o f  th e  a p p l i c a n t ' s  p r i n c i p a l  o f f i c e  i n  Oklahoma- 

and th e  a d d re s s  o f  a l l  o f  th e  a p p l i c a n t ' s  b ra n c h  o f f i c e  i n

7
I b i d . , s e c .  2.
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Oklahoma;

4. The name and a d d re s s  o f  th e  p a r t y  i n  ch a rg e  o f  

t h e  a p p l i c a n t ' s  b u s in e s s  i n  Oklahoma;

5. A s ta t e m e n t  c o n c e rn in g  th e  g e n e r a l  c h a r a c t e r  o f  

th e  s e c u r i t i e s  to  be o f f e r e d  and s o ld  i n  Oklahoma and th e  

g e n e r a l  p l a n  and c h a r a c t e r  o f  t h e  b u s in e s s  to  be t r a n s a c t e d ;

6. The le n g th  o f  t im e  th e  a p p l i c a n t  has  been  e n 

gaged i n  such  b u s in e s s  ;

7. A s ta t e m e n t  r e g a r d i n g  membership i n  any r e c o g 

n i z e d  n a t i o n a l  exchange o r  s e c u r i t y  o r g a n i z a t i o n ,  i . e . ,  i t s  

m em bership has  been  n e v e r  r e f u s e d  o r  h as  a p p l i c a n t  been  ex

p e l l e d  from  m em bership;

8. A s ta t e m e n t  show ing i f  t h e  a p p l i c a n t  i s  c u r 

r e n t l y  r e g i s t e r e d  as  a b r o k e r - d e a l e r  w i th  t h e  S e c u r i t i e s  and 

Exchange Commission, a member o f  th e  N a t io n a l  A s s o c i a t i o n  o f  

S e c u r i t i e s  D e a le r s  o r  any s i m i l a r  o r g a n i z a t i o n ,  o r  a  member 

o f  any s e c u r i t i e s  exchange r e g i s t e r e d  u n d e r  th e  Exchange 

Act o f  19 34;

9. A s ta t e m e n t  t h a t  n e i t h e r  th e  a p p l i c a n t  n o r  any 

p e r so n  c o n n e c te d  w i th  t h e  a p p l i c a n t  as  an o f f i c e r ,  d i r e c t o r ,  

p a r t n e r ,  member o r  p r i n c i p a l  s t o c k h o l d e r ,  i . e . ,  h o l d e r  o f  

t e n  p e r  c e n t  o r  more o u t s t a n d in g  s h a r e s  o f  any c l a s s , has  

e v e r  been  ch arg ed  w i th  any f r a u d u l e n t  a c t s  i n  any t r a n s 

a c t i o n s  o f  any k in d  o r  c h a r a c t e r ,  been  su sp en d ed  o r  d i s 

b a r r e d  from  th e  p r a c t i c e  o f  any p r o f e s s i o n ,  been  c h a rg e d  

w i th  v i o l a t i n g  any i n j u n c t i o n  o r  a d m i n i s t r a t i v e  o r d e r .
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been  c o n v ic t e d  o f  a  m isdem eanor i n v o l v i n g  a s e c u r i t y  o r  any 

a s p e c t  o f  t h e  s e c u r i t i e s  b u s in e s s  o r  been  c o n v ic te d  o f  any 

f e l o n y ;  i f  any o f  th e  f o r e g o in g  h a s  o c c u r r e d  an e x p la n a to r y  

s t a t e m e n t  must be a t t a c h e d  t o  th e  a p p l i c a t i o n ;

10. A s ta t e m e n t  o f  t h e  b u s in e s s  o r  employment d u r 

i n g  t h e  l a s t  f i v e  y e a r s  o f  each  o f f i c e r ,  d i r e c t o r ,  p a r t n e r ,  

o r  member (a  d e t a i l e d  d i s c u s s i o n  o f  th e  r e q u i r e m e n ts  i n  t h i s  

a r e a  w i l l  im m e d ia te ly  f o l lo w  t h e s e  r e q u i s i t e s ) ;

11. A r e s o l u t i o n  o f  t h e  a p p l i c a n t ' s  b o a rd  o f  

d i r e c t o r s  a u t h o r i z i n g  t h e  a p p o in tm e n t  o f  t h e  S e c u r i t i e s  Ad

m i n i s t r a t o r  as  i t s  a t t o r n e y  f o r  s e r v i c e  o f  a l l  p r o c e s s ;

12. An ap p o in tm e n t  o f  t h e  S e c u r i t i e s  A d m in i s t r a to r  

as a p p l i c a n t ' s  a t t o r n e y  f o r  s e r v i c e  o f  p r o c e s s ;

13. A s t a t e m e n t  l i s t i n g  a l l  u n s a t i s f i e d  judgm ents  

and d e c r e e s  o f  r e c o r d  i n  any c o u r t  and o f  a l l  l i t i g a t i o n  

p e n d in g  a g a i n s t  t h e  a p p l i c a n t  o r  any o f  i t s  members o r  

p a r t n e r s ,  o r  p r o p r i e t o r ;

14. A c e r t i f i e d  copy o f  th e  c o r p o r a t e  c h a r t e r ,  

t o g e t h e r  w i th  a l l  amendments t o  d a t e ,  th e  s t a t e m e n t  o f  

p a r t n e r s h i p  o r  p a r t n e r s h i p  a g re e m e n t ,  o r  o t h e r  w ork ing  

a g re e m e n t ,  w h ic h e v e r  i s  a p p l i c a b l e ;

15. A t r u e  f i n a n c i a l  s t a t e m e n t  o f  th e  a p p l i c a n t  

made l e s s  th a n  60 days p r i o r  t o  t h e  d a te  o f  a p p l i c a t i o n  

and c o n s i s t i n g  o f  a b a la n c e  s h e e t ,  p r o f i t  and l o s s  s t a t e 

ment , and an a n a l y s i s  o f  s u r p l u s  ; t h e  f i n a n c i a l  s t a t e 

m ents a r e  s u b s c r ib e d  and t h e i r  correct-ïÆ SiS ; acknow ledged
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by th e  p r e s i d e n t ,  a  p a r t n e r  o r  member, o r  t h e  p r o p r i e t o r ,  

and a t t e s t e d  t y  th e  s e c r e t a r y ,  i f  a  c o r p o r a t i o n ;

16, A s u r e t y  b o n d ,  p r o p e r l y  e x e c u te d ,  i n  th e  p r e 

s c r i b e d  fo rm , i n  th e  p e n a l  sum o f  $ 1 0 ,0 0 0 ,0 0 ,  th e  f e e  o f 

$35 f o r  a b r o k e r - d e a l e r  l i c e n s e ;  and

17 , A s t a t e m e n t  t h a t  t h e  a p p l i c a n t  and i t s  o f f i 

c e r s ,  d i r e c t o r s ,  p a r t n e r s ,  a n d / o r  members c e r t i f y i n g  t h a t  

th e y  a r e  f a m i l i a r  w i th  t h e  p r o v i s i o n s  o f  th e  Oklahoma 

S e c u r i t i e s  A ct o f  19 59 , and a l l  r u l e s ,  r e g u l a t i o n s  and 

o r d e r s  i s s u e d  i n  c o n n e c t io n  w i th  t h e  S e c u r i t i e s  A c t ,  and 

t h a t  th e y  w i l l  f a i t h f u l l y  a b id e  and obey a l l  la w s ,  r u l e s ,  

r e g u l a t i o n s  and o r d e r s  now i n  f o r c e  o r  h e r e a f t e r  made o r
O

e n a c te d  r e g a r d i n g  any a s p e c t s  o f  t h e  b u s i n e s s .

The a p p l i c a t i o n  m ust be s ig n e d  by th e  p r e s i d e n t ,  

p a r t n e r ,  member, o r  p r o p r i e t o r  and a t t e s t e d  t o  b e f o r e  a 

n o t a r y  p u b l i c .

R equ irem en t t e n ,  i n  th e  above l i s t i n g ,  p e r t a i n s  t o  

th e  b u s in e s s  and  employment r e c o r d  o f  each  o f f i c e r ,  d i 

r e c t o r ,  p a r t n e r ,  o r  member c o v e r in g  t h e  l a s t  f i v e  y e a r s .  

I n f o r m a t io n  r e q u i r e d  from  each  o f  t h e s e  p r i n c i p a l s  o f  th e  

f i r m  i n c l u d e s  :

1 , The name o f  th e  d e a l e r  o r  i s s u e r ;

2 , The a p p l i c a n t ' s  name, a g e ,  and p l a c e  o f  b i r t h ;  

b u s in e s s  a d d r e s s  and r e s i d e n c e  a d d r e s s ;

8 Oklahoma S e c u r i t i e s  Commission Form 202-D, Broker- 
Deafer A p p l i c a t i o n ,
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3. The a p p l i c a n t ' s  p r e s e n t  o c c u p a t io n  o r  p r o f e s s i o n ;

4 . The employment r e c o r d  f o r  t h e  p a s t  f i v e  y e a r s  

g iv in g  e m p lo y e r ,  a d d r e s s ,  c a p a c i t y  i n  w hich em ployed , th e  

d a te  em ployed , and th e  d a te  t e r m i n a t e d ;

5. A s t a t e m e n t  p e r t a i n i n g  t o  o w n ersh ip  o f  s e c u r i 

t i e s  i n  t h i s  o r g a n i z a t i o n ,  th e  k i n d ,  amount and p e r c e n ta g e  

o f  o w nersh ip  i n  each  c l a s s ,  how th e  s e c u r i t i e s  were p a id  

f o r  and a f u l l  e x p l a n a t io n  i f  payment was o t h e r  t h a n  i n  

c a s h ,  and an e x p la n a t io n  i f  th e  payment i s  n o t  c o m p le te ;

6. A s ta t e m e n t  g iv in g  f u l l  p a r t i c u l a r s  t o  any 

a g re e m e n t ,  w r i t t e n  o r  o t h e r w i s e ,  w hich e x i s t e d  r e l a t i n g  to  

th e  a c q u i s i t i o n  of any a d d i t i o n a l  i n t e r e s t  by th e  a p p l i c a n t ;

7. A s ta t e m e n t  i n  f u l l  d i s c l o s i n g  a r ra n g e m e n ts  w i th  

th e  o r g a n i z a t i o n  r e g a r d in g  co m p en sa tio n  — s a l a r y ,  commis

s i o n ,  p r o f i t - s h a r i n g ,  b o n u s ,  and any o t h e r  paym ents made f o r  

any p u rp o se  w i t h i n  th e  l a s t  t h r e e  y e a r s  — w h e th e r  d i r e c t l y  

t o  you o r  t o  any p e rso n  i n  whom you hav e  f i n a n c i a l  i n t e r e s t ;

8. A s ta t e m e n t  r e g a r d in g  th e  amount o f  t im e  d e v o te d  

to  th e  o r g a n i z a t i o n ' s  b u s in e s s  o r  a f f a i r s  and w h e th e r  o r  n o t  

such  a c t i v i t y  w i l l  be on a  f u l l - t i m e  o r  p a r t - t i m e  b a s i s ;

9. A s ta t e m e n t  g iv in g  f u l l  p a r t i c u l a r s  i f  t h e  ap 

p l i c a n t  h as  been  an o f f i c e r ,  d i r e c t o r  o r  p ro m o te r  i n  any 

company which h a s  become i n s o l v e n t ,  has  been  c o n v ic te d  o f  

any f r a u d u l e n t  a c t s  i n  any t r a n s a c t i o n s  o f  any k in d  o r  

c h a r a c t e r ,  been  c o n v ic te d  o f  any m isdem eanor i n v o l v i n g  a 

s e c u r i t y  o r  any a s p e c t  o f  th e  s e c u r i t i e s  b u s in e s s  o r  o f
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any f e l o n y ,  o r  h as  been  d e c l a r e d  b a n k ru p t  o r  made an a s s i g n 

ment f o r  t h e  b e n e f i t  o f  c r e d i t o r s  ;

10. A s t a t e m e n t  p r o v id in g  th e  f u l l  p a r t i c u l a r s  i f  

th e  p r i n c i p a l  o f  t h e  f i r m  o r  th e  a p p l i c a n t  company h a s  e v e r  

been  th e  s u b j e c t  o f  any o r d e r  e n t e r e d  by any s t a t e  r e g u l a t o r y  

o r  a d m i n i s t r a t i v e  a g e n c y ,  d e p a r tm e n t ,  o r  o f f i c e r ,  o r  th e  

S e c u r i t i e s  and Exchange Commission, o r  any a s s o c i a t i o n s  o f  

s e c u r i t i e s  d e a l e r s  o r  s e c u r i t i e s  ex ch an g es  ;

11. A s ta t e m e n t  s e t t i n g  f o r t h  p r e v io u s  r e l a t e d  

e x p e r i e n c e ,  e v id e n c e  o f  know ledge o f  t h e  s e c u r i t i e s  b u s i n e s s ,  

and e d u c a t i o n a l  background  i f  th e  p r i n c i p a l  i s  t o  be a c t i v e  

i n  b e h a l f  o f  a  s e c u r i t i e s  d e a l e r ;

12. The names and a d d r e s s e s  o f  f i v e  c h a r a c t e r  

r e f e r e n c e s , e x c lu d in g  r e l a t i v e s  and a s s o c i a t e s  i n  t h i s  e n t e r 

p r i s e ;

13. The names and a d d r e s s e s  o f  f i v e  c r e d i t  r e f e r 

en ces  ; and

14. A s t a t e m e n t  r e g a r d i n g  th e  b a n k in g  f a c i l i t i e s
g

u se d  by th e  p r i n c i p a l  d u r in g  t h e  p a s t  f i v e  y e a r s .

The a p p l i c a t i o n  f o r  a b r o k e r - d e a l e r  must be s ig n e d  

by th e  p r i n c i p a l  o f  th e  f i rm  s u b m i t t i n g  th e  a p p l i c a t i o n  and 

a t t e s t e d  t o  b e f o r e  a n o ta r y  p u b l i c .

The a p p l i c a t i o n  r e q u i r e d  o f  any i n d i v i d u a l  o r  o r 

g a n i z a t i o n  w is h in g  t o  engage i n  th e  s e c u r i t i e s  b u s in e s s  i n

9Oklahoma S e c u r i t i e s  Commission Form 30 2 -4 .
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Oklahoma i s  q u i t e  com prehensive  and p r o v id e s  s u f f i c i e n t  

m a t e r i a l  c o n c e rn in g  th e  a p p l i c a n t .  I n f o r m a t io n  r e l a t i n g  t o  

th e  p e r s o n a l  and f i n a n c i a l  b ack g ro u n d  o f  th e  a p p l i c a n t  as  

w e l l  as t h e  p r i n c i p a l s  o f  t h e  f i r m  a r e  r e q u i r e d  by th e  

Oklahoma S e c u r i t i e s  Commission.

In v e s tm e n t  A d v ise r

An in v e s tm e n t  a d v i s e r  as d e f in e d  by th e  Oklahoma

S e c u r i t i e s  Act o f  1959 i s :

. . . any p e r so n  who, f o r  c o m p e n s a t io n ,  en g ag es  i n  th e  
b u s in e s s  o f  a d v i s i n g  o t h e r s ,  e i t h e r  d i r e c t l y  o r  th ro u g h  
p u b l i c a t i o n s  o r  w r i t i n g ,  a s  t o  t h e  v a lu e  o f  s e c u r i t i e s  
o r  as  t o  th e  a d v i s a b i l i t y  o f  i n v e s t i n g  i n ,  p u r c h a s i n g ,  
o r  s e l l i n g  s e c u r i t i e s ,  o r  i s s u e s  o r  p ro m u lg a te s  a n a ly s e s  
o r  r e p o r t s  c o n c e rn in g  s e c u r i t i e s . 10

The i n f o r m a t io n  r e q u i r e d  t o  be  f i l e d  w i th  th e  Admini

s t r a t o r  by t h e  a p p l i c a n t  f o r  a  l i c e n s e  as an in v e s tm e n t  ad 

v i s e r  i s  b a s i c a l l y  t h e  same i n f o r m a t io n  r e q u i r e d  t o  o b t a i n  a 

l i c e n s e  as a  b r o k e r - d e a l e r .

P ro c e d u re  f o r  R e g i s t r a t i o n  o f  B r o k e r - D e a le r s .
A g e n ts ,  and In v e s tm e n t  A d v ise rs

The c o n t r o l  mechanism o f  t h e  D epartm en t o f  S e c u r i t i e s  

i s  th e  o r i g i n a l  l i c e n s i n g  p r o c e d u r e ,  r e n e w a ls  o f . t h e  l i c e n s e ,  

th e  minimum c a p i t a l  r u l e ,  and th e  b o n d in g  r e q u i r e m e n t s .

O f f i c e  P ro c e d u re

The r e g i s t r a t i o n  p ro c e d u re  f o r  a g e n t s ,  b r o k e r -  

d e a l e r s  and in v e s tm e n t  a d v i s e r s  i s  r e l a t i v e l y  s im p le .  A

l^Oklahoma S t a t u t e s , T i t l e  71,  s e c .  2.
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l i c e n s e  may be o b ta in e d  by f i l i n g  an a p p l i c a t i o n  w i th  th e  

A d m in i s t r a to r  a lo n g  w i th  a c o n s e n t  o f  s e r v i c e ,  th e  r e 

q u i r e d  f i l i n g  f e e ,  and th e  c o r r e c t  bond. Upon r e c e i p t  o f  

an a p p l i c a t i o n  i n  th e  o f f i c e  o f  t h e  D epartm en t o f  S e c u r i t i e s ,  

a  s e c r e t a r y  checks  th e  a p p l i c a t i o n  t o  make s u re  a l l  t h e  r e 

q u i r e d  form s have been  s u b m i t te d  and t h a t  t h e  a p p l i c a t i o n  i s  

c o m p l e t e . I f  t h e r e  i s  a d e f i c i e n c y ,  t h e  a p p l i c a n t  i s  n o t i 

f i e d  and a sk e d  t o  su b m it  w h a te v e r  i s  n e c e s s a r y  t o  make th e  

a p p l i c a t i o n  c o m p le te .  A r e c e i p t  t o  c o v e r  th e  funds  su b 

m i t t e d  i n  th e  a p p l i c a t i o n  c o v e r in g  a l l  f e e  r e q u i re m e n ts  i s  

i s s u e d  by th e  s e c r e t a r y  and a f o l d e r  on th e  i n d i v i d u a l  i s  

made. The a p p l i c a t i o n  n e x t  i s  fo rw ard ed  t o  th e  D ep tty  Ad

m i n i s t r a t o r  who checks  t h e  a p p l i c a t i o n  f o r  c o m p le te n e ss  and 

a c c u ra c y  o f  i n f o r m a t i o n .  P a r t i c u l a r  a t t e n t i o n  i s  g iv en  t o  

t h e  f i n a n c i a l  s t a t e m e n t s  o f  th e  a p p l i c a n t  f o r  co m pliance  

w i th  t h e  d e p a r tm e n ta l  r u l e s  and r e g u l a t i o n s  r e g a r d i n g  minimum 

c a p i t a l .  The minimum c a p i t a l  r e q u i re m e n t  w i l l  be d i s c u s s e d  

i n  g r e a t e r  d e t a i l  l a t e r  i n  t h i s  c h a p t e r .  I f  t h e  a p p l i c a t i o n  

i s  co m p le te  and a c c u r a t e  and m eets th e  r e q u i re m e n ts  o f  th e  

D e p a r tm e n t ,  i t  i s  fo rw a rd e d  t o  th e  S t a f f  A t to rn e y  t o  check 

f o r  l e g a l  e r r o r s  o r  i n c o n s i s t e n c i e s  w i t h i n  th e  a p p l i c a t i o n .  

Checking th e  c o r p o r a t e  c h a r t e r  a g a i n s t  th e  s t a t e d  p u rp o se s  

o f  th e  i s s u e  and method o f  do in g  b u s in e s s  q u i t e  o f t e n  r e 

v e a l s  t h a t  a  company i s  a b o u t  t o  t a k e  an a c t i o n  which i s  i n

^^Interview w ith  John McNerney, May 11, 1965.
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d i r e c t  c o n t r a d i c t i o n  w i th  i t s  c o r p o r a t e  c h a r t e r . A s  a 

g e n e r a l  r u l e ,  i t  i s  a s im p le  m a t t e r  to  amend th e  c o r p o r a t e  

c h a r t e r  and t o  b r in g  c u r r e n t  o p e r a t i o n s  i n  c o n fo rm ity  w i th  

th e  c h a r t e r .

A f t e r  s u c c e s s f u l  c o m p le t io n  o f  t h e  e x a m in a t io n  r e 

q u i r e d  by th e  Oklahoma S e c u r i t i e s  Commission and th e  p o s t i n g  

o f  t h e  c o r r e c t  bond , t h e  i n d i v i d u a l  i s  l i c e n s e d  to  engage i n  

t h e  s e c u r i t i e s  b u s in e s s  i n  Oklahoma.

T e s t in g

The a u t h o r i t y  f o r  t h e  i s s u a n c e  o f  a d m i n i s t r a t i v e  

r u l i n g s  was p o i n t e d  o u t  i n  C h a p te r  V o f  t h i s  p a p e r .  Admini

s t r a t i v e  r u l e  63-13 d e a l s  w i th  t h e  e x a m in a t io n  and f e e  r e 

q u ire m e n ts  i n  c o n n e c t io n  w i th  t h e  l i c e n s i n g  p ro c e d u re  i n

13Oklahoma. T h is  a d m i n i s t r a t i v e  r u l e  e s t a b l i s h e d  an i n t e 

g r a t e d  e x a m in a t io n  p ro c e d u re  f o r  a g e n t s ,  in v e s tm e n t  a d v i s e r s ,  

and b r o k e r - d e a l e r s  and e l i m i n a t e d  a  g r e a t  d e a l  o f  burdensom e 

d u p l i c a t i o n  which had  e x i s t e d  p r i o r  t o  th e  i s s u a n c e  o f  t h i s  

r u l e . l ^  Oklahoma a c t e d  as  t h e  p i l o t  s t a t e  i n  e s t a b l i s h i n g  

and c a r r y i n g  o u t  t h e  new i n t e g r a t e d  e x a m in a t io n  p ro c e d u re  

w hich a l lo w s  th e  exam inees  t o  t a k e  a l l  n e c e s s a r y  e x a m in a t io n s

*1 O

I n te r v i e w  w ith  J e s s  Maynard, May 1 9 , 1965.
13 Oklahoma S e c u r i t i e s  Commission A d m in i s t r a t i v e  

Rule 6 3 -1 3 ,

^ ^F o u rth  A nnual R e p o r t  o f  t h e  Oklahoma S e c u r i t i e s  
Commission t o  t h e  G overnor and Members o f  th e  Oklahoma 
L e g i s l a t u r e  (Oklahoma C i ty :  Oklahoma S e c u r i t i e s  Commis
s i o n ,  March 27 , 1964).
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a t  th e  same t im e .

The r u l e  o u t l i n e s  th e  g e n e r a l  e x a m in a t io n  p ro c e d u re  

t o  be fo l lo w e d  and r e g u l a t e s  th e  f e e  f o r  t a k i n g  th e  exam ina

t i o n .  The e x a m in a t io n  i s  d iv id e d  i n t o  two p a r t s  and a c t u a l 

ly  i s  two exams. The f i r s t  p a r t  i s  a  " g e n e r a l  s e c u r i t i e s "  

e x a m in a t io n ,  t e s t i n g  t h e  a p p l i c a n t ' s  knowledge o f  th e  s e 

c u r i t i e s  b u s in e s s  and in v e s tm e n ts  i n  g e n e r a l .  The second  

p a r t  i s  an  e x a m in a t io n  c o v e r in g  t h e  p r o v i s i o n s  o f  t h e  Oklahoma 

S e c u r i t i e s  A c t .

A d m in i s t r a t i v e  r u l e  6 3-13 a l s o  g iv e s  th e  A d m in is t r a 

t o r  th e  a u t h o r i t y  t o  exam ine o r a l l y ,  o r  t o  exempt any c l a s s  

o f  a p p l i c a n t s  from  th e  p r o v i s i o n s  o f  t h i s  r u l e r  The o r a l  

e x a m in a t io n  o r  th e  exem ption  may be t a k e n  w henever t h e  Ad

m i n i s t r a t o r  d e te rm in e s  t h e  a c t i o n  would be c o n s i s t e n t  w i th  

th e  i n t e n t s , p u rp o se s  and p r o v i s i o n s  o f  th e  Oklahoma S e c u r i 

t i e s  A c t ,  Fees  r e q u i r e d  by t h e  r u l e  a r e  $20 each  t im e  t h e  

e x a m in a t io n  i s  t a k e n .

The e x a m in a t io n  i s  a d m in i s t e r e d  i n  Oklahoma C ity  

tw ic e  a month. I f  an a p p l i c a n t  f a i l s  e i t h e r  p a r t  o f  th e  

e x a m in a t io n ,  he may r e t a k e  t h e  p o r t i o n  he d id  n o t  p a s s  u n 

t i l  b o th  p a r t s  o f  th e  e x a m in a t io n  have been  s u c c e s s f u l l y  

c o m p le te d .  To r e p e a t  a  f a i l e d  p o r t i o n  o f  th e  e x a m in a t io n ,  

th e  a p p l i c a n t  must w a i t  t h i r t y  d a y s .  I f  t h e  same p a r t  i s  

f a i l e d  f o r  th e  seco n d  t i m e ,  t h e  w a i t i n g  t im e  i s  s i x t y  days 

b e f o r e  th e  e x a m in a t io n  can be r e p e a t e d .  There i s  a  n i n e t y -  

day w a i t i n g  p e r io d  a f t e r  t h i s  f o r  each  s u b s e q u e n t
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e x a m in a t io n .^ ^  Both p a r t s  o f  t h e  e x a m in a t io n  m ust be com

p l e t e d  s u c c e s s f u l l y ,  a l th o u g h  n o t  n e c e s s a r i l y  a t  t h e  same t im e  

b e f o r e  th e  r e g i s t r a t i o n  i s  e f f e c t i v e .  There  i s  no l i m i t  to  

th e  number o f  t i m e s . t h a t  t h e  e x a m in a t io n  o r  any p a r t  o f  th e  

e x a m in a t io n  may be t a k e n .

No r e c o r d s  a r e  m a in ta in e d  r e l a t i n g  t o  t h e  number o f  

e x a m in a t io n s  a d m in i s t e r e d  i n  each  o f  th e  t h r e e  c a t e g o r i e s  

s in c e  th e  s t a r t  o f  th e  t e s t i n g  p ro g ram . Nor i s  any in fo r m a 

t i o n  a v a i l a b l e  r e g a r d i n g  t h e  number o f  p e r s o n s  who h av e  

p a s s e d  on th e  f i r s t  and s u b s e q u e n t  exams.

The Oklahoma S e c u r i t i e s  Commission p r o v id e s  each  

a p p l i c a n t  w i th  a s e r i e s  o f  s tu d y  q u e s t i o n s  t y p i c a l  o f  th o s e  

ask ed  on t h e  e x a m in a t io n s  c o v e r in g  th e  Oklahoma law . The 

N a t io n a l  A s s o c i a t i o n  o f  S e c u r i t i e s  D e a le r s  g ra d e  t h e  exam ina

t i o n s  and n o t i f y  b o th  th e  a p p l i c a n t  and t h e  Oklahoma S e c u r i 

t i e s  Commission o f  th e  r e s u l t s  o f  t h e  e x a m in a t io n .  The i s 

su an ce  o f  t h e  l i c e n s e  i s  a u to m a t ic  a f t e r  p a s s a g e  o f  th e  

e x a m in a t io n  and th e  p o s t i n g  o f  th e  p r o p e r  f e e .

C a p i t a l  R eq u irem en ts

The c a p i t a l  p o s i t i o n  o f  t h e  b r o k e r - d e a l e r s  i n  Oklahoma 

i s  c o v e re d  i n  a d m i n i s t r a t i v e  r u l e  6 4 - 1 4 . -  The A d m i n i s t r a t o r  

s t a t e d  t h a t  i t  was i n  t h e  p u b l i c  i n t e r e s t  and f o r  t h e  p r o t e c -

16t i o n  o f  th e  i n v e s t o r  t h a t  a minimum c a p i t a l  r u l e  be i n s t a l l e d .

^ ^ In te r v ie w  w i th  C a r l  E n g l in g ,  J u l y  8 ,  1965.

^^Ibid.
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Under th e  p r o v i s i o n s  o f  t h i s  a d m i n i s t r a t i v e  r u l e ,  th e  

b r o k e r - d e a l e r  i s  r e q u i r e d  t o  m a in ta in  a t  a l l  t im e s  a m in i 

mum c a p i t a l  o f  $ 1 0 ,0 0 0 .0 0 ^^  S e c t io n  202(d) o f  th e  Oklahoma 

S e c u r i t i e s  Act o f  1959 g iv e s  th e  A d m in i s t r a to r  th e  a u t h o r i t y  

to  s e t  a minimum c a p i t a l  f o r  r e g i s t e r e d  b r o k e r - d e a l e r s  and 

in v e s tm e n t  a d v i s e r s .  A d m in i s t r a t i v e  r u l e  64-14 a p p l i e s  o n ly  

t o  t h e  b r o k e r - d e a l e r .

P r i o r  t o  th e  i n s t i t u t i o n  o f  r u l e  6 4 -1 4 ,  many b r o k e r -  

d e a l e r s  were u n a b le  t o  re sp o n d  t o  damage c la im s  a g a i n s t  

them . The $10 ,000 ,00  bon d in g  r e q u i re m e n t  co v e re d  i n  ad

m i n i s t r a t i v e  r u l e  5 9 -1 ,  which w i l l  be d i s c u s s e d  l a t e r  i n  

t h i s  c h a p t e r ,  c o v e rs  o n ly  damages r e s u l t i n g  from  a v i o l a t i o n  

o f  t h e  Oklahoma S e c u r i t i e s  Act o f  1959, I f  t h e r e  i s  no v i o 

l a t i o n  o f  th e  s t a t u t e ,  t h e r e  can be no r e c o v e ry  from  th e  

bond. Rule 64-14 was p a s se d  t o  f i l l  an e x i s t i n g  v o i d ,  i . e . ,

a r e c o v e r a b le  damage w i th o u t  v i o l a t i o n  o f  th e  Oklahoma Se-
18c u r i t i e s  Act o f  1959. As u sed  w i t h i n  th e  meaning o f  t h i s  

r u l e ,  " c a p i t a l "  means th e  n e t  w orth  o f  a b r o k e r - d e a l e r ,  i . e . ,  

th e  e x c e s s  o f  t o t a l  a s s e t s  o v e r  t o t a l  l i a b i l i t i e s ,  a d j u s t e d  

by:

1, Adding u n r e a l i z e d  p r o f i t s  ( o r  d e d u c t in g  un
r e a l i z e d  l o s s e s )  i n  th e  e q u i t y  a c c o u n ts  o f  th e  b r o k e r -  
d e a l e r ;

2 , D educ ting  f ix e d  a s s e t s  and a s s e t s  which ca n n o t  
be r e a d i l y  c o n v e r te d  i n t o  cash  ( l e s s  any in d e b te d n e s s

l^oklahom a S e c u r i t i e s  Commission A d m in i s t r a t iv e  
R ule 6 4 -14 ,

IGpnterview with  Carl E n g l in g ,  A p r i l  19, 1965,
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s e c u re d  th e r e b y )  i n c l u d i n g ,  b u t  n o t  l i m i t e d  t o :
a .  r e a l  e s t a t e
b . f u r n i t u r e  and f i x t u r e s
c .  p r o f e s s i o n a l  m em berships
d. p r e p a id  r e n t ,  i n s u r a n c e  and ex p en ses
e .  g o o d w il l  and o r g a n i z a t i o n  ex p en ses
f .  a l l  u n s e c u re d  a d v a n c e s ,  l o a n s ,  n o te s  and 

a c c o u n ts
3, D ed u c tin g  t h e  p e r c e n ta g e s  s p e c i f i e d  below from  

th e  m ark e t v a lu e  o f  a l l  s e c u r i t i e s ,  lo n g  and s h o r t :
a .  i n  th e  c a se  o f  n o n - c o n v e r t i b l e  d e b t  s e c u r i 

t i e s  h a v in g  a f i x e d  m a t u r i t y  d a te  which a r e  
n o t  i n  d e f a u l t ,  i f  t h e  m ark e t  v a lu e  i s  n o t  
more th a n  5% below  th e  f a c e  v a l u e ,  th e  de 
d u c t io n  s h a l l  be 5% o f  su ch  m ark e t  v a l u e ;  
i f  th e  m ark e t v a lu e  i s  more th a n  5% b u t  
n o t  more th a n  30% below th e  f a c e  v a l u e ,  th e  
d e d u c t io n  s h a l l  be a  p e r c e n ta g e  o f  th e  
m ark e t  v a l u e ,  e q u a l  t o  th e  p e r c e n ta g e  by 
which th e  m ark e t  v a lu e  i s  below t h e  f a c e  
v a l u e ;  and i f  t h e  m ark e t v a lu e  i s  30% o r  
more below  th e  f a c e  v a l u e ,  su ch  d e d u c t io n  
s h a l l  be 30%;

b .  I n  th e  c a s e  o f  c u m u la t iv e ,  n o n - c o n v e r t i b l e  
p r e f e r r e d  s to c k  r a n k in g  p r i o r  t o  a l l  o t h e r  
c l a s s e s  o f  s to c k  o f  t h e  same i s s u e r ,  w hich 
i s  n o t  i n  a r r e a r s  as  t o  d i v i d e n d s , th e  d e 
d u c t io n  s h a l l  be 20%;

c .  on a l l  o t h e r  s e c u r i t i e s ,  th e  d e d u c t io n  
s h a l l  be 30%;

4 . D ed u c tin g  i n  t h e  c a se  o f  a  b r o k e r - d e a l e r  who i s  
a  s o l e  p r o p r i e t o r  t h e  e x c e s s  o f  ( a )  l i a b i l i t i e s  w hich 
have n o t  been  i n c u r r e d  i n  th e  c o u rse  o f  b u s in e s s  a s  a  ]_g 
b r o k e r - d e a l e r  o v e r  (b )  a s s e t s  n o t  u sed  i n  t h a t  b u s i n e s s .

The e f f e c t  o f  t h i s  r u l e  i s  t o  f o r c e  th e  b r o k e r -  

d e a l e r  t o  m a in ta in  a b a la n c e  o f  $ 1 0 ,0 0 0 .0 0  i n  cash  o r  n e a r  

cash  i te m s  o v e r  th e  t o t a l  l i a b i l i t i e s  which he has  i n c u r r e d .  

The e f f e c t i v e  d a te  o f  t h i s  r u l e  was F e b ru a ry  3 , 1964.

Bonding R eq u irem en ts

Bonding r e q u i re m e n ts  f o r  a g e n t s ,  in v e s tm e n t  a d v i s e r s

l^Oklahoma S e c u r i t i e s  Commission, A d m in i s t r a t i v e  
Rule 8 4 -14 .
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and b r o k e r - d e a l e r s  a r e  s e t  f o r t h  i n  a  r a t h e r  g e n e r a l  manner 

i n  th e  s t a t u t e s .  S e c t io n  2 0 2 (e )  o f  th e  Oklahoma S e c u r i t i e s  

Act o f  1959 d e a l s  w i th  th e  bonds r e q u i r e d  o f  b r o k e r - d e a l e r s ,  

a g e n t s  and in v e s tm e n t  a d v i s e r s  r e g i s t e r e d  u n d e r  th e  p r o v i 

s io n s  o f  t h i s  a c t , 20 The s t a t u t e  m ere ly  s t a t e s  t h a t  t h e  

bond r e q u i r e d  s h a l l  n o t  ex ceed  $ 1 0 ,0 0 0 .0 0  w ith  no m en tio n  

o f  s p e c i f i c . a m o u n t s  f o r  t h e  d i f f e r e n t  g roups o f  i n d i v i d u a l s . 

More s p e c i f i c  p r o v i s i o n s  a r e  t o  be found  i n  a d m i n i s t r a t i v e  

r u l e s  5 9 -1 ,  59-2 and 6 0 -8 .

A d m i n i s t r a t i v e  r u l e  5 9 -1 ,  "b o n d in g  r e q u i r e m e n t , "  

e s t a b l i s h e s  bond r e q u i r e m e n ts  f o r  a g e n t s ,  in v e s tm e n t  a d 

v i s e r s  and b r o k e r - d e a l e r s .  An a g e n t ,  by d e f i n i t i o n  w i t h i n  

th e  s t a t u t e ,  i s  an i n d i v i d u a l  who r e p r e s e n t s  a b r o k e r -

d e a l e r ;  t h u s ,  t h e  b r o k e r - d e a l e r  i s  r e s p o n s i b l e  f o r  t h e
21a c t i o n s  o f  th e  a g e n t .  The a g e n t ,  b e in g  an em ployee o f  

th e  b r o k e r - d e a l e r  i s  t r e a t e d  d i f f e r e n t l y  i n  th e  te rm s  o f  

th e  bond r e q u i r e m e n t s .  A d m in i s t r a t i v e  r u l e  59-1  r e q u i r e s  

b r o k e r - d e a l e r s  and in v e s tm e n t  a d v i s e r s  t o  p o s t  a  $ 1 0 ,0 0 0 .0 0  

bond and a g e n ts  t o  p o s t  a  $ 2 ,0 0 0 .0 0 .2 2  The e f f e c t i v e  d a te  

o f  th e  r u l i n g  was August 14 , 1959. Any i n d i v i d u a l  i n  th e  

s t a t e ,  r e g i s t e r e d  i n  any o f  t h e s e  c a t e g o r i e s  when th e  r u l e  

was p a s s e d ,  was g iv e n  a p p ro x im a te ly  t h i r t y  days w i t h i n  

w hich t o  comply o r  t o  have  h i s  r e g i s t r a t i o n  c a n c e l l e d ,

20oklahoma S t a t u t e s , T i t l e ^71, s e c .  202.
21 Oklahmma S t a t u t e s , T i t l e  7 il,  s e c ,  2b,
2 2 Oklahoma S e c u r i t i e s  Commission, A d m in is tr a t iv e

Rule 5 9 -1 ,
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As was i n d i c a t e d  i n  t h e  p r e v io u s  s e c t i o n  o f  t h i s

p a p e r ,  S e c t io n  20 2 (e )  o f  t h e  Oklahoma S e c u r i t i e s  Act o f

1959 r e q u i r e s  t h e  p o s t i n g  o f  a  s e c u r i t y  bond by b r o k e r -

d e a l e r s ,  a g e n t s  and in v e s tm e n t  a d v i s e r s .  T h is  same s e c t i o n

o f  th e  s t a t u t e  p r o v id e s  an a l t e r n a t i v e  t o  th o s e  i n d i v i d u a l s

i n  f u l f i l l i n g  t h i s  b o n d in g  r e q u i r e m e n t .  The s t a t u t e  s t a t e s

"any a p p r o p r i a t e  d e p o s i t  o f  ca sh  o r  s e c u r i t i e s  s h a l l  be
9 3 *a c c e p te d  i n  l i e u  o f  any such  b o n d ."  A d m i n i s t r a t i v e  r u l e  

59-2 c l a r i f i e s  th o s e  s e c u r i t i e s  w hich w i l l  be a c c e p te d  i n  

l i e u  o f  th e  b o n d in g  r e q u i r e m e n t . ^ ^  " A p p r o p r ia te  d e p o s i t s "  

i n  l i e u  o f  a  bond deemed a c c e p t a b l e  by t h e  A d m in i s t r a to r  

a r e  s e c u r i t i e s  o f  t h e  U n i te d  S t a t e s  o r  any m u n i c i p a l i t y  

w i t h i n  th e  U n i te d  S t a t e s .  These s e c u r i t i e s ,  h o w ev er ,  m ust 

be g u a r a n te e d  as  t o  b o th  p r i n c i p a l  and i n t e r e s t  and r e c o g 

n i z e d  by t h e  i s s u e r  as a b in d in g  o b l i g a t i o n  o f  t h e  i s s u e r .

I n  a d d i t i o n ,  t h e  m ark e t  v a l u e ,  a s  o f  t h e  d a te  o f  d e p o s i t ,  

m ust be e q u a l  t o  125 p e r  c e n t  o f  t h e  amount o f  t h e  bond r e 

q u i r e d  i n  r u l e  5 9 -1 .  The e f f e c t i v e  d a t e  o f  t h i s  r u l e  was 

S ep tem ber 3 ,  1959.

A d m i n i s t r a t i v e  r u l e  60-8 i s  m ere ly  an e x t e n s io n  

and a  r e f in e m e n t  o f  t h e  p r e v i o u s l y  i s s u e d  a d m i n i s t r a t i v e  

r u l e s  r e l a t i n g  t o  th e  b o n d in g  r e q u i r e m e n t s  o f  b r o k e r - d e a l e r s .  

Rule 60-8 a l lo w s  t h e  i s s u e r  o r  b r o k e r - d e a l e r  t o  f i l e  as  a

23 Oklahoma S t a t u t e s , T i t l e  71 ,  s e c .  2 0 2 ( e ) .

^^Oklahoma S e c u r i t i e s  Commission A d m in i s t r a t i v e  
Rule 5 9 -2 .



160

c o n d i t i o n  o f  r e g i s t r a t i o n  a b l a n k e t  bond c o v e r in g  a l l  a g e n ts
25o f  th e  p r i n c i p a l .  Th is  bond c o v e rs  a l l  a g e n ts  c u r r e n t l y  

employed and a l l  s u b s e q u e n t ly  employed by th e  p r i n c i p a l ,  

w i th  th e  r e q u i r e d  $ 2 ,0 0 0 .0 0  bond . T hus , a  f i r m  i s  a l lo w e d  

t o  t a k e  o u t  one bond c o v e r in g  many a g e n t s , as  opposed  to  

th e  s i n g l e  bond f o r  each  i n d i v i d u a l  em ployee . I f  th e  i n d i 

v i d u a l s  in v o lv e d ,  h o w ev er ,  want t o  f i l e  i n d i v i d u a l  bonds 

th e y  may do s o .  The e f f e c t i v e  d a te  o f  t h i s  a d m i n i s t r a t i v e  

r u l e  was December 1 5 ,  1960.

Renewal

The re n e w a l  o f  l i c e n s e s  i s  a  r o u t i n e  m a t t e r  w i th  th e  

D epartm ent o f  S e c u r i t i e s  u n l e s s  th e  a p p l i c a n t  f a i l s , i n  some 

s p e c i f i c  way, t o  q u a l i f y .  I f ,  h o w ev e r ,  t h e  p r o p e r  amount o f  

bond i s  p o s t e d ,  and th e  minimum c a p i t a l  r u l e  o f  a d m i n i s t r a 

t i v e  r u l e  64-14 h as  been  s a t i s f i e d ,  re n e w a l  o f  th e  l i c e n s e  

i s  an a u to m a t ic  p r o c e d u re .

There a r e  no p e r i o d i c  checks  upon th e  l i c e n s e d  

a g e n t s ,  in v e s tm e n t  a d v i s e r s  and b r o k e r - d e a l e r s  i n  th e  s t a t e  

o f  Oklahoma. An i n v e s t i g a t i o n  i s  made when a l l e g a t i o n s  

have been  made by some i n d i v i d u a l  o r  agency c h a rg in g  a 

v i o l a t i o n  o r  i r r e g u l a r i t y  o f  some t y p e .  I n v e s t i g a t i o n s  a re  

a l s o  i n s t i g a t e d  by r e q u e s t s  from  o u t - o f - s t a t e  a g e n c ie s .

There i s ,  how ever,  no c o n t in u in g  c o n t r o l  mechanism e s t a b 

l i s h e d  f o r  i n d i v i d u a l s  i n  th e  s e c u r i t i e s  b u s in e s s  i n  Oklahoma.

^^Oklahoma S e c u r i t i e s  Commission A d m in i s t r a t i v e  
Rule 6 0 -8 .
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D e n ia l ,  R e v o c a t io n ,  S u s p e n s io n ,  C a n c e l l a t i o n ,  and 
W ithdraw al o f  R e g i s t r a t i o n

The S e c u r i t i e s  A d m in i s t r a to r  i s  g iv e n  r a t h e r  b ro a d  

powers i n  c o n n e c t io n  w i th  t h e  s u s p e n s io n  o f  r e g i s t r a t i o n  

p r i v i l e g e s .  He may su sp en d  an i n d i v i d u a l  i f  he  f in d s  t h a t  

t h e  o r d e r  i s  i n  t h e  p u b l i c  i n t e r e s t  o r  i f  he f i n d s  t h a t  t h e  

a p p l i c a n t  o r  r e g i s t r a n t :

1 . Has f i l e d  an a p p l i c a t i o n  which i s  in c o m p le te  

i n  any m a t e r i a l  r e s p e c t ,  o r  c o n ta in e d  any s t a t e m e n t  which 

was f a l s e  o r  m is le a d in g  i n  any m a t e r i a l  r e s p e c t ;

2. Has w i l l f u l l y  v i o l a t e d  o r  f a i l e d  t o  comply w i th  

any p r o v i s i o n  o f  th e  a c t ;

3. Has been  c o n v ic te d  i n  t h e  l a s t  t e n  y e a r s  o f  any 

m isdem eanor i n v o l v i n g  a s e c u r i t y  o r  any a s p e c t  o f  t h e  s e 

c u r i t i e s  i n d u s t r y ,  o r  any f e lo n y ;

4 . I s  p e rm a n e n t ly  o r  t e m p o r a r i l y  e n jo in e d  by any 

c o u r t  from e n g a g in g  i n  o r  c o n d u c t in g  any p r a c t i c e  i n v o lv in g  

any a s p e c t  o f  t h e  s e c u r i t i e s  i n d u s t r y ;

5 . I s  t h e  s u b j e c t  o f  an o r d e r  from  th e  A d m in is t r a 

t o r  su sp e n d in g  h i s  r i g h t  t o  a l i c e n s e  i n  t h i s  s t a t e ;

6 . I s  t h e  s u b j e c t  o f  an o r d e r  w i t h i n  t h e  p a s t  f i v e

y e a r s  by t h e  S e c u r i t i e s  A d m in i s t r a to r  o f  any s t a t e  o r  by 

th e  S e c u r i t i e s  and Exchange Commission r e v o k in g  th e  r e g i s 

t r a t i o n ,  o r  i s  th e  s u b j e c t  o f  an o r d e r  o f  t h e  S e c u r i t i e s

and Exchange Commission s u sp e n d in g  o r  e x p e l l i n g  him  from  a 

n a t i o n a l  s e c u r i t i e s  a s s o c i a t i o n ;
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7, Has engaged  i n  any d i s h o n e s t  o r  u n e t h i c a l  p r a c 

t i c e s  i n  th e  s e c u r i t i e s  b u s in e s s  ;

8, I s  i n s o l v e n t ;

9 , I s  n o t  q u a l i f i e d  on th e  b a s i s  o f  such  f a c t o r s  

as t r a i n i n g ,  e x p e r i e n c e ,  and know ledge;

10, Has f a i l e d  t o  e x e r c i s e  r e a s o n a b le  s u p e r v i s i o n  

o f  h i s  a g e n ts  o r  h i s  em ployees ;

11 , Has f a i l e d  to  pay th e  p ro p e r  f i l i n g  f e e ;

12 , Has n o t  l i v e d  i n  t h i s  s t a t e  f o r  a t  l e a s t  one

y e a r ,  i f  he o f f e r i n g  a  s e c u r i t y  r e g i s t e r e d  by q u a l i f i c a -  
26t i o n .

The a u t h o r i t y  o f  t h e  A d m in i s t r a to r  u n d e r  th e  Oklahoma 

S e c u r i t i e s  Act o f  19 59 i s  much b r o a d e r  and y e t  more c l o s e l y  

d e f in e d  th a n  i t  was u n d e r  th e  Blue Sky Law o f  1951, The 

r i g h t  t o  su sp en d  b e c a u se  an i n d i v i d u a l  i s  n o t  q u a l i f i e d  was 

n o t  found  i n  th e  1951 s t a t u t e .  T h is  power g iv e s  th e  Admini

s t r a t o r  r a t h e r  b ro a d  and d i s c r e t i o n a r y  pow er; h o w ev e r ,  he 

i s  l i m i t e d  by th e  s t a t u t e  i t s e l f  when i t  s e t s  o u t  w hat i s  

t o  be u sed  i n  a s c e r t a i n i n g  w h e th e r  o r  n o t  an i n d i v i d u a l  i s  

q u a l i f i e d .

The A d m in i s t r a to r  may, by o r d e r ,  p o s tp o n e  o r  su sp en d  

r e g i s t r a t i o n  o f  any ty p e  u n d e r  t h i s  a c t  p e n d in g  th e  f i n a l  

d e t e r m in a t io n  o f  any p ro c e e d in g  u n d e r  t h i s  s e c t i o n .  The 

A d m in i s t r a to r  must n o t i f y  th e  p a r t y  in v o lv e d  and h i s  em ployer

^^Oklahoma S t a t u t e s , T i t l e  71,  s e c ,  204,
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arid s t a t e  th e  r e a s o n s  f o r  th e  o r d e r .  The a p p l i c a n t  h a s  th e  

r i g h t  t o  a h e a r i n g ,  and one w i l l  be g r a n te d  w i th in  f i f t e e n  

days a f t e r  h e  r e q u e s t s  i t .  I f  he does n o t  r e q u e s t  a h e a r in g  

and th e  A d m in i s t r a to r  does n o t  o r d e r  o n e ,  th e  o r d e r  rem ains  

i n  e f f e c t  u n t i l  t h e  A d m in i s t r a to r  m o d i f ie s  i t  o r  d i s m is s e s  i t .

The A d m in i s t r a to r  may c a n c e l  th e  r e g i s t r a t i o n  o f  any 

a p p l i c a n t  o r  r e g i s t r a n t  i f :  he i s  d e c e a s e d ;  he  i s  no lo n g e r

d o in g  b u s in e s s  as a b r o k e r - d e a l e r ,  a g e n t ,  o r  in v e s tm e n t  a d 

v i s e r ;  he h as  been  ad ju d g e d  m e n ta l ly  in c o m p e te n t ;  he  i s  su b 

j e c t  t o  t h e  c o n t r o l  o f  a  c o m m it te e ,  c o n s e r v a t o r ,  o r  g u a r d ia n ;  

o r  he ca n n o t  be l o c a t e d  a f t e r  a r e a s o n a b le  s e a r c h .

Any i n d i v i d u a l  may w ith d raw  h i s  r e g i s t r a t i o n  a t  any 

t im e  he so  c h o o s e s ,  and i t  becomes e f f e c t i v e  t h i r t y  days a f t e r  

t h e  d a te  o f  w i th d ra w a l .

Summary o f  L ic e n se s  I s s u e d  

T a b le  3 i n d i c a t e s  t h e  number o f  i n d i v i d u a l s  l i c e n s e d  

by t h e  Oklahoma S e c u r i t i e s  Commission t o  engage i n  t h e  s e c u r i 

t i e s  b u s in e s s  i n  Oklahoma a t  t h e  end o f  each  y e a r .  As o f  De

cember 31 , 1960, t h e r e  were a  t o t a l  o f  1 ,024  p e o p le  l i c e n s e d .  

Of t h e s e ,  8 .8  p e r  c e n t  were l i c e n s e d  as  b r o k e r - d e a l e r s ,  90 .8  

p e r  c e n t  were l i c e n s e d  a s  a g e n t s ,  and .4  p e r  c e n t  were l i 

c e n se d  as in v e s tm e n t  a d v i s e r s .  T o ta l  r e g i s t r a t i o n s  f o r  

1960-1964 hav e  a p p ro x im a te ly  t h i s  same d i s t r i b u t i o n .  B ro k er-  

d e a l e r s  as a  p e r c e n ta g e  o f  t h e  t o t a l  have  d e c l in e d  from  1960 

t o  1964 b u t  s t i l l  compose 6 .3  p e r  c e n t  o f  th e  t o t a l  r e g i s 

t r a t i o n .  T o t a l  a g e n t  r e g i s t r a t i o n s  have v a r i e d  betw een
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TABLE 3

BROKER-DEALERS, AGENTS, AND INVESTMENT ADVISERS 
REGISTERED WITH THE OKLAHOMA SECURITIES 

COMMISSION AT THE END OF THE YEAR 
1960-1964

Y ear
B ro k e r -
D e a le r s A gents

In v e s tm e n t
A d v is e rs T o ta l

1960 90 930 4 1 ,0 2 4

1961 10 7 1 ,394 7 1 ,508

1962 131 1,460 9 1,600

1963 132 1,538 10 1,680

1964 10 8 1 ,610 8 1 ,726  ,

S o u rce :  1964 Oklahoma S e c u r i t i e s  Commission Annual
R ep o r t  t o  th e  G overnor and Members o f  th e  L e g i s l a t u r e ,  p .  9.
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90 .8  p e r  c e n t  i n  1960 to  93 .3  p e r  c e n t  i n  1964 when e x p r e s s e d  

as  p e r  c e n t s  o f  th e  t o t a l  f o r  each  y e a r .

T o ta l  r e g i s t r a t i o n s  i n c r e a s e d  by 47 .3  p e r  c e n t  b e 

tw een 1960 and 1961. However, s i n c e  t h a t  t im e  th e  i n c r e a s e s  

each  y e a r  have been  i n  th e  v i c i n i t y  o f  5 p e r  c e n t .  The i n 

c r e a s e  i n  t o t a l  r e g i s t r a t i o n s  i n  1964 was o n ly  2 .7  p e r  c e n t .

The t o t a l  r e g i s t r a t i o n  f i g u r e s  f o r  1965 w i l l  be 

a v a i l a b l e  a f t e r  t h e  r e l e a s e  o f  th e  Oklahoma S e c u r i t i e s  Com

m is s io n  Annual R ep o r t  t o  th e  G overnor and Members o f  th e  

L e g i s l a t u r e .



CHAPTER VII 

REGULATION AND CONTROL OF SECURITIES

Types o f  R e g i s t r a t i o n  

The Oklahoma S e c u r i t i e s  Commission e x e r c i s e s  g r e a t e r  

c o n t r o l  o v e r  s e c u r i t i e s ,  b o th  b e f o r e  and a f t e r  t h e i r  r e g i s 

t r a t i o n  th a n  o v e r  t h e  l i c e n s i n g  o f  a g e n t s ,  b r o k e r - d e a l e r s  

and in v e s tm e n t  a d v i s e r s .

In  th e  r e g i s t r a t i o n  o f  s e c u r i t i e s  more r i g i d  r e 

q u i re m e n ts  a r e  e n c o u n te r e d  i n  t h e  r e g i s t r a t i o n  p r o c e s s ,  and 

th e  c o n t in u in g  e x a m in a t io n  o f  r e g i s t e r e d  com panies i s  more 

p ronounced  th a n  i s  r e q u i r e d  f o r  b r o k e r - d e a l e r s ,  a g e n ts  and 

in v e s tm e n t  a d v i s e r s .  As was i n d i c a t e d  i n  C h a p te r  IV o f  t h i s  

p a p e r ,  r e g i s t r a t i o n  o f  s e c u r i t i e s  can be a c c o m p lish e d  by 

n o t i f i c a t i o n ,  c o o r d i n a t i o n ,  o r  q u a l i f i c a t i o n .

R e g i s t r a t i o n  by N o t i f i c a t i o n  

One method o f  r e g i s t r a t i o n  a v a i l a b l e  to  an i s s u e r  

i s  n o t i f i c a t i o n .  Companies who m eet th e  s t a n d a r d s  s e t  o u t  

i n  th e  s t a t u t e s  a r e  e l i g i b l e  f o r  t h i s  ty p e  o f  r e g i s t r a t i o n .  

C o rp o ra t io n s  i n  t h i s  c a te g o r y  a r e  u s u a l l y  w e l l  e s t a b l i s h e d  

and f i n a n c i a l l y  s o l i d  c o r p o r a t i o n s ,
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Under t h e  p r o v i s io n s  o f  th e  Oklahoma S e c u r i t i e s  Act 

o f  1959, th e  f o l lo w in g  s e c u r i t i e s  a r e  e l i g i b l e  f o r  r e g i s 

t r a t i o n  by n o t i f i c a t i o n ;

1. Any s e c u r i t i e s  whose i s s u e r  and any p r e d e c e s 
s o r s  have  been  i n  c o n t in u o u s  o p e r a t i o n  f o r  a t  l e a s t  
f i v e  y e a r s  i f  (a )  t h e r e  h as  been  no d e f a u l t  d u r in g  th e  
c u r r e n t  f i s c a l  y e a r  o r  w i t h i n  th e  t h r e e  p r e c e d in g  
f i s c a l  y e a r s  i n  th e  paym ent o f  p r i n c i p a l ,  i n t e r e s t ,  o r  
d iv id e n d ,  o r  i n  any s e c u r i t y  o f  th e  i s s u e r  w i th  a 
f i x e d  m a t u r i t y ,  d iv id e n d ,  o r  i n t e r e s t  paym ent, and
(b) th e  i s s u e r  and any p r e d e c e s s o r s  d e te rm in e d  i n  a c 
co rd a n c e  w i th  g e n e r a l l y  a c c e p te d  a c c o u n t in g  p r a c t i c e s  ; 
( i )  which a r e  a p p l i c a b l e  to  a l l  s e c u r i t i e s  w i th o u t  a 
f i x e d  m a t u r i t y ,  i n t e r e s t  o r  d iv id e n d  p r o v i s i o n  e q u a l  t o  
a t  l e a s t  f i v e  p e r  c e n t  o f  th e  amoupt o f  such  o u t s t a n d i n g  
s e c u r i t i e s ,  o r  ( i i )  i f  t h e  i s s u e r  h a s  n o t  had  s e c u r i 
t i e s  o f  th e  ty p e  i n  ( i )  o f  a l l  s e c u r i t i e s  which w i l l  
be o u t s t a n d i n g  i f  a l l  t h e  s e c u r i t i e s  b e in g  o f f e r e d  o r  
p ro p o se d  t o  be o f f e r e d  (w h e th e r  o r  n o t  r e g i s t e r e d  i n  
t h i s  s t a t e )  a r e  i s s u e d ;

2, Any s e c u r i t i e s  ( o t h e r  th a n  a  c e r t i f i c a t e  o f  
i n t e r e s t  o r  p a r t i c i p a t i o n  i n  an o i l ,  g a s ,  o r  m in ing  
t i t l e  o r  l e a s e )  r e g i s t e r e d  f o r  n o n - i s s u e r  d i s t r i b u t i o n  
o f  (a )  any s e c u r i t i e s  o f  th e  same h a s  e v e r  been  r e g i s 
t e r e d  u n d e r  t h i s  a c t  o r  a  p r e d e c e s s o r  a c t ,  o r  (b )  t h e  
s e c u r i t i e s  b e in g  r e g i s t e r e d  was o r i g i n a l l y  i s s u e d  p u r 
s u a n t  t o  an exem ption  u n d e r  t h i s  a c t  o r  a  p r e d e c e s s o r  
a c t .

A l a r g e  p o r t i o n  o f  t h e  Blue Sky Law o f  1931 was de

v o te d  t o  d e b t  o b l i g a t i o n s  i n  th e  p o r t i o n  o f  t h e  law r e a l i z 

in g  r e g i s t r a t i o n  by n o t i f i c a t i o n .  E s p e c i a l l y  p ro m in en t  

w ere th e  m en tions  made o f  r e a l  e s t a t e  o b l i g a t i o n s .  R eal 

e s t a t e  s e c u r i t i e s  a r e  n o t i c e a b l y  a b s e n t  from th e  c u r r e n t  

p r o v i s i o n s  o f  th e  law . The p r e v io u s  law was a l s o  more e x 

p l i c i t  i n  some o f  th e  q u a n t i t a t i v e  f e a t u r e s  o f  any s e c u r i 

t i e s  r e g i s t e r e d  u n d e r  t h i s  s e c t i o n .  The s e t t i n g  o f  minimum

^Oklahoma S t a t u t e s , T i t l e  71, s e c .  302.
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s t a n d a r d s  u n d e r  th e  e a r l i e r  s t a t u t e  f o r  t im e s  i n t e r e s t -  

e a rn e d  f i g u r e s  have  been  d e l e t e d  from  th e  c u r r e n t  law . The 

s t a t u t e  i s  w r i t t e n  a more g e n e r a l  f a s h io n  w i th  th e  rem oval 

o f  th e  minimum f i g u r e s ,  m ere ly  r e q u i r i n g  no d e f a u l t  i n  i n 

t e r e s t ,  d iv id e n d ,  o r  m a t u r i t y  paym ents .

An i s s u e  r e g i s t e r e d  by n o t i f i c a t i o n  must f i l e  a 

r e g i s t r a t i o n  s t a t e m e n t .  The a p p l i c a n t  must p ro v id e  t h e  

Oklahoma S e c u r i t i e s  Commission th e  f o l lo w in g  in f o r m a t io n ;

1 . Name and a d d re s s  o f  t h e  a p p l i c a n t ;

2 .  S ta te m e n t  t e l l i n g  i f  t h e  a p p l i c a t i o n  i s  i s s u e r ,  

a  r e g i s t e r e d  b r o k e r - d e l a e r , o r  any o t h e r  p e r s o n  on whose 

b e h a l f  th e  s e c u r i t i e s  a r e  t o  be o f f e r e d ;

3. I s s u e r ' s  name, a d d r e s s  o f  p r i n c i p a l  b u s in e s s  

o f f i c e ,  and a d d re s s  o f  p r i n c i p a l  b ran ch  o f f i c e  i n  Oklahoma;

4. I f  i s s u e r  i s  c o r p o r a t i o n ,  th e  s t a t e  i n  which 

i n c o r p o r a t e d ;

5. The c l a s s  and amount o f  s e c u r i t i e s  t o  be o f f e r e d  

f o r  s a l e ;

6 . Maximum o f f e r i n g  p r i c e  p e r  u n i t  and th e  number 

o f  s e c u r i t i e s  t o  be o f f e r e d  i n  Oklahoma;

7. Maximum a g g r e g a te  o f f e r i n g  p r i c e  o f  s e c u r i t i e s  

t o  be o f f e r e d  i n  Oklahoma;

8. Amount and r a t e  o f  com m ission t o  be p a id  p e r

u n i t ;

9. A s ta t e m e n t  r e g a r d i n g  how many y e a r s  th e  i s s u e r  

h a s  been  i n  c o n t in u o u s  o p e r a t i o n ;
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10. A s ta t e m e n t  r e g a r d i n g  any a d v e r s e  o r d e r ,  j u d g 

ment o r  d e c re e  e n t e r e d  i n  c o n n e c t io n  w i th  th e  o f f e r i n g  by 

th e  r e g u l a t o r y  a u t h o r i t i e s  i n  any s t a t e  o r  by any c o u r t  o r  

by th e  S e c u r i t i e s  and Exchange Commission;

11. A s t a t e m e n t  o f  e a r n i n g s ,  d e m o n s t r a t in g  e l i g i 

b i l i t y  f o r  r e g i s t r a t i o n  by n o t i f i c a t i o n ;  t h e s e  e l i g i b i l i t y  

r e q u i r e m e n ts  w i l l  be d i s c u s s e d  i n  d e t a i l  l a t e r  i n  t h i s  

c h a p t e r ;

12. A d e s c r i p t i o n  o f  i s s u e r  and any s i g n i f i c a n t  

s u b s i d i a r y ,  and f o r  any p e r s o n  o f  whose b e h a l f  any p a r t  o f  

t h e  o f f e r i n g  i s  t o  be made, h i s  nam e, and a d d r e s s , th e  

amount o f  s e c u r i t i e s  o f  i s s u e r  h e l d  a s  o f  th e  d a te  o f  f i l i n g  

th e  a p p l i c a t i o n ,  and a s t a t e m e n t  o f  h i s  r e a s o n s  f o r  m aking 

th e  o f f e r i n g ;

13. F i n a n c i a l  s t a t e m e n t  o f  i s s u e r  and any s i g n i f i 

c a n t  s u b s i d i a r y  p r e p a r e d  n o t  more th a n  f o u r  months p r i o r  to  

th e  d a te  o f  a p p l i c a t i o n ;

14. The b a la n c e  s h e e t s  and income s t a t e m e n t s  f o r  

i s s u e r  and any s i g n i f i c a n t  s u b s i d i a r y  f o r  th e  two f i s c a l  

y e a r s  p r e c e d in g  th e  y e a r  o f  f i l i n g ,  accom panied  by an 

o p in io n  o f  an in d e p e n d e n t  c e r t i f i e d  p u b l i c  a c c o u n ta n t  o r  

an in d e p e n d e n t  p u b l i c  a c c o u n ta n t  c o v e r in g  th e  f i n a n c i a l  

s t a t e m e n t s  ;

15. A spec im en  o r  copy o f  t h e  s e c u r i t y  t o  be 

r e g i s t e r e d ;

16 . Copy o f  any p r o s p e c t u s ,  p a m p h le t ,  c i r c u l a r .
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form  l e t t e r ,  a d v e r t i s e m e n t ,  o r  o t h e r  s a l e s  l i t e r a t u r e  i n 

te n d e d  t o  be u se d  i n  c o n n e c t io n  w i th  t h e  p ro p o se d  o f f e r i n g ;

17. O p in ion  as t o  v a l i d i t y  and l e g a l i t y  o f  th e  

s e c u r i t y ,  f u r n i s h e d  by co m p eten t l e g a l  c o u n s e l ,  n o t  an o f f i 

c e r  o r  d i r e c t o r  o f  t h e  i s s u e r ;

18. An i r r e v o c a b l e  c o n s e n t  t o  s e r v i c e  o f  p r o c e s s  

i n  Oklahoma and a r e s o l u t i o n  o f  t h e  a p p l i c a n t ' s  b o a rd  o f  

d i r e c t o r s  ;

19. The w r i t t e n  c o n s e n t  o f  any a t t o r n e y ,  a c c o u n t 

a n t ,  a p p r a i s e r ,  o r  o t h e r  p e r s o n  who i s  named as  h a v in g  p r e 

p a re d  o r  c e r t i f i e d  a  r e p o r t  o r  v a l u a t i o n ,  which i s  u s e d  i n  

c o n n e c t io n  w i th  t h e  a p p l i c a t i o n ;

20. S ta te m e n t  o f  a l l  e s t i m a t e d  e x p e n se s  o f  o f f e r i n g ;

21. Names and a d d r e s s e s  o f  u n d e r w r i t e r s ;

22. A s p e c i f i c  d e s c r i p t i o n  o f  t h e  p l a n  o f  o f f e r i n g ;

23. A l i s t  o f  o p t io n s  g r a n te d  o r  t o  be g r a n t e d ,  o r  

any ag reem en t t o  i s s u e  s to c k  f o r  o t h e r  th a n  c a s h :  and

24. The p r o p e r  f i l i n g  f e e ;

The c o n s e n t  t o  s e r v i c e  o f  p r o c e s s  and th e  r e s o l u t i o n  

o f  th e  b o a rd  o f  d i r e c t o r s  a r e  th e  same docum ents r e q u i r e d  

and d i s c u s s e d  u n d e r  t h e  l i c e n s i n g  p ro c e d u re  f o r  b r o k e r - d e a l e r s .

The r e g i s t r a t i o n  s t a t e m e n t  u n d e r  t h i s  s e c t i o n  a u t o 

m a t i c a l l y  becomes e f f e c t i v e  a t  2:00 p .m . c e n t r a l  s t a n d a r d  

t im e  on th e  seco n d  f u l l  b u s in e s s  day a f t e r  t h e  f i l i n g  o f  th e

^Oklahoma S t a t u t e s , T i t l e  71, s e c .  302; and Oklahoma
S e c u r i t i e s  Commission Form 30 3.
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r e g i s t r a t i o n  s t a t e m e n t ,  i f  no s to p  o r d e r  i s  i s s u e d  o r  i n  

e f f e c t .

R e g i s t r a t i o n  by C o o rd in a t io n

The S e c u r i t i e s  Act o f  1959 a l lo w s  r e g i s t r a t i o n  by 

c o o r d in a t io n  f o r  t h e  f i r s t  t im e  i n  Oklahoma. This  new 

method o f  r e g i s t e r i n g  an i s s u e  a l lo w s  a company t o  a v o id  

d u p l i c a t i o n  o f  e f f o r t  by c o o r d i n a t in g  i t s  r e g i s t r a t i o n  w i th  

t h e  o t h e r  s t a t e  a n d /o r  f e d e r a l  a g e n c i e s . Any s e c u r i t i e s  

w i th  a r e g i s t r a t i o n  s ta t e m e n t  f i l e d  u n d e r  th e  S e c u r i t i e s  

Act o f  1933 may be r e g i s t e r e d  by c o o r d i n a t io n  w i th  th e  

Oklahoma S e c u r i t i e s  Commission. The f o l lo w in g  in f o r m a t io n  

i s  r e q u i r e d  by th e  Oklahoma S e c u r i t i e s  Commission i n  connec

t i o n  w i th  a  r e g i s t r a t i o n  by c o o r d i n a t io n :

1. The name and a d d re s s  o f  th e  a p p l i c a n t ;

2. A s t a t e m e n t  showing w h e th e r  th e  a p p l i c a n t  i s  th e  

i s s u e r ,  a r e g i s t e r e d  b r o k e r - d e a l e r ,  o r  a n o th e r  p e r so n  on 

whose b e h a l f  th e  s e c u r i t i e s  w i l l  be o f f e r e d ;

3. Name and a d d re s s  o f  i s s u e r s  p r i n c i p a l  b u s in e s s

o f f i c e  ;

U, L o c a t io n  o f  p r i n c i p a l  b ran ch  o f f i c e  i n  Oklahoma;

5, A s t a t e m e n t  i f  i s s u e r  i s  a c o r p o r a t i o n ,  and what 

s t a t e  i n c o r p o r a t e d  i n ;

6 ;  C la ss  and amount o f  s e c u r i t i e s  t o  be  o f f e r e d ;

7. Maximum o f f e r i n g  p r i c e  p e r  s e c u r i t y  and number 

o f  s e c u r i t i e s  t o  be o f f e r e d  i n  Oklahoma;

8. A s t a t e m e n t  r e g a r d in g  th e  s t a t e s  i n  which a
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r e g i s t r a t i o n  s ta t e m e n t  o r  s i m i l a r  document i n  c o n n e c t io n  

w i th  th e  o f f e r i n g  h as  been  o r  i s  t o  be f i l e d ?

9. Maximum a g g r e g a te  o f f e r i n g  p r i c e  o f  s e c u r i t i e s  

t o  be o f f e r e d  i n  Oklahoma;

10. Amount and r a t e  o f  com m ission t o  be p a id  p e r

u n i t ;

11. A s ta t e m e n t  r e g a r d i n g  any a d v e r s e  o r d e r ,  j u d g 

ment o r  d e c re e  e n t e r e d  i n  c o n n e c t io n  w i th  th e  o f f e r i n g  by 

th e  r e g u l a t o r y  a u t h o r i t i e s  i n  any s t a t e  o r  by any c o u r t  o r  

by th e  S e c u r i t i e s  and Exchange Commission;

12. One copy o f  th e  r e g i s t r a t i o n  s t a t e m e n t  f i l e d  

u n d e r  t h e  S e c u r i t i e s  Act o f  1933, and two (2 )  c o p ie s  o f  th e  

p r o s p e c t u s ,  t o g e t h e r  w i th  a l l  amendments as  o f  f i l i n g  d a t e ;

13. One copy o f  th e  a r t i c l e s  o f  i n c o r p o r a t i o n  and 

by-hws o f  i s s u e r ,  o r  t h e i r  e q u i v a l e n t  c u r r e n t l y  i n  e f f e c t ;

14. A specim en o r  copy o f  s e c u r i t y  t o  be r e g i s t e r e d ;

15. C onsent t o  s e r v i c e  o f  p ro c e s s  i n  Oklahoma;

16. R e s o lu t io n  o f  i s s u e r ' s  b o a rd  o f  d i r e c t o r s ;

17. The name o f  an Oklahoma b r o k e r - d e a l e r ;  and

18. The p r o p e r  f i l i n g  f e e  i n  c o n n e c t io n  w i th  th e
3

r e g i s t r a t i o n .

The a p p l i c a t i o n  m ust be s ig n e d  by th e  a p p l i c a n t  f o r  

r e g i s t r a t i o n  b e f o re  a n o ta r y  p u b l i c .

Any r e g i s t r a t i o n  s t a t e m e n t  f i l e d  u n d e r  t h i s  s e c t i o n

^Oklahoma S t a t u t e s , T i t l e  71 , s e c .  303 and Oklahoma 
S e c u r i t i e s  Commission Form 303.
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a u t o m a t i c a l l y  becomes e f f e c t i v e  a t  th e  same t im e  th e  f e d e r a l  

r e g i s t r a t i o n  s t a t e m e n t  becomes e f f e c t i v e  i f  t h e r e  i s  no s to p  

o r d e r  i n  e f f e c t ,  a l l  n e c e s s a r y  r e q u i re m e n ts  h av e  been  m et ,  

t h e  r e g i s t r a t i o n  s t a t e m e n t  h a s  been  on f i l e  f o r  a t  l e a s t  

t e n  d a y s , and a  s t a t e m e n t  r e g a r d i n g  maximum and minimum o f 

f e r i n g  p r i c e s  h as  been  on f i l e  f o r  a t  l e a s t  two b u s in e s s  

d a y s .

The b u rd en  o f  n o t i f y i n g  th e  S e c u r i t i e s  A d m in i s t r a to r  

t h a t  t h e  f e d e r a l  r e g i s t r a t i o n  s t a t e m e n t  h a s  been  app roved  

by th e  S e c u r i t i e s  and Exchange Commission i s  p l a c e d  on th e  

r e g i s t r a n t .  T h is  can be done by e i t h e r  t e l e p h o n e  o r  t e l e 

g ra p h .

R e g i s t r a t i o n  by Q u a l i f i c a t i o n

R e g i s t r a t i o n  by q u a l i f i c a t i o n  i s  th e  m ost w id e ly  

u se d  method o f  r e g i s t r a t i o n  i n  th e  s t a t e  o f  Oklahoma, Se

c u r i t i e s  n o t  r e g i s t e r e d  by e i t h e r  n o t i f i c a t i o n  o r  co 

o r d i n a t i o n  must be r e g i s t e r e d  by q u a l i f i c a t i o n ,  and any 

s e c u r i t y  may be r e g i s t e r e d  i n  t h i s  m anner. R e g i s t r a t i o n  

by q u a l i f i c a t i o n  r e q u i r e s  t h a t  t h e  a p p l i c a n t  m eet th e  

minimum s ta n d a r d s  e s t a b l i s h e d  i n  th e  s t a t u t e s  f o r  f i l i n g  

by t h i s  m ethod. The Oklahoma S e c u r i t i e s  Commission r e q u i r e s  

t h e  f o l l o w in g  in fo r m a t io n  and documents f o r  r e g i s t r a t i o n  by 

q u a l i f i c a t i o n ;

1 , The i s s u e r ’s name, a d d re s s  and form  o f  o r g a n i z a 
t i o n ;  s t a t e  o f  f o r e i g n  j u r i s d i c t i o n  and d a te  o f  o r g a n i z a 
t i o n ;  g e n e r a l  c h a r a c t e r  and l o c a t i o n  o f  i t s  b u s i n e s s ,  
d e s c r i p t i o n  o f  p h y s i c a l  p r o p e r t y  and e q u ip m e n t;  and a
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s t a t e m e n t  o f  th e  g e n e r a l  c o m p e t i t iv e  c o n d i t i o n s  i n  th e  
i n d u s t r y  o r  b u s in e s s  i n  w hich i t  i s  o r  w i l l  be en g ag ed ;

2 . The name, a d d r e s s ,  and o c c u p a t io n  f o r  th e  p a s t  
f i v e  y e a r s  o f  e v e ry  d i r e c t o r  and o f f i c e r  o f  th e  i s s u e r ;  
th e  amount o f  s e c u r i t i e s  o f  th e  i s s u e r  h e l d  by him  as o f  
a c e r t a i n  d a te  w i t h i n  30 days o f  th e  d a te  o f  th e  r e g i s 
t r a t i o n  s t a t e m e n t ;  th e  amount o f  s e c u r i t i e s  b e in g  r e g i s 
t e r e d  t o  w hich he  h as  s u b s c r i b e d ;

3. The s a l a r i e s  o f  a l l  o f f i c e r s  and d i r e c t o r s  d u r 
in g  th e  p a s t  12 months and p r e d i c t e d  f o r  t h e  n e x t  12 
months ;

4 . Any p e r s o n  owning 10 p e r  c e n t  o r  more o f  th e  
o u t s t a n d i n g  s h a r e s ,  t h e  same in f o r m a t io n  as  i n  No. 2 
above ;

5 . I f  t h e  i s s u e r  was o r g a n iz e d  w i t h i n  th e  l a s t  
t h r e e  y e a r s ,  t h e  same i n f o r m a t i o n  as  i n  No. 2 w i th  r e 
s p e c t  t o  e v e ry  p ro m o te r  o f  t h e  i s s u e ;  any amount p a id  
t o  him and o p t i o n  o r  o p t io n s  e x te n d e d  o r  o t h e r  b e n e f i t s  
w i t h i n  t h a t  p e r i o d  o r  i n t e n d e d  t o  be  p a id  t o  h im , and 
th e  c o n s i d e r a t i o n  f o r  any su ch  payment ;

6 .  I n  r e g a r d  t o  any p e r s o n  on whose b e h a l f  any 
p a r t  o f  t h e  o f f e r i n g  i s  made i n  a  n o n - i s s u e r  d i s t r i 
b u t i o n :  name and a d d r e s s ;  amount o f  th e  s e c u r i t i e s  o f  
t h e  i s s u e r  h e l d  by him  on th e  d a te  o f  th e  r e g i s t r a t i o n  
s t a t e m e n t ;  a  d e s c r i p t i o n  o f  any m a t e r i a l  i n t e r e s t  i n  
any t r a n s a c t i o n  w i th  t h e  i s s u e r  w i t h i n  th e  p a s t  t h r e e  
y e a r s  ; and a s t a t e m e n t  o f  h i s  r e a s o n s  f o r  m aking t h i s

■ o f f e r i n g ;
7. C u r r e n t  and p ro  fo rm a c a p i t a l i z a t i o n  and lo n g 

te rm  d e b t  o f  t h e  i s s u e r  and s u b s i d i a r i e s ,  i n c l u d i n g  a 
d e s c r i p t i o n  o f  each  s e c u r i t y  o u t s t a n d i n g  o r  b e in g  
r e g i s t e r e d  o r  o t h e r  w ise  o f f e r e d ,  and a s t a t e m e n t  o f  
t h e  amount and k in d  o f  c o n s i d e r a t i o n  f o r  w hich  th e  
i s s u e r  a n d /o r  s u b s i d i a r y  h as  i s s u e d  any s e c u r i t i e s  
w i t h i n  th e  p a s t  two y e a r s  o r  i s  o b l i g a t e d  t o  i s s u e  any 
o f  i t s  s e c u r i t i e s  ;

8. The k in d  and amount o f  th e  s e c u r i t i e s  to  be 
o f f e r e d ;  p ro p o se d  o f f e r i n g  p r i c e  o r  th e  method by which 
i t  i s  to  be com puted; b a s i s  upon w hich th e  o f f e r i n g  i s  
t o  be made i f  o t h e r  th a n  f o r  each  c a s h ;  e s t i m a t e d  
u n d e r w r i t i n g  and s e l l i n g  d i s c o u n t s  o r  com m issions and 
f i n d e r s  f e e s  ; t h e  e s t i m a t e d  amounts o f  o t h e r  s e l l i n g  
ex p e n se s  i n c l u d i n g  l e g a l ,  e n g i n e e r i n g  and a c c o u n t in g  
c h a r g e s ,  names and a d d r e s s e s  o f  e v e ry  u n d e r w r i t e r  and 
e v e ry  r e c i p i e n t  o f  a  f i n e r s  f e e ,  a copy o f  any u n d e r 
w r i t i n g  o r  s e l l i n g - g r o u p  a g re e m e n t ,  and a d e s c r i p t i o n  
o f  th e  p la n  o f  d i s t r i b u t i o n  o f  any s e c u r i t i e s  which 
a r e  to b e  o f f e r e d  o t h e r  th a n  th ro u g h  an u n d e r w r i t e r ;

9 .  The e s t i m a t e d  cash  p ro c e e d s  t o  be r e c e i v e d  by 
th e  i s s u e r  from  th e  o f f e r i n g ;  t h e  p u rp o se s  f o r  which 
th e  p ro c e e d s  a r e  t o  be u s e d  by th e  i s s u e r ;  and th e
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o r d e r  o f  p r i o r i t y  i n  which t h e  p ro c e e d s  w i l l  be u sed  
f o r  th e  p u rp o se s  s t a t e d ;

10. A d e s c r i p t i o n  o f  any s to c k  o p t io n s  o r  o t h e r  
s e c u r i t i e s  o p t io n  o u t s t a n d i n g  o r  t o  be c r e a t e d  i n  con
n e c t i o n  w i th  th e  o f f e r i n g ;

11. The d a t e s ,  p a r t i e s  t o ,  and g e n e r a l  e f f e c t  
b r i e f l y  s t a t e d  o f  e v e ry  management o f  m a t e r i a l  c o n t r a c t  
made o r  t o  be made o t h e r  th a n  i n  t h e  o r d in a r y  c o u rse
o f  b u s in e s s  i f  i t  i s  t o  be p e r fo rm e d  i n  whole o r  i n  
p a r t  a t  o r  a f t e r  t h e  f i l i n g  o f  t h e  r e g i s t r a t i o n  s t a t e 
m en t,  o r  i f  i t  was made w i t h i n  th e  p a s t  two y e a r s ;

12. A copy o f  any p r o s p e c t u s ,  p a m p h le t ,  c i r c u l a r ,  
l e t t e r ,  a d v e r t i s e m e n t ,  o r  o t h e r  s a l e s  l i t e r a t u r e  i n 
te n d e d  t o  be u sed  i n  c o n n e c t io n  w i th  th e  o f f e r i n g ;

13. A copy o f  th e  s e c u r i t y  b e in g  r e g i s t e r e d ;  a 
copy o f  th e  i s s u e r ' s  a r t i c l e s  o f  i n c o r p o r a t i o n  and by
laws ; and a copy o f  any i n d e n t u r e  o r  o t h e r  in s t r u m e n t  
c o v e r in g  th e  s e c u r i t y  to  be r e g i s t e r e d ;

14. An o p in io n  o f  c o u n s e l  a s  t o  th e  l e g a l i t y  o f  
th e  s e c u r i t i e s  b e in g  r e g i s t e r e d ,  s t a t i n g  w h e th e r  th e  
s e c u r i t i e s  when s o ld  w i l l  be l e g a l l y  i s s u e d ,  f u l l y  
p a id  and n o n - a s s e s s a b l e , and i f  a d e b t  s e c u r i t y ,  a 
b in d in g  o b l i g a t i o n  o f  th e  i s s u e r ;

15. The w r i t t e n  c o n s e n t  o f  any a c c o u n t a n t ,  e n g i n e e r ,  
o r  a p p r a i s e r ,  o r  any o t h e r  p e r s o n  whose p r o f e s s i o n  g iv e s  
a u t h o r i t y  t o  a s t a t e m e n t  made by h im ;

16. The b a la n c e  s h e e t  o f  th e  i s s u e r  d a te d  w i t h i n  
f o u r  months p r i o r  t o  t h e  r e g i s t r a t i o n  s t a t e m e n t  d a t e ;  
a p r o f i t  and lo s s  s t a t e m e n t  and a n a l y s i s  o f  s u r p lu s  
f o r  each  o f  th e  t h r e e  f i s c a l  y e a r s  p r e c e d in g  th e  d a te
o f  th e  b a la n c e  s h e e t  and f o r  th e  p e r io d  be tw een  th e  l a s t  
f i s c a l  y e a r  and th e  d a te  o f  t h e  b a la n c e  s h e e t ;  and

17. Such a d d i t i o n a l  in f o r m a t io n  as  th e  A d m in i s t r a to r  
r e q u i r e s  by r u l e  o r  o r d e r . ^

A r e g i s t r a t i o n  s t a t e m e n t  u n d e r  t h i s  s e c t i o n  becomes 

e f f e c t i v e  upon th e  o r d e r  o f  th e  A d m i n i s t r a t o r .

P erhaps  th e  m ost c r u c i a l  document t o  be f i l e d  i n  

c o n n e c t io n  w i th  th e  a p p l i c a t i o n  f o r  r e g i s t r a t i o n  by q u a l i f i 

c a t i o n  i s  th e  p r o s p e c t u s .^  Only one a p p l i c a t i o n  f o r  r e g i s 

t r a t i o n  o f  s e c u r i t i e s  d u r in g  th e  f i s c a l  y e a r  1964 was

^Oklahoma S t a t u t e s ,  T i t l e  71 , s e c .  304.

^ Interview  w ith  Carl E n g lin g ,  June 7 ,  1965.
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approved  as i t  was o r i g i n a l l y  s u b m i t t e d ,  i . e . ,  w i th o u t  

h a v in g  to  r e t u r n  i t  t o  th e  a p p l i c a n t  f o r  c o r r e c t i o n s , and 

th e  most commonly r e c u r r i n g  p rob lem  was th e  p r o s p e c t u s .^

The p r o s p e c tu s  i s  th e  p r i n c i p a l  i n s t r u m e n t  th ro u g h  

which th e  g e n e r a l  p u b l i c  o b t a i n s  in f o r m a t io n  r e g a r d i n g  s e 

c u r i t i e s  b e in g  o f f e r e d  f o r  s a l e .  The p u rp o se  i s  t o  g e t  com

p l e t e  and a c c u r a t e  i n f o r m a t io n  t o  th e  i n v e s t i n g  p u b l i c ,  co n -
n

s i s t e n t  w i th  th e  s p i r i t  o f  th e  Oklalioma S e c u r i t i e s  A c t ,  A 

p u b l i c a t i o n  o f  th e  Oklahoma S e c u r i t i e s  Commission s e t s  o u t  

t h e s e  g e n e r a l  g u i d e l i n e s  t o  be fo l lo w e d  when c o m p i l in g  t h e  

p r o s p e c tu s  ;

The o f f e r i n g  c i r c u l a r  s h o u ld  s e t  f o r t h  i n f o r m a t io n  
i n  a c l e a r ,  c o n c i s e ,  u n d e r s t a n d a b le  m anner, f r e e  o f  
u n n e c e s s a ry  and i r r e l e v a n t  d e t a i l s  o r  t e c h i c a l  l a n g u a g e .

The f o l lo w in g  w i l l  be d e l e t e d :
1 .  R e fe re n c e s  t o  o t h e r  c o m p an ie s ,  n o t  a f f i l i a t e s  

o f  t h e  i s s u e r ,  by way o f  com parison  o r  i n  any o t h e r  
m anner;

2. " P u f f in g "  o f  t h e  i s s u e r ’ s h i s t o r y  o r  o f  o f f i 
c i a l  ’ s b ack g ro u n d s  ;

3 . Use o f  c o l o r s ,  e y e - c a t c h i n g  d e s ig n s  and p i c t u r e s ;
4 . Any s u b j e c t  m a t t e r  which goes f u r t h e r  th a n  a 

f a i r  and f a c t u a l  p r e s e n t a t i o n  n e c e s s a r y  to  d i s c l o s e  th e  
m a t e r i a l  f a c t s .®

The form  s u g g e s te d  by th e  Oklahoma S e c u r i t i e s  Com

m is s io n  i n  c o m p il in g  th e  p r o s p e c tu s  and th e  in f o r m a t io n  r e 

q u i r e d  u n d e r  each  i t e m  i n c l u d e s :

1 . On th e  f r o n t  page o f  t h e  p r o s p e c tu s  th e  name o f

C
In te r v ie w  w ith  Carl E n g lin g ,  June 7 ,  1965.

^I b i d .

^G en era l  I n fo r m a t io n  R eg a rd in g  th e  O f f e r in g  C i r c u l a r , 
Oklahoma S e c u r i t i e s  Com m ission, Oklahoma.
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t h e  company, number o f  s h a r e s  and p a r  v a lu e  i f  c a p i t a l  s to c k  

o r  t o t a l  amount and f a c e  amount p e r  u n i t  i f  d e b t  s e c u r i t i e s , 

a  s t a t e m e n t  t h a t  th e  s e c u r i t i e s  a r e  o f f e r e d  u n d e r  a  p e r m i t  

w hich i s  p e r m is s iv e  i n  n a t u r e  and does n o t  c o n s t i t u t e  a 

recom m endation  o r  en d o rsem en t o f  t h e  Oklahoma S e c u r i t i e s  

Com m ission, t h e  o f f e r i n g  p r i c e  i n  d o l l a r s  p e r  u n i t  o r  s h a r e ,  

a  s t a t e m e n t  t h a t :  THESE ARE SPECULATIVE SECURITIES, a

s t a t e m e n t  c o n c e rn in g  th e  com m ission t o  be p a id  on s h a r e s  

s o l d  9 com m issions i n  e x c e s s  o f  f i f t e e n  p e r  c e n t  o f  t h e  

o f f e r i n g  p r i c e  w i l l  n o t  be a p p ro v e d ,  i f  an u n d e r w r i t i n g  

ag reem en t h as  b een  e n t e r e d  i n t o  w i th  a  d e a l e r ,  a s y n o p s i s  

o f  t h e  a g re e m e n t ,  a  l i s t  o f  a l l  t h e  d e a l e r s  a u t h o r i z e d  t o  

d i s t r i b u t e  th e  o f f e r i n g ,  t h e  name and a d d r e s s  o f  t h e  t r a n s 

f e r  a g e n t ,  t h e  name and a d d r e s s  o f  th e  i s s u e r  company, and 

t h e  d a te  o f  t h e  o f f e r i n g  c i r c u l a r ;

2. On t h e  second  page o f  t h e  p r o s p e c tu s  a t a b l e  o f  

c o n t e n t s  w i th  a s t a t e m e n t  p r e c e d in g  th e  t a b l e  o f  c o n t e n t s ,  

"THIS PROSPECTUS DOES NOT CONSTITUTE AN OFFERING IN ANY 

STATE WHERE THE OFFERING IS AUTHORIZED."

3. A t a b l e  o f  c o n te n t s  which m ust c o n t a i n  a l l  o f  

t h e  f o l l o w in g  i t e m s ;

4. A s t a t e m e n t  p e r t a i n i n g  t o  t h e  p r i n c i p a l  p u rp o se s  

f o r  w hich th e  n e t  p ro c e e d s  t o  t h e  r e g i s t r a n t  from  th e  s e c u r i 

t i e s  t o  be o f f e r e d  a r e  i n te n d e d  t o  be u s e d ,  and th e  a p p r o x i 

m ate amount t o  be u sed  f o r  each  such  p u r p o s e , and t h e  o r d e r  

o f  p r i o r i t y  i n  which th e y  w i l l  be a p p l i e d ;
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5. A s ta t e m e n t  showing th e  c o s t  o f  e q u i ty  s h a re s  

h e l d  by th e  o r g a n i z a t i o n .  I f  t h e  r e g i s t r a n t  was o rg a n iz e d  

w i t h i n  t h e  l a s t  f i v e  y e ^ r s , th e  a p p l i c a n t  must show th e  

c o s t  p e r  s h a re  t o  o f f i c e r s ,  d i r e c t o r s ,  p r o m o te r s ,  managers 

o r  o t h e r  o f f i c i a l s ,  o f  any e q u i ty  s h a re  h e l d ,  and o f  any 

o t h e r  p e r so n  h o ld in g  t e n  p e r  c e n t  o r  more o f  any c l a s s  o f  

t h e  com pany 's  e q u i t y  s e c u r i t i e s ;

A d e t a i l e d  d e s c r i p t i o n  o f  any c o n s i d e r a t i o n  o th e r  

th a n  cash  t h a t  was u sed  as  payment f o r  th e  above s e c u r i t i e s ,  

s t a t i n g  n e t  c o s t  o f  th e  a s s e t s  t o  th e  t r a n s f e r r e r ,  t h e  v a lu e  

g iv e n  a t  th e  t im e  o f  th e  t r a n s f e r ,  and th e  b a s i s  f o r  th e  

v a l u a t i o n ,  must be in c lu d e d ;

With r e s p e c t  t o  any a s s e t  t o  be a c q u i r e d  from  any 

o f f i c e r ,  d i r e c t o r ,  m anager , o r  any o t h e r  p e r so n  h o ld in g  te n  

p e r  c e n t  o f  any one c l a s s  o f  s e c u r i t i e s , s t a t e  th e  n e t  c o s t  

i n  t h e  hands o f  th e  h o l d e r s  on d a te  o f  t r a n s f e r ,  and g ive  

t h e  c o s t  t o  t h e  company;

6. A b r i e f  s ta t e m e n t  s e t t i n g  o u t  th e  p la n  o f  d i s 

t r i b u t i o n  o f  any s e c u r i t i e s  b e in g  r e g i s t e r e d  which a r e  to  

be  o f f e r e d  o th e r w is e  th a n  th ro u g h  u n d e r w r i t e r ,  must be i n 

c lu d e d ;

I f  th e  s e c u r i t i e s  a r e  t o  be o f f e r e d  th ro u g h  u n d e r 

w r i t e r s  , s t a t e  th e  name and a d d re s s  o f  th e  p r i n c i p a l  u n d e r 

w r i t e r s  ; th e  r e s p e c t i v e  amounts t o  be u n d e r w r i t t e n ;  g ive  

b r i e f l y  th e  u n d e r w r i t e r s '  o b l i g a t i o n s  t o  ta k e  th e  s e c u r i t i e s  

and  d e s c r i b e  any r e l a t i o n s h i p  o f  th e  u n d e r w r i t e r s  t o  th e
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r e g i s t r a n t  ;

A lso r e q u i r e d  i s  a s ta t e m e n t  showing th e  ca sh  d i s c o u n t s  

o r  com m issions t o  be a l lo w e d  o r  p a id  t o  d e a l e r s , and a f u l l  

d e s c r i p t i o n  o f  any c o n s id e r a t i o n  o t h e r  th a n  cash  to  be u sed  

i n  s e t t l e m e n t  o f  th e  d i s t r i b u t i o n  c o s t s  ;

7. A s t a t e m e n t  g iv in g  a l l  th e  s e c u r i t i e s  o f  each  

a u t h o r i z e d  c l a s s  composing th e  c a p i t a l  s t r u c t u r e  o f  t h e  i s 

s u e r  and t i t l e  o r  c l a s s  o f  s e c u r i t i e s ,  t h e  amount a u t h o r i z e d ,  

amount o u t s t a n d i n g  on th e  d a te  o f  th e  b a la n c e  s h e e t  s u b m i t te d  

w i th  th e  r e g i s t r a t i o n  a p p l i c a t i o n  and th e  amount t o  be o u t 

s t a n d in g  i f  a l l  r e g i s t e r e d  s e c u r i t i e s  a r e  s o l d ;

In c lu d e  th e  fo l lo w in g  in fo r m a t io n  on any u n p a id  su b 

s c r i p t i o n s  t o  c a p i t a l  s t o c k ,  o r  o t h e r  s e c u r i t i e s  a s  o f  t h e  

d a te  o f  t h e  most r e c e n t  b a la n c e  s h e e t ;  t h e  d a te s  o f  th e  subi- 

s c r i p t i o n s  c o n t r a c t s ,  t h e  t o t a l  s h a r e s  o r  u n i t s  s u b s c r ib e d  

f o r  b u t  n o t  i s s u e d ,  t h e  amount p a id  on s u b s c r ib e d  s h a r e s  o r  

u n i t s ,  and th e  amount c o l l e c t i b l e  on u n p a id  s u b s c r i p t i o n s ;

A lso  r e q u i r e d  i s  a  b r i e f  d e s c r i p t i o n  o f  any s u r p lu s  

d e b e n tu re s  o r  c e r t i f i c a t e s ,  bonded o r  funded  d e b t ,  m o r tg a g e s ,  

o r  any o t h e r  lo n g - te rm  d e b t ,  s t a t i n g  f o r  each  c l a s s  o f  d e b t  

th e  i n t e r e s t  r a t e ,  method o f  r e t i r e m e n t ,  s i n k i n g  fu n d  p r o 

v i s i o n s ,  p le d g e d  a s s e t s ,  i n t e r e s t  o r  p r i n c i p a l  i n  a r r e a r s  o r  

d e f a u l t  ;

8, A s t a t e m e n t  g iv in g  a summary o f  e a r n in g s  w i th  

an i n t r o d u c t o r y  p a ra g ra p h  i d e n t i f y i n g  th e  p e rso n s  who have 

p r e p a re d  th e  summaries o f  o p e r a t i o n s  in c lu d e d  i n  t h e
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p r o s p e c tu s  must a l s o  be i n c lu d e d ;

In  summary o n ly  and c o m p a ra t iv e  co lum nar fo rm , 

f u r n i s h  o p e r a t i n g  s t a t e m e n t s  f o r  each  o f  t h e  l a s t  t h r e e  

y e a r s  ( f o r  th e  l i f e  o f  t h e  r e g i s t r a n t  and i t s  im m edia te  

p r e d e c e s s o r s ,  i f  l e s s )  show ing p r o f i t  o r  l o s s  b e f o r e  and 

a f t e r  f e d e r a l  t a x e s .  A l l  a d ju s tm e n ts  n e c e s s a r y  t o  p r e s e n t  

w i th  t h i s  m a t e r i a l  i n  com parab le  form  u n d e r  g e n e r a l l y  a c 

c e p te d  a c c o u n t in g  p r i n c i p l e s  must have b e e n .  I n c lu d e  a  

s t a t e m e n t  to  t h i s  e f f e c t  i n  t h i s  summary. C onclude t h e  

s ta t e m e n t  by show ing e a r n in g s  f o r  each  y e a r  a p p l i c a b l e  t o  • 

common s t o c k ,  b o th  on g ro s s  and p e r  s h a r e  b a s i s ;

I f  th e  company has  had  no e a r n i n g s ,  t h a t  m ust be 

s t a t e d  i n  t h i s  s e c t i o n ,  t o g e t h e r  w i th  a s ta t e m e n t  t h a t  th e  

company c a n n o t  e s t i m a t e  t h a t  i t  w i l l  have  e a r n in g s  i n  t h e  

f u t u r e  o r  th e  amount o f  such  e a r n in g s  ;

9. A s t a t e m e n t  o f  t h e  o r g a n i z a t i o n  and i t s  a f f i l i 

a t e s  p r o v id in g  th e  d a te  and ty p e  o f  o r g a n i z a t i o n  o r  i n c o r 

p o r a t i o n  o f  t h e  r e g i s t r a n t  and t h e  s t a t e  i n  w hich o r g a n iz e d .  

I f  th e  r e g i s t r a n t  i s  a p a r e n t  o r g a n i z a t i o n ,  an a f f i l i a t e ,  o r  

a  s u b s i d i a r y ,  i n c lu d e  a  c h a r t  t o  show by p e r c e n ta g e  th e  com

p a n ie s  c o n t r o l l e d  o r  c o n t r o l l i n g ;

I f  any s e c u r i t i e s  a r e  b e in g  o f f e r e d  f o r  th e  a c c o u n t  

o f  s t o c k h o l d e r s , o r  o t h e r  s e c u r i t y  h o l d e r s , name each  h o l d e r  

and s t a t e  th e  amount o f  s e c u r i t i e s  owned by him  and th e  

amount t o  be o f f e r e d  f o r  h i s  a c c o u n t ,  and h i s  r e a s o n s  f o r  

o f f e r i n g  th e  s e c u r i t i e s ;
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I f  t h e  r e g i s t r a n t  was o r g a n iz e d  w i th  t h e  p a s t  f i v e

y e a r s , s t a t e  th e  names o f  th e  p r o m o te r s , t h e  n a t u r e  and

amount o f  s e c u r i t i e s  owned by him and th e  amount t o  be 'o f 

f e r e d  f o r  h i s  a c c o u n t ,  and h i s  r e a s o n s  f o r  o f f e r i n g  th e  

s e c u r i t i e s  ;

I f  t h e  r e g i s t r a n t  was o r g a n iz e d  w i t h i n  th e  p a s t  f i v e

y e a r s ,  s t a t e  th e  names o f  t h e  p r o m o te r s ,  t h e  n a t u r e  and

amount o f  a n y th in g  o f  v a lu e  ( i n c lu d i n g  money, p r o p e r t y ,  

c o n t r a c t s ,  o p t io n s  o r  r i g h t s  o f  any k in d )  r e c e i v e d  o r  t o  be 

r e c e i v e d  by each  p ro m o te r  d i r e c t l y  o r  i n d i r e c t l y  from  th e  

r e g i s t r a n t ,  and th e  n a t u r e  and amount o f  any a s s e t s ,  s e r 

v i c e s  o r  o t h e r  c o n s i d e r a t i o n  t h e r e f o r e  r e c e i v e d  o r  t o  be 

r e c e i v e d  by th e  r e g i s t r a n t ;

Make a s t a t e m e n t  w i th  r e s p e c t  t o  any a s s e t s  a c q u i r e d  

o r  t o  be a c q u i r e d  by th e  r e g i s t r a n t  from  a p ro m o te r ,  s t a t e  

th e  amount a t  which t h e  p r i n c i p l e  i s  t o  be d e te rm in e d .  

I d e n t i f y  th e  p e r s o n s  making th e  d e t e r m in a t i o n  and s t a t e  

t h e i r  r e l a t i o n s h i p ,  i f  an y ,  w i th  th e  r e g i s t r a n t  o r  any p r o 

m o te r .  I f  th e  a s s e t s  were a c q u i r e d  by th e  p ro m o te r  w i t h i n  

t h r e e  y e a r s  p r i o r  t o  t h e i r  t r a n s f e r  t o  th e  r e g i s t r a n t ,  s t a t e  

th e  c o s t  t h e r e o f  t o  t h e  p ro m o te r ;

10, Based on c u r r e n t  and o p e r a t i o n s ,  b r i e f l y  d e 

s c r i b e  i n  n a r r a t i v e  form  th e  m a t e r i a l  p a r t i c u l a r s  o f  t h e  

f o l lo w in g  s u b j e c t s  as  th e y  may have a p p l i e d  t o  y o u r  b u s i n e s s .  

B r i e f  f a c t u a l  a n a l y s i s ,  com parisons  and f i n a n c i a l  sum m aries 

a r e  n o t  o b j e c t i o n a b l e  i f  i n c lu d e d  a r e ;
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(a )  a c t u a l  b u s in e s s  done and in te n d e d  t o  be

done (n o t  powers and o b j e c t s  s p e c i f i e d  i n  c h a r t e r ) ;

(b) s p e c i a l  o r  t e c h n i c a l  c o n s id e r a t i o n s  o f  

y o u r  p a r t i c u l a r  b u s in e s s ;

(c )  r e g u l a t i o n  a p p l i c a b l e  t o  y o u r  b u s i n e s s ;

(d )  th e  g e n e r a l  n a t u r e  and e x t e n t  o f  c o m p e t i t iv e  

c o n d i t io n s  i n  th e  i n d u s t r y  i n  which th e  company i s  eng ag ed .

I f  s e v e r a l  p ro d u c ts  a r e  i n v o lv e d ,  s e p a r a t e  c o n s i d e r a t i o n  

s h o u ld  be g iv en  t o  th e  p r i n c i p a l  p r o d u c ts  o r  s e r v i c e s  ;

(e )  n a t u r e  and e x t e n t  o f  y o u r  m a rk e t ;

( f )  in v e s tm e n ts  owned by y o u r  company ;

(g )  s u r p lu s  and s p e c i a l  s u r p lu s  r e s e r v e s ;

(h) b a n k ru p tc y ,  r e c e i v e r s h i p  o r  s i m i l a r  p r o 

ce e d in g s  w i th  r e s p e c t  t o  r e g i s t r a n t ;

( i )  i n s u r a n c e  com panies -  expfein b r i e f l y  th e

ty p e s  o f  in s u r a n c e  w r i t t e n ,  r e - i n s u r a n c e  c o n t r a c t s ,  s t a t e s  

i n  which you a r e  l i c n e s e d  t o  s e l l  i n s u r a n c e .  In  t a b u l a r  

fo rm , co v er  th e  f o l lo w in g  i te m s  f o r  t h e  t h r e e  y e a r s  c o v e red  

by th e  f i n a n c i a l  s ta t e m e n t s  : premium in co m e, i n s u r a n c e  i n

f o r c e  a t  end o f  y e a r ,  premium in co m e, u n d e r w r i t in g  e x p e n s e s ,  

r e s e r v e s , and l a p s e  r a t i o s  ;

11, A s ta t e m e n t  d e s c r i b i n g  b r i e f l y  th e  l o c a t i o n  

and g e n e r a l  c h a r a c t e r  o f  th e  p r i n c i p a l  p l a n t s , m in e s , and 

o t h e r  g e n e r a l  p h y s i c a l  p r o p e r t i e s  o f  t h e  r e g i s t r a n t ,  s e t t i n g  

f o r t h  any m ajo r  en cu m b eran ces , I f  n o t  h e ld  i n  f e e ,  d e s c r ib e  

how th e  p r o p e r ty  i s  h e l d ;
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I f  th e  r e g i s t r a n t  l e a s e s  i t s  p l a n t ,  o f f i c e  o r  o t h e r  

p h y s i c a l  p r o p e r t i e s ,  d i s c l o s e  b r i e f l y  th e  te rm s  o f  such  

l e a s e  ;

12. A d e s c r i p t i o n  o f  any l e g a l  p ro c e e d in g s  o f  a 

m a t e r i a l  n a t u r e ,  o t h e r  th a n  l i t i g a t i o n  i n c i d e n t a l  t o  y o u r  

b u s i n e s s ,  t h a t  i s  i n  p r o c e s s  o r  p e n d in g .  I n c lu d e  an o p in io n  

o f  c o u n s e l  s e t t i n g  f o r t h  th e  p ro b a b le  e x t e n t  o f  th e  l i a 

b i l i t y  i n  each  c a s e .  Given t h i s ,  p ro v id e  s i m i l a r  in fo rm a 

t i o n  f o r  any such  p ro c e e d in g s  known t o  be c o n te m p la te d  by 

th e  go v ern m en ta l  a u t h o r i t i e s ;

13. A d e s c r i p t i o n  o f  th e  s e c u r i t i e s  b e in g  r e g i s t e r e d ;

I f  c a p i t a l  s to c k  i s  b e in g  r e g i s t e r e d ,  g iv e  t h e  t i t l e

o f  th e  c l a s s  and o u t l i n e  b r i e f l y  th e  d iv id e n d  r i g h t s  o r  

p r e f e r e n c e s ,  v o t i n g  r i g h t s , l i q u i d a t i o n  r i g h t s ,  p r e -e m p t iv e  

r i g h t s ,  c o n v e r s io n  r i g h t s ,  r e d e m p tio n  p r o v i s i o n s ,  s i n k i n g  

fund  p r o v i s i o n s ,  and l i a b i l i t y  t o  f u r t h e r  a s s e s s m e n t ;

I f  any new c l a s s  o f  s e c u r i t i e s  i s  t o  be c r e a t e d  by 

t h i s  o f f e r i n g ,  d e s c r i b e  any l i m i t a t i o n  o r  q u a l i f i c a t i o n  o f  

t h e  r i g h t s  o f  th e  s e c u r i t i e s  b e in g  o f f e r e d  by th e  r i g h t s  o f  

any o t h e r  c l a s s  o f  s e c u r i t i e s  ;

D e sc r ib e  any lo n g - te rm  d e b t  b e in g  r e g i s t e r e d ,  i n 

c lu d in g  s u r p l u s - r a i s i n g  i n s t r u m e n t s ,  p a r t i c u l a r l y  w i th  r e 

s p e c t  to  th e  f o l lo w in g  p r o v i s i o n s :  i n t e r e s t ,  m a t u r i t y ,

c o n v e r s io n ,  r e d e m p t io n ,  a m o r t i z a t i o n ,  s i n k i n g  f u n d ,  and 

r e t i r e m e n t  ;

D e sc r ib e  a l s o  any o t h e r  m a t e r i a l  p r o v i s i o n s .
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p r e s e n t i n g  a l l  o f  th e  above i n  lan g u ag e  t h a t  i s  n o n - t e c h n i c a l , 

e a s i l y  u n d e r s t a n d a b le ;

14, Make a b r i e f  s t a t e m e n t  show ing an i n t e n t i o n  t o  

r e p o r t  a n n u a l ly  t o  th e  s to c k h o l d e r s  o f  t h e  i s s u e r ;

A s ta t e m e n t  s h o u ld  be made g iv in g  th e  d a te  f o r  th e

end o f  t h e  f i s c a l  y e a r  and s t a t i n g  t h a t  an a n n u a l  r e p o r t  be

p r e p a r e d  and c e r t i f i e d  by an in d e p e n d e n t  c e r t i f i e d  p u b l i c  

a c c o u n ta n t  o r  in d e p e n d e n t  p u b l i c  a c c o u n ta n t  w i l l  be s e n t  t o  

th e  s h a r e h o l d e r s  each  y e a r  a f t e r  th e  c l o s e  o f  t h e  f i s c a l  y e a r ;

15, I n c lu d e  a d e s c r i p t i o n  o f  th e  d i r e c t o r s ,  e x e c u 

t i v e s ,  and o f f i c e r s  o f  t h e  i s s u e r ,  show ing th e  f u l l  names and

b u s in e s s  a d d r e s s e s  o f  a l l  e x e c u t iv e  o f f i c e r s  and d i r e c t o r s

o f  th e  r e g i s t r a n t  and a l l  p e r so n s  chosen  t o  become o f f i c e r s  

and d i r e c t o r s .  I n d i c a t e  p o s i t i o n s  o r  o f f i c e s  w i th  t h e  r e g i s 

t r a n t  and th e  p r i n c i p a l  o c c u p a t io n s  d u r in g  th e  p a s t  f i v e  

y e a r s  o f  each  e x e c u t iv e  o f f i c e r .  Do n o t  i n c lu d e  c i v i c ,  r e 

l i g i o u s  o r  s o c i a l  a f f i l i a t i o n s  o r  s u p e r f lu o u s  a d j e c t i v e s  r e 

g a rd in g  b a c k g ro u n d ;

16, A s t a t e m e n t  s e t t i n g  o u t  th e  r e m u n e ra t io n  o f  

o f f i c e r s  and d i r e c t o r s  o f  th e  i s s u e r .  I n c lu d e  a s ta t e m e n t  

p r o v id in g  in f o r m a t io n  r e g a r d i n g  th e  r e m u n e ra t io n  p a id  by th e  

r e g i s t r a n t  and i t s  s u b s i d i a r i e s  d u r in g  th e  r e g i s t r a n t ’s l a s t  

f i s c a l  y e a r  f o r  s e r v i c e s  i n  a l l  c a p a c i t i e s  f o r  each  d i r e c t o r  

and o f f i c e r  whose a g g r e g a te  d i r e c t  r e m u n e ra t io n  ex ceed ed  

$ 1 2 ,0 0 0 ,0 0 ,  naming each  p e r s o n ,  and an a g g r e g a te  f i g u r e  f o r  

a l l  d i r e c t o r s  and o f f i c e r s  o f  th e  r e g i s t r a n t  w i th o u t  naming
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them ;

17, A s t a t e m e n t  r e g a r d i n g  p r i n c i p a l  h o ld e r s  o f  

e q u i t y  s e c u r i t i e s  o f  t h e  i s s u e r ,  l i s t i n g  each  p e r so n  who 

owns more t h a n  t e n  p e r  c e n t  o f  any c l a s s  o f  su ch  s e c u r i t i e s ,  

t y p e  o f  o w n e rsh ip ,  i . e . ,  o f  r e c o r d ,  o r  b e n e f i c i a l l y ,  o r  

b o t h ,  th e /a m o u n t  owned, th e  p e r  c e n t  o f  c l a s s  owned, and 

th e  p e r  c e n t  o f  o w n ersh ip  i f  a l l  r e g i s t e r e d  s e c u r i t i e s  a r e  

s o l d ;

18. I n  a  s t a t e m e n t ,  p ro v id e  th e  f o l lo w in g  in fo rm a 

t i o n  on any o p t i o n s , w a r r a n t s , o r  r i g h t s  t o  p u rc h a se  s e c u r i 

t i e s  from  th e  r e g i s t r a n t  o r  any o f  i t s  s u b s i d i a r i e s  w hich a r e  

o u t s t a n d i n g  as o f  a  s p e c i f i e d  d a te  w i t h i n  n i n e t y  days p r i o r  

t o  th e  d a te  o f  f i l i n g ;

D e s c r ib e  th e  o p t i o n s ,  w a r r a n t s ,  o r  r i g h t s ,  s t a t i n g  

th e  m a t e r i a l  p r o v i s i o n s  i n c l u d i n g  th e  c o n s i d e r a t i o n  r e c e i v e d  

and t o  be r e c e i v e d  f o r  s u c h ,  and th e  m ark e t  v a lu e  o f  th e  

s e c u r i t i e s  c a l l e d  f o r  o r  t h e  g r a n t i n g  d a t e ;

P ro v id e  th e  t i t l e  and amount o f  s e c u r i t i e s  c a l l e d  

f o r  by such  o p t i o n s ,  w a r r a n t s ,  o r  r i g h t s  ; th e  p u rc h a s e  p r i c e  

o f  t h e  s e c u r i t i e s  c a l l e d  f o r  and th e  e x p i r a t i o n  d a te s  o f  

such  a c t i o n s ,  w a r r a n t s ,  r i g h t s  o r  o p t i o n s ;  and th e  m arke t 

v a lu e  o f  th e  s e c u r i t i e s  c a l l e d  f o r  as  o f  t h e  l a t e s t  p r a c 

t i c a b l e  d a t e ,  g iv in g  th e  s o u rc e  o f  t h e  q u o t a t i o n s  o r  t r a n s 

a c t i o n s  e s t a b l i s h i n g  th e  m ark e t  v a l u e ;

F u r n is h  s e p a r a t e l y  t h e  f i n a l  i n f o r m a t i o n  c a l l e d  f o r  

i n  t h e  p r e c e d in g  p a ra g ra p h  f o r  any w a r r a n t s ,  r i g h t s  o r



186

o p t io n s  h e l d  by each  o f f i c e r  o r  d i r e c t o r ,  naming them and 

g iv in g  t h e i r  t i t l e s  ;

19, A b r i e f  s ta t e m e n t  d e s c r i b i n g  any m a t e r i a l  t r a n s 

a c t i o n  betw een th e  r e g i s t r a n t  and th e  p e r s o n s  named below 

d u r in g  th e  p a s t  t h r e e  y e a r s , and s t a t e  any p ro p o se d  t r a n s 

a c t i o n  t o  which th e  r e g i s t r a n t  and any o f  t h e s e  p e r so n s  was 

o r  i s  t o  be a p a r t y ;

(a)  ;.any o f f i c e r  o r  d i r e c t o r  o f  t h e  r e g i s t r a n t ;

(b) any v o t i n g  t r u s t  c o n t r o l l i n g  t e n  p e r  c e n t  

o r  more o f  any c l a s s  o f  th e  r e g i s t r a n t ’ s e q u i t y  s e c u r i t i e s ;

(c )  any p e r so n  owning i n  any m anner t e n  p e r

c e n t  o r  more o f  any c l a s s  o f  th e  r e g i s t r a n t ’ s s e c u r i t i e s ;

(d) any p e r s o n  w i th  whom any o f  th e  f o r e g o in g  

had  a  m a t e r i a l  r e l a t i o n s h i p ,  o t h e r  th a n  th e  r e g i s t r a n t ,  o r  

i t s  a f f i l i a t e s ;

(e )  any a f f i l i a t e  o f  th e  r e g i s t r a n t ,  n o t  a

s u b s i d i a r y .

D e sc r ib e  any such  t r a n s a c t i o n  whereby a s s e t s  were

b o u g h t ,  s o l d ,  o r  exchanged betw een  any p e r so n  l i s t e d  a b o v e ,

and th e  r e g i s t r a n t  i n  th e  l a s t  two y e a r s ;

20. A s ig n e d  o r  conform ed copy o f  th e  o p in io n  o f  

c o u n s e l ,  as  t o  t h e  l e g a l i t y  o f  t h e  s e c u r i t y  b e in g  r e g i s 

t e r e d ,  s t a t i n g  w h e th e r  t h e  s e c u r i t y  w i l l  be l e g a l l y  i s s u e d ,  

f u l l y  p a id  and n o n - a s s e s s a b l e ,  and i f  a d e b t  s e c u r i t y ,  a 

b in d in g  o b l i g a t i o n  o f  t h e  i s s u e r  must be i n c lu d e d ;

L i s t  any o t h e r  e x p e r t s ,  such  as p u b l i c  a c c o u n t a n t s .
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a c t u a r i e s ,  e t c . ,  whose c e r t i f i c a t e s ,  s t a t e m e n t s  o r  re v ie w s  

have been  r e l i e d  on i n  p r e p a r a t i o n  o r  p r e s e n t a t i o n  o f  m a t e r i a l  

u sed  i n  t h e  o f f e r i n g  c i r c u l a r  o r  r e g i s t r a t i o n  s t a t e m e n t ;

Reproduce t h e  s t a t e m e n t  o f  t h e  p u b l i c  a c c o u n ta n t  i n  

c e r t i f i c a t i o n  o f  t h e  f i n a n c i a l  s t a t e m e n t s  ;

21, The com ple te  d e t a i l e d  s ta t e m e n t s  r e q u i r e d  t o  

a p p e a r  i n  th e  p r o s p e c tu s  a r e  as  f o l lo w s :

A b a la n c e  s h e e t  o f  t h e  i s s u e r  o f  a d a te  w i t h i n  f o u r  

months p r i o r  t o  th e  f i l i n g  o f  t h i s  r e g i s t r a t i o n  s t a t e m e n t ;  

a  p r o f i t  and l o s s  s t a t e m e n t  and a n a l y s i s  o f  s u r p l u s  f o r  each  

o f  th e  t h r e e  y e a r s  b e f o r e  th e  d a te  o f  th e  b a la n c e  s h e e t  and 

f o r  any p e r i o d  be tw een  th e  c lo s e  o f  th e  l a s t  f i s c a l  y e a r  

and th e  d a te  o f  th e  b a la n c e  s h e e t ,  o r  f o r  th e  p e r io d  o f  th e  

i s s u e r ’ s and any p r e d e c e s s o r s  e x i s t e n c e  i f  l e s s  th a n  t h r e e  

y e a r s ;  i f  p a r t  o f  t h e  p ro c e e d s  o f  t h e  o f f e r i n g  i s  t o  be ap 

p l i e d  t o  p u rc h a se  any b u s i n e s s , t h e  same f i n a n c i a l  s t a t e m e n t s  

which would be r e q u i r e d  i f  t h a t  b u s in e s s  were t h e  r e g i s t r a n t ;

When th e  r e g i s t r a n t  h a s  been  o r g a n iz e d  i n  i t s  p r e s e n t  

form  f o r  l e s s  th a n  e ig h te e n  m on ths ,  a s t a t e m e n t  s h o u ld  be 

p r e s e n t e d  i n  a d d i t i o n  t o  th e  c o n v e n t io n a l  b a la n c e  s h e e t ,  

income s t a t e m e n t  and a n a l y s i s  o f  s u r p l u s  d e t a i l i n g  a l l  o r 

g a n i z a t i o n  ex p en ses  shown in  t h e  b a la n c e  s h e e t  and p r e v i 

o u s ly  a m o r t iz e d .  There must a l s o  be s u b m i t te d  a co m p le te  

breakdown o f  a s s e t s ,  t a n g i b l e  and i n t a n g i b l e ,  a c q u i r e d  i n  

exchange f o r  s e c u r i t i e s ,  i n c l u d i n g  th e  number o f  s h a r e s  i s 

s u e d ,  th e  p r i c e  p e r  s h a r e ,  and th e  v a l u a t i o n  o f  each  a s s e t
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t r a n s f e r r e d ,  t o g e t h e r  w ith  a  co m p le te  s ta t e m e n t  o f  t h e  method 

by which t h e  v a l u a t i o n  was com puted;

F i n a n c i a l  s t a t e m e n t s  must be o f  such  form  and c o n te n t  

so  as t o  p r e s e n t  f a i r l y  th e  f i n a n c i a l  p o s i t i o n  o f  t h e  r e g i s 

t r a n t  on b a la n c e  s h e e t  d a t e s , and th e  b a la n c e  s h e e t  and 

r e l a t e d  s c h e d u l e s ,  s t a t e m e n t s  o f  income and s u r p l u s  s h a l l  

p r e s e n t  th e  r e s u l t s  o f  th e  company’ s o p e r a t i o n s  f o r  t h e  

v a r i o u s  f i s c a l  y e a r s ,  i n  c o n fo rm ity  w i th  g e n e r a l l y  a c c e p te d  

a c c o u n t in g  p r i n c i p l e s  a p p l i e d  on a b a s i s  c o n s i s t e n t  w i th  t h a t  

o f  each  r e s p e c t i v e  p r e c e d in g  y e a r ;

The Commission w i l l  n o t  r e c o g n iz e  any c e r t i f i e d  

p u b l i c  a c c o u n ta n t  o r  p u b l i c  a c c o u n ta n t  a s  in d e p e n d e n t  who i s  

n o t  i n  f a c t  i n d e p e n d e n t .  For  ex am p le , an a c c o u n ta n t  w i l l  be 

c o n s id e r e d  n o t  in d e p e n d e n t  a s  t o  any p e r s o n  o r  any o f  i t s  

p a r e n t s  o r  s u b s i d i a r i e s  i n  whom he h a s , o r  had  d u r in g  th e  

p e r i o d  r e p o r t ,  any m a t e r i a l  d i r e c t  o r  i n d i r e c t  f i n a n c i a l  i n 

t e r e s t ,  o r  w i th  whom he i s ,  o r  was d u r in g  su ch  p e r i o d ,  con

n e c t e d  as  a p r o m o te r ,  u n d e r w r i t e r ,  v o t i n g  t r u s t e e ,  d i r e c t o r ,  

o f f i c e r ,  o r  em p loyee ;

22. The o r i g i n a l  o f  th e  s u b s c r i p t i o n  ag reem en t and 

r e c e i p t  must be a p a r t  o f  th e  p r o s p e c t u s .  The c o p ie s  t o  be 

k e p t  by a g e n t s  and th e  company may be i n  t h e  form  o f  t e a r
9

s h e e t s  t o  be removed from  th e  p r o s p e c t u s .

^ Ib id .
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A d m in i s t r a t i v e  Rules 

The A d m i n i s t r a t o r  h as  i s s u e d  s e v e r a l  r u l e s  i n  co n n ec

t i o n  w i th  t h e  r e g i s t r a t i o n  o f  s e c u r i t i e s .

A d m i n i s t r a t i v e  r u l e  60-6 s p e c i f i c a l l y  f o r b i d s  th e  

s o l i c i t a t i o n  o f  o f f e r s  o r  s a l e s  o f  any s e c u r i t i e s  r e g i s t e r e d  

u n d e r  t h e  Oklahoma S e c u r i t i e s  A ct o f  1959 u n le s s  a t  th e  t im e  

o f  t h e  o r i g i n a l  s o l i c i t a t i o n ,  o r  im m e d ia te ly  t h e r e a f t e r ,  a 

p r o s p e c tu s  i s  f u r n i s h e d  th e  p r o s p e c t i v e  s e c u r i t y  h o l d e r .

The i n f o r m a t io n  c o n ta in e d  i n  t h e  p r o s p e c tu s  i s  p r e s c r i b e d  by 

t h e  A d m i n i s t r a t o r ,  P r i o r  t o  i s s u a n c e ,  th e  p r o s p e c tu s  m ust 

h av e  been  f i l e d  w i th  and app ro v ed  by h im . The form  o f  th e  

p r o s p e c tu s  was p r e v i o u s l y  d i s c u s s e d  i n  t h i s  c h a p t e r .

S p e c i f i c a l l y  exempt from  th e  p r o v i s i o n s  o f  r u l e  60-6 

a r e  a l l  s e c u r i t i e s  exem pted u n d e r  th e  p r o v i s i o n s  o f  th e  

Oklahoma S e c u r i t i e s  Act and a l l  n o n - i s s u e r  d i s t r i b u t i o n s , ^ ^  

The e f f e c t i v e  d a te  o f  t h e  r u l e  was March 24 , 1960,

Rule 60-7  i s  e n t i t l e d  " m a t e r i a l  changes"  and d e a l s  

w i th  m a jo r  changes  i n  th e  r e g i s t e r e d  c o r p o r a t i o n .  I t  r e 

q u i r e s  t h a t  th e  A d m in i s t r a to r  be n o t i f i e d  im m ed ia te ly  o f  any 

m a t e r i a l  changes  i n  th e  c o r p o r a t i o n .  P r i o r  t o  th e  i s s u a n c e  

o f  t h i s  r u l e ,  a  c o r p o r a t i o n  c o u ld  make any and a l l  a l t e r a 

t i o n s  i t  d e s i r e d  w i th  no r e s t r i c t i o n s  o r  s a n c t io n s  p la c e d

^^Oklahoma S e c u r i t i e s  Commission A d m in i s t r a t i v e  Rules  
(Oklahoma C i ty :  Oklahoma S e c u r i t i e s  Com m ission),

^^A n o n - i s s u e r  d i s t r i b u t i o n  as d e f in e d  by th e  O kla
homa S t a t u t e s ,  Title 7 1 ,  s e c ,  2 (h )  i s  any d i s t r i b u t i o n  o f  
s e c u r i t i e s  n o t  d i r e c t l y  o r  i n d i r e c t l y  f o r  t h e  b e n e f i t  o f  
t h e  i s s u e r .
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a g a i n s t  th e  s e c u r i t i e s  o f  t h a t  c o r p o r a t i o n .  This p r a c t i c e  

meant t h a t  changes c o u ld  be made i n  management o r  i n  th e  

b a s i c  p u rp o se s  o f  th e  c o r p o r a t i o n  w i th o u t  th e  knowledge o f  

th e  com pany 's  s e c u r i t y  h o l d e r s .  Rule 60-7 s p e c i f i c a l l y  

r e q u i r e s  a l l  r e g i s t r a n t s  and a p p l i c a n t s  t o  n o t i f y  th e  Ad

m i n i s t r a t o r  o f  any and a l l  m a t e r i a l  changes  i n  t h e  c o r p o r a 

t i o n .  L i s t e d  as changes  t o  be c o n s t r u e d  as " m a te r i a l "  

w i th in  th e  c o n te x t  o f  t h i s  r u l e  a r e  any changes i n :

1. Management p e r s o n n e l ;
2. P r i n c i p a l  h o ld e r s  o f  e q u i t y  s e c u r i t i e s ,  i . e . ,

10% o r  more o f  any one c l a s s ;
3. O b je c t iv e s  o r  aims o f  t h e  o r g a n i z a t i o n ;
4. B u s in e ss  a d d r e s s  o f  any r e g i s t r a n t  o t h e r  th a n  

an a g e n t ;  and
5. Home a d d re s s  i n  t h e  c a s e  o f  an a g e n t .

Exempt from  th e  p r o v i s i o n s  o f  r u l e  60-7 a r e  b o th  

o p en -en d  and c lo s e d -e n d  in v e s tm e n t  com panies i n s o f a r  as 

changes  i n  t h e i r  in v e s tm e n t  p o r t f o l i o  a r e  co n cern ed  so  lo n g  

as th e  s p e c i f i e d  in v e s tm e n t  p o l i c i e s  and o b j e c t i v e s  rem ain  

unchan g ed . The e f f e c t i v e  d a te  o f  t h i s  r u l e  was J u ly  19 , 1960,

Rule 61-9 i s  e n t i t l e d  "W aiver o f  r e p o r t i n g  r e q u i r e 

m ents"  and a p p l i e s  t o  th o s e  com panies which s e l l  t h e i r  e n t i r e  

i s s u e  o f  s e c u r i t i e s  i n  l e s s  th a n  one y e a r ' s  t im e  a f t e r  i t  i s  

r e g i s t e r e d .  The r u l e  exempts t h e s e  c o r p o r a t i o n s  from  th e  

r i l i n g  o f  f i n a n c i a l  s t a t e m e n t s  s e m i - a n n u a l ly .

Companies e l i g i b l e  f o r  th e  p r o v i s i o n s  o f  r u l e  61-9 

must be in c lu d e d  i n  a t  l e a s t  one o f  t h e s e  c a t e g o r i e s  :

^^Oklahoma S e c u r i t i e s  Commission A d m in is tr a tiv e
Rule 6 0 -7 .
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1. Any company whose s e c u r i t i e s  a r e  l i s t e d  o r  a p 
p ro v ed  f o r  l i s t i n g  on an exchange r e g i s t e r e d  u n d e r  t h e  
S e c u r i t i e s  Exchange Act o f  1934;

2. Any s e c u r i t y  s e n i o r  i n  r a n k  o r  e q u a l  t o  a  s e 
c u r i t y  which i s  p r e v i o u s l y  l i s t e d  on one o f  t h e  a f o r e 
m en tioned  exchanges  ; and

3. Any n o n - i s s u e r  d i s t r i b u t i o n  o f  an o u t s t a n d i n g  
s e c u r i t y . 13

Companies t h a t  f a l l  i n t o  any o f  t h e s e  c a t e g o r i e s  a r e  

s p e c i f i c a l l y  exempt from  th e  f i l i n g  o f  s u b s e q u e n t  and con

t i n u i n g  f i n a n c i a l  r e p o r t s  by th e  i s s u e r ,  as do th o s e  c o r p o r a 

t i o n s  who have n o t  s o ld  t h e i r  e n t i r e  i s s u e .  The e f f e c t i v e  

d a te  o f  t h i s  r u l e  was A p r i l  14 , 1961,

Rule 61-10 e n t i t l e d  "ex em p tio n  o f  n a t i o n a l  e x c h a n g e s ,"  

c l a r i f i e s  th o s e  exchanges  w hich comply w i th  t h e  "ex em p tio n s"  

s e c t i o n ,  i . e . .  S e c t io n  401 o f  t h e  Oklahoma S e c u r i t i e s  Act 

o f  1959, The s t a t u t e  i n  S e c t io n  4 0 1 (a )  (8 )  o f  th e  Oklahoma 

S e c u r i t i e s  Act o f  1959 s t a t e s :

Any s e c u r i t y  l i s t e d  o r  app ro v ed  f o r  l i s t i n g  upon 
n o t i c e  o f  i s s u a n c e  on th e  New York Exchange , th e  
American S to ck  Exchange , th e  Midwest S to ck  Exchange, 
o r  any o t h e r  n a t i o n a l  s e c u r i t i e s  exchange which i s  
r e g i s t e r e d  u n d e r  t h e  S e c u r i t i e s  Exchange Act o f  19 34 
and which th e  a d m i n i s t r a t o r  d e s ig n a t e s  by o r d e r  may 
be exempt from  th e  p r o v i s i o n s  o f  t h i s  A c t ,^ ^

A d m in i s t r a t i v e  r u l e  61-10 removes t h e  n e c e s s i t y  f o r  

a p p ro v a l  by th e  A d m in i s t r a to r  o f  any s e c u r i t y  l i s t e d  on 

n a t i o n a l  s e c u r i t i e s  exchanges  r e g i s t e r e d  u n d e r  t h e  p r o v i 

s io n s  o f  th e  S e c u r i t i e s  Exchange Act o f  19 34, The e f f e c t i v e  

d a te  o f  th e  r u l e  was May 1 ,  1961,

T_3Oklahoma S e c u r i t i e s  Commission A d m in i s t r a t i v e
Rule 6 1 -9 ,

^Oklahoma S t a t u t e s , T i t l e  71, s e c ,  401.
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A d m in i s t r a t i v e  r u l e  61-11 i s  e n t i t l e d  " l i m i t a t i o n s  

o f  s a l e s  com m issions and e x p e n s e s . "  This  r u l e  i s  a r e s u l t  

o f  e x c e s s iv e  s a l e s  com m issions p a id  by some i n v e s t o r s  and 

u n n e c e s s a ry  ex p en ses  which were b e in g  i n c u r r e d  i n  c o n n e c t io n  

w i th  t h e  i s s u a n c e  o f  s e c u r i t i e s .

The A d m in i s t r a to r  i n  r u l e  61-11  l i m i t e d  th e  amount 

o f  s a l e s  com m issions t o  f i f t e e n  p e r  c e n t  o f  th e  o f f e r i n g  

p r i c e  o f  s e c u r i t i e s  a c t u a l l y  s o ld  by an  a p p l i c a n t  f o r  r e g i s 

t r a t i o n .  P le d g e s  t o  p u rc h a s e  a c e r t a i n  amount o f  a  new i s 

su e  a r e  n o t  c o n s id e r e d  t o  be s e c u r i t i e s  a c t u a l l y  s o l d .

An a d d i t i o n a l  f i v e  p e r  c e n t  o f  th e  p u b l i c  o f f e r i n g  

p r i c e  o f  s e c u r i t i e s  s o ld  may be u se d  t o  d e f r a y  t h e  a c t u a l  

e x p e n se s  in v o lv e d  i n  a  p u b l i c  o f f e r i n g .  These s a l e s  e x 

p e n s e s ,  h o w ever ,  a r e  l i m i t e d  t o  t h e  f o l lo w in g ;

1. A d v e r t i s i n g  d i r e c t l y  a s s o c i a t e d  w i th  t h e  s a l e  o f  

t h e  p u b l i c  o f f e r i n g  b e in g  r e g i s t e r e d ;

2. A t t o r n e y 's  f e e s  f o r  s e r v i c e s  i n  c o n n e c t io n  w i th  

th e  i s s u e  and s a l e  o f  th e  s e c u r i t i e s  and t h e i r  q u a l i f i c a t i o n  

f o r  s a l e  u n d e r  a p p l i c a b l e  law s and r e g u l a t i o n s ;

3. The c o s t  o f  p r o s p e c t i c e s , c i r c u l a r s ,  and o t h e r  

documents r e q u i r e d  t o  comply w i th  such  laws and r e g u l a t i o n s  ;

4. O th e r  ex p en ses  d i r e c t l y  i n c u r r e d  i n  c o n n e c t io n  

w i th  such  q u a l i f i c a t i o n s  and co m p lian ce  w i th  such  laws and 

r e g u l a t i o n s  ( f i l i n g  f e e s  and i n v e s t i g a t i v e  f e e s  p r i o r  t o  

r e g u l a t i o n ) ;

^^Interview  w ith  Carl E n g lin g ,  June 4 ,  196 5.
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5. Cost o f  a u t h o r i z i n g  and p r e p a r i n g  th e  s e c u r i t i e s  

and documents r e l a t i n g  t h e r e t o ,  i n c l u d i n g  i s s u e d  t a x e s  and 

s tam ps  ; and

6. Charges o f  t r a n s f e r  a g e n t s ,  r e g i s t r a r s ,  i n d e n tu r e  

t r u s t e e s ,  escrow  h o l d e r s ,  d e p o s i t a r i e s ,  a u d i t o r s ,  and o f  

e n g i n e e r s ,  a p p r a i s e r s ,  and o t h e r  e x p e r t s .

The e f f e c t i v e  d a te  o f  t h i s  r u l e  was A ugust 31, 1961,

A d m in i s t r a t i v e  r u l e  83-12 i s  e n t i t l e d  " e v a l u a t i o n  

o f  a s s e t s "  and was n e c e s s i t a t e d  by c o n t in u o u s  and e x c e s s iv e  

a b u se s  i n  th e  v a l u a t i o n  o f  a s s e t s  on f i n a n c i a l  s t a t e m e n t s  

f i l e d  w ith  a p p l i c a t i o n s  f o r  r e g i s t r a t i o n .  The f o l lo w in g  

r u l e s  ap p ly  i n  p r e s e n t i n g  asse ts*  v a lu e s  i n  a l l  f i n a n c i a l  

s t a t e m e n t s  f i l e d  w i th  t h e  A d m in i s t r a to r :

1 , A u n i l a t e r a l  " w r i te - u p "  o f  a s s e t s  above h i s t o r i c a l  

c o s t s  i s  n o t  c o n s id e re d  i n  ac c o rd a n c e  w i th  g e n e r a l l y  a c 

c e p te d  a c c o u n t in g  p r i n c i p l e s .  F i n a n c i a l  s t a t e m e n t s  f i l e d  by 

r e g i s t r a n t s  c o n ta in in g  a  " w r i t e - u p "  o f  a s s e t s  t o  a p p r a i s a l  

v a lu e  ( i r r e s p e c t i v e  o f  th e  soundness  o f  th e  a p p r a i s a l )  can 

n o t  be a c c e p te d ;

2. In  th e  c a s e  o f  th e  r e g i s t r a n t  a c q u i r i n g  a s s e t s  

i n  an " a rm s - le n g th "  t r a n s a c t i o n ,  s o l e l y  o r  p a r t l y  f o r  i t s  

own c a p i t a l  s t o c k ,  th e  t r a n s a c t i o n  s h o u ld  be r e c o rd e d  i n  i t s  

f i n a n c i a l  s t a t e m e n t s  a t  e i t h e r  (a )  t h e  f a i r  m ark e t v a lu e  o f  

th e  s h a r e s  o f  c a p i t a l  g iv e n  i n  c o n s i d e r a t i o n  o r ,  (b) th e  

f a i r  m arket v a lu e  o f  t h e  a s s e t s  so  a c q u i r e d .  The amount 

s e l e c t e d  s h o u ld  be th e  one which has  th e  p re p o n d e ra n c e  o f
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e v id e n c e  s u b s t a n t i a t i n g  i t s  s e l e c t i o n ;

3. Where a p a r e n t  company (one owning more th a n  

f i f t y  p e r  c e n t  o f  o t h e r  com panies) o r  a  s u b s i d i a r y  company 

o r  an a f f i l i a t e d  company i s  t h e  r e g i s t r a n t ,  th e n  t h e  con

s o l i d a t e d  o r  combined f i n a n c i a l  s t a t e m e n t s  m ust be s u b m i t t e d .  

The c o n s o l id a t e d  s ta t e m e n t s  m ust conform  t o  g e n e r a l l y  a c 

c e p te d  a c c o u n t in g  p r i n c i p l e s  and r e s u l t  i n  t h e  e l i m i n a t i o n  

o f  " w r i t e - u p s "  o r  a p p r a i s a l  am ounts n o t  r e p r e s e n t e d  by 

" a r m s - le n g th "  t r a n s a c t i o n s ;

4. Where th e  " p ro m o te rs "  o f  a  r e g i s t r a n t  have 

t r a n s f e r r e d  a s s e t s  t o  i t  s o l e l y  o r  p a r t l y  f o r  c a p i t a l  s t o c k ,  

th e n  th e  t e s t s  r e f e r r e d  t o  i n  (1) -  (2 )  and (3 )  m ust be ap

p l i e d  t o  i t  so  as t o  r e s u l t  i n  e i t h e r  no " w r i t e - u p "  o r  one 

n o t  g r e a t e r  th a n  would have r e s u l t e d  from  a t r a n s a c t i o n  

c a r r i e d  o u t  a t  " a r m s - le n g th . "  The r e g i s t r a n t  s h a l l  make 

f u l l  d i s c l o s u r e  o f  a l l  p e r t i n e n t  f a c t s  and s u b s t a n t i a t e  th e  

v a lu e s  u sed  i n  i t s  f i n a n c i a l  s ta t e m e n t s  i f  n o t  r e p r e s e n t i n g  

t h e  " h i s t o r i c a l  c o s t "  o f  a c q u i s i t i o n  from t h i r d  p a r t i e s ;

5 . In  th e  c a se  o f  a new company n o t  h a v in g  a p a s t  

r e c o r d  o f  o p e r a t io n s  and none o f  t h e  f a c t o r s  s t a t e d  i n

(1 )  -  (2) -  (3) and (4) a p p ly  o r  can n o t  be a p p l i e d ,  th e n  

t h e  r e g i s t r a n t  may, a t  i t s  o p t i o n ,  f i l e  i t s  s t a t e m e n t  i n  

t h e  manner p r e s c r i b e d  by th e  S e c u r i t i e s  and Exchange Com

m is s io n  f o r  th e  use  o f  Forms S-2 and S -3 ,  F u l l  d i s c l o s u r e  

o f  th e  f a c t s  and c i r c u m s ta n c e s  r e l i e d  upon by th e  r e g i s t r a n t  

f o r  a d o p t in g  such  form s s h a l l  be f u r n i s h e d .  The
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A d m i n i s t r a t o r  w i l l  p a ss  upon w h e th e r  th e  a d o p t io n  o f  th e  

form s r e f e r r e d  t o  a re  a p p r o p r i a t e  i n  th e  c i r c u m s ta n c e s .

The ap p ro ach  ta k e n  by th e  A d m in i s t r a to r  i n  th e  i s 

su an ce  o f  t h i s  r u l e  i s  c e r t a i n l y  one o f  c o n s e rv a t i s m  as 

opposed  t o  some o f  th e  more l i b e r a l  avenues  a v a i l a b l e  t o  

t h e  r e g i s t r a n t  i n  th e  e v a l u a t i o n  o f  a s s e t s .  The e f f e c t i v e  

d a te  o f  t h i s  r u l e  was March 1 ,  1963,

S e c t io n  306 (a )  (1 )  (2 )  ( f )  o f  th e  Oklahoma S e c u r i 

t i e s  Act o f  1959 g iv e s  t h e  A d m i n i s t r a t o r  t h e  a u t h o r i t y  t o  

i s s u e  a s to p  o r d e r ,  t o  s u s p e n d ,  o r  t o  rev o k e  any r e g i s t r a t i o n  

s ta t e m e n t  i f  he f i n d s  t h a t  t h e  o f f e r i n g  h as  been  made w i th  

u n re a s o n a b le  amounts o r  k in d s  o f  o p t i o n s .  A d m in i s t r a t i v e  

r u l e  6 4 -1 5 ,  "p ro m o te rs  and o r g a n i z e r s , "  e v o lv e d  from  com

p l a i n t s  t o  t h e  A d m i n i s t r a t o r ,  and o b s e r v a t i o n s  made by th e  

D epartm en t o f  S e c u r i t i e s  s t a f f  em ployees t h a t  on many o c c a 

s io n s  p ro m o te rs  r e c e iv e d  a s u b s t a n t i a l  b lo c k  o f  s to c k  w i t h -
1 g

o u t  making a t a n g i b l e  c o n t r i b u t i o n  t o  th e  b u s i n e s s .  A f t e r  

s e v e r a l  i n s t a n c e s  i n  w hich p ro m o te rs  a n d /o r  o r g a n i z e r s  had  

r e a l i z e d  u n re a s o n a b le  p r o f i t s  when t h e r e  had  been  no e q u i t y  

c o n t r i b u t i o n s  by them , t h e  A d m in i s t r a to r  i s s u e d  t h i s  a d 

m i n i s t r a t i v e  r u l e .  The r u l e  was i s s u e d  i n  th e  p u b l i c  i n t e r e s t  

t o  p r o t e c t  th o s e  i n d i v i d u a l s  who do make f i n a n c i a l  c o n t r i 

b u t io n s  t o  th e  new v e n t u r e s .

Rule 64-15 s t a t e s  t h a t  when an i s s u e r  i s  i n  th e

^^Oklahoma S e c u r i t i e s  Commission A d m in is tr a t iv e
Rule 6 4 -1 5 ,



196

p r o m o t io n a l ,  e x p l o r a t o r y ,  o r  d e v e lo p m e n ta l  s t a g e ,  th e  r a t i o  

o f  e q u i t y  in v e s tm e n t  by p ro m o te rs  o r  " i n s i d e r s " m ust be 

r e a s o n a b le  and e q u i t a b l e  i n  t h e  l i g h t  o f  t h e  f a c t s  and c i r 

cum stances  p r e s e n t  i n  t h a t  p a r t i c u l a r  c a s e .  In  a l l  i n 

s t a n c e s  where th e  f a i r  m a rk e t  v a lu e  o f  th e  e q u i t y  c o n t r i b u 

t i o n  o f  i n s i d e r s  i s  l e s s  th a n  t e n  p e r  c e n t  o f  t h e  t o t a l  

o f f e r i n g ,  t h e  o f f e r i n g  would be " d i s c o u r a g e d , "  I n  th o s e  

i n s t a n c e s ,  t h e  i s s u e r  w i l l  hav e  th e  b u rd en  o f  p r o o f  t o  show 

t h a t  t h e  o f f e r i n g  i s  b e in g  made w i th o u t  u n f a i r  and u n r e a s o n 

a b le  amounts o f  p r o m o te r s '  p r o f i t s  o r  p a r t i c i p a t i o n .  The 

e f f e c t i v e  d a te  o f  t h e  r u l e  was March 25 , 1964,

These a d m i n i s t r a t i v e  r u l e s  i s s u e d  by t h e  A d m in is t r a 

t o r  have  been  u se d  t o  f i l l  some o f  t h e  o b v io u s  gaps which 

e x i s t e d  i n  t h e  Oklahoma S e c u r i t i e s  A ct o f  1959, The p r e 

r o g a t i v e  o f  t h e  A d m i n i s t r a t o r  can be e x e r c i s e d  t o  meet un

f o r e s e e n  p rob lem s w hich may a r i s e  i n  t h e  d a y - to - d a y  a d m in i

s t r a t i o n  o f  t h e  s t a t u t e .

Summary o f  S e c u r i t i e s  R e g i s t r a t i o n  

T ab le  4 shows th e  number o f  a p p l i c a t i o n s  f o r  s e c u r i 

t i e s  r e g i s t r a t i o n  and th e  number o f  t h o s e  a p p l i c a t i o n s  which 

became e f f e c t i v e  r e g i s t r a t i o n s  f o r  t h e  y e a r s  1961 th ro u g h  

196 4, D e n ia ls  o f  r e g i s t r a t i o n  a p p l i c a t i o n s  a r e  n o t  in c lu d e d  

i n  t h e  t a b l e  b e c a u se  t h e  D ep artm en t o f  S e c u r i t i e s ,  i n  e f f e c t ,  

n e v e r  d e n ie s  r e g i s t r a t i o n  o f  s e c u r i t i e s  i s s u e s .  The D e p a r t 

ment may n o t i f y  t h e  a p p l i c a n t  t h a t  t h e  a p p l i c a t i o n  i s



TABLE 4

S E C U R I T I E S  I S S U E S  R E G IST E R E D  WITH OKLAHOMA 
S E C U R I T I E S  COMMISSION  

1 9 6 1 - 1 9 6 4

Y e a r
N u m b e r

o f
A p p l i c a t i o n s

N u m b e r
W i t h d r a w n

N u m b e r  o f  
E f f e c t i v e  

R e g i s t r a t i o n s

1 9 6 1 4 3 2 3 5 3 9 7

1 9 6 2 3 7 8 4 1 3 3 7

1 9 6 3 3 1 7 1 1 3 0 6

1 9 6 4 3 4 4 1 2 3 3 2

lO

S o u r c e ;  O k l a h o m a  S e c u r i t i e s  C o m m i s s i o n  A n n u a l  R e p o r t  t o  t h e  
G o v e r n o r  a n d  M e m b e r s  o f  t h e  L e g i s l a t u r e ,  1 9  6 5 ,
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in c o m p le te ,  o r  t h a t  c e r t a i n  c o r r e c t i o n s  must be made b e f o r e  

i t  w i l l  be a p p ro v e d ;  how ever,  as  soon  as  th e  a p p l i c a t i o n  

conforms t o  t h e  s t a t u t e  and a d m i n i s t r a t i v e  r u l e s  and i s  i n  

a form  a c c e p t a b l e  t o  th e  D e p a r tm e n t,  r e g i s t r a t i o n  o f  th e  

s e c u r i t i e s  i s  a u to m a t ic .  When an a p p l i c a t i o n  i s  i n  incom

p l e t e  fo rm , o r  m ust i n  some way be c o r r e c t e d ,  t h e  a p p l i c a n t  

f o r  r e g i s t r a t i o n  i s  n o t i f i e d  o f  t h e  d e f i c i e n c i e s  and no 

f u r t h e r  a c t i o n  i s  ta k e n  by th e  D epartm en t o f  S e c u r i t i e s  un 

l e s s  and u n t i l  th e  a p p l i c a n t  r e sp o n d s  t o  th e  n o t i f i c a t i o n .

I f  t h e  a p p l i c a n t  f o r  r e g i s t r a t i o n  w i l l  n o t  o r  c a n n o t  make 

th e  s u g g e s te d  c o r r e c t i o n s , t h e  a p p l i c a t i o n  i s  u s u a l l y  w i t h 

drawn .

D uring  1961 t h e r e  were 432 a p p l i c a t i o n s  f o r  r e g i s 

t r a t i o n s  o f  s e c u r i t i e s  i s s u e s  f i l e d  w i th  t h e  Oklahoma Se

c u r i t i e s  Commission, E ig h ty -o n e  p e r  c e n t  (81%) o f  t h o s e  

a p p l i c a t i o n s  became e f f e c t i v e .  D uring  1962 , 89,2  p e r  c e n t  

o f  th e  a p p l i c a t i o n s  became e f f e c t i v e  and i n  b o th  196 3 and 

1964, 96 ,6  p e r  c e n t  o f  th e  a p p l i c a t i o n s  f o r  s e c u r i t i e s  r e g i s 

t r a t i o n  became e f f e c t i v e .  A l l  t h e  a p p l i c a t i o n s  which d id  

n o t  become e f f e c t i v e  were w ith d ra w n .

The number o f  a p p l i c a t i o n s  f o r  r e g i s t r a t i o n  d e c l in e d

26 ,6  p e r  c e n t  betw een  1961 and 1963, This  d e c r e a s in g  t r e n d ,  

how ever, was r e v e r s e d  i n  1964 when 344 a p p l i c a t i o n s  were 

f i l e d .

T ab le  5 i s  an a n a l y s i s  o f  th e  s e c u r i t y  i s s u e s  r e g i s 

t e r e d  w i th  th e  Oklahoma S e c u r i t i e s  Commission f o r  th e  y e a r s



TABLE 5

R E G IST R A T IO N S  AND DOLLAR AMOUNTS OF S E C U R I T I E S  R E G IST E R E D  
BY OKLAHOMA AND O U T -O F -S T A T E  CORPORATIONS

1 9 6 1 - 1 9 6 4

Y e a r
N o ,  o f  
I s s u e s

O k l a h o m a  
C o r p o r a t i o n s

A m o u n t  o f  
S e c u r i t i e s

O u t - o f - S t a t e  
C o r p o r a t i o n s  

No. o r  
I s s u e s

A m o u n t  o f  
S e c u r i t i e s

T o t a l
I s s u e s

R e g i s t e r e d

T o t a l  A m o u n t  
o f  S e c u r i t i e s  

R e g i s t e r e d

1 9  6 1 1 9  2 $ 1 1 7 , 4 4 7 , 3 9 4 . 0 0 2 0 5 $ 7 4 , 1 7 6 , 0 7 0 . 0 0 3 9 7 $ 1 9 1 , 6 2 3 , 4 6 4 . 0 0

1 9 6 2 2 0 0 1 7 7 , 4 0 9 , 7 5 4 . 0 0 1 3 7 4 4 , 7 7 5 , 3 5 0 . 0 0 3 3 7 2 2 2  , 1 8 5  , 1 0 4 . 0 0

1 9 6 3 2 0 7 1 8 6  , 0 0 0 , 0 0 0 . 0 0 9 9 3 3  , 0 0 0  , 0 0 0 . 0 0 3 0 6 2 1 9 , 0 0 0 , 0 0 0 . 0 0

1 9 6 4 2 2 4 1 5 5 , 0 0 0 , 0 0 0 . 0 0 1 0  8 4 0  , 0 0 0  , 0 0 0 . 0 0 3 3 2 1 9 5 , 0 0 0 , 0 0 0 . 0 0

S o u r c e ;  O k l a h o m a  S e c u r i t i e s  C o m m i s s i o n  A n n u a l  R e p o r t  t o  t h e  G o v e r n o r  a n d  
M e m b e r s  o f  t h e  L e g i s l a t u r e ,  1 9 6 1 - 1 9 6 4 .

UD
CO
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1961 th ro u g h  1964, show ing th e  d o l l a r  amount o f  s e c u r i t i e s  

and th e  number o f  s e c u r i t i e s  r e g i s t e r e d  by Oklahoma and o u t -  

o f - s t a t e  c o r p o r a t i o n s ,

Oklahoma c o r p o r a t i o n s  were r e s p o n s i b l e  f o r  4 8 ,4  p e r  

c e n t  o f  t h e  t o t a l  number o f  s e c u r i t i e s  r e g i s t e r e d  d u r in g  

1961. O u t - o f - s t a t e  c o r p o r a t i o n s  were r e s p o n s i b l e  f o r  th e  

o t h e r  51 ,6  p e r  c e n t ,  Oklahoma c o r p o r a t i o n s  i s s u e d  61 .3  p e r  

c e n t  o f  th e  t o t a l  d o l l a r  volume o f  s e c u r i t i e s  r e g i s t e r e d  

d u r in g  1961.

D u rin g  1962 Oklahoma c o r p o r a t i o n s  co m p rised  59 .3  

p e r  c e n t  o f  th e  t o t a l  c o r p o r a t i o n s  r e g i s t e r i n g  s e c u r i t i e s  

and w ere r e s p o n s i b l e  f o r  79 .8  p e r  c e n t  o f  th e  d o l l a r  amount 

o f  s e c u r i t i e s  r e g i s t e r e d .  O u t - o f - s t a t e  c o r p o r a t i o n s  were 

20 .2  p e r  c e n t  o f  t h e  t o t a l  and i s s u e d  40 .7  p e r  c e n t  o f  th e  

d o l l a r  amount o f  s e c u r i t i e s  r e g i s t e r e d .

D uring  1963 Oklahoma c o r p o r a t i o n s  were 67 .6  p e r  c e n t  

o f  t h e  t o t a l  and i s s u e d  84.9  p e r  c e n t  o f  th e  d o l l a r  amount 

o f  s e c u r i t i e s  r e g i s t e r e d  i n  Oklahoma, O u t - o f - s t a t e  c o r p o r a 

t i o n s  c o n s t i t u t e d  3 2 ,4  p e r  c e n t  o f  th e  t o t a l  number o f  i s s u e s  

r e g i s t e r e d  and 1 5 .1  p e r  c e n t  o f  th e  t o t a l  d o l l a r  amount o f  

s e c u r i t i e s  r e g i s t e r e d  i n  Oklahoma.

Oklahoma c o r p o r a t i o n s  r e g i s t e r e d  66 .5  p e r  c e n t  o f  

th e  t o t a l  number o f  i s s u e s  r e g i s t e r e d  and 79 .5  p e r  c e n t  o f  

t h e  t o t a l  d o l l a r  amount o f  s e c u r i t i e s  r e g i s t e r e d .  O u t - o f -  

s t a t e  c o r p o r a t i o n s  r e g i s t e r e d  3 2 .5  p e r  c e n t  o f  th e  t o t a l  

number o f  i s s u e s  and a c c o u n te d  f o r  20 .5  p e r  c e n t  o f  th e
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t o t a l  d o l l a r  amount o f  s e c u r i t i e s  r e g i s t e r e d  i n  Oklahoma.

Both t h e  number o f  i s s u e s  and t h e  d o l l a r  amounts 

in v o lv e d  h e r e  have i n c r e a s e d  f o r  Oklahoma c o r p o r a t i o n s  w h ile  

o u t - o f - s t a t e  c o r p o r a t i o n s  i n  b o th  c a t e g o r i e s  have d e c l in e d  

i n  th e  same t im e  s p a n .  The number o f  s e c u r i t i e s  i s s u e s  

r e g i s t e r e d  by Oklahoma c o r p o r a t i o n s  i n  1964 has  i n c r e a s e d

16 .7  p e r  c e n t  o v e r  1961. The d o l l a r  amount o f  s e c u r i t i e s  

i s s u e d  by Okalhoma c o r p o r a t i o n s  h a s  i n c r e a s e d  32 .0  p e r  c e n t  

from  th e  1961 l e v e l .  T h is  i n c r e a s e  was r e a l i z e d  even though  

t h e r e  was a d e c r e a s e  i n  t h e  a c t u a l  d o l l a r  amount r e g i s t e r e d  

from  1963 t o  1964.

O u t - o f - s t a t e  c o r p o r a t i o n s  show a d e c r e a s e  o f  47.3 

p e r  c e n t  i n  th e  number o f  s e c u r i t i e s  i s s u e s  r e g i s t e r e d  i n  

Oklahoma from  1961 t o  1964. At t h e  same t i m e ,  th e  d o l l a r  

amount o f  s e c u r i t i e s  in v o lv e d  i n  t h i s  r e g i s t r a t i o n  h as  de

c r e a s e d  53 .9  p e r  c e n t  o v e r  th e  same t im e  s p a n .

The t o t a l  f i g u r e s  show t h e r e  h as  been  a d e c r e a s e  o f  

1 6 .4  p e r  c e n t  i n  th e  t o t a l  number o f  s e c u r i t i e s  i s s u e s  r e g i s 

t e r e d  i n  Oklahoma f o r  th e  p e r io d  1961 th ro u g h  1964. The 

t o t a l  d o l l a r  amount o f  s e c u r i t i e s  r e g i s t e r e d ,  h o w ev er ,  was 

i n c r e a s i n g  2 .0  p e r  c e n t  f o r  th e  same p e r io d  o f  t im e ,  even 

though  t h e r e  was a s i z a b l e  d rop  i n  t o t a l  d o l l a r  amount o f  

s e c u r i t i e s  r e g i s t e r e d  betw een  1963 and 1964.

R e g i s t r a t i o n  P ro c e d u re  

The o f f i c e  r o u t i n e  and r e g i s t r a t i o n  p ro c e d u re  i s  

th e  same f o r  a l l  t h r e e  ty p e s  o f  r e g i s t r a t i o n  p e r m is s i b l e
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u n d e r  th e  s t a t u t e s .  S in ce  most r e g i s t r a t i o n s  a r e  by q u a l i 

f i c a t i o n ,  th e  p ro c e d u re  i s  d e s ig n e d  t o  f a c i l i t a t e  t h i s  ty p e  

o f  r e g i s t r a t i o n  and t h e  o t h e r  m ethods o f  r e g i s t r a t i o n  f o l lo w  

th e  same r o u t i n e .

Upon r e c e i p t  o f  an a p p l i c a t i o n  f o r  r e g i s t r a t i o n ,  a 

s e c r e t a r y  opens th e  c o r re s p o n d e n c e ,  i s s u e s  a r e c e i p t  f o r  any 

f e e s  in c lu d e d  i n  th e  a p p l i c a t i o n ,  and v e r i f i e s  t h a t  a l l  th e  

r e q u i r e d  e x h i b i t s  r e q u i r e d  a r e  i n c lu d e d  i n  th e  a p p l i c a t i o n .  

She th e n  a s s ig n s  an "A" o r  a p p l i c a t i o n  number t o  th e  r e g i s -
1 O

t r a t i o n  a p p l i c a t i o n .  Any d e f i c i e n c i e s  i n  t h e  a p p l i c a t i o n  

o r  th e  r e q u i r e d  e x h i b i t s  r e s u l t  i n  t h e  a p p l i c a t i o n  b e in g  

p la c e d  i n  a " h o ld "  p o s i t i o n  u n t i l  such  t i m e 'a s  t h e  a p p l i c a 

t i o n  i s  c o m p le te .  The a p p l i c a t i o n  i s  th e n  p la c e d  i n  norm al 

r o t a t i o n  f o r  e x a m in a t io n  by th e  D epartm en t o f  S e c u r i t i e s  f o r  

r e g i s t r a t i o n .  The p r o c e s s in g  t im e  in v o lv e d  i n  r e v ie w in g  

a p p l i c a t i o n s  f o r  r e g i s t r a t i o n  i s  a p p ro x im a te ly  two w eeks.

D uring  a t y p i c a l  m onth, J a n u a ry  o f  1965 , t h e r e  were

41 i s s u e s  o f  s e c u r i t i e s  f i l e d  f o r  r e g i s t r a t i o n  w i th  th e
20Oklahoma S e c u r i t i e s  Commission. As o f  J a n u a ry  31 , 1966, 

t h e r e  were a t o t a l  o f  32 a p p l i c a t i o n s  on f i l e  w i th  th e  

Oklahoma S e c u r i t i e s  Commission. E ig h te e n  o f  t h e  3 2 on f i l e

18 I n te r v i e w  w ith  Calude O l i v e r a ,  May 29 , 1965. 

ISjbid.
2 GF in a n c ia l  Report o f  th e  OKkhoma S e c u r i t i e s  Com

m is s io n ,  January 31 , 1966.
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21were f i l e d  d u r in g  th e  month o f  J a n u a ry  1966, F o u r te e n  o f  

th e  e ig h te e n  a r e  w a i t i n g  upon n o t i c e  o f  an e f f e c t i v e  r e g i s 

t r a t i o n  w i th  th e  S e c u r i t i e s  Exchange Commission, The o t h e r  

f o u r  J a n u a ry  r e g i s t r a t i o n s  d id  n o t  m eet a l l  t h e  r e q u i r e 

m ents  and a r e  a w a i t in g  th e  f i l i n g  o f  any d e f i c i e n c i e s  w i t h i n  

th e  a p p l i c a t i o n  b e f o r e  f u r t h e r  p r o c e s s i n g .  S ix  a p p l i c a t i o n s  

f i l e d  d u r in g  196 5 a r e  a w a i t in g  S e c u r i t i e s  Exchange Commis

s io n  a p p r o v a l ,  and one f i l e d  i n  1963 i s  s t i l l  a w a i t i n g  a p 

p r o v a l .  Seven a p p l i c a t i o n s  f i l e d  d u r in g  1964 were in c o m p le te  

i n  some a s p e c t ,  and th e  a p p l i c a t i o n  f o r  r e g i s t r a t i o n  i s  

a w a i t in g  f u r t h e r  a c t i o n  by th e  a p p l i c a n t . ^ 2

As th e  a p p l i c a t i o n s  a r e  p r o c e s s e d  f o r  r e g i s t r a t i o n ,  

th e y  a r e  f i r s t  exam ined by th e  S t a f f  C e r t i f i e d  P u b l i c  Ac

c o u n ta n t ,  The main i te m s  exam ined a r e  th e  f i n a n c i a l  s t a t e 

m ents and th e  p r o s p e c tu s  t o  i n s u r e  t h e i r  c o n fo rm i ty  w i th  

th e  s t a t u  Les and th e  a d m i n i s t r a t i v e  r u l i n g s  c o n c e rn in g  

t h e s e  i t e m s .  The S t a f f  C e r t i f i e d  P u b l i c  A c c o u n ta n t  sp en d s  

a p p ro x im a te ly  40 p e r  c e n t  o f  h i s  t im e  c o n s id e r i n g  p r o s p e c t i c e s
o 0

s u b m i t t e d  i n  a p p l i c a t i o n s  and t h o s e  w hich a r e  b e in g  u p d a te d .

The S t a f f  C e r t i f i e d  P u b l i c  A c co u n tan t  n o t  o n ly  ch eck s  th e

p r o s p e c tu s  b u t  a l s o  e d i t s  and i n  most i n s t a n c e s  r e w r i t e s  th e
24p r o s p e c tu s  f o r  th e  a p p l i c a n t .  T h is  i s  i n  c o n t r a s t  t o  t h e

^^I b i d , 

2 2 l b i d ,

23 In te r v ie w  w ith  Claude O l iv e r a ,  May 29 , 1965,

2^ Ib id .
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S e c u r i t i e s  Exchange Commission p ro c e d u re  i n  which th e  p r o 

s p e c tu s  i s  r e t u r n e d  to  th e  a p p l i c a n t  w i th  th e  n o t a t i o n  t h a t  

i t  i s  n o t  a c c e p t a b l e  i n  i t s  p r e s e n t  fo rm , r e q u i r i n g  t h e  ap

p l i c a n t  t o  amend th e  document p r i o r  t o  r e - s u b m i t t i n g  i t , ^ ^

The p r im a ry  p rob lem s e n c o u n te re d  by th e  S t a f f  C e r t i f i e d  

P u b l i c  A c co u n tan t  can be c l a s s i f i e d  i n t o  two b r o a d ^ c a t e g o r i e s ;

i . e . ,  a m b ig u i t i e s  and f a i l u r e  t o  d i s c l o s e  a l l  t h e  p e r t i n e n t  

f a c t s  i n  t h e  p r o s p e c t u s .

A f t e r  th e  S t a f f  C e r t i f i e d  P u b l i c  A ccoun tan t co m p le tes  

h i s  e x a m in a t io n  o f  th e  a p p l i c a t i o n ,  he t o  t h e  a p p l i 

c a n t  t h o s e  documents r e q u i r i n g  c o r r e c t i o n s .  A f t e r  t h e  ap

p l i c a t i o n  i s  co m p le ted  t o  h i s  s a t i s f a c t i o n ,  i t  i s  t r a n s f e r r e d  

t o  th e  S t a f f  A t to rn e y  so  t h a t  th e  l e g a l  a s p e c t s  o f  t h e  a p p l i 

c a t i o n  may be exam ined . The most common l e g a l  e r r o r s  e n -
2 7c o u n te r e d  a r e  v i o l a t i o n s  o f  t h e  c o r p o r a t e  c h a r t e r .  Occa

s i o n a l l y  a c o r p o r a t i o n  makes a p p l i c a t i o n  to  i s s u e  s e c u r i t i e s  

which a r e  n o t  p e r m i t t e d  u n d e r  i t s  c h a r t e r  o r  i t  p ro p o se d  t o  

e n t e r  o r  t o  engage  i n  a  b u s in e s s  which i s  n o t  p e r m i t t e d  u n d er  

i t s  c o r p o r a t e  c h a r t e r .  When th e  S t a f f  A tto rn e y  e n c o u n te r s  

a p ro b lem  o f  t h i s  n a t u r e ,  he n o t i f i e s  t h e  a p p l i c a n t  which

u s u a l l y  f i l e s  an  amendment t o  i t s  c o r p o r a t e  c h a r t e r  w i th  th e
2 8

S e c r e t a r y  o f  S t a t e .

Z^I b i d .

ZGlbid.
^ '^ In te rv ie w  w ith  J e s s  Maynard, June  18 , 1965.

ZGlbid.
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A f te r  a l l  c o r r e c t i o n s  have b een  made s a t i s f a c t o r i l y  

t h e  a p p l i c a n t  may have p r o o f  c o p ie s  made o f  t h e  p r o s p e c t u s .  

The p ro o f  c o p ie s  o f  th e  p r o s p e c tu s  m ust be s u b m i t te d  t o  th e  

D epartm en t t o  be exam ined f o r  a c c u ra c y  and c o n s i s t e n c y  w i th  

t h e  copy approved  by them . A f t e r  t h e  a p p r o v a l  i s  g iv e n ,  th e  

p r o s p e c tu s  may be p r i n t e d  show ing d a te  o f  a p p ro v a l  g iv e n  by 

th e  Oklahoma S e c u r i t i e s  Commission.

D e n ia l ,  R e v o c a t io n ,  S u s p e n s io n ,  C a n c e l l a t i o n ,  and 
W ithdraw al o f  R e g i s t r a t i o n

The S e c u r i t i e s  A d m in i s t r a to r  i s  g iv e n  b ro a d  powers 

i n  c o n n e c t io n  w i th  th e  s u s p e n s io n  o f  r e g i s t r a t i o n  p r i v i 

l e g e s .  His a u t h o r i t y  t o  su sp en d  i s  g iv e n  i f  h e  f in d s  t h a t  

t h e  o r d e r  i s  i n  t h e  p u b l i c  i n t e r e s t  o r  i f  he  f i n d s  t h a t :

1 .  The r e g i s t r a t i o n  s ta t e m e n t  i s  in c o m p le te  i n  

any m a t e r i a l - r e s p e c t  o r  c o n t a i n s  any s t a t e m e n t  w h ic h ,  i n  

t h e  l i g h t  o f  c i r c u m s ta n c e s  u n d e r  which i t  was made, f a l s e  

o r  m is l e a d in g  w i th  r e s p e c t  t o  any m a t e r i a l  f a c t ;

2. Any p r o v i s i o n  o f  th e  a c t ,  o r  any r u l e ,  o r d e r ,  o r  

c o n d i t i o n  im posed u n d e r  t h i s  a c t  h as  been  w i l l f u l l y  v i o l a t e d  

i n  c o n n e c t io n  w i th  t h i s  o f f e r i n g ;

3. The s e c u r i t i e s  r e g i s t e r e d  o r  s o u g h t  t o  be r e g i s 

t e r e d  i s  s u b j e c t  t o  any a d m i n i s t r a t i v e  s to p  o r d e r ,  perm anen t 

o r  tem p o ra ry  i n j u n c t i o n  o f  any c o u r t  u n d e r  any f e d e r a l  o r  

s t a t e  a c t  a p p l i c a b l e  t o  th e  o f f e r i n g ;

4. The i s s u e r s '  b u s in e s s  o r  method o f  d o in g  b u s i 

n e s s  i n c lu d e s  i l l e g a l  a c t i v i t i e s  where p e r fo rm e d ;
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5. The o f f e r i n g  has  worked o r  would t e n d  t o  work a 

f r a u d  on i n v e s t o r s  ;

6 , There a r e  u n r e a s o n a b le  amounts o f  u n d e r w r i t e r s '  

and s e l l e r s '  d i s c o u n t s ,  co m m iss io n s ,  o r  o t h e r  c o m p e n sa t io n ,  

o r  p r o m o te r s '  p r o f i t s  o r  p a r t i c i p a t i o n ,  o r  u n r e a s o n a b le  

amounts o f  k in d s  o f  p o t i o n s  ;

7. A s e c u r i t i e s  r e g i s t r a t i o n  i s  a t t e m p te d  by n o t i 

f i c a t i o n ,  and th e  s e c u r i t y  i s  n o t  e l i g i b l e ;  and

8 , The p r o p e r  f i l i n g  f e e  h as  n o t  been  p a i d .^ ^

The most s i g n i f i c a n t  change i n  t h i s  s e c t i o n  o f  t h e

s t a t u t e  from  i t s  p r e d e c e s s o r  i s  t h e  a u t h o r i t y  o f  t h e  Admini

s t r a t o r  t o  su sp en d  th e  r e g i s t r a t i o n  i f  su ch  s u s p e n s io n  i s  i n  

t h e  p u b l i c  i n t e r e s t .

F i e l d  E x a m in a tio n s  and I n v e s t i g a t i o n s

The D epartm ent o f  S e c u r i t i e s  has  two F i e l d  Exam iners 

on i t s  s t a f f  whose p r im a ry  f u n c t i o n  i s  e x a m in a t io n  o f  c o r 

p o r a t i o n s  who h av e  c u r r e n t  r e g i s t r a t i o n s  w i th  t h e  Oklahoma 

S e c u r i t i e s  Commission. These e x a m in a t io n s  a r e  a c t u a l l y  

unannounced  a u d i t s  o f  t h e  books o f  th e  i s s u i n g  c o r p o r a t i o n  

c o n d u c te d  i n  th e  o f f i c e  o f  t h a t  c o r p o r a t i o n .  The p u rp o se  

o f  t h e  a u d i t  i s  an a t t e m p t  t o  i n s u r e  c o n t in u in g  co m p lian ce  

w i th  th e  p r o v i s i o n s  o f  th e  Oklahoma S t a t u t e s  a f t e r  t h e  i n i 

t i a l  r e g i s t r a t i o n  p r o c e d u re  h a s  been  a c c o m p lish e d .

The Oklahoma S t a t u t e s  r e q u i r e  t h a t  a l l  r e g i s t r a n t s

^^Oklahoma S t a t u t e s , T i t l e  71, s e c ,  204.
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30be exam ined a t  l e a s t  once a  y e a r .  The l i m i t e d  p e r s o n n e l  

w i th  w hich th e  D epartm en t o f  S e c u r i t i e s  o p e r a t e s  p r e c lu d e s  

f u l f i l l m e n t  o f  t h i s  s t a t u t o r y  o b l i g a t i o n .  The D epartm en t 

was s u c c e s s f u l ,  h o w ever ,  i n  ex am in in g  a l l  t h e  newly r e g i s 

t e r e d  com panies e x c e p t  t h r e e  d u r in g  th e  f i s c a l  y e a r  en d in g  
31J u ly  1 ,  1965. Because o f  t h e  l i m i t e d  p e r s o n n e l ,  h o w ever ,

o n ly  a p p ro x im a te ly  o n e - t h i r d  o f  th e  l o c a l  r e g i s t r a n t s  can

32be exam ined  as o f t e n  a s  once a  y e a r .

O f f i c e  D u t ie s  

I n  a d d i t i o n  t o  t h e  f i e l d  a u d i t s  p e r fo rm e d  by th e s e  

two F i e l d  E x a m in e rs , th e y  hav e  c e r t a i n  o f f i c e  d u t i e s  which 

th e y  m ust p e r fo rm .  One o f  t h e  F i e l d  E xam iners  m a in t a in s  a 

f i l e  on f i n a n c i a l  s t a t e m e n t s  and th e  o t h e r  m a in ta in s  a  f i l e  

on p r o s p e c t i c e s .  P e r t i n e n t  i n f o r m a t io n  i s  m a in ta in e d  p e r 

t a i n i n g  t o  th e  o r i g i n a l  docum ents and any changes  i n  t h e

33p r o s p e c tu s  r e q u i r e d  by th e  D e p a r tm en t .  The F i e l d  Exam iners  

spen d  a p p ro x im a te ly  tw en ty  p e r  c e n t  o f  t h e i r  t im e  w i th  t h e  

m a in te n a n c e  o f  t h e s e  f i l e s .

A c e r t a i n  amount o f  th e  work p e r fo rm e d  by th e  F i e l d  

Exam iners  i s  c l e r i c a l  i n  n a t u r e  and c o u ld  be p e r fo rm e d  by

S^lb id .

^ in t e r v i e w  w i th  C a r l  E n g l in g ,  Ju n e  22 , 1965.
3 2F i f t h  Ahnual R e p o r t  o f  th e  Oklahoma S e c u r i t i e s  Com

m is s io n  t o  th e  G overnor and Members o f  t h e  L e g i s l a t u r e ,  1964 .

^^Interview  w ith  Ross S h e l to n ,  F ie ld  Examiner, Okla
homa S e c u r i t i e s  Commission, June 22 , 1965.
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o t h e r  o f f i c e  p e r s o n n e l .  The F i e l d  Exam iner d o e s ,  how ever,  

g a in  some v a lu a b le  i n f o r m a t io n  from t h e  f i n a n c i a l  r e c o r d  

f i l e s  r e l a t i n g  t o  com panies which a r e  p e rh a p s  i n  an u n s t a b l e  

s i t u a t i o n  o r  which have  had  a s i g n i f i c a n t  change i n  t h e i r  

f i n a n c i a l  p o s i t i o n  s in c e  th e  f i l i n g  o f  th e  l a s t  f i n a n c i a l  

s t a t e m e n t . I n  a d d i t i o n  to  t h e s e  r e c o r d s ,  th e  D epartm ent 

o f  S e c u r i t i e s  o b t a in s  in f o r m a t io n  from  r e f e r e n c e  l e t t e r s , 

p e rso n s  i n  th e  s e c u r i t i e s  i n d u s t r y ,  new spaper  a d v e r t i s e m e n t s ,  

o t h e r  r e g u l a t o r y  a g e n c i e s ,  i n q u i r i e s  by p e rso n s  i n t e r e s t e d  

i n  s p e c i f i c  s e c u r i t i e s  o r  o f f e r i n g s ,  and e x a m in a t io n  o f  i n 

fo rm a t io n  s u b m i t te d  w i th  a p p l i c a t i o n s . ^ ^

Some o f  th e  f a c t o r s  w hich a r e  n o te d  by th e  Exam iner 

i n  a  re v ie w  o f  an u p d a te d  f i n a n c i a l  s ta t e m e n t  t o  h i g h l i g h t  

p o s s i b l e  d i f f i c u l t y  o r  a d e t r i m e n t a l  change i n  t h e  f i n a n c i a l  

c o n d i t i o n  o f  th e  company a r e :

1 .  A l a r g e  d e f i c i t ;
2. A l a r g e  amount o f  a c c o u n ts  r e c e i v a b l e  a s  p o in te d

o u t  by in d e p e n d e n t  a u d i t s ;  and
3. A l a r g e  amount o f  n o te s  p a y a b le .

F i e l d  E x am in a tio n s

IVhen making an a u d i t  o f  a c o r p o r a t i o n ,  t h e  F i e l d

Examiners v i s i t  th e  o f f i c e  o f  th e  c o r p o r a t i o n  and r e q u e s t

b a s i c  a c c o u n t in g  r e c o rd s  i n c l u d i n g  th e  s to c k  r e c o r d s , th e

3 U .I n te r v i e w  w ith  Brad E a s t e r d a y ,  F i e l d  E xam iner ,
Oklahoma S e c u r i t i e s  Commission, J u ly  10 , 1965.

3Sib id .

^®Ibid.
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c o r p o r a t e  m in u te s ,  th e  d e p o s i t  s l i p s ,  and th e  check  r e g i s -
3 7t e r .  They p e r fo rm  t h e i r  a u d i t  a t  t h a t  t im e .  I f  any o f

th e  above i tem s  a r e  n o t  c u r r e n t  i n  e v e ry  r e s p e c t ,  th e

Examiner a r b i t r a r i l y  g iv e s  them a c e r t a i n  number o f  days

i n  which to  b r in g  t h e i r  books t o  a  c u r r e n t  s t a t u s  w i th  th e

n o t i f i c a t i o n  t h a t  he w i l l  r e t u r n  t o  a u d i t  t h e  books on t h a t  
3 8

d a t e .  I f  th e  books a r e  n o t  c u r r e n t  when he r e t u r n s ,  th e  

c o r p o r a t i o n  i s  su sp en d ed  from  t r a d i n g  u n t i l  such  t im e  as  

th e  books a r e  b ro u g h t  up t o  d a t e .  I f  t h e  r e q u i r e d  m a t e r i a l  

i s  c o m p le te ,  he a u d i t s  th e  books o f  t h e  i s s u i n g  c o r p o r a t i o n .  

The F i e l d  Exam iner a u d i t s  t h e  books by f o l lo w in g  t h i s  

r o u t i n e  :

1 . T ak ing  a  t r i a l  b a l a n c e ;

2 . Examining c o n t r o l  a c c o u n ts  and d e te r m in in g  

e x i s t e n c e  o f  s u b s i d i a r y  a c c o u n ts  -  r e c o n c i l e ;

3. Exam ining m in u te  books -  t a k e  e x c e r p t s  o f  ma

t e r i a l  i te m s  ;

4. D e te rm in in g  co m pliance  w i th  S e c u r i t i e s  Commis

s i o n  r e q u i re m e n ts  ( a u t h o r i z a t i o n ,  a g e n t ' s  a p p o in tm e n t ,  e t c . ) ;

5. Exam ining r e c e n t  management f i n a n c i a l  s t a t e m e n t s , 

i n c l u d i n g  p r o f i t  and l o s s  ( n o t  more th a n  45 days o l d ) ;

6 . I n v e s t i g a t i n g  changes  i n  m a t e r i a l  a s s e t s  and 

l i a b i l i t i e s  ;

7. D e te rm in in g  th e  amount o f  s to c k  o u t s t a n d i n g  -  

^ ' I n t e r v i e w  w i th  Ross S h e l t o n ,  June 30, 1965.

38lbid.
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o b t a i n  a d e s c r i p t i o n  o f  a l l  c l a s s e s  -  a c c o u n t  f o r  a l l  

c e r t i f i c a t e s  ;

8 . Exam ining a l l  t r e a s u r y  s to c k  t r a n s a c t i o n s ;

9 . A n a ly z in g  s u r p l u s  and r e s e r v e  a c c o u n t s ;

10. A s c e r t a i n i n g  th e  a u t h o r i t y  f o r  s u r p lu s  d i s 

t r i b u t i o n s ;  and

11. P e r s o n a l l y  v i s i t i n g  w i th  s e l e c t e d  s t o c k h o l d e r s ,
39t a k i n g  s ig n e d  s t a t e m e n t s .

P r a c t i c a l i t y  has  d i c t a t e d  t h a t  i t e m  11 l i s t e d  above 

i s  n o t  f e a s i b l e  from  a t im e  s t a n d p o i n t .  They h a v e ,  t h e r e 

f o r e ,  a d o p te d  a p ro c e d u re  w hereby s e v e r a l  names a r e  ta k e n  

from  th e  s to c k  r e c o r d s  o f  t h e  c o r p o r a t i o n  and a form  q u e s 

t i o n n a i r e  i s  s e n t  t o  them r e g a r d i n g  th e  o w n ersh ip  o f  t h e  

s e c u r i t i e s .

The l e t t e r - q u e s t i o n n a i r e  s e n t  t o  th e  s to c k h o l d e r s  o f  

r e c o r d s  r e q u e s t s  th e  f o l lo w in g  in f o r m a t i o n :

1, Method o f  i n i t i a l  c o n t a c t  by s a le sm a n ;
2, Method o f  r e f e r r a l  t o  t h e  s a le sm a n  i f  a n y ;
3, Inducem en ts  o r  s a l e s  a p p ro ach  u sed  by s a le s m a n ;
4, R e c e ip t  o f  a p r o s p e c t u s ,  i f  an y ;
5, A ddress  w here a c t u a l  t r a n s a c t i o n  was made;
6 , Number o f  s h a r e s  p u r c h a s e d ;
7, Amount o f  p u r c h a s e ;
8 , Documents r e c e i v e d ,  e , g , ,  c e r t i f i c a t e ,  s u b s c r i p 

t i o n  a g re e m e n t ,  c a n c e l l e d  c h e c k ,  w r i t t e n  a g re e m e n t ,  r e 
c e i p t ,  a d v e r t i s i n g  l i t e r a t u r e ,  and o t h e r ;

9, P e r s o n a l  comments;
10, Date and s t o c k h o l d e r ' s  s i g n a t u r e .

" I n v e s t ig a t iv e  Program", Oklahoma S e c u r i t i e s  Commis
s i o n ,

S to ck  Ownership L e t t e r  o f  C o n f i rm a t io n  and Ques
t i o n n a i r e " ,  Oklahoma S e c u r i t i e s  Commission,
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The p u rp o se s  o f  t h i s  l e t t e r - q u e s t i o n n a i r e  a r e  b a s i c 

a l l y  t h r e e - f o l d :

1. To check  t h e  a c c u ra c y  o f  th e  i s s u i n g  c o r p o r a t i o n s  

and t o '^ a s c e r t a i n  i f  t h e  l i s t e d  i n d i v i d u a l s  do i n  e f f e c t  own 

t h e  s e c u r i t i e s  ;

2. To check  on t h e  s e l l i n g  t a c t i c s  o f  t h e  a g e n t  o r  

b r o k e r - d e a l e r  t o  s e e  w hat p ro m ise s  w ere  made i n  c o n n e c t io n  

w i th  th e  p u rc h a se  o f  t h e  s e c u r i t i e s  ; and

3 . To a s c e r t a i n  w h e th e r  o r  n o t  a  p r o s p e c tu s  was 

p r o v id e d  th e  p u r c h a s e r  p r i o r  t o  t h e  s a l e  as  r e q u i r e d  i n  th e  

s t a t u t e .

Any d i s c r e p a n c i e s  r e v e a l e d  by t h i s  i n f o r m a t io n  r e 

tu r n e d  by th e  s e c u r i t y  h o l d e r  i s  i n v e s t i g a t e d  by th e  F i e l d  

E xam iner .

The F i e l d  Exam iner a l s o  se n d s  a " S ta n d a rd  Bank Con

f i r m a t i o n  Form" t o  t h e  banks where th e  c o r p o r a t i o n  h a s  i t s  

a c c o u n ts  f o r  v e r i f i c a t i o n  o f  c e r t a i n  f i n a n c i a l  r e c o r d s  h e ld  

by th e  c o r p o r a t i o n .  The form  p r o v id e s  t h e  F i e l d  Exam iners  

w i th  th e  f o l lo w in g  i n f o r m a t i o n  as  o f  a  c e r t a i n  d a te  s p e c i f i e d  

by th e  bank :

C r e d i t  b a la n c e s  o f  t h e  c o r p o r a t i o n :  amount o f  th e

b a l a n c e ,  th e  a c c o u n t  name, t h e  a c c o u n t  num ber, i s  t h e  b a la n c e  

s u b j e c t  to  w i th d ra w a l  by c h e c k ,  and i f  th e  a c c o u n t  b e a r s  

i n t e r e s t ,  g iv e  th e  a p p l i c a b l e  r a t e ;

^^Interview  w ith  Ross S h e l to n ,  May 1 4 ,  1965.
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D e p o s i to r s  l i a b i l i t y  i n  r e s p e c t  t o  l o a n s ,  a c c e p t 

a n c e s ,  e t c . ,  t h e  am ount, t h e  d a t e  o f  lo a n  o r  d i s c o u n t ,  t h e  

due d a t e ,  t h e  i n t e r e s t  r a t e  and d a te  i t  i s  p a id  t o ,  and a 

d e s c r i p t i o n  o f  l i a b i l i t y ,  c o l l a t e r a l ,  l i e n s ,  e n d o r s e r s ,  e t c .

C o n t in g e n t  l i a b i l i t y  as  e n d o r s e r  o f  n o te s  d i s c o u n te d  

a n d /o r  as  g u a r a n to r :  th e  am ount, t h e  name o f  t h e  m aker, th e

d a te  o f  th e  n o t e ,  th e  due d a t e ,  and any rem arks  w hich th e  

b a n k e r  w ish es  t o  make ;

D i r e c t  o r  c o n t in g e n t  l i a b i l i t y ,  open l e t t e r s  o f  

c r e d i t ,  and r e l a t i v e  c o l l a t e r a l .

The in f o r m a t io n  r e t u r n e d  t o  th e  F i e l d  Exam iner by 

t h e  bank s e r v e s  as a check  on th e  f a c t s  r e v e a l e d  by th e  books 

o f  t h e  c o r p o r a t i o n .

The most f r e q u e n t l y  e n c o u n te r e d  v i o l a t i o n s  a n d /o r  

e r r o r s  e n c o u n te r e d  by th e  F i e l d  Exam iner a r e :

1 . Lending  o r  a d v a n c in g  money t o  o f f i c e r s  a n d /o r  

d i r e c t o r s  o f  th e  i s s u i n g  c o r p o r a t i o n ,  and o c c a s i o n a l l y  ad 

v a n c in g  funds  t o  b r o k e r - d e a l e r s  a n d /o r  a g e n t s ;

2. M isuse o f  p ro c e e d s  o f  s e c u r i t i e s  s a l e ,  i . e . ,  u s 

in g  t h e  p ro c e e d s  o f th e  s a l e  f o r  p u rp o se s  o t h e r  th a n  w hat 

was i n d i c a t e d  i n  th e  p r o s p e c t u s ;

3. O p e ra t in g  w i th  an o u td a te d  p r o s p e c t u s ;  and

4. F a i l u r e  t o  m a in ta in  th e  p r o p e r  a n d /o r  s u f f i c i e n t

Ù2
Standard Bank Confirm ation Form -  1961, Oklahoma

S e c u r i t i e s  Commission.
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a c c o u n t in g  r e c o r d s .

Upon c o m p le t io n  o f  a l l  p h ases  o f  h i s  i n v e s t i g a t i o n ,  

th e  F i e l d  Exam iner co m p iles  a w r i t t e n  r e p o r t  t o  t h e  Admini

s t r a t o r  c o v e r in g  a l l  o f  h i s  a u d i t ,  d i s c l o s i n g  p e r t i n e n t  f a c t s  

r e v e a l e d  by th e  e x a m in a t io n ,  any d i s c r e p a n c i e s  a n d / o r  v i o l a 

t i o n s  e n c o u n te r e d ,  and any comments he  w ish es  t o  make. This  

w r i t t e n  r e p o r t  may s e rv e  as th e  b a s i s  f o r  an  a d m i n i s t r a t i v e  

h e a r in g  to  a m p l i fy  any p o i n t s  r e q u i r i n g  e x p l a n a t i o n  and 

p o s s i b l e  s u s p e n s io n  o f  r e g i s t r a t i o n  p r i v i l e g e s .

The F i e l d  Exam iners o f  t h e  D epartm en t o f  S e c u r i t i e s  

f e e l  t h a t  th e  subpoena and i n v e s t i g a t i v e  a u t h o r i t y  c u r r e n t l y

v e s te d  i n  t h e i r  p o s i t i o n  i s  q u i t e  a d e q u a te  t o  p e r fo rm  s u c -
tf 14

c e s s f u l l y  th e  f u n c t io n s  r e q u i r e d .  A d d i t i o n a l  p e r s o n n e l  

would p r o v id e  c l o s e r  and b e t t e r  r e g u l a t i o n  o v e r  t h o s e  c o r 

p o r a t io n s  r e g i s t e r e d  t o  s e l l  s e c u r i t i e s  i n  t h e  s t a t e  o f  

Oklahoma.

Summary o f  E x am in a tio n s  and I n v e s t i g a t i o n s  

T ab le  6 shows th e  number o f  i n v e s t i g a t i o n s  co n d u c ted  

by th e  F i e l d  Exam iners and th e  amount o f  f e e s  c o l l e c t e d  by 

th e  D epartm ent o f  S e c u r i t i e s  i n  c o n n e c t io n  w i th  t h e s e  i n 

v e s t i g a t i o n s  f o r  th e  y e a r s  1962-1965 . The f i r s t  F i e l d  

Exam iner was employed i n  O c to b e r ,  1962, and worked f o r  o n ly

43 I n te r v ie w s  w ith  Ross S h e l to n  and Brad E a s t e r d a y ,  
v a r io u s  d a t e s .

44
I b id .



TABLE 6

I N V E S T I G A T I O N S  AND F E E S COLLECTED 
1 9 6 2 - 1 9 6 5

Y e a r  N u m b e r  o f  D o l l a r  A m o u n t s
I n v e s t i g a t i o n s  o f  F e e s  C o l l e c t e d

1 9 6 2 3 9 ^ $ 1 , 2 0 8 . 0 1

1 9 6 3 89 2 , 9 2 1 . 7 5

1 9 6 4 1 3 1 1 2 , 9 2 5 . 1 4

1 9 6 5 1 4 7 1 1 , 7 6 0 . 8 7

^ I n v e s t i g a t o r  e m p l o y e d  f o r  l a s t  n i n e  m o n t h s ,  o f  f i s c a l  
y e a r  1 9  6 2 o n l y .

S o u r c e ;  O k l a h o m a  S e c u r i t i e s  C o m m i s s i o n  A n n u a l  R e p o r t s  
t o  t h e  G o v e r n o r  a n d  M e m b e r s  o f  t h e  L e g i s l a t u r e ,  1 9 6 2 - 1 9 6 * + ,  
a n d  O k l a h o m a  S e c u r i t i e s  C o m m i s s i o n  F i n a n c i a l  R e p o r t ,  J a n u 
a r y  3 1 ,  1 9  6 6 .

r o
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n in e  months o f  t h a t  f i s c a l  y e a r . ^ ^  The s h o r te n e d  work y e a r  

i s  r e f l e c t e d  i n  th e  s m a l l  amount o f  f e e s  c o l l e c t e d  f o r  th e  

c o r r e s p o n d in g  p e r i o d  o f  t im e .

The p e r c e n ta g e  i n c r e a s e  i n  th e  number o f  exam ina

t i o n s  c o n d u c te d  from  1962 to  1963 was 128 .2  p e r  c e n t  w h ile  

th e  i n c r e a s e  i n  f e e s  c o l l e c t e d  amounted to  141 .9  p e r  c e n t .  

W ith l e g i s l a t i v e  a p p ro v a l  t o  employ a seco n d  F i e l d  Exam iner 

i n  1 9 6 4 , ^ 6  t h e  number o f  i n v e s t i g a t i o n s  co n d u c ted  i n c r e a s e d  

by 47 .2  p e r  c e n t  and t h e  f e e s  c o l l e c t e d  i n c r e a s e d  by 3 24 .4  

p e r  c e n t .  The i n c r e a s e s  i n  1965 amounted t o  1 2 .2  p e r  c e n t  

i n  th e  number o f  i n v e s t i g a t i o n s  co n d u c te d  and a d e c r e a s e  i n  

th e  amount o f  f e e s  c o l l e c t e d  by 9 .0  p e r  c e n t .

T a b le  7 i n d i c a t e s  th e  s u s p e n s io n s  and c e a s e  and d e 

s i s t  o r d e r s  i s s u e d  by t h e  Oklahoma S e c u r i t i e s  Commission 

f o r  th e  y e a r s  1961-1964 . I f  t h e  c o r p o r a t i o n  o r  i n d i v i d u a l  

i s  s u b j e c t  t o  t h i s  ty p e  o f  a c t i o n  by th e  Commission and i s  

r e g i s t e r e d  w i th  th e  Commission i n  some f a s h i o n ,  th e n  an 

o r d e r  s u s p e n d in g  f u r t h e r  a c t i v i t y  was i s s u e d  a g a i n s t  them . 

I f ,  h o w ev e r ,  th e  c o r p o r a t i o n  o r  i n d i v i d u a l  i s  n o t  r e g i s 

t e r e d  w i th  th e  Commission, th e n  a c e a se  and d e s i s t  o r d e r  

was i s s u e d .

The f i r s t  column o f  T ab le  7 i s  b r o k e r - d e a l e r

45 T h ird  Annual R e p o r t  o f  th e  Oklahoma S e c u r i t i e s  Com
m is s io n  t o  th e  G overnor and Members o f  th e  L e g i s l a t u r e ,  19T?.

46 F i f t h  Annual R ep o r t  o f  t h e  Oklahoma S e c u r i t i e s  Com
m is s io n  t o  th e  G overnor and Members o f  th e  L e g i s l a t u r e ,  1954.



TABLE 7

S U S P E N S I O N S ,  CEASE AND D E S I S T  ORDERS I S S U E D  BY
OKLAHOMA S E C U R I T I E S

1 9 6 1 - 1 9 6 4
COMMISSION

Y e a r
B r o k e r - D e a l e r

R e g i s t r a t i o n
V i o l a t i o n

S e c u r i t i e s
R e g i s t r a t i o n

V i o l a t i o n

I n v e s t m e n t  
A d v i s e r  

R e g u l a t i o n  
V i o l a t i o n

V i o l a t i o n
o f

P r o s p e c t u s

C u r r e n t
F i n a n c i a l
S t a t e m e n t
V i o l a t i o n

T o t a l

1 9 6 1 4 1 0 2

1 9  6 2 2 9 1

1 9 6 3 3 4 5 3 7 59

1 9 6 4 1 9 1 2 9 0 1 1 4

ro
M
CD

S o u r c e :  O k l a h o m a  S e c u r i t i e s  C o m m i s s i o n  A n n u a l  R e p o r t s  t o  t h e  G o v e r n o r
a n d  M e m b e r s  o f  t h e  L e g i s l a t u r e ,  1 9 6 1 - 1 9 6 4 .
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r e g i s t r a t i o n  v i o l a t i o n  and th e  t y p i c a l  v i o l a t i o n  in v o lv e d  

was f a i l u r e  o f  an i n d i v i d u a l  o r  f i r m  t o  r e g i s t e r  w i th  th e  

Commission p r i o r  to  s e l l i n g  s e c u r i t i e s  i n  Oklahoma. The 

second  column in v o lv e s  t h e  s a l e  o f  s e c u r i t i e s  which have  

n o t  been  r e g i s t e r e d  w i th  t h e  Oklahoma S e c u r i t i e s  Commission. 

The t h i r d  column i n d i c a t e s  th e  a c t i v i t i e s  o f  i n d i v i d u a l s  

a c t i n g  i n  th e  c a p a c i ty  o f  in v e s tm e n t  a d v i s e r s  and f a i l i n g  

t o  r e g i s t e r  w i th  th e  Commission i n  t h i s  a r e a .  The f o u r t h  

column o f  th e  t a b l e  d e a l s  w i th  v i o l a t i o n s  o f  t h e  p r o s p e c tu s  

and t y p i c a l l y  i n v o lv e s  t h e  u se  o f  fu n d s  f o r  p u rp o se s  n o t  

i n  ag reem en t w i th  th e  p r o v i s i o n s  o f  t h e  p r o s p e c t u s .  The 

f i f t h  column shows th e  f a i l u r e  t o  f i l e  a  c u r r e n t  f i n a n c i a l  

s t a t e m e n t  w i th  th e  Oklahoma S e c u r i t i e s  Commission.

The o c c u r re n c e  o f  v i o l a t i o n s  i n  t h e  c a te g o r y  o f  

f i n a n c i a l  s t a t e m e n t s  and p r o s p e c t u s ’ v i o l a t i o n s  c o in c id e s  

w i th  th e  employment o f  F i e l d  Exam iners  by th e  Oklahoma Se

c u r i t i e s  Commission. The i n c r e a s e d  a c t i v i t y  i n  1964 r e 

f l e c t s  th e  employment o f  th e  seco n d  Exam iner by th e  Com

m is s io n .



CHAPTER V II I  

SUMMARY AND CONCLUSIONS 

Summary

The s t a t u t e s  p a s s e d  by th e  f i r s t  t e r r i t o r i a l  l e g i s 

l a t u r e  i n  1890 c o n ta in e d  some s e c t i o n s  p e r t a i n i n g  t o  c o r 

p o r a t i o n s  and th e  i s s u a n c e  o f  s e c u r i t i e s .  The f i r s t  s t a t u t e  

i n  Oklahoma s p e c i f i c a l l y  r e l a t i n g  to  th e  i s s u a n c e  o f  s e c u r i 

t i e s  and th e  s e c u r i t i e s  i n d u s t r y  was p a s s e d  by th e  l e g i s l a 

t u r e  i n  1919. A lthough  Oklahoma was a p p r o x im a te ly  s e v e n th  

o r  e i g h t h  among th e  s t a t e s  t o  c o n t r o l  t h i s  i n d u s t r y  w i th  

l e g i s l a t i o n ,  i t  began  i t s  l e g i s l a t i o n  i n  1919.

The "B lue Sky Law o f  1919" a s  th e  o r i g i n a l  Oklahoma 

s t a t u t e  was e n t i t l e d ,  a t t e m p te d  t o  d i s t i n g u i s h  be tw een  " s e 

c u r i t i e s "  and " s p e c u l a t i v e  s e c u r i t i e s "  by s e t t i n g  o u t  c e r 

t a i n  s t a n d a r d s  which in c lu d e d  th e  l a t t e r  c a t e g o r y .  The 

s t a t u t e  a l s o  i n c lu d e d  p r o v i s i o n s  r e g u l a t i n g  o i l  r o y a l t i e s .  

The a p p e l l a t e  c o u r t s  h e l d  t h a t  t h e  c r i t e r i o n  e s t a b l i s h e d  

f o r  s p e c u l a t i v e  s e c u r i t i e s  was to o  vague and i n d e f i n i t e  and 

t h i s  d ichotom y n e v e r  a g a in  a p p e a re d  i n  s e c u r i t i e s  r e g u l a t i o n  

s t a t u t e s  i n  Oklahoma.

The o r i g i n a l  s t a t u t e ,  p a s s e d  i n  1919 , was r e p e a l e d

218
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and r e p l a c e d  by th e  Blue Sky Law o f  1931. This  s t a t u t e  was 

a  much more com prehensive  one th a n  was i t s  p r e d e c e s s o r ,  and 

i t  r e f l e c t e d  some o f  th e  changes  which had  o c c u r r e d  w i t h i n  

t h e  s e c u r i t i e s  i n d u s t r y  a f t e r  t h e  p a s sa g e  o f  t h e  o r i g i n a l  

s t a t u t e .  Not o n ly  was th e  law more c o m p reh en s iv e ,  b u t  

p r o v i s i o n s  w ere made f o r  t h e  ap p o in tm en t  o f  a  S e c u r i t i e s  

C om m issioner and a  s t a f f  t o  a d m i n i s t e r  th e  p r o v i s i o n s  o f  

t h e  a c t .  The Oklahoma S e c u r i t i e s  Commission was c r e a t e d  

u n d e r  t h e s e  p r o v i s i o n s .  The Commission was c h a rg e d  w i th  

t h e  r e s p o n s i b i l i t y  o f  e n f o r c in g  th e  p r o v i s i o n s  o f  t h e  a c t  

and s e rv e d  i n  an a d v is o r y  and p o l ic y -m a k in g  c a p a c i t y .

A lthough  th e  Blue Sky Law o f  1931 rem ain ed  b a s i c a l l y  

unchanged  f o r  a p p ro x im a te ly  tw e n t y - e i g h t  y e a r s ,  th e  Commis

s i o n  became enmeshed i n  p o l i t i c a l  maneuvers o f  th e  l é g i s 

l a t u r e  o f  Oklahoma. The l e g i s l a t u r e  i n  1939 a b o l i s h e d  th e  

Oklahoma S e c u r i t i e s  Commission and t r a n s f e r r e d  th e  d u t i e s ,  

f u n c t i o n s  and r e s p o n s i b i l i t i e s  o f  t h e  Commission t o  th e  

S t a t e  Banking Com m issioner. A s e c u r i t i e s  d i v i s i o n  o f  th e  

B anking D epartm ent o f  th e  s t a t e  o f  Oklahoma was e s t a b l i s h e d  

w i th  a Deputy Commissioner o f  Banking i n  ch a rg e  o f  t h i s  

d i v i s i o n .

The Oklahoma S e c u r i t i e s  Commission was r e - e s t a b l i s h e d  

by th e  l e g i s l a t u r e  i n  1951 w i th  b a s i c a l l y  t h e  same s t r u c t u r e  

i t  had  e n jo y e d  p r i o r  t o  i t s  a b o l ish m e n t  i n  1939. The Com

m is s io n  was once a g a in  c h a rg ed  w i th  th e  r e s p o n s i b i l i t y  o f  

e n f o r c i n g  th e  p r o v i s io n s  o f  t h e  Blue Sky Law o f  1931. No
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m a jo r  r e v i s i o n s  had  ta k e n  p la c e  i n  th e  s t a t u t e  s in c e  i t  was 

o r i g i n a l l y  p a s se d  i n  1931.

E v en ts  i n  c o n n e c t io n  w i th  th e  h ig h ly  p u b l i c i z e d  

S e l e c t e d  In v e s tm e n ts  Company c a se  h i g h l i g h t e d  th e  need  f o r  

a  r e v i s i o n  o f  th e  s - a t u t e  i n  c o n n e c t io n  w i th  th e  r e g u l a t i o n  

o f  s e c u r i t i e s .  T h is  c a s e ,  h o w ev er ,  d id  n o t  p o i n t  o u t  th e  

need  f o r  a  new s t a t u t e  as much as  i t  d id  th e  decay  o f  th e  

S e c u r i t i e s  Commission and i t s  f a i l u r e  t o  use  th e  t o o l s  

w hich were a t  hand i n  th e  Blue Sky Law o f  19 31. As a r e 

s u l t  o f  t h i s  c a s e ,  how ever,  Oklahoma d id  a d o p t  t h e  Uniform  

S e c u r i t i e s  Act now i n  e f f e c t  i n ^ a t  l e a s t  f i f t e e n  s t a t e s .

The Oklahoma S e c u r i t i e s  A ct o f  1959 i s  a v e ry  com

p r e h e n s iv e  s t a t u t e  i n  most r e s p e c t s  and i s  g e n e r a l l y  a d e q u a te  

f o r  c o n t r o l l i n g  th e  s e c u r i t i e s  i n d u s t r y  i n  Oklahoma. T here  

a r e  t h r e e  b a s i c  ty p e s  o f  s e c u r i t i e s  la w s ,  i . e . ,  f u l l  d i s 

c l o s u r e ,  r e g i s t r a t i o n  o f  s e c u r i t i e s ,  and r e g i s t r a t i o n  o f  

b r o k e r s  and d e a l e r s .  The U niform  S e c u r i t i e s  A c t ,  a d o p te d  

i n  Oklahoma, c o n ta in s  th e  e s s e n t i a l  e le m e n ts  o f  a l l  t h r e e  

ty p e s  o f  la w s .  The Oklahoma law a t te m p ts  t o  c o n t r o l  th e  i s 

su an ce  o f  s e c u r i t i e s  by r e q u i r i n g  t h e i r  r e g i s t r a t i o n  and e s 

t a b l i s h i n g  c e r t a i n  minimum s t a n d a r d s  which th e  i s s u e  must 

meet p r i o r  t o  b e in g  approved  f o r  r e g i s t r a t i o n .  Agents and 

b r o k e r - d e a l e r s  a r e  c o n t r o l l e d  th ro u g h  a r e q u i r e d  r e g i s t r a t i o n  

p ro c e d u re  and a t e s t i n g  p r o c e d u r e ,  as w e l l  as bon d in g  and 

c a p i t a l  r e q u i r e m e n t s .  The r e g i s t r a t i o n  o f  an i s s u e  o f  s e 

c u r i t i e s  r e q u i r e s  th e  d i s c l o s u r e  o f  a l l  t h e  p e r t i n e n t  f a c t s
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s u r r o u n d in g  th e  i s s u e  and th e  i s s u i n g  c o r p o r a t i o n  p r i o r  to  

i t s  a p p r o v a l  by th e  A d m i n i s t r a t o r .  T h is  f u l l  d i s c l o s u r e  

p o l i c y  i s  a c c o m p lish e d  by t h e  use  o f  a  p r o s p e c t u s , t h e  same 

document u se d  by th e  S e c u r i t i e s  and Exchange Commission.

I n  a d d i t i o n  t o  t h e  s t a t u t o r y  r e q u i r e m e n ts  o f  th e  

S e c u r i t i e s  Act o f  1959 , th e  S e c u r i t i e s  A d m in i s t r a to r  o c c a 

s i o n a l l y  i s s u e s  a d m i n i s t r a t i v e  r u l e s  when he deems i t  n e c e s 

s a r y  t o  c o r r e c t  a  d e f i c i e n c y  i n  t h e  s t a t u t e s .  The a d m in i

s t r a t i v e  r u l e s  c u r r e n t l y  i n  e f f e c t  c o v e r  a w ide ra n g e  o f  

t o p i c s  r a n g in g  from  b o n d in g  r e q u i r e m e n ts  f o r  b r o k e r - d e a l e r s ,  

a g e n ts  and in v e s tm e n t  a d v i s e r s ,  t o  exempt s e c u r i t i e s  e x 

c h a n g e s ,  as w e l l  as a w ide v a r i e t y  o f  o t h e r  t o p i c s .  The 

s t a t u t e s  and o r d e r s  w i th  w hich an i n d i v i d u a l  i n  t h i s  indUL t r y  

must comply a re  q u i t e  burdensom e.

The s t a t u t e  p a s se d  by t h e  l e g i s l a t u r e  i n  1959 r e 

mains v i r t u a l l y  unchanged to d a y .

C o n c lu s io n s

T here  a r e  c o n s id e r a b l e  l i m i t a t i o n s  t o  an o u t s i d e r ' s  

a t t e m p t in g  t o  o b se rv e  and t o  e v a l u a t e  th e  i n n e r  w ork ings  o f  

an o r g a n i z a t i o n  w i th o u t  a c t u a l l y  b e in g  a p a r t  o f  t h a t  o r 

g a n i z a t i o n .  The f o l lo w in g  c o n c lu s io n s  p e r t a i n i n g  t o  th e  

r e g u l a t i o n  o f  s e c u r i t i e s  i n  Oklahoma r e p r e s e n t s  th e  o p in io n  

o f  th e  w r i t e r ,  r e s u l t i n g  from  o b s e r v a t i o n  and i n t e r r o g a t i o n ,  

r a t h e r  th a n  from p a r t i c i p a t i o n .

A p p ro x im a te ly  o n e - t h i r d  o f  th e  f i f t y  s t a t e s ,  i n c l u d 

in g  Oklahoma, have a d o p te d  th e  U niform  S e c u r i t i e s  A c t .  In
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g e n e r a l ,  t h e  p r o v i s i o n s  o f  th e  S e c u r i t i e s  Act o f  1959 a r e  

co m prehensive  w i th  r e s p e c t  to  t h e  r e g u l a t i o n  o f  th e  s e c u r i 

t i e s  i n d u s t r y  i n  Oklahoma. T here  a r e  some a r e a s ,  h o w ev er ,  

which c o u ld  be changed t o  s t r e n g t h e n  th e  law . The p ro p o se d  

changes  w i l l  be d i s c u s s e d  i n  s u b s e q u e n t  p a r t s  o f  t h i s  

c h a p t e r .

The r e g i s t r a t i o n  p r o c e d u re  f o r  a g e n t s ,  b r o k e r -  

d e a l e r s  and in v e s tm e n t  a d v i s e r s  i s  a  sm o o th ly  f u n c t i o n i n g  

p a r t  o f  th e  o f f i c e  p r o c e d u r e .  The l i c e n s i n g  p r o c e s s  i s  n o t  

a  r e g u l a t o r y  o r  c o n t r o l  m echanism . I t  i s  a  d e v ic e  u s e d  t o  

i d e n t i f y  and t o  m a in ta in  r e c o r d s  on th o s e  i n d i v i d u a l s  i n  th e  

s a l e s  f u n c t i o n  o f  th e  s e c u r i t i e s  i n d u s t r y  i n  Oklahoma.

Some ty p e  o f  s y s te m  p e rh a p s  s h o u ld  be i n s t i g a t e d  t o  

s e r v e  as a  check  on th e  t e s t i n g  p r o c e d u re  and t h e  r e s u l t s  o f  

th e  t e s t s .  At th e  p r e s e n t  t i m e ,  no r e c o r d s  a r e  m a in ta in e d  

by e i t h e r  t h e  N a t io n a l  A s s o c i a t i o n  o f  S e c u r i t i e s  D e a le r s  o r  

th e  D epartm en t o f  S e c u r i t i e s  on t h e  r e s u l t s  o b t a i n e d  from  

th e  t e s t i n g  p rog ram . N e i t h e r  o f  t h e s e  a g e n c ie s  can i n d i c a t e  

w h e th e r  th e  t e s t s  c u r r e n t l y  b e in g  a d m i n i s t e r e d  a r e  a d e q u a te  

o r  i n a d e q u a t e ,  how many a p p l i c a n t s  r e p e a t  t h e  t e s t s ,  how 

many t im e s  th e  t e s t  must be r e p e a t e d ,  and why th e  f a i l u r e  o f  

th e  a p p l i c a n t  o c c u r r e d  i n  t h e  f i r s t  p l a c e .

A d m in i s t r a t i v e  r u l e  64-14 c u r r e n t l y  r e q u i r e s  t h a t  

b r o k e r - d e a l e r s  m a in ta in  a minimum c a p i t a l  p o s i t i o n  o f  $ 1 0 ,0 0 0 .  

The r u l i n g  was b a se d  on th e  i n a b i l i t y  o f  some b r o k e r - d e a l e r s  

t o  re sp o n d  t o  damage c la im s  w hich  had  a r i s e n  as  th e  r e s u l t
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o f  a s e c u r i t i e s  t r a n s a c t i o n  l e a d in g  t o  a c i v i l  l i a b i l i t y  

b u t  n o t  i n v o lv in g  a c r im in a l  v i o l a t i o n  o f  th e  Oklahoma Se

c u r i t i e s  Act o f  1959, The bon d in g  r e q u i re m e n t  o f  t h e  b r o k e r -  

d e a l e r  i s  v a l i d  o n ly  i n  th o se  i n s t a n c e s  where t h e r e  h as  been  

a  v i o l a t i o n  o f  t h e  S e c u r i t i e s  Act o f  1959,

This  minimum c a p i t a l  ru le , m ere ly  i n c r e a s e s  th e  c o s t  

o f  th e  b r o k e r - d e a l e r  i n  do ing  b u s in e s s  s in c e  he m u s t ,  i n  

e f f e c t ,  m a in ta in  a minimum b a la n c e  o f  t h a t  much c a s h .  P o s s i 

b l y ,  a b e t t e r  app roach  t o  th e  p rob lem  would be t o  amend th e  

s t a t u t e  so  t h a t  th e  $10,000 bond p o s te d  by th e  b r o k e r - d e a l e r  

would be a p p l i c a b l e  w i th o u t  r e g a r d  t o  a c o n s i d e r a t i o n  o f  th e  

v i o l a t i o n  o f  t h e  S e c u r i t i e s  Act o f  1959, At th e  same t im e ,  

th e  s t a t u t e  c o u ld  be changed t o  i n c r e a s e  th e  bond ing  r e q u i r e 

ment t o  a f i g u r e  which would be more r e p r e s e n t a t i v e  o f  th e  

i n d u s t r y  and g iv e  an a g g r ie v e d  i n d i v i d u a l  a r e c o u r s e  o f  some 

s u b s ta n c e  a g a i n s t  b r o k e r - d e a l e r s , a g e n ts  and in v e s tm e n t  ad 

v i s e r s ,  The l e g i s l a t u r e  was c o r r e c t  i n  r e a l i z i n g  t h a t  some 

ty p e  o f  bond ing  r e q u ire m e n t  be made o f  t h e s e  i n d i v i d u a l s .

They w e re ,  how ever, somewhat u n r e a l i s t i c  i n  th e  d e te r m in a 

t i o n  o f  th e  s i z e  o f  t h a t  bond. I t  i s  w e l l  w i t h i n  r e a s o n  to  

assume t h a t  t h e r e  a r e  many o c c a s io n s  when th e  s i z e  o f  a 

s i n g l e  t r a n s a c t i o n  exceeds  t h e  l i m i t s  o f  th e  bond o f  t h e  i n 

d i v i d u a l  i n v o lv e d .  T hus , i n  c a se  o f  a r e c o v e ry  s u i t ,  th e  

p l a i n t i f f  c o u ld  r e c o v e r  on ly  a p o r t i o n  o f  th e  a c t u a l  l o s s  

i n c u r r e d  from  th e  bond ing  company. The e s t a b l i s h m e n t  o f  a 

more r e a l i s t i c  bon d in g  r e q u i re m e n t  f o r  a g e n t s , b r o k e r - d e a l e r s
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and in v e s tm e n t  a d v i s e r s  s h o u ld  be u n d e r ta k e n .

The r e g i s t r a t i o n  o f  s e c u r i t i e s ,  a c c o m p lish e d  by any 

o f  th e  t h r e e  methods p e r m is s i b l e  u n d e r  th e  s t a t u t e ,  i s  a 

w e l l - o r g a n i z e d  p r o c e s s  w i th  r e s p e c t  t o  th e  o f f i c e  p ro c e d u re  

in v o lv e d .  Any d e la y s  e n c o u n te r e d  i n  th e  p r o c e s s in g  o f  th e  

a p p l i c a t i o n s  a r e  d e r iv e d  from th e  in c o m p le te  a p p l i c a t i o n  o f  

th e  r e g i s t r a n t  o r  th e  i n e v i t a b l e  d e la y  when th e  number o f  

a p p l i c a t i o n s  f o r  r e g i s t r a t i o n  t a x e s  th e  p h y s i c a l  f a c i l i t i e s  

t h e  D epartm ent o f  S e c u r i t i e s .

Some o f  t h i s  d e la y  i n  th e  o f f i c e  p ro c e d u re  i s  d i 

r e c t l y  a t t r i b u t a b l e  t o  t h e  p o l i c i e s  o f  th e  D epartm en t o f  

S e c u r i t i e s  w i th  r e s p e c t  t o  t h e  p r o s p e c tu s  which a p p l i c a n t s  

su b m it  w i th  t h e i r  a p p l i c a t i o n s .  At t h e  p r e s e n t  t i m e ,  th e  

S t a f f  C e r t i f i e d  P u b l i c  A cco u n tan t  e d i t s  and a c t u a l l y  r e w r i t e s  

th e  p r o s p e c tu s  f o r  t h o s e  a p p l i c a n t s  who have d i f f i c u l t y  w i th  

t h i s  p a r t  o f  th e  r e g i s t r a t i o n  a p p l i c a t i o n .  The m a jo r  p o r 

t i o n  o f  th e  S t a f f  C e r t i f i e d  P u b l i c  A c c o u n ta n t 's  t im e  i s  s p e n t  

i n  r e v i s i n g  p r o s p e c t i c e s  s u b m i t te d  t o  th e  D ep artm en t.

This  method s h o u ld  be r e p l a c e d  by one which a l lo w s  

th e  a p p l i c a n t  f o r  r e g i s t r a t i o n  and h i s  a t t o r n e y  t o  have  a 

p r e - f i l i n g  c o n fe re n c e  w i th  th e  s t a f f  o f  th e  D epartm ent o f  

S e c u r i t i e s  i n  which any q u e s t io n s  p e r t i n e n t  t o  th e  s t a t u t e  

o r  d e p a r tm e n ta l  r u l e s  and r e g u l a t i o n s  c o u ld  be an sw ered .

T h is  method would a - lo w  th e  S t a f f  C e r t i f i e d  P u b l i c  A ccoun t

a n t  t o  d ev o te  more t im e  t o  th e  a u d i t i n g  o f  a p p l i c a n t s '  f i 

n a n c i a l  r e c o r d s ,  which s h o u ld  be h i s  p r im a ry  j o b .  He s h o u ld
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n o t  be r e q u i r e d  t o  e d i t  and t o  r e w r i t e  th e  p r o s p e c t u s ,

The in f o r m a t io n  r e q u i r e d  by th e  s t a t u t e  to  be f i l e d  

i n  c o n n e c t io n  w i th  th e  a p p l i c a t i o n  f o r  r e g i s t r a t i o n  i s  v o lu m i

nous and o p p r e s s i v e .  T his  i s  e s p e c i a l l y  t r u e  o f  i s s u e s  r e g i s 

t e r e d  by q u a l i f i c a t i o n .  The l i f e  h i s t o r y  o f  n o t  o n ly  t h e  i s -  

s u in g  c o r p o r a t i o n ,  b u t  o f  a l l  i n d i v i d u a l s  c o n n e c te d  i n  an o f 

f i c i a l  c a p a c i t y  w i th  t h e  a p p l i c a n t ,  i s  r e q u i r e d .  I f  th e  

number o f  r e g i s t r a t i o n s  by q u a l i f i c a t i o n  exceed  th e  c u r r e n t  

two p e r  c e n t  o f  a l l  r e g i s t r a t i o n s ,  i t  would be humanly im

p o s s i b l e  t o  r e a d  a l l  o f  t h e  r e q u i r e d  a t t a c h e d  e x h i b i t s  and 

s c h e d u le s  w i th  th e  a p p l i c a t i o n .

I t  would a p p e a r  t h a t  some o f  th e  i n f o r m a t io n  r e q u i r e d  

t o  be f i l e d  w i th  t h e  a p p l i c a t i o n  i s  e x t r a n e o u s  and s u p e r 

f l u o u s .  S p e c i f i c a l l y ,  one o f  th e  i te m s  r e q u i r e d  i n  t h e  r e g i s 

t r a t i o n  s ta t e m e n t  i s  a s t a t e m e n t  s e t t i n g  o u t  t h e  g e n e r a l  com

p e t i t i v e  c o n d i t i o n s  i n  th e  i n d u s t r y  o r  b u s in e s s  i n  which th e  

a p p l i c a n t  w i l l  be en g ag ed , A s t a t e m e n t  o f  t h i s  ty p e  i s  e x 

t r e m e ly  d i f f i c u l t  t o  compose and q u i t e  l i k e l y  to  be somewhat 

m e a n in g le s s  s in c e  i t  i s  l a r g e l y  o p in io n .  The s ta t e m e n t  a l s o  

r e q u i r e s  a d e s c r i p t i o n  o f  th e  p h y s i c a l  p r o p e r t y  and equ ipm en t 

o f  t h e  a p p l i c a n t .  Th is  ty p e  o f  in f o r m a t io n  may be vague and 

o f  l i t t l e  u s e .

A d m in i s t r a t i v e  r u l e  61-11 r e g u l a t e s  th e  amount o f  

s a l e s  com m ission which an i s s u e r  can pay i n  c o n n e c t io n  w i th  

a new i s s u e .  The l i m i t ,  as  p la c e d  by t h e  r u l e ,  i s  f i f t e e n  

p e r  c e n t  o f  t h e  amount a c t u a l l y  s o l d ,  a  s t a n d a r d  maximum
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f i g u r e  i n  t h e  in v e s tm e n t  b a n k in g  b u s i n e s s .  The r u l e ,  how ever, 

does n o t  m en tio n  t h e  g iv in g  o f  s to c k  o p t io n s  t o  t h e  s a l e s  

o r g a n i z a t i o n  i n  c o n n e c t io n  w i th  t h i s  l i m i t i n g  f a c t o r  on s a l e s  

co m m iss io n s .  Concerns w hich s e l l  t h e  new s e c u r i t i e s  b e in g  

i s s u e d  i n  t h e  p r im a ry  m a rk e ts  q u i t e  o f t e n  w i l l  o b t a i n  o p t io n s  

t o  p u r c h a s e  s h a r e s  a t  a s t a t e d  p r i c e  a t  some f u t u r e  d a t e .

T h u s ,  i n  r e a l i t y ,  t h e  e f f e c t  o f  t h i s  r u l e  i s  c i rc u m v e n te d  i f  

t h e  s to c k  r i s e s  i n  p r i c e  i n  t h e  se c o n d a ry  m a rk e t .  I f  t h e  

in v e s tm e n t  b a n k e r  o r  b r o k e r - d e a l e r  i s  s u c c e s s f u l  i n  o b t a i n i n g  

t h i s  o p t i o n ,  he can  rem ain  a c t i v e l y  i n  t h e  m a rk e t ,  s u p p o r t i n g  

t h e  m ark e t f o r  th e  s e c u r i t i e s ,  and p e rh a p s  e x e r t  an upward 

i n f l u e n c e  on th e  p r i c e  o f  t h e  s e c u r i t i e s .  I f  t h e  p r i c e  b e 

comes s u f f i c i e n t l y  a t t r a c t i v e ,  he can e x e r c i s e  h i s  o p t i o n ,  

s e l l  t h e  s e c u r i t i e s  i n  th e  s e c o n d a ry  m ark e ts  and r e a l i z e  a  

w i n d f a l l  p r o f i t .  T h is  s i t u a t i o n  i s  p o s s i b l e  when th e  p r i c e  

h a s  been  a r t i f i c i a l l y  d r iv e n  s i g n i f i c a n t l y  h i g h e r  th a n  a 

r e a s o n a b l e  i n t r i n s i c  v a l u e .  I t  would a p p e a r  t h a t  th e  Ad

m i n i s t r a t o r  s h o u ld  in c l u d e  i n  t h e  maximum com m ission a l lo w e d  

u n d e r  a d m i n i s t r a t i v e  r u l e  61-11 p r o f i t s  r e a l i z e d  from  th e  

s a l e  o f  s to c k  o b ta in e d  th ro u g h  s to c k  o p t io n s  i s s u e d  to  

in v e s tm e n t  b a n k e r s  o r  b r o k e r - d e a l e r s .

At t h e  p r e s e n t  t i m e ,  t h e  s t a t u t e s  o f  Oklahoma c o n ta in  

no p r o v i s i o n s  p e r t a i n i n g  t o  t r a d i n g  i n  th e  s e c o n d a ry  m a rk e ts .  

T h is  a b se n c e  o f  r e g u l a t i o n  means t h a t  s e c u r i t i e s  which a r e  

t r a d e d  i n  th e  se c o n d a ry  m a rk e ts  on a s t r i c t l y  i n t r a - s t a t e  

b a s i s  a r e  n o t  r e g u l a t e d  i n  any m anner. The a u t h o r i t y  o f  th e
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Oklahoma S e c u r i t i e s  Commission e x te n d s  o n ly  t o  th e  p r im a ry  

m a r k e t s ,  i . e . ,  t h e  m a rk e t in g  o f  new s e c u r i t y  i s s u e s .  The 

Commission has  no a u t h o r i t y  o v e r  any a c t i v i t i e s  i n  th e  

se c o n d a ry  m a rk e t ,  o t h e r  th a n  l i c e n s i n g  o f  p e r s o n n e l  i n  t h e  

s e c u r i t i e s  b u s in e s s .  I t  would be a d v i s a b le  f o r  th e  l e g i s 

l a t u r e  o f  Oklahoma t o  e n a c t  a s t a t u t e  which i n  some manner 

r e g u l a t e s  t h i s  m a rk e t .  F o r  ex am p le ,  l e g i s l a t i o n  o u t la w in g  

th e  m a n ip u la t iv e  p r a c t i c e s  o f  s to c k  p r i c e s  i n  th e  s e c o n d a ry  

m a rk e ts  n o t  co v e red  by f e d e r a l  r e g u l a t i o n  would be d e s i r 

a b l e .  D i s c lo s u r e  o f  h o l d i n g  and t r a n s a c t i o n s  o f  company 

i n s i d e r s  would d e t e r  some q u e s t i o n a b l e  a c t i v i t i e s .

The two F i e l d  Exam iners  employed by th e  D epartm ent 

o f  S e c u r i t i e s  a p p e a r  t o  be c a p a b le  o f  p e r fo rm in g  t h e i r  d u t i e s  

a d e q u a te ly .  Tliey c o u ld ,  h o w ever ,  d e v o te  more t im e  t o  t h e i r  

d u t i e s  i f  th e y  d id  n o t  have  r o u t i n e  o f f i c e  work t o  p e r fo rm .  

This  c o n s i s t s  o f  k e e p in g  a f i l e  on t h e  u p d a t in g  o f  th e  p r o 

s p e c t i c e s  and f i n a n c i a l  s t a t e m e n t s .  The r o u t i n e n e s s  o f  t h i s  

jo b  p o i n t s  o u t  th e  f a c t  t h a t  th e y  co u ld  be h a n d le d  a d e q u a te ly  

by an i n d i v i d u a l  whose s a l a r y  and q u a l i f i c a t i o n s  would be 

somewhat low er th a n  a r e  th o s e  o f  t h e  E xam iners .

The Exam iners a r e  a l s o  r e q u i r e d  to  su b m it  a  r a t h e r  

l e n g th y  and fo rm a l r e p o r t  on each  company th e y  exam ine . I t  

would a p p e a r  f e a s i b l e  to  a d o p t  a g r e a t l y  s h o r t e n e d  and ab 

b r e v i a t e d  form  f o r  t h o s e  com panies exam ined , where no d i s 

c r e p a n c ie s  o r  v i o l a t i o n s  o f  any k in d  a r e  found  t o  e x i s t .

The fo rm a l  r e p o r t  c o u ld  be m a in ta in e d  f o r  th o s e  companies
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which p r e s e n t  some d o u b t  i n  t h e  E x am in er’ s m ind. The u l t i 

mate e f f e c t  o f  b o th  o f  th e  p r e v io u s  s u g g e s t i o n s  would be 

more t im e  to  d ev o te  t o  t h e  p r im a ry  t a s k  o f  ex am in in g  th e  

c o m p a n ie s .

The jo b  o f  e x a m in a t io n  would p e rh a p s  be im proved 

i f  th e  a c t i v i t i e s  o f  th e  Exam iners  were b e t t e r  c o o r d i n a t e d .

At t h e  p r e s e n t  t im e ,  no a s s ig n m e n ts  a r e  made, u n l e s s  a  s p e 

c i a l  s i t u a t i o n  a r i s e s .  The Exam iners  v i s i t  com panies which 

th e y  assume need  t o  be ex am in ed , w i th  l i t t l e  c o o r d i n a t io n  

from  th e  D epartm ent o f  S e c u r i t i e s ,  I t  would be a d v i s a b le  t o  

e s t a b l i s h  an e x a m in a t io n  p ro c e d u re  w i th  some k in d  o f  p r i o r i 

t i e s  f o r  th e  r o u t i n e  e x a m in a t io n s  o f  c o m p a n ie s , v i s i t i n g  

t h o s e  com panies w hich have  n o t  been  exam ined f o r  th e  l o n g e s t  

p e r i o d  o f  t im e .  A ls o ,  w o rth y  o f  c o n s i d e r a t i o n  i s  c h an g in g  

th e  sy s te m  to  p r e c lu d e  an Exam iner from  e x a m in in g  an a p p l i c a n t  

two o r  more t im e s  i n  s u c c e s s i o n .  I f  t h e  Exam iner made th e  

l a s t  e x a m in a t io n ,  he would be i n e l i g i b l e  t o  c o n d u c t  th e  n e x t  

u n l e s s  c i r c u m s ta n c e s  d i c t a t e d  o th e r w i s e .

The D epartm en t o f  S e c u r i t i e s  c o u ld  do a more e f f i 

c i e n t  jo b  o f  r e g u l a t i o n  i f  more p e r s o n n e l  w ere  a v a i l a b l e .

T h is  i s  e s p e c i a l l y  t r u e  i n  th e  a r e a  o f  f i e l d  e x a m in a t io n s ,  

a c r i t i c a l  a r e a  i n  s e c u r i t y  r e g u l a t i o n .  As d i s c u s s e d  i n  

C h a p te r  V I I ,  a l l  t h e  com panies w i th  o u t s t a n d i n g  r e g i s t r a t i o n s  

were n o t  exam ined i n  th e  p r e v io u s  f i s c a l  y e a r .  T h is  s i t u a 

t i o n  i s  d i r e c t l y  a t t r i b u t a b l e  t o  th e  l a c k  o f  p e r s o n n e l .

Some o f  t h e s e  com panies need  t o  be exam ined more o f t e n  th a n
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a n n u a l ly .

An i n c r e a s e  o f  p e r s o n n e l  w ou ld , o f  c o u r s e ,  r e q u i r e  an 

i n c r e a s e  i n  t h e  a p p r o p r i a t i o n s  r e c e i v e d  a n n u a l ly  from  th e  

l e g i s l a t u r e .  Th is  i n c r e a s e  i n  a - p r o p r i a t i o n s  i s  need ed  and 

recommended. These a d d i t i o n a l  fu n d s  would a l s o  a l lo w  f o r  th e  

e x p a n s io n  o f  th e  o f f i c e  s t a f f  which i s  r a p i d l y  a p p ro a c h in g  

i t s  maximum as f a r  a s  t h e  amount o f  work i t  i s  c a p a b le  o f  

h a n d l i n g .  A ls o ,  i n  a d d i t i o n  t o  th e  employment o f  a d d i t i o n a l  

p e r s o n n e l ,  t h e  s a l a r i e s  o f  t h e  c u r r e n t l y  em ployed p e r s o n n e l  

n eed  t o  be a d j u s t e d  t o  b r in g  them  more i n  l i n e  w i th  w hat th e y  

would r e c e i v e  i n  a  co m p arab le  o u t s i d e  j o b .  C o n s id e r in g  th e  

f a c t  t h a t  th e  s a l a r y  o f  t h e  A d m i n i s t r a t o r  h a s  a l e g i s l a t i v e l y  

im posed maximum o f  $ 1 2 ,0 0 0 ,  t h e  a b i l i t y  o f  t h e  D epartm ent 

t o  employ and t o  m a in ta in  a co m p e ten t s t a f f  i s  s e v e r e l y  h a n d i 

cap p ed ,  C o n s id e r in g  th e  c o n s t r a i n t s  u n d e r  which t h e  D e p a r t 

ment o f  S e c u r i t i e s  c u r r e n t l y  o p e r a t e s  and h a s  o p e r a t e d  i n  th e  

p a s t  as  f a r  as  p e r s o n n e l  and f in a n c e s  a r e  c o n c e rn e d ,  h o w ev er ,  

th e  D epartm en t i s  a d e q u a te ly  p e r fo rm in g  i t s  a s s ig n e d  f u n c t i o n  

o f  a d m i n i s t e r i n g  th e  p r o v i s i o n s  o f  th e  Oklahoma S e c u r i t i e s  

Act o f  19 59,
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