
  

IN THE UNITED STATES DISTRICT COURT 
FOR THE NORTHERN DISTRICT OF TEXAS 

DALLAS DIVISION 
 

SECURITIES AND EXCHANGE 
COMMISSION, 

§ 
§ 
§ 

 

Plaintiff, §  
 §  

vs. § Case No. 3:16-cv-01735-D 
 §  

CHRISTOPHER A. FAULKNER, et 
al., 
 
                                  Defendants.  

§ 
§ 
§ 
§ 

 

 
 

OBJECTION TO RECEIVER’S PROPOSED PLAN OF DISTRIBUTION 
 

 
TO THE HONORABLE U.S. DISTRICT JUDGE:  
 

Interested parties Braun/Meyer, L.L.C. and Brad Meyer (collectively the “Royalty 

Investors”) file this Objection to Receiver’s Proposed Plan of Distribution, and would show the 

Court as follows:  

I. INTRODUCTION AND BACKGROUND 

 The Royalty Investors are two of many parties that invested in royalty investments 

offered by Crude Royalties.  Through recommendations of friends, they met an individual in 

Illinois who referred them a broker in Texas working for Crude Royalties. At no point in the 

Royalty Investors’ dealings with Crude Royalties or its representatives was any affiliation 

with Breitling or Christopher Faulkner disclosed.   

 The Royalty Investors were convinced to invest, collectively, over $2.6 million into 

the “Crude-Babylon Royalty Income Program,” a good portion of which were retirement 

funds. The Royalty Investors were told that they would be paid royalties from an income 

stream paid by 37 operators producing oil from 39 tracts of land in 7 states, which included 
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some 33,000 acres of land. They also were told that the royalty payments would be made 

directly to Crude Royalties and then distributed to the Royalty Investors. As part of the 

transaction, the Royalty Investors received actual deeds/conveyances of some, but not all, 

of their interests.   

 Importantly, the Royalty Investors were not interested in working interest 

investments (only royalty investments) for several reasons. Although the Plan proposed by 

the Receiver in this matter attempts to fuse the two fundamentally different investments, 

there significant differences which should not be ignored.  For one, a royalty interest is a 

passive interest that has no responsibility for exploring, drilling or maintaining lease. Thus, 

it has no financial burden or liability, and virtually no risk of financial loss, and it is suitable 

as a retirement investment. Another significant difference is the tax treatment. As other 

royalty investment objectors have noted, royalty investors do not have the ability to claim 

tax write-offs for losses.  

 This suit was initially filed by the SEC to prosecute securities fraud claims related to 

working interests. Early in the case, the Royalty Investor’s counsel even spoke with the 

SEC’s attorneys to determine whether royalty interests were involved. The answer was 

“no.”  Only recently, and after the Royalty Investor’s counsel pointed out the issue, was 

Crude Royalties added as a party to the receivership – even though claims were never 

asserted against the defendants related to royalty interests. The Royalty Investors wonder 

whether the monies paid to Crude Royalties were indeed commingled with any other entity.  

Ultimately, since their position and rights are completely different from a working interest 

owner, the Royalty Investors wonder why they are being lumped in with working interest 

owners to share a pro rata recovery.  
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 The Royalty Investors first raised their issues with the Receiver all the way back in 

March of 2018 via e-mail.  Counsel for the Royalty Investors then wrote to the Receiver 

expressing the same concerns. See Exhibit 1, August 21, 2018 letter to T. Taylor.1 The 

Royalty Investors never received any formal response to that letter, and instead, the case 

moved along adding receivership parties over time, eventually leading to the Receiver’s 

proposed Plan.   

The Receiver’s proposed Plan seeks to combine all assets and to pay all investors in 

a pro rata fashion, regardless of whether they invested in working interests or royalty 

interests. The Royalty Investors respectfully object, since the Receiver should have the 

burden to show why this is equitable, particularly when there are fundamental differences 

in the investments. Why could there not be two classes of investors, with the monies 

attributable to each class distributed pro rata within each class?  The Receiver’s conclusory 

statements that it would be too difficult seem to be unsupported. The same forensic 

accountants that could find commingling of various types of investor funds could 

presumably, and simply, account for each type of investment to determine whether it is 

equitable to “water down” either or both classes.   

II. OBJECTION TO PLAN 

Based on the information currently presented to the Royalty Investors, the Royalty 

Investors object to the Receiver’s proposed Plan utilizing only one class of investor and 

forcing working and royalty interest investors to share in any recovery pro rata.  Although 

some testimony has been presented to the Court regarding the existence of a “Ponzi Scheme,” 

                                                 
1 Exhibit 1 noted that Crude Royalties was not a party and had not been named in the Court’s injunction at that time. 
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it does not appear there was any focus on royalty investments or whether the funds 

contributed by royalty investors that received conveyances were in fact commingled.   

The Royalty Investors invested in something fundamentally different from a working 

interest. A royalty interest is a low-risk, passive investment that does not bear any 

responsibility for exploring, drilling or maintaining land and otherwise bears none of the 

financial burdens or liability borne by a working interest. Investing in a working interest 

presents an exceptionally high exploration risk and requires an investor to more thoroughly 

investigate producers. It also presents entirely different tax benefits. The Royalty Investors are 

conservative and would never have considered investing in working interests from the 

Breitling entities. In fact, they invested with Crude Royalties, which at the time of investment 

was never even disclosed to have any relationship with the Breitling entities, and was only 

recently added into the receivership. And unlike working interests, there is a certain 

transparency with real property interests such as royalties.  

Put simply, the Royalty Investors purchased an asset (a passive real property interest), 

not something that depends on the reliability, accountability or profitability of the other 

receivership entities. But even more fundamentally, the Royalty Investors have recorded real 

property interests.  For these reasons, the royalty interests purchased by clients cannot simply 

be “lumped” with high-risk working interest investments, particularly unrecorded working 

interests.   

The Royalty Investors received deeds/conveyances and they have a valid and present 

claim to their royalties on the production on the wells included in the Crude-Babylon 

program. It bears repeating that a royalty interest, and the right to receive the royalty, is an 

interest in real property under state law. Lyle v. Jane Guinn Revocable Trust, 365 S.W.3d 341, 

351 (Tex. App.—Houston [1st Dist.] 2010, pet. denied) (citing to Kelly Oil Co. v. Svetlik, 975 

                                                                                         
 Case 3:16-cv-01735-D   Document 445   Filed 06/11/19    Page 4 of 6   PageID 12246

                                                                                         
 Case 3:16-cv-01735-D   Document 445   Filed 06/11/19    Page 4 of 6   PageID 12246



 
 
OBJECTION TO RECEIVER’S PROPOSED PLAN OF DISTRIBUTION Page 5 

S.W.2d 762, 764 (Tex. App.—Corpus Christi 1998, pet. denied) (citing Garza v. De Montalvo, 

217 S.W.2d 988, 992 (Tex. 1949) (a “a royalty interest in an oil and gas lease is an interest in 

real property.”). Texas courts have long held that lessors' royalty is a reservation of a share of 

production in consideration of permitting another to use the property. Lyle, 365 S.W.3d at 

351; Alamo Nat'l Bank v. Hurd, 485 S.W.2d 335, 338 (Tex. Civ. App.—San Antonio 1972, writ 

ref'd n.r.e.); Griffith v. Taylor, 291 S.W.2d 673, 676 (Tex. 1956).2 Any production revenue on 

the Crude-Babylon properties is therefore subject to these royalty interests and our clients 

have a free-standing state law claim to that property. This position gives the Royalty Investors 

considerable priority over an unassigned working interest owner for many reasons, not the 

least of which is the royalty interest is not burdened by cost of production. The Receiver’s 

analysis thus far appears to demonstrate that funds were commingled throughout the process 

of selling working interests and in generating production among Breitling entities. This, 

however, does not burden royalty interests, and (in particular) the Royalty Investors have not 

seen proof that Crude Royalties was in any way involved in the working interest 

commingling.  

While the expert report that was filed is not granular as to these issues, it appears 

undisputed that the Crude-Babylon royalty investors each paid for their interests, and the 

funds investors paid were deposited into Crude Royalties’ bank account. Most of these 

investors (including the Royalty Investors) received actual written assignments of their 

interests, which were recorded.  While Crude Royalties may have transferred those funds paid 

by investors to others (including Faulkner or other receivership entities) after the interests 

were sold, such an action by itself does not—in any way—invalidate the conveyance to the 

                                                 
2 The Royalty Investors acknowledge that the Receiver has stated an intention to seek avoidance of the conveyances, 
but the Royalty Investors are clearly bona fide and good faith purchasers for significant value.   
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Royalty Investors. To put it another way, it seems to make no difference what Crude Royalties 

did with the money after the fact, since the Royalty Investors hold legal and equitable title to 

their royalty interests.  

 For these reasons, the Royalty Investors object to the Receiver’s proposed Plan.   

PRAYER 

The Royalty Investors respectfully request that the Court sustain this objection and the 

Plan otherwise be modified to include two classes of investors.  The Royalty Investors also 

request all further relief to which they may be justly entitled.  

Dated June 11, 2019.   Respectfully submitted, 

By:  /s/ Worthy Walker     
Worthy Walker 
Texas Bar No. 24033308 
wwalker@shackelford.law 
 

SHACKELFORD, BOWEN, 
    MCKINLEY & NORTON, LLP 
9201 N. Central Expressway, Fourth Floor  
Dallas, Texas 75231 
Telephone:  (214) 780-1400 
Facsimile:    (214) 780-1401 
 
ATTORNEYS FOR BRAUN/MEYER, LLC  
AND BRAD MEYER 

 
 

CERTIFICATE OF SERVICE 
 

This is to certify that a true and correct copy of the above and foregoing instrument 

has been served upon all known parties through the Court’s ECF notification system, this 11th 

day of June, 2019.  

 
  /s/  Worthy Walker     

Worthy Walker 
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