
T
hese factors m

ay indicate a violation of the C
SL

U
nqualified Sales (§25110)

(1)
offer or sale in C

alifornia
(2)

of a security (stock, bond, m
utual or hedge

fund, prom
issory note, lim

ited partnership,
investm

ent contract, etc.)
(3)

w
ithout a perm

it from
 the C

orporations
C

om
m

issioner
(4)

w
ith financial benefit to the entity or person

issuing the security

M
aterial M

isrepresentation (§25401)

(1)
offer or sale in C

alifornia
(2)

of a security
(3)

by m
eans of m

isstatem
ents or om

issions of
m

aterial fact
(4)

w
ith know

ledge or crim
inal negligence

regarding falsity

U
nlicensed B

roker-D
ealer (§25210)

(1)
engaging in the business in C

alifornia
(2)

of effecting , inducing or attem
pting to induce

security transactions

U
nlicensed Investm

ent A
dviser (§25230)

(1)
engaging in the business in C

alifornia
(2)

for com
pensation

(3)
of advising others regarding value of securities
or the advisability of buying or selling
securities
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T
he D

epartm
ent of C

orporations is C
alifornia’s investm

ent
and financing authority and is responsible for the regulation,
enforcem

ent, and licensing of securities, franchises,
off-exchange com

m
odities, investm

ent and financial services,
independent escrow

s, consum
er and com

m
ercial finance

lending, residential m
ortgage lending, and payday lenders.

For general inform
ation about corporations, lim

ited liability
com

panies and lim
ited partnerships, their filings, officers and

agents for service of process, contact the B
usiness Program

s
D

ivision of the Secretary of State at 916-657-5448.
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Provides inform
ation on individuals and

com
panies licensed by the C

orporations
C

om
m

issioner

G
ives technical assistance on interpreting and

applying the securities law
s

Issues desist-and-refrain orders and files civil
actions
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T
he D

epartm
ent of C

orporations:
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This pam
phlet is a sum

m
ary for general inform

ation and discussion
only.  It is not a full analysis of the m

atters presented.  P
lease contact

the D
epartm

ent of C
orporations for further assistance.
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State of C
alifornia

California’s Investm
ent and Financing Authority

California’s Investm
ent and Financing Authority

California’s Investm
ent and Financing Authority

California’s Investm
ent and Financing Authority

California’s Investm
ent and Financing Authority



Q
ualification R

equirem
ent

Section 25110 provides:

“It is unlaw
ful for any person to offer or sell in this state

any security in an issuer transaction …
 unless such sale

has been qualified ... or unless such security or transaction
is exem

pted or not subject to qualification....”

E
xem

ptions from
 the Q

ualification R
equirem

ent

T
he C

SL
 exem

pts certain security offerings from
 the qualification

requirem
ent.  SE

C
-registered securities sold on m

ajor stock
exchanges are not subject to qualification.  T

he exem
ptions apply

to non-public offerings to sophisticated or know
ledgeable

investors.  W
hen general form

s of solicitation such as
advertisem

ents and telem
arketing are used to offer and sell

securities indiscrim
inately to unsophisticated persons of m

odest
financial m

eans, these exem
ptions are generally inapplicable.

 A
nti-Fraud Provision

Section 25401 im
poses liability for factual m

isstatem
ents or

om
issions used to induce an offer or sale of securities even if the

transactions are otherw
ise exem

pt from
 the Section 25110

qualification requirem
ent.  Section 25401 states that:

“It is unlaw
ful for any person to offer or sell a security in

this state or buy or offer to buy a security in this state by
m

eans of any w
ritten or oral com

m
unication w

hich includes
an untrue statem

ent of a m
aterial fact or om

its to state a
m

aterial fact necessary in order to m
ake the statem

ents
m

ade, in the light of the circum
stances under w

hich they
w

ere m
ade, not m

isleading.”

B
roker-D

ealers and Investm
ent A

dvisers

It is unlaw
ful for persons to engage in business as broker-dealers

or investm
ent advisers unless they have obtained a license from

the C
orporations C

om
m

issioner or are otherw
ise exem

pted
(Section 25210).  Investm

ent advisers m
ust obtain a license from

either the C
orporations C

om
m

issioner or the SE
C

 (Section 25230).

Section 25004 defines “broker-dealer” as “any person engaged in
the business of effecting transactions in securities in this
state....”  Persons w

ho are com
pensated for selling securities

issued by third parties are probably broker-dealers.

Section 25009 defines “investm
ent adviser” as:

“[A
]ny person w

ho, for com
pensation, engages in the

business of advising others, either directly or through
publications or w

ritings, as to the value of securities or
as to the advisability of investing in, purchasing or
selling securities, or w

ho, for com
pensation and as a

part of a regular business, publishes analyses or reports
concerning securities.”

T
he definition has several exem

ptions, including publishers of
bona fide financial publications of general, regular and paid
circulation, and advisers registered w

ith the SE
C

.

C
rim

inal Sanctions

§25540.  V
iolations of C

orporate Securities L
aw

s
or rules or orders thereunder; punishm

ent

“(a) E
xcept as provided for in subdivision (b), any person

w
ho w

illfully violates any provision of this division, or w
ho

w
illfully violates any rule or order under this division, shall

upon conviction be fined not m
ore than one m

illion dollars
($ 1,000,000), or im

prisoned in the state prison, or in a county
jail for not m

ore than one year, or be punished by both that
fine and im

prisonm
ent; but no person m

ay be im
prisoned for

the violation of any rule or order if he or she proves that he or
she had no know

ledge of the rule or order.

(b) A
ny person w

ho w
illfully violates Section 25400, 25401, or

25402, or w
ho w

illfully violates any rule or order under this
division adopted pursuant to those provisions, shall upon
conviction be fined not m

ore than ten m
illion dollars

($ 10,000,000), or im
prisoned in the state prison for tw

o, three,
or five years, or be punished by both that fine and
im

prisonm
ent.”

§25541.  U
se of device, schem

e or artifice to
defraud; fraudulent practices; punishm

ent

“(a) A
ny person w

ho w
illfully em

ploys, directly or indirectly,
any device, schem

e, or artifice to defraud in connection w
ith

the offer, purchase, or sale of any security or w
illfully

engages, directly or indirectly, in any act, practice, or course
of business w

hich operates or w
ould operate as a fraud or

deceit upon any person in connection w
ith the offer,

purchase, or sale of any security shall upon conviction be
fined not m

ore than ten m
illion dollars ($ 10,000,000), or

im
prisoned in the state prison for tw

o, three, or five years, or
be punished by both that fine and im

prisonm
ent.”

O
verview

T
his pam

phlet sets forth a brief introduction to the crim
inal

provisions of the C
orporate Securities L

aw
 of 1968 (C

SL
),

beginning at C
orporations C

ode Section 25000.  T
he C

SL
authorizes crim

inal prosecutions of persons w
ho offer or sell

securities w
ithout obtaining a qualification perm

it from
 the

C
orporations C

om
m

issioner and/or by m
eans of m

aterial
m

isrepresentations or om
issions of fact; i.e., fraud.  C

rim
inal

penalties m
ay also be im

posed upon persons w
ho engage in

business as broker-dealers or investm
ent advisers w

ithout a
license from

 the C
orporations C

om
m

issioner.  Sections 25540
and 25541 are the crim

inal charging sections of the
C

orporations C
ode.

D
efining a “Security”

In addition to com
m

only recognized instrum
ents such as

stocks, bonds and lim
ited partnerships, the C

SL
 defines the

term
 “security” to include “investm

ent contracts.”  A
n

investm
ent contract is:

(1)
an investm

ent of m
oney

(2)
in a com

m
on enterprise

(3)
w

ith an expectation of profit
(4)

to be realized prim
arily through efforts of others.

A
 critical elem

ent of an investm
ent contract is a passive

investor.

In recent years, “investm
ent contract” schem

es have
involved sales of tangible item

s, such as payphones, A
T

M
m

achines or internet kiosks, com
bined w

ith contracts for
m

anaging, servicing and placing the m
achines.  T

he
com

bination of the sale agreem
ent plus the m

anagem
ent

contract constitutes an investm
ent contract.

O
ther types of securities schem

es m
arketed w

idely include
offerings of prom

issory note investm
ents, often to fund

purported business start-ups, and viatical investm
ents/life

settlem
ents w

hich involve purported returns from
investm

ents in life insurance contracts.  R
ecent spikes in oil

prices have also triggered increases in fraudulent oil and
gas-related investm

ent offerings.  A
lso com

m
on have been

so-called “prim
e bank schem

es,” in w
hich investors are

prom
ised that their m

oney w
ill be pooled w

ith other investors
to qualify for high returns from

 offshore financial institutions
that norm

ally lim
it their services to the super-rich.


