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11010. Introduction
   The Securities and Exchange Commission (SEC) is the principal securities regulatory authority in the United States. It was created by an act of Congress in 1934 and, as an independent agency, exercises a vital, quasi-judicial role in regulating the business of distributing and trading securities. The Securities Act of 1933 was originally administered by the Federal Trade Commission. The Securities Exchange Act of 1934, however, created the SEC, and in September 1934 the responsibility for administering the Securities Act of 1933 was transferred to the SEC.
   The SEC consists of five commissioners appointed by the President with the consent of the Senate. One commissioner is designated by the President to serve as chairman. Not more than three of the commissioners may be members of the same political party. Commissioners are generally appointed for a term of five years. The SEC administers the following statutes:
· Securities Act of 1933. 

· Securities Exchange Act of 1934. 

· Public Utility Holding Company Act of 1935. 

· Trust Indenture Act of 1939. 

· Investment Company Act of 1940. 

· Investment Advisers Act of 1940. 

   The duties and responsibilities of the SEC are set forth in the laws that it administers. It also has important functions under the Securities Investor Protection Act of 1970, which amended the Securities Exchange Act of 1934.
   The SEC also serves in an advisory capacity to the federal courts in reorganization proceedings under Chapter X of the National Bankruptcy Act and has certain duties under other federal statutes.
11020. The Securities Act of 1933
   The Securities Act of 1933 (the 1933 Act) was one of the earliest of the New Deal laws enacted following the stock market crash of 1929. The 1933 Act was the first in a series of laws designed to protect the public from misrepresentation, manipulation, and other fraudulent practices in connection with the purchase and sale of securities. The 1933 Act provides for the registration of securities with the SEC before their sale to the public. The 1933 Act also empowers the SEC to exempt securities from registration when offered in small amounts or when the offer is limited. Under this provision, the SEC has adopted Regulations A and E, relating to offerings of less than $5,000,000. (Regulation D, which governs the limited offer and sale of securities without registration (discussed in section 42900). Also exempt from the registration requirements are the securities of the United States government, states, municipalities, and other governmental units, and the securities of railroad equipment trusts. Although states, municipalities and other governmental units are exempt from the registration requirements, the SEC has adopted rules under the Securities Exchange Act of 1934 to deter fraud and manipulation in the municipal securities market by prohibiting the underwriting and subsequent recommendation of securities for which adequate information is not available. The new rules have been initiated as a result of the recent problems with municipalities, such as Orange County, California.
   The law exempts from the registration provisions transactions not involving a public offering. For example, if an entire issue of securities is sold to an insurance company that acquires the securities for investment purposes and not with a view to distributing them, the transaction may be private and not involve an offering to the public. The determination of what constitutes a public offering is a legal question, not an accounting issue. The SEC has indicated that this determination is a question of fact and necessitates a consideration of all the surrounding circumstances, including such factors as the relationship between the prospective purchasers and the issuer, as well as the nature, scope, size, type, and manner of the offering. As in all matters involving legal interpretations, an independent public accountant is not qualified to advise whether or not registration under the 1933 Act is required. Such questions should be directed by the company to its counsel.
   The 1933 Act is a disclosure statute. Among the objectives of the 1933 Act are to provide a form of protection to prospective investors and to prevent fraud in the initial public distribution of securities by requiring disclosure of financial and other information about the securities offered for sale and their issuer. The disclosure is provided by means of a registration statement. A copy of a prospectus, which is part of the registration statement, must be furnished to each buyer of the securities and is generally distributed to prospective purchasers.
   A 1933 Act registration statement is a public document available for inspection by any person, and copies of any portion of the document may be obtained from the SEC at nominal cost. In addition, the 1933 Act registration statement is available from the EDGAR Database (discussed in section 15110) which may be reached through the Internet by accessing the SEC's home page. In certain situations, however, portions of the document may be accorded nonpublic treatment. Subject to certain exceptions, an issuer who has registered securities under the 1933 Act becomes subject to the periodic and annual reporting requirements of the 1934 Act (as discussed in section 19500).
11030. The Securities Exchange Act of 1934 

   The Securities Exchange Act of 1934 (the 1934 Act), also a New Deal measure, created the SEC. The overall responsibility of the SEC under both the 1933 and 1934 Acts is to protect the public-not the issuer of securities or the brokers or dealers. In contrast to the 1933 Act, which is primarily concerned with the initial distribution of securities, the 1934 Act is concerned largely with trading in outstanding securities. The principal objectives of the 1934 Act are as follows:
· The dissemination of significant financial and other information relating to securities traded on national securities exchanges or in the over-the- counter market through a regulated system of reporting. 

· The regulation of the securities markets, including control of the amount of credit used to buy securities in these markets. 

· The monitoring of insider trading, market manipulation, and other unfair practices. 

   Under the 1934 Act, companies whose securities are to be listed on a national securities exchange must register the securities with the SEC. As a result of the Securities Acts amendments of 1964, unlisted companies are also required to register with the SEC if they meet certain size and shareholder requirements. Section 12(g) of the 1934 Act requires a company to register with the SEC when its total assets exceed $10 million and it has a class of equity securities (other than exempted securities) held of record by 500 or more persons. The determination of what is or is not an exempt security and the number of holders of record are legal matters, and an attorney experienced in securities laws should be consulted for the determination of whether registration under the 1934 Act is required in a particular situation. Rules 12g5-1 and 12g5-2 define the terms "total assets" and "held of record" as used in Section 12(g) of the 1934 Act.
   A registration statement under the 1934 Act contains much of the same information about the company and its business as is contained in an initial registration statement under the 1933 Act. This information is updated by annual, quarterly, and certain other periodic reports.
   Registration statements and reports filed under the 1934 Act are public information and are available for inspection at the SEC and at the securities exchanges on which the company's securities are listed. Copies of such information may be obtained from the SEC at nominal cost or retrieved from the EDGAR Database which may be reached through the Internet by accessing the SEC's home page. Generally speaking, the 1934 Act registration statements and reports are intended to assist a person in reaching an informed opinion with respect to a company's securities.
   The 1934 Act requires corporate insiders (directors and officers of registered corporations and principal owners of their equity securities) to file statements of their holdings of the equity securities of their company and also to file monthly reports of changes in such holdings. Certain beneficial owners of equity securities are also subject to the reporting requirements of the 1934 Act. 
   Certain brokers and dealers also are required under the 1934 Act to file annual reports of their financial condition and their income and expenses. 
   In addition to securities registration and other reports, the 1934 Act includes several other features to encourage open and fair markets. The 1934 Act prohibits insider trading, market manipulations by means of wash sales or matched orders (effected to give a false or misleading appearance of active trading) or by any other deceptive device or fraudulent practice, and it restricts certain activities, such as the stabilizing of prices and short sales. The 1934 Act provides for margin requirements in the initial extension of credit for the purchase of securities and limits borrowing by brokers and dealers. The Federal Reserve Board has the power to regulate the use of credit for purchasing or carrying securities and the SEC has the power to enforce the rules. The 1934 Act also empowers the SEC to regulate the hypothecation (pledging) of customers' securities by dealers and the solicitation of proxies from the stockholders of registered companies.
11040. Other Statutes Administered by the SEC
   In addition to its responsibilities under the 1933 and 1934 Acts, the SEC administers other statutes relating to investment advisors, public utility holding companies, investment companies, and brokers and dealers. The principal requirements of these statutes are briefly described below, but, because of their specialized nature, the registration and reporting requirements under these statutes are not included in this manual.
   11041. The Public Utility Holding Company Act of 1935. The Public Utility Holding Company Act of 1935 requires all companies holding 10 percent or more of the voting control of electric utility or retail gas companies to register with and report annually to the SEC. This Act makes it the duty of the SEC to require such companies to simplify their capital structures and to integrate their properties geographically, with the objective of restricting each holding company to a single system with a simple capitalization.
   11042. The Trust Indenture Act of 1939. The Trust Indenture Act of 1939 provides that bonds, debentures, notes, and similar debt securities may not be sold to the public, subject to certain exemption limits set by the SEC, unless the securities are issued pursuant to a trust indenture that has been qualified by the SEC. The appointment of an independent trustee to protect the rights of the investors in the event of default by the issuer is an important element in the qualification process.
   11043. Investment Company Act of 1940. The Investment Company Act of 1940 regulates the activities of investment companies. (The definition of an investment company generally includes any company that owns or proposes to acquire investment securities exceeding 40 percent of the value of its total assets, exclusive of government securities and cash items.) Among other things, this Act regulates the composition of an investment company's board of directors, requires shareholder approval of the independent accountants and management contracts, and restricts dividend payments.
   Registration statements are required to be filed by each company subject to this Act. These documents contain financial information similar to that required in a registration statement filed under the 1933 or 1934 Acts and (among other things) written disclosure of the company's trading and investment policies. This information is kept reasonably current by means of annual and other reports.
   11044. The Investment Advisers Act of 1940. The Investment Advisers Act of 1940 requires certain persons who are engaged in the business of providing investment advice to register with the SEC. Among other provisions, the law prohibits advisors from entering into contracts with clients that provide for compensation based on a profit-sharing arrangement.
   11045. Securities Investor Protection Act of 1970. The Securities Investor Protection Act of 1970 resulted from the failures and financial difficulties of securities brokers and dealers in the late 1960s. This Act created the Securities Investor Protection Corporation (SIPC) under which its members are periodically assessed to ensure that a fund is maintained to protect the customers in case of financial failure by brokers and dealers. The amount of such protection is limited to $500,000 for each account, which includes a maximum of $100,000 for cash claims in each account.
11050. State Securities (Blue Sky) Requirements
   Prior to the enactment of the federal securities laws, most states developed legislation governing the sale of securities within their states, the enactment of which sometimes followed major losses to uninformed investors. These laws, which vary considerably among the states, became known as blue sky laws. In some states, the prospectus and registration statement filed with the SEC fulfills the state registration requirements; in other states, additional information is required.
   The independent accountant generally has little or no additional work to perform in connection with a registration statement in order to comply with state requirements. During the process of preparing a registration statement or an offering exempt from registration (e.g., under Regulation D [see section 42900]); however, inquiries should be made of counsel for the company and the underwriters to determine whether compliance with blue sky laws will require any involvement on the part of the independent accountant.    Where applicable, independent accountants should refer to the regulations covering blue sky laws when they are involved with the registration of securities in a particular state. However, legal advice should be sought when questions arise about the specific provisions of the laws. 
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