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Tripartite Mission
of

The U.S. Securities and Exchange Commission
® Protect Investors
® Maintain Fair, Orderly, and Efficient Markets

® Facilitate Capital Formation

----About the SEC: What We Do, www.sec.gov



In Perspective:
Securities and Financial Regulation

PowerPoint:
® Overview: U.S. Financial Regulatory Structure

® Overview: Securities Regulation



Overview: U.S. Financial Reau St

Financial Stability Oversight Council: Chaired by Secretary of the Department of the Treasury

(Financial Stability Act of 2010)
ies R i
Fifty State Securities Regulators Securities and Exchange Commission (SEC)
North American Securities Administrators Association Inc. (NASAA) Tripartite Mission:
" State Blue Sky Laws * Protect investors
® Registration of securities _ * Maintain fair, orderly, and efficient Markets
® Registration of securities professionals ® Facilitate capital formation
L_* Enforcement
Futures Regulation De in ion Regulation
Commodity Futures Trading Commission (CFTC) 1. Office of the Comptroller of the Currency (OCC)
) 2. Board of Goverors of the Federal Reserve System
Commodity Exchange Act (CEA) (Federal Reserve)
Exclusive Jurisdiction over Futures Market 3. Federal Deposit Insurance Corporation (FDIC)
® To help protect market users and the public from fraud and 4, Office of Thrift Supervision (OTS)
manipulation 5. National Credit Union Administration (NCUA)
* Toreotiios commarky ves market integrity ® To ensure financial soundness and safety of regulated
institutions and the banking system as a whole
® To afford protections to depositors and to the public

State Insurance Regulation
National Association of Insurance Commissioners (NAIC)
McCarran-Ferguson Act: State Regulatory Jurisdiction over “the Business of Insurance”

® Solvency or financial regulation
® Consumer protection or market regulation

References: About the SEC: What We Do, www.sec.gov; The US Department of the Treasury: Blueprint for a Modemnized Financial Regulatory Structure (Mar 2008); Dodd-Frank Wall
Street Reform and Consumer Protection Act, Title I Financial Stability, PL 111-203, 124 Stat 1391 (Jul 21, 2010)
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Investment Management
BREH

® |nvestment Company Act of 1940
® Investment Advisers Act of 1940

Primary Markets: Capital Formation Secondary Markets: Price Discovery
WEZRRAT UEFHA S
® Securities Act of 1933 ® Securities Exchange Act of 1934
® Trust Indenture Act of 1939 ® Sarbanes-Oxley Act of 2002
{goveming public sales of debt securities) (governing financial reporting and auditing profession)

Reference: About the SEC: The Laws That Govern the Securities Indusiry, www.sec.gov
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A constant theme in China’s reform and development since the late 1970s
has been increased openness and integration into the world economy. In
the first stage, that meant openness with respect to production and trade in
agriculture. The decollectivization of agriculture and the opening of the
domestic market to foreign investors was an important first step. During
the late 1980s and 1990s, the transformation of the state owned sector and
increased openness to private ownership marked another significant
milestone in the reform process. Central to that was China’s openness to
international trade. Increased openness to trade marked the beginning of
China’s integration into world markets.

The next stage of China’s development required a further step in
integration, including liberalization of capital markets. Liberalization of
financial services and capital markets is already well underway. As with
trade, liberalization of domestic capital markets and integration into world
capital markets requires a sophisticated understanding of the legal
frameworks that govern an integrated market. It is perhaps still
non-controversial to observe that U.S. capital markets are the deepest and
most complex in the world. If China is to successfully complete its.
integration into global capital markets, Chinese lawyers, regulators and
businessmen must have a thorough understanding of that legal framework.

The legal framework governing capital markets and the larger issue of the
rule of law are central to the next steps in China’s reform. More so than
in other aspect of the economy, financial and capital markets require a
robust rule of law in order to be successful. Without a minimum of legal
protections, investors are hard pressed to hand over their money in large
quantities. It is precisely the protections offered to investors through the
disclosure regimes that give investors the confidence required to commit
large amounts of capital through otherwise anonymous markets.

Professor Chengxi Yao and Mr. David Sirignano now present a casebook
for Chinese law and business students that focuses on the U.S. disclosure
regime. This casebook is an important contribution to the work of
helping Chinese law students to understand the regulation of the capital
markets. The casebook appropriately focuses on the central role of U.S.
securities regulation in understanding global capital markets. The
casebook includes all of the most important securities cases that a law
student—Chinese or American—will need to know in order to develop a
comprehensive understanding of securities regulation.



Of course, Professor Yao and Mr. Sirignano go one step further. By
highlighting Chinese filings and the experience of Chinese corporations in
accessing U.S. capital markets, Professor Yao and Mr. Sirignano are able
to reach out to Chinese students and make concepts real that might
otherwise be abstract. This casebook provides opportunities to learn
about current issues important to the Chinese business and investment
community, including reverse mergers, spin-offs, and Internet based
crowd-funding, among others. The recent amendments to the 1933 Act
as embodied in the JOBS Act, in particular, make the question of
crowd-funding very appropriate for study.

To the extent one can deem the U.S. experience successful, and it’s not
altogether obvious that it is given the experience of recent years, then by
increasing the pool of Chinese-trained lawyers and regulators with a
comprehensive understanding of U.S. securities regulation, then Professor
Yao and Mr. Sirignano do a service for the next generation of Chinese
securities regulation. Chinese regulators may, through the work of
Professor Yao and Mr. Sirignano, learn and improve on China’s current
regulatory structure.

Brian JM Quinn
Boston College Law School
September 2012
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SUMMARY OF CONTENTS

Basic Objectives of the Securities Act of 1933:

Referred to as the “truth in securities” law, the Securities Act of 1933 has
two basic objectives:

1. To require that investors receive financial and other significant
information concerning securities being offered for public sale; and

2. To prohibit deceit, misrepresentations, and other fraud in the sale of
securities.

----The Laws That Govern the Securities Industry: Securities Act of 1933,
WWW.SEC.ZO0V

Chapter 1. Securities Offerings: Registration Requirement
and Exemptions

Chapter 2. Materiality and Civil Liability
Chapter 3. Underwriting and Statutory Underwriter
Chapter 4. Prospectus; Free Writing Prospectus; Illegal Offer

Chapter 5. Innovative Financial Products and Internet Offerings



Chapter 1 Securities Offerings: Registration
Requirement and Exemptions

The purpose of the registration requirement is to protect investors by
promoting full disclosure of information thought necessary to informed
investment decisions.

---SEC v. Ralston Purina Co.,, 346 US 119 (1953)

Whenever pursuant to this title the Commission is engaged in
rulemaking and is required to consider or determine whether an action is
necessary or appropriate in the public interest, the Commission shall
also consider, in addition to the protection of investors, whether the
action will promote efficiency, competition, and capital formation.

---Section 2(b) of Securities Act of 1933: Consideration of Promotion of
Efficiency, Competition, and Capital Formation. 15 USC §77b(b)

Section 1.1  Public Offerings: The Disclosure System

Section 5. Prohibitions Relating to Interstate Commerce and the Mails

“Unless a registration statement is in effect as to a security, it shall be unlawful
for any person, . . . to sell such security . ...” Securities Act of 1933, 15 USC
§77e(a)

1.1.1  Overview of Registration Process

Wig: IEFRITIEFHRIR
Section 5 of the Securities Act of 1933, the “heart” of the statute, generally

requires that all public offerings of securities be registered with the SEC. The
registration process for public offerings classifies issuers into four classes:

® non-reporting issuers, i.e. issuers not required to file reports pursuant to
Section 13 or Section 15(d) of the Securities Exchange Act of 1934, such
as an IPO issuer;

® Unseasoned reporting issuers, i.e. reporting issuers with a reporting
history of less than 12 calendar months;

® Seasoned reporting issuers, i.e. reporting issuers with a reporting history of at
least 12 calendar months;
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® Well-known seasoned reporting issuers (or “WKSIs”), i.e. seasoned
reporting issuers meeting certain size thresholds.

Three principal registration forms and processes are used by US issuers
(other than investment companies) for registering securities under the Securities
Act of 1933: Form S-1 (and equivalently, Form F-1 for non-US issuers), Form
S-3 (and equivalently, Form F-3 for non-US issuers), and Form S-3ASR (and
equivalently, Form F-3ASR for non-US issuers). Issuer eligibility criteria for
each type of form and process include the following:

e Form S-1: general form of registration statement for all companies. The
S-1 issuers include all issuers who are not eligible for Form S-3, i.e.
non-reporting issuers and unseasoned reporting issuers.

® Form S-3: registration statement for specified transactions by certain
issuers. The S-3 issuer must have been subject to the Exchange Act
reporting requirements for at least /2 calendar months and is current in its
reporting, i.e. seasoned reporting issuers.

e Form S-3ASR: automatic shelf registration statement of securities of
well-known seasoned issuers. The S-3ASR issuers, or WKSIs, are those
seasoned reporting issuers which must (1) meet the S-3 eligibility
requirements; and (2)(A): in the case of a common equity offering, have at
least $700 million common equity public float worldwide, or alternatively
$75 million common equity public float worldwide plus $1 billion
aggregate principal amount in non-convertible securities issued in the past
three years, or (2)(B): in the case of a non-common equity offering, have
issued $1 billion aggregate principal amount in non-convertible securities
in the past three years. A Form 3-ASR statement and any post-effective
amendment become effective immediately upon filing with the SEC, and
will become public upon such filing.

Each registration statement has two parts. Part I: Information Required in
Prospectus, includes items such as Risk Factors; Use of Proceeds; Plan of
Distribution; Description of Securities to be Registered; Information with respect
to the Registrant (which includes, among others, management’s discussion and
analysis of financial condition and results of operations or MD&A); and Material
Changes. Part II: Information Not Required in Prospectus, includes Financial
Statement Schedules (as specified by Regulation S-X Rules §§210.5-04 and 7-05)
and Exhibits (as set forth in Regulation S-K Rule §229.601). While not
presented in the prospectus, financial statement schedules and the exhibits (the
latter include, e.g. underwriting agreement; bylaws and articles of incorporation
of the issuer; letter regarding unaudited interim financial information;
accountants’ consents and reports; opinions of counsel; and issuer’s Exchange
Act reports incorporated by reference into the registration statement) are filed as
part of the registration statement, meaning, being subject to the liability
standards applicable to the registration statement.



