Securities Regulation Overview




FIR R

o BITARER TR K: ULEE A
s TRWUREEAEURETAR
o HKEIEZRT F YL E F K
o BEIRER
o LK K
o MK AT F A K KFrhty L EEA




Capital Markets Group

Investment bank

)

& )
. Trading Division
ovisonbaers | Sees8 Trding
Professionals
Capital Markets
Equity Debt
- /

Investors

—/
M F AR AL

LCRBTAM S, BARLRENTAET R




F AR FL T RAT R (1890-1929)

® [ssuer:

o FEEREZILMNITRGE K
o T ¥ 4)5 KAME Z XA T REGE K:

o AMREF
o EHERHLBAT BT AT LEE
o BB FARA AT RAE O T 2R IR
o 1926F—1929F 1% Z KATH: 610 £ 3% 24410 £ T
o fEA: 19294104288, “BeE2H—7
o ZJG: WA TTHEE T ek EE
HPAEMRA T THAATWE TR




Act

e Securities Act of 1933
* Glass-Steagall Geianr-tr#4 %) Act (1933)
e Securities Exchange Act of 1934

® [nvestment Company Act of 1940




Securities Act of 1933

* Two main objectives:

o (FE&WE) require that investors receive financial and other

Significant information concerning securities being offered

for public sale;

« (#.#3) prohibit deceit, misrepresentations and
other fraud in the sale of securities.

® In general, securities sold in the U.S. must be registered
with the Securities and Exchange Commission (SEC)
(unless qualified for certain exemptions) and must provide a
minimum required amount of information regarding the
security.




Securities Act of 1933

* After a registration statement is filed with the SEC, an
investment prospectus (&% %) must be provided to

investors.

® Jssuers and underwriters are both Strictly liable for any
material misstatement or omission in the registration

statement and prospectus. (Due Diligence Defense)
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List of Required Information

Information Required in the Registration Statement and
Prospectus

¢ Summary information, risk factors, and ratio of earnings to fixed charges

¢ Use of proceeds

¢ Dilution

* Selling security holders (if any)

¢ Plan of distribution

* Description of securities to be registered

e Interests of named experts and counsel

¢ Information with respect to the registrant

* Description of business

¢ Audited financial information

¢ Description of property

¢ Legal proceedings

* Market price of and dividends on the registrant’s common equity and related stockholder
matters

* Management’s discussion and analysis of financial condition and results of operations

¢ Changes in and disagreements with accountants on accounting and financial disclosure

¢ Quantitative and qualitative disclosures about market risk

¢ Directors and executive officers

¢ Executive compensation

¢ Corporate governance

* Security ownership of certain beneficial owners and management

¢ Transactions with related persons, promoters, and certain control persons

* Material changes

¢ Disclosure of SEC’s position on indemnification for securities act liabilities




Due Diligence Defense

e The Act acknowledges that imposing “strict liability” can be a
difficult requirement, and introduces the due diligence
defense (RIRIFEH#HE) as a means for banks to potentially avoid

repurchasing loss—making securities.

® Banks must meet a burden of proof (ZF4E#4E) to show that
they conducted a reasonable investigation using their access
and leverage and believed there were no material

misstatements or omissions (VXA ¥ K BB HERTF) .
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Glass-Steagall Act (1933)

e This Act separated commercial and investment banks and

limited the underwriting capabilities of commercial banks.
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* The Federal Deposit Insurance Corporation (FDIC)
was founded by this Act to insure bank deposits.

o AZEEFH: Officials of firms associated with security
investments were restricted from serving as directors or

officers of commercial banks.
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Glass-Steagall Act

Separation of Commercial Banks and Investment Banks

(1933—-1999)

Accept deposits in checking and savings accounts, many of
which are FDIC-insured

May borrow money from Federal Reserve system against
appropriate collateral

Subject to significant regulation and oversight from FDIC
and Federal Reserve

Invest in and trade US government bonds

Underwrite bond offerings for municipal and state
governments

Underwrite stock and bond offerings for companies
Trade and/or invest in stocks and non-government bonds
Most activities subject to regulation by SEC

Commercial
Banks

Yes

Yes

Yes

Yes
Yes

No
No
No

Investment
Banks

No

No

No

Yes
Yes

Yes
Yes
Yes




Securities Exchange Act of 1934

1933F M9 IE R EE A “RKITTH” (—&T%) , Mm1934F %
TR “XHTH” (ZRTH) .

This Act deals primarily with the supervision of new
security offerings, ongoing reporting requirements
for these offerings and the conduct of exchanges.

Companies with >$10 million in assets and >500 owners

must file annual and other periodic reports.

Proxy solicitations and the acquisition of >5%
Ownership stakes in registered companies are subject to

filing requirements.
This Act created the SEC.
Insider trading is prohibited by this Act.
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Investment Company Act of 1940

This act regulates conflicts of interest between investment
companies (¥w#F] & £) and investment banks.

It restricts the number of investment bankers permitted to
serve as directors of investment companies as well as prohibit
certain business transactions. M4 32 /7 A R A2 & 2/ 5] 4457

The Act requires investment companies to publicly disclose
information about their own financial health and investment

policies. 12 8 &K

The Act does not include provisions for the SEC to make specific
judgments about or even supervise an investment company's

actual investment decisions.
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e Gramm-Leach-Bliley Act (A& &4 Z -tk A1F) (1999)

® Global Research Settlement (2003)

* Dodd-Frank Wall Street Reform and Consumer Protection Act (% f&-36 =

%) (2010)
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Gramm-Leach-Bliley Act (1999)

® This Act overturned the mandatory separation of
commercial and investment banks, as originally required by
the Glass-Steagall Act. Aoz F )3 2R L ZZ,

* Following passage of this Act, large commercial banks

significantly expanded their investment banking business.

® JP Morgan, Citigroup and Bank of America created the
largest investment banking franchises among US

commercial banks.




Global Research Settlement (2003)

* Investment banks were required to comply with significant
restrictions relating to interaction between the Investment
Banking Division and the equity research
department (part of the Trading Division)
® No influence on research opinions or coverage
® No payment of compensation or influence on promotion

® Restriction on communications

e The practice of “spinning” hot IPOs is restricted.
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Dodd-Frank Wall Street Reform and
Consumer Protection Act (2010)

Dodd-Frank is the most far—reaching regulatory change to the financial services

industry since 1934.

Changes in financial oversight: creates the Financial Stability Oversight Council
and the Office of Financial Research (both attached to the Treasury Department) to

identify threats to financial stability, promote market discipline and respond to financial

risk
Consumer protection: creates the Bureau of Consumer Financial Protection

Securitization: Mandates retained risk of > 5% of each debt tranche created for

financial firms that engage in securitization and sale of securitized products

OTC derivatives: Commodities Futures Trading Commission now have the
authority to regulate OTC derivatives

Ending bailouts: Improvements to Regulation of Proprietary Trading: incorporates the
“Volker Rule” which limits bank proprietary trading activity (except with clients)

and ownership of or investment in a hedge fund or private equity fund

Regulation of Advisors to Hedge Funds and similar private fund investment advisers:

increases reporting requirements and limits ability to exclude information reporting

Rating agencies are now overseen by the Office of Credit Ratings within the SEC

/




Financial Crisis Regulatory Reform

* Following the financial crisis of 2007-2008, a number of
global reforms were initiated that impact investment
banks, including

* role of central banks

* the supervision of banks

* bank capital guidelines

® consumer protection

* global accounting standards

¢ the “harmonization” of OTC derivatives regulation.




Global Financial Reform

* Enhancing Risk Assessment and Measurement
* Regulators are correcting faulty risk-measurement methods,
including analysis of stressed asset valuations

® Default and migration risk of counterparties in trading

businesses will be better recognized

® Derivative positions require longer margin periods and hisher
P q 8 g p 8

risk Weights if not cleared with central counterparties




Global Financial Reform
. Strengthening the Capital Base

= Regulators scrutinizing core equity to make sure it is fully

available to creditors in case of default

— More narrowly defining Tier 1 to be principally common shares

and retained earnings

— Hybrid capitai instruments will no longer be eiigible for Tier 1

status unless satisfy strict criteria

— Tier 1 capital will be reduced by unrealized gains and losses, net
deferred taxes, defined benefit deficits, minority interests and

goodwill




Global Financial Reform

° Imposing a Maximum Leverage Ratio
e The leverage ratio will relate Tier 1 capital to the gross balance
sheet, including off-balance-sheet items

® This will result in larger leverage ratios shown by investment

banks

* Leverage ratios will be reduced to maximum allowed levels

through reduction in assets, including loans




Global Financial Reform

* Setting a Global Standard for Minimum Liquidity
— Banks will be forced to hold sufficient liquidity to survive a

short-term period (30 days) of stressed market conditions

— Regulators will require a long—term net stable funding ratio that
classifies and compares both assets and liabilities according to
their expected terms and liquidity: short-term and non-stable

funding will require large deductions when calculating the ratio




Global Financial Reform

® Accounting for Systemic Risks

e Regulators will try to make sure the financial system is sound by
focusing on risks posed by the largest institutions during market

downturns

* Dividends may be restricted in downturns, capital will be
required to increase in positive markets and credit growth will

be monitored

* Accounting standards will apply forward—looking expected-loss

approach to provisioning




Global Financial Reform

® In addition to the general initiatives that are common to most
countries, certain regulatory regimes are also focusing on the

following:

* Realignment of bank business models, restricting size and

activities of individual banks
* Separation of deposit taking banks and investment banks

e Forced divestitures of hedge fund and private equity investment

businesses

® Prohibition of proprietary trading activity




