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The Custom Law De Facto as to the Forced Redemption

Procedure for Credit Extension Margin Transaction Loan

CHOE, Woo Seok

ABSTRACT

In Korea, the practices regarding the method and procedure of the forced redemption
in the Credit Extension for Margin Transaction System have been settled under the
consistent supervision and lead of Korea Securities Exchange Committee experiencing,
for decades, several panics in the securities market, as follows. In case, the total
collateral value of the money and stocks in the margin trader’s account falls below the
minimum collateral ratio predetermine by securities company with respect to the
outstanding amount of the margin transaction loan due to the fluctuation in the prices
of the stocks, securities company shall immediately send the customer a written notice
demanding additional collateral, with four days grace period from the demanding date,
and provides repeatedly the up—to—dated total collateral value information in the
margin trader’s account up until the noticed due date. When margin trader fails to
provide the additional collateral of amounts pursuant to the updated insufficiency, then
securities company may dispose of the collateral by selling them of quantity required
to satisfy the assessed insufficiency of collateral for the margin transaction loan, at
the quotation Participating in determination of the opening price on the securities

market.

The practices are for the balance of mutual interests between securities companies
and margin traders, considering that securities companies merely seize, as its
collateral, money and stocks, of highly floating value, deposited in the margin trader’s
account. Securities companies and margin traders have complied with the above
customary practices for decades since it has been known as rational and for the
conveniences of mutual parties. Hence, it is appropriate that the customary practice is
to be defined as the custom law de facto already furnished with the conviction of

legitimacy and thus can work as a supplement to the Regulation on Supervision of



Securities Business, and there only remains a declaration that it is law by the court.
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