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<Abstract=>

Reviewing the legal issues of high-risk derivatives products

incomplete sales

Choi, Ju-hyun

Emphasizing the principle of self-responsibility that they should bear the losses caused by the
transaction of financial products because of having transacted derivatives products on its own may
put financial consumers who are relatively low in information at risk. This trend is stronger for
products with complex structures that are difficult to understand for general investors, such as
Derivatives Linked Fund (DLF). If a financial instrument is purchased without appropriate
explanation from a financial institution or is recommended not in line with the needs of the
buyer may file a lawsuit for damages due to the collateral obligation of the contract.

The incomplete sale of financial instruments is a defect in the process of encouraging
contracting, and the damage cases can be classified as violations of explanation obligations, those
of conformity principles, and those of the aged investor protection procedures and unqualified
sales cases. The major causes of legal disputes are avoidance of public offering regulations, blind
spots for investor protection, and insufficient compliance audit & internal control system. A
combination of sales with relatively few regulations, lax criteria for judging individual investors,
and poor internal control of financial companies have resulted in large-scale incomplete sales.

The biggest legal issue is whether the customer can prove that the financial institution has
sold incompletely. In particular, the explanation obligations and the principle of
suitability/appropriateness, and the principle of unfair rights are key issues concerning incomplete
sales. In addition, legal relief methods are contract cancellation, compensation for damages, and
recommendations for settlement. In the case of contract cancellation, the investor may claim fraud
by the financial institution and cancel it or exercise the right to cancel it due to a major mistake.

Another way is to compensate for damages. Investors can claim damages by claiming that the
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sale of DLF was an unfair legal act and that it violated the principles of explanation and
suitability. Next is the recommendation for agreement. The Dispute Mediation Committee shall
determine whether to compensate for damages and the ratio of compensation by comprehensively
considering the incomplete sales level of financial companies and the principle of investors'
self-responsibility

Financial institutions should pay special attention to avoid disputes in the design and sale of
financial instruments. At the same time, excessive regulation should not dampen fund investment
by considering positive functions of private equity funds. Of course, it is not easy to keep both
consumer rights and financial activation. Nevertheless, this study is expected to help prevent
derivative-related legal disputes and improve consumer protection-related vulnerabilities by

presenting legal issues and relief methods related to incomplete sales.

Keywords : DLF, Derivatives, Incomplete sales, Explanation obligations, Conformity principles,

Investor protection, Legal issue
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