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1949 Alfred Winslow Jones: H% 2 454 FA A== A=}
ZH e B 2AE wHEQlY) 1983 Bear Sternst A @A F o] FA
= HEES AFs Hxo Fxedgeld], wlo]~H A (Bear Sterns)t ZEHY
H27] 29 7125 EATE 1 F 19949 v5 FAA 99 3] (Securities
Exchange Commission: SEC, ©]s} “SEC"g} stth+= 2t B 2AE FA 8
7] $1% No-Action Letters #xatdith o]7& @9 FHALFFI
(Securities Industry Association: SIA)9] Zz}¢] B2 ALY 3] (Prime Broker
Committee: PBC, ©l3} “PBC"2} gtth)e] Qo ofg Zol}ith.

AR AAH R 300700 ZeldBEA7E da, wo]AEA FEukAbs
(Goldman Sachs), ®7r~812](Morgan Stanley)7} A A13<] 60% o] #
Frotal ok oY AAHEE o] BEARZSYH AH|AE Al eth
azEgl BEA S dAAE A A AAekal low, AA J
Zhol] WutFo] Zepl B 2 A7) AlFEhE Av 2~ HeE S gl

I4d 20089 = =3 X

=2
=
HEAR FEL W Stk ok BEARA 43S FIRY 9
S
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A AT Wil mebd Lokl vt s e e
ARE WET ol FAS vhlske Ao] Zebel nEAd g

Al Fad BAon,

=
=
l-'O
i

A FEEAC] BE HEel AAAE =2 2FE vhAstL, 649
so) =g Fulstn Yt

of & mFNAe] meky BEAd] B FAFHY WES P4, 1eln
WANS Aol FF S S RS 93 ol A A=
EYHR AR FEAN LS ATSHE Zeky] BEAT =09 R0
W, 012 fsidE dor FAYEe Aol e Fad 2 Aotk of ol

A wlstel o] Eekel BeAG e FAE FF ALAGE FEEAY B
@ pEe 4ol ol Fad Fuxust 9 slelth

0. =gt H279 /g 9%
1. Z&g 5279 Mda GAa}
(1) 34

kel B2 AL i #stods FEdy AAYAA AL A= &*
o} o9k 19941 SEC7F 2323 Prime Broker No-Action Lettero| Al o} gl ¢l 4]
K= kel o] et it

zepe] BEAE AF2Q AR AJAFAAS} 7R FEAAE 9k
SAAH i AAE GolatA 7] As) FFA U] Al o) e
Alzglolt), Zehel HE7 g2 Zepe] BHEr, JAHRA, J8a uAe
2 o]FojXn} Zejql BRI = A a4 R JABRI(GY e T o]
ol & s5H BEA-A)7t JAS Y AgE Fibsta AwE 296t

s5H BE7-dyo|t}y, ZH7te] HABeASLS o] YPBEANA A

g Aoy 2] oldo] zekq]l BRIA He Zepql BR7|o o
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o] FolA L5 sto] wA o] FJaPBmAe g AfE Hibetar ALk v ik
T E WD

afe Zelg] BEA ARE Fote] Al A= FAS At 1
BRAZF AN G FE2 28 o]os 93] Zetg] Brrle] Heor JPu e
Aol AFE S o] Folxitt Mol A del AgFEs WiH, HBBEA=
aMe] AAlel whet S-S wiget AL etk A de] A2 BB 2
o o s AUE zZekel BEANA FAG A Zekq] BEA
ASAF = AgAUAFA 7IFET SAl Zekel BRAE P E
o] “F=e A uj/9) =2 9" (fail -to-receive/deliver) AlF ol AZE 7] =3}2)

zpel BEAE aAMA FRIAY FAAME L, H87bse BE A
8719 % Regulation Tell wh& AdFs ALY QBB 2AE Fde

71#(Depository  Trust Company: DTC)e] WHA2E(LEY2] Omgeo
TradeSuite?1dl], 4] AAZIAN 2T o2 v=x5do] el Aefol el 7]
S oA, 8l H SJAEAE AlFetal Arhs &8 Zekel BEANA A
AT 2 % Zekgl BRI ARV JAYPERIRSEH B2 A

A, 2 AGQE U ok 21 F A= v= ST
3] AF(National Securities Clearing Corporation)ol] #| &% o], BE2] A A=}
uet AAE Aolty, I § ZeplHeAE S Ao uAd AAFHD

(2) =9 2279 HA}

n=re] ekl BR7) AR 1994 v SECO] A Al Aol A ke gt

1) SEC, 1994 Prime Broker No-Action Letter, p.2.

2) 1d.
3) okelAl A SR R gulation TE B2A &£ dySo] ue ARAYAZE 74
st7] 9lste] B4 218 &5 S akal 9o}

4) SEC, supra note 1, p.2.
5) Id.
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No-Action Letteroll 2Jsjr #2124 o2 eI ti6). o] No-Actioon Letter=
vEA-de Abge #gh 4dzbe] =olAude, zegl R 93]
(Prime Broker Committee: PBC), SEC 9%, dH=H]A| L o]ALS] (Federal
Reserve Board: FRB, ©]s} “FRB"g} 3t} LS, 7wE&FHAH 2 New York
Stock Exchange: NYSE, ©]s} "NYSE"z} 3tt}) ZHAEo] 2s] A== AL
19943 No -Action Letteroll A, SEC= HZ7-d#lE0°] 19943 No-Action
Letter Z3E50] o3t oW dFES AFgthd, SEC7F = AdEd9
z3bol|l o3 FAxAE AsA= Fs Aoldta WY

zepql BEAZE Algete 71220 Aujas wy sy Aol Al Zekg] B
79 T4 EAF(master account)dl] SAHES] A7 T EFE KA
A B B AR e sEHS AFste Aolth wEbA zekdl
Be7ls FAU MRls, REE S B, Fgdadelst 7E HH|AE A

/\
H
oo JJERoR Zagngse 28 vy uUAqst HEE $8T o)
PN

o

oo

1

ﬁ

Oll

I 1994 SEC2] No-Action Letter7} 23 % 7] o], Al A= Lut
Hom zgkql B JidS 19708 d $4F = B27-d2]Q] Furman
Selzoll oJ&f Alzt= ATt Zepe] BEA Aol AIAE7] d, XEET]Q e
= T =HE B Ak S HYy iy A s o= Fap&de] vy wiy
A8 AdE JBstAY e 1 FAAS FASHE A3 BARle] ALY &

= AHE 7 , :

Aok Zehgl BEA Y-S AE&EA AEshe AoE B, 2w, W
St Bt Eany| |(Merrill Lynch), g%t Bejtj2 8] FEgkalash 2o
APEA ARl BR A Js st 3ARRD TRl oa R ik o] g
Z7] @Al AR EE dA Bk wlg QA TREAL, vs delA -
4= F2H = (long-short equities funds)th %9 8] zely] Ba7 oY
6) Securities Industry Association Prime Broker Committee, SEC No-Action Letter(19941d 14 25?:1_]).

7) 1994'd No-Action Letteri= + Letter®] $17go] 19959 1249 3147k = frastrtal 53
F9] Letter5& 0|23t )4 oloizkal, 1997 129 30Ul 2 Lettere] 442 FT4 2
=ik

8) Explain Prime Brokerage/What is a prime broker,

I

http:/ / primebrokerageguide.com/2008/ 08/ explain-prime-brokerage-what-is-prime.html
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S 1980t FwE #Hde] Qe wEdx JEUME WA (Merrill Lynch
International Bank)oll 2]&}o] o] Fo] - t}9)

1980t o} 1990t A7) &9 Be ZEkgl HEAES] Al 7] 2H 9
AA A JF= st JAAT ZEg] B g T2 FAHY dEol
Aok w3 Tl HEAELS FEZYC HuE AFddorn e 75
HZF371% stk Ad w2t Zekd] BEAELS A, FA0E, <3

1990@\—419} 2000»1\—41 A7) Bk AAA
o g i AAel A3 A3 Yov], FAey Oéoéfﬂ A ool =
A 7lelska gAehiy
2. 28}yl B2 9 4%

(1) & (Custody) 4%

filo
rO
r>4
_O‘L
X
s
e
_O‘L
=
e
|m
kel
Ach
to
=
kel

o
it
ﬂ

ze) nEAL A=

Aol E A(AE BW, FARD, WY, 1995, & g
e wasn, g #e5e ST £d Zeuess duown
A=) e TARE BFA 0w welstel AEsb A4 A AA

D)
e
A
i
1o
FLJ
_I_4
rot,
=
@
N}
(@)
@
:5
L\D
rlr
e
rD‘.’.
_lE

E#X}”(quahﬁed cus-
t}. Rule 206(4)-22] A4
d Be7-defrt 2349
th AR ARl = 1S flste] FEAMEE BE Bdshs o5 a871%
o] X3H =, ot ols w8 7I#ES AL HAR] 1A AFE A4l

A Ash Felste] Beistelol Bk, e AR vlUAEe] oln] A

9) Id.
10) 1d.
11) 1d.
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AR sl A A=) AES HsHA st e Wi, Wk B2 S
= wjyAEel old #PS w} SRS @Il Qv Apike] bR Bk o
oo, & Zotg] BR7E2 FAHEs uyAFaA Rugiet drsto]
FEZS ¥4 3AtEe] HAAS 2 VI 7ol tiE Bash 22 dd A

7] Bt 3oy AE3ALe] B
2 As DA Bt o] 9]ef thE Bt
sol gt AuAly, o2 e yat, ek

o G}, A5A5Ae] YA 5L FAFE S,

[e}(}

(2) Ztol A (Streamlined Trading)

zepgl HEAE SAAE 2HEGAe] Aol wel HyBE A o5 4
H(executed) 3AAE=S] AdE Fibstar AA gt sxHE= zZeg] B2
ALl Aol zxle] A=} FUE wEgth JABREZAE] FE AYE
HAA=9 o)L 9sle] Zelgl HEA o W HPHEAE AHE T
st AdgE AME HAYS & FJPE2A e} AAHE AEPAE Zed
BEANA FAG WE&S Bt zekq] BEAE AgE Ibstal T89S
B33 13)

R
A
2
N
D)
b
=2
binti
X,
)

rl
ol
K
ol
o
ax
rO
Y
Ay
s
o=
tlo
Ho
ol
s
d
Y
1o,
s
o
[z

(3) AW o (Securities Lending)

Rk

o

s x3eta ok ety BaAo Fddd]

rlo

o
X
)
fo
_‘

12) Karrie H. McMillan & Larry E. Bergmann, "Hedge Funds and Prime Brokers: The Legal
Relationship from the US Perspective", Hedge Funds and Prime Brokers, ed. Mark Berman,
Risk Books, a Division of Incisive Financial Publishing Ltd(2007), p.36.

13) SEC, "Implications of the Growth of Hedge Funds', Staff Report to the United States
Securities and Exchange Commission(2003), pp.53-54.
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FFAS Ftel AL A AT F UE ZeYuEAES Hgh)

AAA=e) Fulw Ak A= vrldSe Fa% PROR FURE @
AW Zepeln

BEA-dHEL ALAHAFH (margin account)S FEstal A2 S

£ &olatA 37| flste] &= 7|Er AH|2E ATsth Zeke] B

o= ALY fAnE] ek FFARA A A=A
k=) 15)

Ze}el Ei?ﬂ-‘ﬂ ANEES FAAe dgog fu xS o] g 3

AA= wfyAo A vif- F83 FeAdS FFth k] B2 TdUY

o} AgtEoM o= e FHANA=NA AT Zekyd BzA 9 vk

3 AU FANE AP 2 REL A A6

i
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il
rlo
e
!I.
_!Zi
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o
=
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o
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o
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=
2
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fz
(o
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filo
1:0

(5) A& A7 (Capital Introduction)

AR Aul s Ao SARE FAAEAA HAAHE AREGAE A
Ask7] Yate] AT Zeke] BRALL A=A FhE LA} s A
AHESY 7|#FAAES A AvusE 4 & vk =28 z289] B2
AEL FAAAE AEAA AN A FeHle] FARES 2] flste] dud 3

14) Id,, p54.
15) Id.
16) Karrie H. McMillan & Larry E. Bergmann, supra note 12, p.37.
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Gom, AL FAVE ALE ATAE FHEE A e
AL Zekg HEATL AR2A Aulz} SARE] BIYAR 450

=<
F7HAQl 78 Esl Hi A2 45 @] stk

(6) 71E

o] g ol9em Zelg] HEAE FAAE vy o0 wE A
SEEEYL B 58 sk, T Ajdo] HEE s WA Myl
25 A, AR SO AMRYE AT, HEANAE AlesyE drh F
o zepdE R o] ARl M= geiE= FAel v

3. 2t BEA 1A 533} 2R

Zepel BRI7E ke A, Zeksl BEAY uAQl FARE BEE]
g Aol Zetgl BEAE qrAlcts T3 olfolth Zokdl BRI 1A
o] HHE AF3 Agolyt THS Ao ALAR] BAS 9lste] A3zt Al A
HRr3 F 9t

2008 949 1564 Wk By arE A el A S sle o =
g BEAZA S%ad gyt Baeae] uAe BEd ik A7} A7) H

Ak @A g9 Bepe 2o sbaba L gl Al Tl
7 SAARE IS
|57 well Al FAApe] HSI} %Q’%‘_L} Ao AL . =Z
2t B2z A
sho] oA dAuS TESt] diEske Zofvh EjE Zohd] HE7= 3|

A

58 stz shs A9 TSN F4L telsy] AF BAE gk xe

17) SEC, supra note 13, p.54.
18) Karrie H. McMillan & Larry E. Bergmann, supra note 12, pp.37-38.



Y HEATE sREa Zehq] W29 Hytold)
Ao] $A% A Aele Holchlo

Zelq] B2 SECH H2ARA 52& shal, SEC, A&7+A71 92 T
A7+ A 7] F+(Financial Industry Regulatory Authority: FINRA), 123 F9]
SATAG =] FAE Wk Zekq] BR7)o] dite] oA 1] dAdE
Eié‘} | 8 1934d =d A (Securities Exchange Act of 1934)& #|7%

o] A&FAZIF AT, ALDD)] TAY AlFEede gt 2183
zgoZ Ak Ark Hok 1934 SHAYHA 9]¢k SEC Rule 10b-10
aMe]l A el SECY Regulation SHO® &w%, SEC Rule 15c3-1(s5=%}
EarE)d 16e3-3(2AR S ) so] dew, FE&FTAAHAENew York
Stock Exchange: NYSE, ©|3} “NYSE"#} 3tthe} #n]5H <3 3] (National
Association of Securities Dealers: NASD, ©]&} "NASD"g} stth) o] AAA
zepql BEAE A&qrAsta vk 28 Zeg] B2 A7 sileke A
G 53] £AEE= A SECO AL fA ) ARG fE ot gk v o]
AW (US. Bankruptcy Code), S HAFAAR S (Securities  Investor
Protection Act: SIPA)S X33t ¥ W Eo|th20

HaoAe vl SARA 2l B
2 g

bt

fu
N
=
>
)
as)
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M % 2AWA 229 nedle FARAT 483
1. Zggl B279 HETZY LA4RS
SEC?] 1994\ No-Action Letteroll A a2 o2 AWy EAHE o]gof =X

vhel B AR Zeke] BEAV AT TFR Ao WAE Y3
Bogltk Zebe) BEA AE Hag wAY JRANE AU e

19) Lawrence Cohen, "When a Prime Broker Fails - Critical Issues for Fund Managers in the
Lehman Bankruptcy", Corporate & Finance Alert(2008. 10), p.1.
20) Id., p.2.
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=2 A
zepe] BEA Aok i Auxd AHlAE A
A v ok dwbA o= ISDA vhB AlSKISDA Master Agreement
S| A=TE Zekel RS §, aela xeke] BRIE St Fea Ay
o Zdets AS FE&sty] flete] ol &y k2

zElql HEA o] HEFTZE Zehd] BEA] st da) wedste] 1ol o
g FFe AA vE S Ak W= Zekgl BRAE 19349 @A N ot
o} BEARAN FEEojoF gty m=e] Zekql BRI = 1934d SdA U
ola mAAAFSY] B, YR, FPRFe B4, 181 HA4F A (minimum
net equity)®] TFAIE Wtk vlselA AR Bfskal Qe viwre] Zekel
BEAEY a2 FHFAAR S FAHSecurities Investor  Protection
Corporation: SIPC, °¢]s} “SIPC"g} tt}) 1979d  SHFAAFE S H (Securities
Investor Protection Act: SIPA, ©]s} “SIPA”2} stt})ol] oJst H G5 W=t} 22)

dubz oz SIPCHAFN A, T4k FARRES] uAE2 v a5 v ¥ st
of zepql BEA] aAaLEe] E(poo) ZH-E 3] H7] S Unkz
HAAARG $A4AS 2heth 289 BE79 1L dAZ FS4714]
HGE AU oty mxo) dF Tkl BEASS 2RFSHE 6
el AR S 3] AHCustomer Asset Protection Company: CAPCO, ©]3s}
“‘CAPCO"2} gtth)ell F7F4Ql Bis =v 4A5% Utk

H= o] AR Al wE FAAESE debA o R el e mw Zefg
BE79 AAZAL = Zepg] BEA BE va Yo EAekeE Al E 4
|94 Fevh dibH o R mxe] Zekg]l BRASS &8s ®

o thatel FAlE WA e pAEAb] eEata 9l el =

[ 12
i o
ol
ofr
ol
rlr
Py

i

o
s
BN

shtt. dE =W, B2 w7 w=e] 449 9@e

21) Noah Melnick & Gary Barnett etc., Prime Broker Insolvency Risk - After the fall: what next",
the hedgefund journal(2008. 11), pp.2-3.

22) 1d., p4.

23) Id.
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ANGHE 943 383t ¢irh2d)

upeba] ol A AE R = W& Zelq] BEA qiAlel #AE= 19349 T
Ay #AAFAY SECY Rule, SRO Rule®A], o] A& =Zg}o] HEAS
TrAlSHE HAgke] grAlgta & ¢ QTh

2. A&7

(1) 1934d SAAHHY AT ALFTAXHFAFTLA)

19344 ZAADY ATZ(a
e, Fae v =

i
2
op
Lo
E
o
o

S 913 Rule?} Regulations F
&9 st ALES WA sk flsh

F

rlr

f
Ho

i
do
o

>

o], FRB= Hzx9 Al&Fodadz 1 $o THFA T #3te] Ruledt
Regulations #| A3t th %9 Alg&FoFdS 93] Rule?}t Regulatione] ¢

A 7 Ee FEdoF HT1)

EE 19349 FUANY ATROE LA UF M 2§ ol B3
of TAsI ATk AF FAAYL B9l BRA = delrt 184
450 FRE 5] Moﬂm APYoR wE PHYOR NG Fol EE
FASAL, 0% FAE AL AWl AF FAANL Yo} B

71 E= 9= FRB7F A% rFoly FRB7F SECe AEAd=7 93]
(Commodity Futures Trading Commission: CFTC, ©]&} “CFTC"z} 3tthoj
Adste] Aok S FF8oF stal, FRB T FRBQ 919 v SECS
CFTCE 4w 81415 Asl7] A% 13 3502 74 7I+5 21 Q)
ojof gtr}28) o] mel FRBE= = SdA A 393 BEAY HHE 9
Sho] Alg-F o]+ 2 Q] Regulation TE #| A3

Regulation Tel| whe} Z@9] 284 ASAMNAAR, TH davlse
AT Al F(cash account)Z A g]steoF ), Al-8w]4== Regulation A|43=0l A

24) Id., pp4-5.

25) 15 USC Sec. 78g(a).
26) 15 USC Sec. 78g(c)
27) 15 USC Sec. 78g(c)(1).
28) 15 USC Sec. 78g(c)(2).
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TR, AFlsE A-8FNA s Utk
(2) Regulation T9} 2183

FRBS] TdAA e #gk A&7 SAPAR] B2A e dejol #3k Al
&eolE Astal U= Regulation T, el theh N&FolE st AUs
Regulation U, Regulation T¢} Regulation U] A&t old EA Fojx}t
E A8l o R 3k Regulation G, B27] E= 9] o]2]e] 2ol 2l
R E 1A% A& Regulation X7F lt) o] 7]- &= Zehe] BE79} dd s
+ Regulation TE 2H® 7|2 st}

L
o

D =43} 49

FRB= 1934d  SdZ @l <718ke]  Regulation TS A=sH3d
Regulation T2 7|24l ZHo Hz7el do]| o3t A8 48 43}
© slojt 3 1934 A7 el ©]§ FRBE] Agk oA e A=
A} Regulation TE ARt EAgE F@AH digt MATA=L7
(initial margin requirements)¥} *|557f 2 (payment rules)= 2}l $Jt}29

Regulation T+ 27243} @ AH(creditor)30) Alolof] EE AFHAE 7]538}17]
et AlgAIAR} vl 7ol B EAAF( special purpose accounts)E T4
A dnh SRR R 5] 8 HA] e BE Ade A8 HA

o] 7]Zx5ojok F}3D 3 Regulation TE AA# 4, A=FAF3 Y 44

o]N

ol

A0l A2lE HEst7] flste] Frte oy A& Faete AS viAER
a1 9Jr}32) 18y Regulation Ti= SEC7F 5A3FAY /A S XEZY L 5

29) 12 CFR § 220.1(a).

30) ARAE 19349 ZAAUY Sec. 3@)@)% 3@)E)NA A vle} o] HEAY Do, ARE
AAYL Y, e 19348 F maﬂtﬂ Sec. 3(a)(18)°llA Aeje A} 2& BRI dejot
o] gl AT Aperson)S oJvlsh=dl, ANAAE FASHE QDA (business entities)
AaArst gEo] TAE e 9 %Zﬂ{— A2 Elrh(12 CFR § 220.2).

31) 12 CFR § 2201(a)(1).

32) 12 CFR § 220.1(a)(2).
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A+ Al Z~¥(portfolio margining system)S =53k 3 1213} @A} Ato] 9]

QA Tl AEHA Gk
2) AEAANARETAT A=)
7} SEC Rule 220

(7H) A&7 @ (margin transactions)

02 Ao e Ao 9utn e
Zrjojob gt} AAAE 44 A e A
3 AHE Fastr] f@ 5L g AHperson)
T UrE3 oA BE ALAYE A8A

& ojmjg,

2E Ade AgA AR 7]
AAE fsiAY vE AAAE
g 9% S¥w AgANARE
Ao 7125 ook Frh= A

it

(W) 845 AH (required margin)

ol dist M T EXAY £ IAAS 9T 87T ATS AL &
HOrAS T Q) o9t EWrHoRE BT - =(short sale against
the box)39), TS Walsh uj(when-issued securities), X} S 2A] o8
A(stock used as cover), FEUE g+ Az, FEAIGAA g &=

(contribution to joint venture), AlZo]A|(trans of account) 55 5 4 Ut}30)

(th) F7}5A 5 (additional margin)
F7VsATe] 8= A5ok Bdste] F5do] ALty B Fo
Z

AF HZ(margin deficiency)©]

rL

#et A4S Fa, v Z(margin call)

TG 7 olF AF7IZE TG ool o] aslojof Frii A

33) 12 CER § 220.1(a)(3).

34) 12 CFR § 2204(a).

35) A7 FvE(short sale against the box): 2] A el «] ]O = i}ﬂi ojxstr] 98l FAF
A7b BAskal Sl TS diFehs 9otk F4 9] ke FAE ol & T A
Bl FAreE Fal o] Folxitt

36) 12 CFR § 2204(b).

ﬂJl
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(2} odeta tale] AAMliquidation in lieu of deposit)

np Fol a4 713 Yol F5HA FeEud, Adae v 25 A7)
A s HAbe] a7 H = Foll EAskE SAT F55 A 98 F7
g TS Aatstolof gk ST F-=o] 100092 Ei= 1 ojskR AV

7 o, AP oW 2X = HE ZQ7F gtk
1}, NYSE Rule 4313} 432

NYSE Rule 431 715810 #sto] AAls] fAsta Aok & =9,
MAlSA S (initial  margin), 4% 715 (maintenance margin), F7ts7+w
(additional margin), 18|32 XEZg 9 wlA(portfolio margin)dl] #3Fe] 4
akar ek

T3 NYSE Rule 432+ 87573 (required margin)®] €A 7] 5ol #3s}o]

FAsk ek
t}. NASD Rule 25202} 2521

NASD Rule 2520%= NYSE Rule 4313} m}z7 A2 SFAF A #A3 714
S T3 Y=, NYSE 7FAAH of¢- g 7+4S T Atk =3 NASD
Rule 25218 SAT LA doE dA3 3)doA Fstar IS F435L

9]t} 42)

37) 12 CFR § 220.2.

38) 12 CFR § 220.4(c).

39) 12 CFR § 220.4(d).

40) “AE A2 NYSE Rule 431 =
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The Prime Broker Regulation and Some Legal Implications in USA

Sang-Pog Lee

(Associate Professor, Sogang University Law School)

In many countries, Hedge Funds is introduced to develop capital market
and provide various investment vehicles. Prime Broker provides Hedge
Funds with total services, namely clearing and settle, custody, streamlined
trading, securities lending, margin lending, and capital introduction. At pres-
ent, Korea FSC considers the introduction of Hedge Fund. Therefore, the
introduction of Prime Broker will be followed.

This article examines the regulatory developments with regard to Prime
Broker in USA. The author begins with the definition and role of Prime
Broker. And this article examines the legal arguments about Prime Broker
in USA. Legal argument are composed of margin rules(Regulation T), issu-
ing while part of a selling syndicate, issuance of securities con-
firmations(transaction confirmations), short sales, net capital, and custody
requirements. In addition to, the author introduces 1994 Prime Broker
No—Action Letter of SEC. Expecially, this article examines the 1934
Securities Exchange Act, SEC Rule, FRB Regulation T, NYSE rule, and
NASD rule.

In recently, SEC is discussing about the Hedge Fund regulation, so Prime
Broker will be able to the indirect regulation method. If Korea FSC will in-
troduce Prime Broker soon or later, FSC have to consider Legal
Implications, in other words, margin rules, short sales, net capital rules, and

customer protection rules, etc. The Regulation of Prime Broker in USA will
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contribute to the Korea's regulation of Prime Broker in the near future.
And, the introduction of Prime Broker will develope Investment Bank and
Capital Market of Korea in the future.

® Key words prime broker, hedge fund, No-Action Letter, margin transactions,
: customer confirmation, short sales, net capital requirements, custody

requirements



