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Subject
:
Measures governing the positions and collateral for specified offshore foreign institutional investors (“FINIs”) participating in securities lending and borrowing for strategic purposes.  Please take note.

Explanation:



1.
Where FINIs apply to borrow securities for the strategic purpose of [hedging] overseas convertible or exchangeable corporate bonds or overseas depository receipts, such FINIs shall provide their mandated securities firms with the evidentiary documents issued by the custodians of such overseas securities together with the borrowing request.  Such mandated securities firms may only input the borrowing request into the Taiwan Stock Exchange Corporation (“the TWSE”) securities lending [computer] system (“SBL SYSTEM”) after receiving such evidentiary documents.  For the purpose of hedging onshore securities or exercising warrants, the TWSE SBL SYSTEM will only match these transactions after a FINI’s custodian institution has confirmed that such FINI, in fact, holds such long positions.  For ETF creation purposes, FINIs must, through the participating securities firms, input the details of a basket of shares (including stock position and borrowing position) provided by the relevant investors into the TWSE SYSTEM.  The TWSE SYSTEM will then confirm the consistency between the borrowing position and the execution information of such securities borrowing transactions.  As to the converted or exchanged portion of overseas convertible or exchangeable corporate bonds, the borrower must provide the conversion/exchange application and cause the local custodian bank to collect the relevant evidentiary documents as the base of stock borrowing.  As to the converted/exchanged portion of domestic convertible or exchangeable corporate bonds, the borrower must provide the conversion/exchange application submitted to the Taiwan Securities Central Depository Co., Ltd. (“TSCD”) as the base of stock borrowing.  As to the exchanged portion of exchangeable government bonds, the borrower must provide the exchange applications submitted to the clearing bank as the base of stock borrowing.  Where borrowers borrow securities for the purpose of returning securities, such borrowers must return securities to the lenders on the execution date of such securities lending transaction or the next succeeding business day.

2. Where a FINI borrows and short-sells securities for the strategic purpose of arbitrage of overseas convertible or exchangeable corporate bonds and overseas depository receipts, such FINI must, within a reasonable time, provide its mandated securities firm with evidentiary documents proving that such overseas convertible (exchangeable) corporate bonds have been purchased on T day.  After the securities firm inputs the relevant information into the TWSE SBL SYSTEM, the TWSE will be responsible to confirm such borrowed securities are, in fact, the underlying securities of the purchased overseas convertible (exchangeable) bonds or the purchased overseas depository receipts.

3. Where a FINI engages in arbitrage transactions of domestic ETF, such FINI shall comply with the TWSE operational rules and the trust agreement for the subject ETF and such transactions shall be regulated by the TWSE.  For the arbitrage transactions of other domestic securities, the TWSE shall be responsible to check the securities borrowing information against the execution information of the relevant underlying securities to confirm that the underlying securities have been bought and sold on a same day basis.

4. Where a FINI applies to borrow securities, such FINI shall specify the borrowing purpose and the relevant investment instrument in the letter of entrustment.  If such transaction is not a “strategic” transaction, such will constitute a violation of the TWSE Securities Lending and Borrowing Regulations (“Regulations”) and the TWSE may close out such transaction, and terminate such FINI’s participation in SBL transactions in accordance with Article 48, Paragraph 2, of the Regulations.

5. Custodian institutions must daily record FINIs’ SBL transactions and include such transactions in the monthly statement to the Financial Supervisory Commission and the Foreign Exchange Department of the Central Bank of China in accordance with Article 22 of the “Regulations Governing Securities Investment by Overseas Chinese and Foreign Nationals”.

6. The TWSE shall provide the Foreign Exchange Department of the Central Bank of China with daily information on FINIs’ amount of securities lending,  borrowing , and return of securities, and the  long positions available for strategic transactions.

7. Where FINIs lend their securities holdings in negotiated transactions and the borrowers provide Taiex or GreTai listed securities as collateral, such securities collateral must be pledged in the manner prescribed by the TSCD and TWSE shall be notified thereof [of such pledge after the pledge is charged].

8. The Securities and Futures Commission, Ministry of Finance ruling of June 27, 2003 (Ref. No. Tai-Tsai-Cheng-(8)-Zi-0920002691) shall cease to apply effective from December 21, 2004.
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