The TWSE Guidelines for Management of Collateral in Fixed-Price and Competitive-Auction Securities Lending and Borrowing Transactions (“Guidelines”)（Amended Nov. 19, 2004）
Article 1
Scope


When a borrower requests a borrowing of securities, the procedures for delivery, substitution, withdrawal and payment of rights and interests with respect to collateral, and mark-to-market, provision of additional collateral and disposition of collateral by the Taiwan Stock Exchange Corporation (“TWSE”) shall be handled in accordance with the Guidelines.

Article 2
Provision of Collateral with Respect to Requests for Securities Borrowing  

1. When a borrower requests a borrowing of securities, such borrower shall, through the securities firm, key in the securities borrowing and lending account number, name of securities, quantity of securities, date for return of securities and transaction fee rate into the TWSE’s securities lending system.  Detailed information on the collateral in the form of cash, stock exchange listed or over-the-counter listed securities collateral other than book-entry central government bonds (“Listed Securities”), book-entry central government bonds and bank guarantee shall also be keyed into such system.

2. Where cash is provided as collateral, the borrower, itself, shall remit such collateral into the virtual bank account designated by the TWSE, and entrust a securities firm to key such collateral information into the TWSE’s securities lending system. 

The borrower may designate the amount of collateral deposited in the same securities borrowing account for separate securities borrowing transactions on the same day.

When a borrower applies to open a securities borrowing and lending account, such borrower shall also establish a bank account and the TWSE shall assign a virtual account.  All cash collateral shall be provided through such virtual account.

Cash collateral shall be denominated in NT Dollars and the minimum unit is one NT dollar.

3. Where Listed Securities are provided as collateral, the TWSE will notify the Taiwan Securities Central Depository (“TSCD”) to freeze such securities after the names and quantity of such securities have been keyed in through the securities lending system.

The number of shares of such Listed Securities shall be in multiples of one thousand shares, and the value thereof shall be calculated by multiplying the opening reference price on the relevant day by the discount ratio.

4. Where bank guarantees are provided as collateral, the borrower shall first complete the guarantee procedures with the bank, submit a request to the TWSE through the securities firm, and then provide the TWSE with the original of such guarantee.  After keying in the guarantee amount and expiry date on behalf of the borrower, the TWSE will assign a bank guarantee serial number to such borrower.

The borrower may combine several bank guarantees as the collateral and obtain one bank guarantee serial number, or allocate one bank guarantee into several transactions collateral and obtain more than one bank guarantee serial number.

The expiry date of bank guarantees shall be no earlier than the date for return of securities.  If the collateral consists of more than one bank guarantees and there is more than one due date, the earliest date shall be adopted.

The bank guarantee shall be denominated in NT Dollars, and the amount shall be the multiples of ten thousand NT Dollars.

5. Where book-entry central government bonds are provided as collateral, prior to transferring such book-entry central government bonds into the clearing bank’s book-entry bond account designated by the TWSE, a pledge over such bonds shall be registered and a transfer restriction over such bonds shall be registered by the clearing bank(designated by the borrower).

The bonds described in the preceding paragraph shall not be used as collateral for securities borrowing before the codes, face value and maturity date of such bonds are keyed in by the TWSE and the book-entry central government bond serial numbers are provided to the securities firm.

The borrower may combine more than one type of book-entry central government bond as collateral and obtain one book-entry central government bond serial number, or split one type of book-entry central government bond into more than one piece of collateral and obtain more than one central book-entry bond serial number.

The maturity date of the book-entry central government bonds [provided as collateral] shall be later than the date for return of securities.  If more than one type of book-entry central government bond are combined as the collateral and the maturity dates are different, the above shall be measured by the earliest maturity date.

The value of book-entry central government bonds provided as collateral shall be calculated at 90 percent of their face value.

Article 3
Requests for Substitution of Collateral

1. The borrower may request increase, decrease or substitution of various collateral during the term of a securities borrowing transaction.

2. Where the borrower entrusts a securities firm to substitute collateral through the securities lending system of the TWSE, additional collateral shall be provided before applying for withdrawal of collateral of equivalent value.

3. The means for delivery and withdrawal of cash, bank guarantees or book-entry central government bond collateral, while dealing with substitution of provided collateral, shall be handled in accordance with Article 2, Items 2, 4, and 5 and Article 4, Item 3.

4. The means for delivery and withdrawal of Listed Securities collateral, while dealing with substitution of provided collateral, shall be handled by the TWSE notifying the TSCD to effect a real-time transfer between the securities collateral account of the TWSE and the TSCD settlement account of the borrower.

5. If, after screening by the TWSE, the Listed Securities, bank guarantees or book-entry central government bonds provided by the borrower are deemed unqualified, the TWSE will, on the same day, notify the borrower to substitute collateral and the borrower shall substitute qualified collateral by the following business day.

If, after screening, the collateral is deemed unqualified, the collateral maintenance ratio of such day shall be calculated at zero collateral value.

Article 4
Application for Withdrawal of Collateral

1. If the collateral provided by the borrower exceeds the stipulated collateral ratio, the borrower may, during business hours, through the securities firm, request withdrawal through the securities lending system of the TWSE.

2. When a borrower returns borrowed securities and requests withdrawal of collateral, the TWSE’s receipt of the relevant securities lending fees must be confirmed before such collateral is withdrawn.

3. The TWSE will prepare relevant collateral return reports on the date that the borrower request withdrawal of collateral.  The procedure for collateral withdrawal is as follows: 

(a) Cash: direct remittance into the bank account of the borrower on the next business day.

(b) Listed Securities: notifications of the TSCD to transfer such securities into the securities TSCD account of the borrower on the same day or the following business day.

(c) Bank guarantees: return of the original of guarantee document shall to the borrower on the following business day.

(d) Book-entry central government bonds: the registration of pledge shall be discharged on the same day or next business day.  The clearing bank (designated by the TWSE) shall discharge the registration of transfer restriction and transfer such bonds into the clearing bank’s book-entry account designated by the borrower.

Article 5
Payment/Issuance of Rights and Interests

1. The TWSE shall pay the borrower interests on cash collateral at the interest rate for current deposit accounts paid by the bank where the TWSE opened the relevant account.
2. The TWSE will prepare a transfer statement and the information with respect to the securities collateral and will, on the business day preceding the date on which the issuer suspends transfer, forward the same to the TSCD, which will act as an agent to apply for transferring with the issuing company or its stock agent.
3. Upon registration of pledge by the borrower, an agreement shall be made to entitle the borrower to the interests on book-entry central government bonds.

Article 6
Mark-to-Market and Provision of Additional Collateral

1. To calculate the collateral maintenance ratio for each securities borrowing transaction, the TWSE will mark-to-market the collateral after 3:00 pm on a daily basis.  Listed Securities shall be calculated at the closing price on that day; provided, for the three business (3) days prior to the ex dividend or ex right date of the concerned securities, the calculation shall be based on the closing price of the current day minus the value of dividend or the weighted value of ex right computed on the basis of the closing price of such current day.

2. If the collateral maintenance ratio is lower than the minimum collateral ratio, the TWSE shall, through the securities firm, immediately notify the borrower to provide additional collateral, and the borrower shall provide additional collateral before 3:00 P.M. on the business day immediately following the date of such notification to bring the collateral maintenance ratio back to the stipulated collateral ratio.

3. Borrowers may request information with respect to the collateral maintenance ratio calculated by the TWSE each business day after 3:00 pm for each securities borrowing transaction, through securities firms.  The TWSE will also give notice for additional provision for transactions with insufficient collateral maintenance ratio, and notify the securities firm after 3:30 pm on that day via file transmission.  Upon receipt of such notice for additional provision, the securities firm shall immediately notify the borrower, so that the borrower can timely provide additional collateral on the business day immediately following the date of such notification.

4. Additional provision of cash, bank guarantees, and/or book-entry central government bonds collateral shall be handled in accordance with Article 2, Items 2, 4, and 5 of the Guidelines.  However, with respect to provisions of Listed Securities collateral, the TWSE will notify the TSCD, which handles such provision by way of real time book-entry transfer.

Article 7
Disposition of Collateral

1. In the event that a borrower in a fixed-price transaction or a competitive-auction transaction is deemed to be in breach of contract by the TWSE, the TWSE will produce information regarding such breach, along with reports and files of a detailed list of collateral by computer system on the day of such breach (T day).  Disposition of such collateral, and purchase or borrowing of securities from the market for return will commence from the following business day (T+1 day).  If the securities are not purchased or borrowed within three business days (T+2 day) after the date of such breach, the return shall be made in cash of equivalent value calculated on the basis of the closing price of the 3rd business day (T+2 day).  Payments for purchase of securities or equivalent cash shall be deducted from the collateral or advanced by the TWSE.

2. The TWSE may entrust a securities firm to dispose of Listed Securities and book-entry central government bonds collateral by placing a sale order with the TWSE or the GreTai Securities Market; such order, if not executed, shall be continually placed until executed.

3. Proceeds from disposition of cash collateral shall be used for purchase of securities or for reimbursement of related expenses.  In the case of bank guarantees, the TWSE will directly demand payment from the banks issuing such guarantees.

4. In order to dispose of Listed Securities and book-entry central government bonds collateral, the TWSE will open a "Special Account for Handling Default Matters of the Taiwan Stock Exchange Corporation" with securities firms.
5. Expenses resulting from the handling of defaults by the TWSE shall be borne by the borrower.
6. If the proceeds from disposition of collateral exceed the amount owed, the TWSE will return the excess to the borrower.  If such proceeds are insufficient to repay the amount owed, the TWSE will seek recovery from the borrower. 
Article 8
Supplement

The Guidelines and any subsequent amendment hereto shall be reported to the competent authority for records and announced for implementation.
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