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1. Introduction

Q1: What kind of securities may be posted as collatal?

Al: Article 47 of the "Regulations Governing Futsir€ommission Merchants"
provides that the competent authority decides wnad of securities may be
posted by futures traders as collateral. The fisecurities that may be posted as
collateral was drawn up by the Taiwan Futures Emgka(hereafter TAIFEX)

and submitted to the competent authority for igsrapal, and is as follows:

Type of securities o
Description

as collateral

Book-entry central | Book-entry government bonds (as of June 1, 20@8etare approx

government bonds| 78 series); government strip bonds not included.

Formosa Bonds (i.e. foreign currency-denominatetbptraded or
the GreTai Securities Market. (There are curretwily issues:
Deutsche Bank AG and BNP Paribas AUD.)

Component stocks of the Taiwan 50 Index, and ugihgyistocks of

Formosa Bonds

Stocks equity options (as of Sept. 18, 2008, there areXghange-listed

stocks).
Note: The information presented in this table isréference purpose only. For the most updatedrnmdtion, see the
latest announcement by the TAIFEX.)

Q2:1s the list of securities that may be posted asollateral subject to revision?

How does one get the most updated information on vesions?

A2:

(1) The TAIFEX reports revisions to the competeutharity for approval and then
makes a public announcement.

(2) The TAIFEX may adjust the list of eligible seities according to the volatility
and risk or the delisting of the underlying stoeksl report to the competent
authority for approval and then makes the annouecémTAIFEX will
announce the list at 4:00 pm via trading systemanthe website at 5:00 pm on
each business day. Futures traders can check gheviih the FCM or on
TAIFEX website.



Q3:

A3:

Q4.

A4:

When securities have already been posted asllateral but the TAIFEX
subsequently rules them ineligible for such use, o are the securities
handled?

When securities have already been posted amt@a@l but the TAIFEX
subsequently rules them ineligible for such use, TAIFEX will first announce
the change in advance and then ask the FCM tougtsthe futures trader to
switch the collateral at least one business dagrbehe rule takes effect. If the
futures trader fails to switch the collateral, froine effective date of the change
the securities will no longer be used to calculetéateral value, and will be
temporarily held in an exclusive collateral sedesitaccount by either the
TAIFEX or the FCM until such time as the futureader applies to withdraw

them.

Is there an upper limit on the amount of secuties that may be posted as
collateral? How would one find out what the limit s, and the volume of
securities that are currently posted as collateral?

The TAIFEX sets limits for certain types of seties, on the aggregate amount

of securities that futures traders may post aswmsthl. The limits are as follows:

Type of securities as Description

collateral

Book-entry central
government bonds

No limit at this time.

Formosa Bonds Must not exceed 20% of any indivithoald series.

Stocks

Must not exceed 10% of total number of outstandihgres in

any one stock.

After the maximum allowable amount of either Forend®onds or stocks as
collateral is reached, the application of postingrenof the same type of

securities as collateral will be rejected.



At 4:00 p.m. on each business day, the TAIFEX anpes on its trading

system the upper limit for the amount of each imtlial type of securities that

may be posted as collateral, and the left availabteunt of eligible securities

may be posted as collateral on the following bussngay. Then at 5:00 p.m.

the same information is posted on the TAIFEX webdhiutures traders may

contact their FCMs to obtain the information, ortaob it directly from the
TAIFEX website.

Q5:What is the haircut rate and how is the net cthteral value calculated for

each type of eligible securities as collateral?

A5: The net value of collateral securities postgdabfutures trader is equal to the

market value of the securities less the amount afcht (i.e. market value

multiplied by the haircut rate). Haircut rates arudlateral values are as shown

below:

Type of securities
as collateral

Haircut

Net collateral value

Book-entry central

government bonds

5% of market price (Market price ¢
previous business day: Weighted aver
price for the previous day as disclosed
the GTSM electronic bond

system.)

tradin

n
alyearket price of the bond serig
bwinus a 5% haircut

g

Formosa Bonds

10% of market value (Market price 0O
previous business day: The average p
for the previous day as disclosed by
GTSM electronic bond trading syste
the last transaction price) of the bonds

n

rice

thMarket value of the bond minus
e

10% haircut

h;

S

Stocks

30% of closing price of a stock
( Refer to opening reference pri
during the pre-market and in-the-mari}

hour and closing price after the marl

cdhe latest closing price of th
kstocks minus a 30% haircut
et

for calculating the collateral valye

e




Q6: Is there a ceiling on the percentage of cleargimargin for collateral that can
be posted in the form of securities? How does onalculate the value of
securities posted as collateral?

AG:

(1) The value of securities posted as collateradtrnot exceed 50% of the required
clearing margin.

(2) The value of securities posted as collatarpig calculated either by method (a)
or (b) below, whichever is the lesser will be retgal as the alue of the
collateral:

(a) the post-haircut value of the securities; or

(b) the maximum amount that can be posted as eddliaih the form of securities
(50% of the required clearing margin for the futut@der's open positions)

Where a > b, then ¢ = b; where a < b, then ¢ = a.

[Example]

Trader A wishes to post 10,000 shares in Taiwani@erductor Manufacturing

Corporation (TSMC) as collateral. The market prafeTSMC on the day in

question is NT$60 per share. The initial margiruregment on Trader A's open

position is NT$1 million. We assume that the clegnnargin is NT$730,000.

* The market value of the TSMC shares is NT$600,d0@ post-haircut value is
NT$420,000 (60 x (1 - 30% haircut rate)), and theximum amount that can be
posted as collateral in the form of securities B5B65,000 (730,000 x 50% =
365,000). The post-haircut value for the sharegreater than the maximum
amount that can be posted as collateral in the fairigecurities, and the lesser

amount is treated as the actual collateral valuseofirities posted as collateral.

* Therefore, the 10,000 shares of TSMC may be tegubst NT$365,000 worth
of collateral, and the trader must post NT$635,80®argin deposit in cash.

Q7: In calculating the actual collateral value ofsecurities posted as collateral , is
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AT:

there any priority order when posting securities ascollateral at the same
time? In other words, can the futures trader identfy which collateral
securities are already posted and which are not yet

The actual collateral value of securities pdsas collateral is calculated by
taking the securities delivered by the trader agmpedy and adding up the
post-haircut collateral values of all the secusit@s collateral. This figure is then
compared against the maximum amount of securihes may be posted as
collateral against open positions and the lesselevaill be adopted. Therefore,
no indication will be given as to which securitlegve or have not been used as

collateral.

Q8 If the net collateral value of securities deligred by a futures trader is higher

A8:

Q9

than the actual collateral value of securities postl as collateral, can the
difference be applied to the margin required for tre trader's new orders?
How is it calculated?

Yes, surplus from net collateral value of s&ts can be applied to the margin
required for a trader's new orders, and is caledlat the same manner as the
actual collateral value of securities posted adatmhl, i.e. when the trader
places an order, the FCM checks the position, Gksithe maximum amount of
securities that may be posted as clearing margjuined for that position, and
compares the margin requirement against any sunpdtiscollateral value of
securities, and takes the smaller of the two figuas the amount of securities
that may be posted as collateral against thatiposithis figure and any excess
cash margin are then added together, and if theltires sum exceeds the

required initial margin, then the FCM may accet ¢inder from the trader.

: When securities are posted as collateral, how dodse trader deposit and

withdraw the securities? What do "one-step securigs deposit" and



A9:

"two-step securities deposit" mean?

A futures trader who posts securities as cetitcan deposit them in one of two
ways. One way is a one-step securities depositdirectly depositing securities
into a TAIFEX exclusive collateral securities acebuThe other way is a
two-step securities deposit, i.e. depositing séesriinto an FCM exclusive
collateral securities account, after which the sées are transferred from the
FCM exclusive collateral securities account intolHEBX exclusive collateral
securities account.

Whether the one-step or two-step approach is uspdrdis on what the trader
and FCM agreed upon in advance in their contrddhd trader has stipulated
that his securities can only be posted as collatgyainst his positions, then the
one-step securities deposit should be used. Ithemother hand, the trader has
agreed to let the FCM and clearing member posséxsirities with the TAIFEX
as collateral to fulfill the margin requirementstbé clearing member, then the
two-step securities deposit should be used.

As with deposit procedure, the method by whichaalér withdraws securities
depends on what was stipulated in the contractdmsivihe trader and the FCM.
If the trader stipulates that his securities caly be posted as collateral against
his positions, then the TAIFEX will return the satias directly to the trader, but
if the trader has agreed to let the FCM and clganiember post his securities
with the TAIFEX as collateral to fulfill the margirequirement of the clearing
member, then the TAIFEX will return the securities the FCM exclusive
collateral securities account, from whence theytlaga forwarded to the traders'

account.



2. Futures traders
Q10: Does a futures trader have to enter into a caract with an FCM in order

to post securities as collateral?

A10: Before posting securities as collateral fog first time, a futures trader shall
enter into an agreement with an FCM. An accountatkee at the FCM must
provide the trader with detailed information onithéghts and obligations as

well as all relevant procedures that the traderlvaeed to know about.

Q11: What are the key points of the agreement thaa futures trader and FCM

enter into?
Al1l: The key points of such an agreement are asutdielow; the trader must read

the agreement carefully and have a good understgmdiboth parties' rights and

obligations before signing:

(1) The agreement stipulates that any interegigeinds, or other interests generated
by the securities belong to the futures trader.

(2)The agreement stipulates whether the secariten: (a) only be posted as
collateral against his own open and new positiars(b) be posted with the
TAIFEX as collateral to fulfill the margin require@mts on the positions or new

orders of other persons.

(3)The agreement stipulates the manner in whihateral securities are to be
deposited and withdrawn.

(4)The agreement sets out the circumstances wvideh collateral securities can be
disposed of, and clarifies related rights and @bians.

Q12: When a futures trader posts stocks or Formos&onds as collateral, how
does he arrange for their transfer to the FCM or TAFEX exclusive

collateral securities account? How can a trader télwhether an exclusive
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collateral securities account belongs to the TAIFEXr the FCM?

Al2: A trader who has opted for method of one-stepurities deposit needs to
transfer the stocks or Formosa Bonds to the apiatepexclusive collateral
securities account opened by the TAIFEX with Taivizgpository & Clearing
Corporation (hereafter TDCC). The account name Egclusive Collateral
Securities Account", and the account number is 0683000001". On the other
hand, a trader who has opted for two-step secsiriteposit needs to transfer the
stocks or Formosa Bonds to the appropriate exdusiollateral securities
account opened by the FCM with the TDCC; so callexclusive Collateral
Securities Account", and the account number is "XX80000001" (where
XXXX is the ID code of the FCM depository particigg The TDCC will issue
an ID code for the FCM depository participant wilee FCM formally applies
to become a TDCC participant.

The last eight digits in TAIFEX and FCM exclusivalateral securities accounts
are intended to facilitate the identification otkaccount. FCMs are required to
disclose the account numbers for TAIFEX and FCM lesiee collateral

securities accounts in a prominent location at hkeices of business.

Q13: When a futures trader posts government bondssacollateral, how are the
bonds transferred to the FCM or TAIFEX exclusive cdlateral securities
account? How can a trader tell whether an exclusiveollateral securities
account belongs to the TAIFEX or the FCM?

Al13: A trader who has opted for method of one-sdepurities deposit needs to
transfer the bonds to the appropriate exclusiveurgexs account for
government-bond collateral, opened by the TAIFEXhwine of the settlement
banks listed below. The account name is "Exclustvalateral Securities

Account”, and the account numbers are shown asvbelo

Bank name Branch Account number
Bank of Taiwan Business Department 003502001966
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Bank name Branch Account number

Hua Nan Bank Nanmen Branch 117290000208
Chang Hwa Bank Headquarters Branch 51856100017000
Cathay United Business Department 218762000291
Bank
Mega International Foreign Department 00752000180

Commercial Bank

Chinatrust Corporate Finance Division 90100000000097
Commercial Bank

A trader who has opted for method of two-step ggeardeposit needs to
transfer the bonds to the exclusive securities @acdor government-bond
collateral opened by the FCM with one of the setdat banks designated by the
TAIFEX (the same banks shown in the table abovéerAhe FCM opens the
account accordingly, it is required to announceaiprominent location at its
places of business, the account numbers for tluguent as well as the exclusive

securities account for government-bond collateral.

Q14: Is it secure for a futures trader to deposit scurities in an FCM exclusive
collateral securities account? In particular, whena trader goes to a
settlement bank to transfer securities to a governent bond exclusive
margin collateral account, he/she must complete aransfer registration." Is
there any risk in that?

Al4: Article 70 of the Futures Trading Act providissat creditors of an FCM or the
TDCC or a settlement bank with an exclusive cotiteecurities account are not
allowed to file an attachment suit or claim anyhtgyon the exclusive collateral
securities account. At the same time, the competarhority has issued
directions governing the usage and management ef REM’s exclusive
collateral securities account. The TAIFEX, the imsbns with which such

accounts have been opened, and FCMs are all rdgoieide by the directions.

Q15: When dividends, bonuses, or other interests ardistributed by the issuer
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for the securities that have been posted as collag, how is the situation
handled? Does the trader need to take any exclusiaction to claim the
distribution?

A15: When dividends, bonuses, or other interesgdatributed by the issuer for the
securities that have been posted as collateratrader does not need to take any
exclusive action to claim the distribution. Intdrgenerated by the securities in
guestion belongs to the trader, and is deliveredhto trader in the manner
described below:

(1) Stocks and Formosa Bonds
For stocks and Formosa Bonds deposited to TAIFEXlusike collateral
securities accounts, the TAIFEX provides an itenhizist of traders who
deposit securities as collateral; when they ardegot an FCM's exclusive
collateral securities accounts, the FCM providegeamized list of traders who
deposit securities as collateral to the TDCC fansferring.

(2) Government bonds
When interest is paid on government bonds, accgrdm the current
regulations, it is required that the interest beod#ted directly into the
exclusive collateral securities account of anydragho does not take action to
claim it. For a trader who has opted for methodméd-step securities deposit,
the TAIFEX pays interest to the trader less intenresome tax. For a trader
who has opted for method of two-step securitiesodigpthe TAIFEX pays
interest to the FCM, which then withholds intenesbme tax and forwards the

difference to the trader.

Q16: When a futures trader posts securities as calleral, under what
circumstances can the securities be disposed of?
Al6: When a futures trader posts securities asatesll, the securities may be

disposed of under either of the following two cimgtances (if the trader and
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FCM have contractually agreed to it):

(1) After an FCM closes out all futures tradingitacts of a futures trader, if
the futures trader' balance of the margin accainegative and the futures
trader fails to settle the difference in cash withinree business days of
notification by the futures commission merchang thtures commission
merchant may sell off securities in the amount ssae/ to offset the

negative equity.

(2) Where the futures trader opts to allow the F@Mlearing member to post
his securities as collater#d fulfill the margin requirements not limited tesh
own positions, if the clearing member defaultstsrobligations to the
TAIFEX, the TAIFEX is entitled to dispose of sedig$s deposited by the

trader.

Q17: When a futures trader agrees to allow an FCM oclearing member to use
the securities he posts as collateral, are there yapoints that the trader
needs to be aware of?

Al7: When a futures trader and an FCM agree cantadg that his collateral
securities can be used by the FCM or clearing mentibe use of the collateral
securities is then not limited to fulfilling margmequirements on the trader's
own positions. If the clearing member defaultstsrobligations to the TAIFEX,
the TAIFEX is entitled to dispose of securities idmled by the trader.
Therefore the FCM must enter into a contractuaéagient with the trader to

obtain the trader's consent in advance.

Q18: Can an institutional trader enter into a contractual agreement with an
FCM whereby the institution allows the FCM or cleaing member to use
its securities?

A18: An institutional trader that posts securitees collateral may or may not enter
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into a contractual agreement with an FCM wherelgyraints permission to the
FCM or clearing member to post its collateral witte TAIFEX to fulfill
clearing margin requirements. According to the it when the clearing
member defaults, the right to dispose of the steans granted beforehand to a
third party, therefore it would be necessary to $&g whether the competent
authority with the relevant jurisdiction has issusmdy regulations prohibiting
the institutional trader from entering into suchagreement (as, for example, a
regulation stating that is it is not allowed toatee pledge upon another party's
property); or (2) whether an institutional tradsrrequired to obtain approval
from the relevant competent authority before it eater into such an agreement

with an FCM.

Q19: Can a futures trader directly post physical sagp as collateral?

A19: No, a futures trader may not directly postsbal scrip as collateral. Stocks

and Formosa Bonds must be deposited via a seguiitie depository account,

while government bonds must be deposited via st bank.

Q20: Can a futures trader pair up securities posteas collateral with a short call

position on equity options to create a covered call

A20: The switch from physical delivery to cash lestient for equity options put an

end to the covered call practice, whereas a covealldpractice remains in
effect for equity options with physical delivery.trfader who wishes to create a
covered call must transfer the securities into xlusive covered call deposit
account. Neither the TAIFEX nor an FCM would take finitiative to deposit

collateral securities for a covered call practice.

Q21: When a futures trader chooses to post strategyased margins, how is the
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collateral value of the securities calculated? Hous the futures trader, who
only knows the amount of the initial margin requirement, supposed to find
out the clearing margin requirement for his/her postions?

A21: There are two margining systems. Traders daoge whichever they prefer,
whether it be SPAN or strategy-based margining. éi@w, regardless
whether a trader opts for SPAN or strategy-basedyims the maximum
amount that can be posted as collateral in the treecurities will be 50% of
the clearing margin calculated by SPAN rules. Tiwees a trader who wishes
to find out the maximum amount of securities he past as collateral, the
actual collateral value of his securities, or teguirements for initial margin

and clearing margin, can do so by using any ofdhewing three methods:

1. Traders can inquire by telephone with an FCMys®& service provided by
an FCM to check.

2. Actual collateral value of securities postednaggin and the maximum
amount of margin that can be posted in the fornsexurities will be
disclosed in the trading statements delivered byl @ traders.

3. Traders can use a telephonyspeech system taranghout their own
positions and requirements for initial margin afehang margin. To apply
to use the telephony speech system, please go EChhand submit an
application together with a National ID and seatedord (or
signature-of-record). A password and authorizatalh then be issued to
use the system. The service can be used on tha dagn as soon as

customer records are verified.

Q22: In accepting securities as margin deposit, caan FCM in its own discretion
stipulate collateral types, haircut rates, and coliteral securities limits?

A22: The collateral types, haircut rates, and ¢tetkl securities limits set out in rules
and regulations provided by the competent authamiy the TAIFEX, must be
complied with by all FCMs. However, an FCM may apptricter standards

with respect to specific traders based on theiarfaral capacity of different
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traders.

3. Futures commission merchants

Q23: Does an FCM necessarily have to open an exdlses collateral securities
account under all circumstances?

A23: When a futures trader opts for method of twepssecurities deposit for stocks
and Formosa bonds that are posted as collateral,F@M must open an
exclusive collateral securities account with TD@E€the same time, the FCM
must become a participant of TDCC and enter intoomatract for computer
connection. For government bonds as margin coljtdva FCM must open an
exclusive collateral securities account with a TBX-designated settlement
bank. The abovementioned accounts must be cledéntified as exclusive
collateral securities accounts and used for callectdelivery, and custody of

collaterals.

Q24: What is the nature of an FCM's exclusive coli@ral securities accounts? Is
it required that the accounts be reported or publity announced?

A24. An FCM's exclusive collateral securities aautsuare among several types of
customer margin accounts, therefore the FCM isiredwnder Article 4 of the
"Regulations Governing Futures Commission Merchaausl Article 14 of the
"Operating Rules of the Taiwan Futures Exchangep@ation” to report the
accounts to the TAIFEX in the same manner as ibnspcustomer margin
accounts. In addition, FCMs are required to disgla account numbers of
TAIFEX and FCM exclusive collateral securities amets in a prominent

location at their places of business

When an FCM opens an exclusive collateral secargezount with a settlement
bank, the contract that they enter into must speb# information that the

settlement bank is required to provide upon reqiuest the TAIFEX, and the
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FCM must agree that if any of the circumstance®sein Article 75, paragraph
1 of the Futures Trading Act arises the TAIFEXIIswaed to notify the
settlement bank to refrain from any withdrawallo# securities from the
exclusive margin collateral account and the settl@mank must, upon
instruction from the TAIFEX, transfer the secustia the exclusive collateral

securities account to a TAIFEX-designated exclusiseunt.

Q25: What is a margin collateral code number? Wat procedures must be

followed when posting securities as collateral?

A25: Where a futures trader opts for method of sieg- securities deposit, the
TAIFEX assigns a margin collateral code numberldf Where a futures trader
opts for method of two-step securities deposit,TAEFEX assigns a collateral
securities code number of "2". For those with aecodmber of "2", the FCM
must submit a photocopy of the contractual agre¢ianat report to the TAIFEX
via MTS. An FCM account executive must inform tnedénat they must deliver
their collateral securities in the required manoénerwise they will be deemed

incorrectly delivered, and then be rejected.

Q26: Is an FCM free to refuse to allow a trader todeposit securities as
collateral? Among the securities (as publicly annauwced by the TAIFEX)
that traders are allowed to deposit as collateralcan an FCM refuse to

accept certain types as collateral in view of a péicular trader's status?
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A26: In keeping with the "know your customer" piiple, an FCM may decide on a

case-by-case basis whether to accept collaterafises from any given trader
depending on the financial status of, and riskeg@dy, that particular trader.
And within the scope of eligible collateral seaastas publicly disclosed by the
TAIFEX, an FCM may decide whether or not to ac@ept particular securities

as collateral.

Q27: When a futures dealer wishes to post proprietg securities as collateral,

how does it deliver the securitie®

A27: To post proprietary securities as collategaliast a proprietary position, a

futures proprietary merchant can transfer the siesidirectly from its own
account into the TAIFEX exclusive collateral settas account, without routing
them via an FCM customer's margin account. Note/elver, that in order to
keep futures proprietary trading strictly segregdtem brokering, and because
Article 19 of the "Regulations Governing Futuresr@aission Merchants"
prohibits FCMs from providing assets for use atatefal by others, a futures
proprietary merchant may not allow a clearing memtbeost its securities with

the TAIFEX as collateral against positions othamtlits own.

Q28: What are the operation and reporting requiremats on FCMs and

clearing members with respect to accepting securés as margin
collateral?

A28 :

(1) Where the securities posted by a futures tragetransferred directly into a
TAIFEX exclusive collateral securities account, tRAIFEX computer
system transmits the information of securities @¢#gpoof FCMs and
clearing members, FCMs and clearing members mayhes®ITS system
to access and print out itemized data of securitieposited with the
TAIFEX.

(2) Where an FCM opens a margin account with th&€€TDor a settlement
16



bank in order to deposit securities as collaterahust set up an exclusive
account to manage and record itemized informatwamgch it reconciles
daily with the TDCC, the settlement bank and TAIFEX

(3) Where an FCM or clearing member handles theoslemf securities as

collateral, they must report to the TAIFEX regaglimterest earned by
traders and FCMs, funds’ accounts, and tax withhgldatters.

(4) Where collateral securities posted by an FC#&teansferred from the FCM

exclusive collateral securities account to a TAIFEXclusive collateral

securities account when the FCM makes the int@agnent distributed by
the securities issuer to the futures trader edtidle well as when the FCM
disposes of securities in accordance with Article df the “Operational

Guidelines for the Posting of Securities as Caolldteby Futures

Commission Merchants and Clearing Members” the FGW4t obey legal

requirements regarding the withholding of taxes @l traders.

Q29: After an FCM, acting in accordance with contratual provisions,

A29:

withdraws or disposes of securities deposited asliaderal by a futures
trader, what are the follow-up procedures?

When an FCM applies to the TAIFEX to withdraive aforementioned
securities, it must fill out an application formdagubmit it together with the
necessary supporting documents. However, whergdter agrees to allow an
FCM or clearing member to use the trader's seeards collateral for margin
requirements on the positions of other partiesnéer must be agreed to by
the clearing member.

When an FCM applies to the TAIFEX to withdraw sées, or has securities
transferred into its exclusive disposal accoung, ¥blume and value of the
securities are limited to that amount necessargnae up for the negative
equity value in the futures trader's margin account

The FCM must open an exclusive disposal accoulit avgecurities house or
settlement bank, and within three business dags tifé securities are
transferred into its exclusive disposal accourd,REEM must dispose of the
securities and count the proceeds toward the egaitye of the trader's margin

17



account. If the equity value of the trader's maagoount remains negative
after disposal, or if disposal is not possiblenthedefault must be reported in
accordance with Point 2 of the "Rules for Futuresn@ission Merchants in

Reporting Default by Principals.”
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4. Procedures for the posting of securities as cateral

Q30: When a futures trader posts securities as calleral, can securities be used
as collateral from the day they are transferred tahe Exclusive Collateral
Securities Account?

A30: A trader posting securities as collateral egjuired to transfer them to an
exclusive collateral securities account at eitler TAIFEX or an FCM during
the time while the TDCC participant or settlemerdnk is processing the
securities transfer, and the securities can be asetbllateral on the same day
that the FCM back-office system records the trangféhe trader's securities are
deposited into a TAIFEX exclusive collateral settesi account and the deposit
Is confirmed by the TAIFEX before 3:30 p.m., thepdsit will be dated that
same day; if confirmed after 3:30 p.m., the depoditbe dated the following
day.

Q31: After securities have been deposited as collateralre there any regulations

governing the size of the units in which they maydsubsequently
transferred?

A31: Stocks can only be transferred in units of00,&hares. For other types of
securities, it depends on the rules of the depgsitstitution. Book-entry central
government bonds, for example, can only be traredien units of NT$100,000.
The two Formosa Bonds currently listed on the Gre&Securities Market can
only be transferred in units equal to the bondie faalue, i.e. of 10,000 dollars

of the foreign currency in which they were issued.

Q32: Are collateral securities and any surplus poibn that has not been used as
collateral, counted into the equity value of the F® and clearing
member?

A32: When a futures trader posts securities asieshl, the actual collateral value of

securities posted as collateral, which is calcdlaia the basis of the trader's
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positions, is calculated by the FCM into the eqoityhe trader's margin account.
Any surplus net value, however, is not counted th# trader's margin account

equity.

Q33: After securities have been posted as collatdralo they still have to be
marked to market?

A33: Collateral securities are part of the tradersgin. Open positions still present a
risk of default, so mark-to-market is handled thens way regardless whether
margin is posted in the form of cash or securitiédse FCM must mark open
positions to market during the trading session aftdr the market is closed.
When price movements in the market go againstrieet and cause a shortfall

of required margin, the FCM shall issue a margih ca

Q34: When a futures trader goes to an FCM to withdaw securities, is it
possible to take possession the same day?

A34: A futures trader must apply to an FCM befoi@02p.m. to withdraw securities.
After the FCM confirms that the trader's margin@et has sufficient equity it
will transfer the collateral securities into thexder's account. If the trader's
securities are deposited in a TAIFEX exclusiveatellal securities account, the
FCM will apply with the TAIFEX to withdraw them. Eh TAIFEX batch
processes all such applications after 2:00 p.m. ather transfers securities to
trader’'s accounts (in the case of traders who logted for method of one-step
securities deposit) or transfers them to FCM exehuscollateral securities
accounts (in the case of traders who have optedmiethod of two-step

securities deposit).

Q35: When withdrawing securities, can a futures traer have them transferred
into another party's account? Or withdraw physically?

A35: Collateral securities are transferred to trelér's account, and may not be

diverted to another party's account or withdrawysptally
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Q36:

Where collateral securities are posted in theorm of stock, how is it
handled if the issuer carries out a capital reductn or is involved in a
statutory consolidation?

A36: Where stock is posted as collateral and theeiscarries out a capital reduction

Q37:

or is involved in a statutory consolidation, theNF©r clearing member must
replace the stock with cash collateral or othegilelie securities within five
days of the book closure date (counting the bookwlk date itself), and the
FCM must notify the futures trader to replace thecls with other eligible
securities or cash. That stock will no longer leated as collateral and cannot

be used as margin for the placement of new orders.

Where bonds are deposited as margin, how ishiandled when the bonds
mature or there is a partial payback of principal?If the trader fails to
make withdrawal, what will be done?

A37: Where bonds are deposited as margin and thdsbmature or there is a partial

Q38:

payback of principal, the FCM or clearing membeistmeplace the bonds with
cash collateral or other securities within five slaf the date of maturity or
partial payment of principal (counting the datelifs and the FCM must notify
the futures trader to replace the bonds with cadlateral or other securities.
Those bonds will no longer be treated as collataral cannot be used as
margin for the placement of new orders. Howevegirbgng from the next
business day after partial payback of principahdsothat have not yet matured
may be posted once again as collateral.

If the trader fails to make withdrawal, when thader has sufficient cash
collateral, the TAIFEX or the FCM will transfer tH®nds directly into the
trader's account one business day prior. If theetraloes not have sufficient
cash collateral, the TAIFEX or FCM will treat thenaunt of the principal

payment as cash collateral.

When the securities that a futures trader post with the TAIFEX as
collateral are the underlying instrument of a TAIFEX futures contract
that settles through physical delivery, if the traer holds a position in the
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contract and it expires, how is settlement of theamtract handled?

A38: The FCM and the TAIFEX must confirm that theuity value of the trader's
and clearing member's margin accounts, respectii@lyn compliance with
regulations. After that, they will agree to allolettrader to use the collateral
securities in question to handle settlement atrakpn. When the FCM and
clearing member handle settlement at expiratiogy thust report online to the
TAIFEX in accordance with the provisions of the '&dgtional Key Points of
Clearing and Settlement for Futures Commission Kemts and Clearing
Members." The underlying securities delivered te fPAIFEX exclusive
collateral securities account will be used for w&ly, and the TAIFEX will

transfer them to the TAIFEX settlement account.
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