FREQUENTLY ASKED QUESTIONS
Reclassification of Debt Securities
Measured at Fair Value to the
Amortized Cost Category
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Q:

Are BSP - Supervised Financial Institution’s (BSFIs) allowed to reclassify its
investments in debt securities that are booked under a fair value category
to the amortized cost category?

A:

Yes. BSFIs are allowed to reclassify its investments in debt securities that are booked
under a fair value category to the amortized cost category, except for debt securities
that are part of assets under management of a trust entity.

Q:

Will the application of this relief measure require action from the BSFIs
external auditor?

A:

Yes. The accounting treatment in the audited financial statements of a BSFI will warrant
a qualified opinion from its external auditor, if there is a material effect on the financial
statements of the BSFI

Q:

What are the guidelines for applying this relief measure?

A:

The following are the guidelines for the reclassification of debt securities measured at
fair Value to the amortized cost category:
1) Debt securities recorded under the Other Financial Assets Mandatorily Measured
at Fair Value Through Profit or Loss and Financial Assets Measured at Fair Value
Through Other Comprehensive Income accounts may be reclassified to the Debt
Securities Measured At Amortized Cost account.
2) Debt securities may be reclassified out of the Financial Assets Held for Trading
account into the Debt Securities Measured at Amortized Cost account due to
the COVID-19 situation but should only be done if the debt securities shall no
longer be used for trading purposes.
3) The reclassification of debt securities from a fair value category to the amortized
cost category shall be done all at the same time.
4) A BSFI may reclassify the subject debt securities from 1 March to 30 September
2020.
a. A BSFI may retrospectively reclassify its debt securities measured at fair value
until 30 April 2020. A BSFI may value date the reclassification as of any day
from 1 March to 30 April 2020.
Unrealized losses arising from the change in fair value of reclassified debt
securities from the effective date of reclassification to the exercise date, or
the date when the reclassification is effected in the BSFIs books should be
reversed.
b. Reclassifications made after 30 April 2020 shall take effect only from the date
when the reclassification is made.
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5) The accounting for the reclassification shall be done in accordance with the
following provisions:
a. In the case of transfers out of the financial assets measured at fair value
through profit or loss account, the fair value of the debt security at the
effective date of reclassification shall be its new gross carrying amount.
The effective interest rate of the debt security will be determined on the
basis of its fair value at the effective date of reclassification. For purposes
of applying the impairment provisions to the debt security, the effective
date of reclassification is treated as the date of initial recognition of the
debt security.
b. In the case of transfers out of the financial assets at fair value through other
comprehensive income account, the financial asset is reclassified at its fair
value at the effective date of reclassification date. The cumulative gain
or loss previously recognized in other comprehensive income is removed
from equity and adjusted against the fair value of the debt security at the
effective date of reclassification. As a result, the debt security is measured
at the effective date of reclassification as if it had always been measured
at amortized cost. The recognition of interest revenue will not change and
the BSFI will continue to use the same effective interest rate. The
measurement of expected credit losses will also not change, however, a
loss allowance should be recognized as an adjustment to the gross
carrying amount of the debt security from the effective date of
reclassification.
6) The BSFI shall not restate any recognized gains, losses (including impairment gains
or losses) or interest prior to the effective date of reclassification.
7) A BSFI that reclassifies debt securities from the fair value category to the
amortized cost category shall submit a report using the format prescribed.
For the complete and comprehensive guidelines, please refer to BSP Memorandum No.
M-2020-022.
Disclaimer: The information in this article is for general information only and is not intended nor
should be construed as a substitute for legal advice on any specific matter. A professional
legal advice is still advisable and necessary.
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