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OFFICE OF THE DEPUTY GOVERNOR
SUPERVISION AND EXAMINATION SECTOR

Memorandum to All Universal Banks and Comeercial Banks

Subject: Market Risk Capital Treatment for Dollar-Linked Peso Notes

This is to clarify the capital treatment of market risk exposures arising
from the holdings of Dollar-Linked Peso Notes (DLPNs) under Circular No. 360
dated 3 December 2002, as amended. DLPNs give rise to interest rate risk
and/or foreign exchange risk.

1. Treatmemnt of interest rate risk. DLPNs booked under Trading Account
Securities (TAS) or Available for Sale Securities (ASS} result in interest rate
risk. These exposures shall be included in the report forms in the following
manner:

- Under the standardized approach, The market value of the DLPN shall
be reported in Part 1.1, ftem 1.1, and Part 1.2, US dollar adder, under the
coupon and time band corresponding to the DLPN'’s residual maturity;
and

- Under the internal models approach. DLPN exposures must be included
in the computation of Value-at-Risk (VaR) measure for interest rate risk.
This VaR measure shall be reported in Part V, ltem 1 (for banks with
expanded derivatives authority), or Part IV, ltem 1 (for banks with
expanded derivatives authority but without option transactions, and for
banks without expanded derivatives authority).

2. Treatment of foreign exchange risk. DIPNs booked under TAS, ASS or
investment in Bonds and Other Debt Instruments (IBODI) result in foreign
exchange risk. These exposures shall be included in the report forms in the
following manner:

- Under the standardized approach. The market value of the DLPN shali
be included in the computation of the net long/(short) position for US
dollar to be reported in Part lil; and
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- Under the internal models approach. DLPN exposures must be included
in the computation of VaR measure for foreign exchange risk. This VaR
measure shall be reported in Part V, ltem 2 (for banks with expanded
derivatives authority), or Part ¥V, ltem 2 (for banks with expanded
derivatives authority but without option transactions, and for banks

without expanded derivatives authority).

ALBERTO V. REYES
Peputy Governor

For information and guidance.
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