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(Pursuant to Circular No. 946 dated 17 Feb 2017, 

and as amended by Circular No. 1086 dated 6 May 2020)

Guidelines on Compliance with the FCDU/EFCDU 
Asset Cover Requirement

The following are the guidelines on the compliance with the FCDU/EFCDU asset cover requirement:

1. Banks shall compute for the FCDU/EFCDU asset cover on a daily basis and must strive to achieve a 100% FCDU/EFCDU asset cover ratio. 
The 100% ratio will be the benchmark in determining the excesses and the deficiencies in the asset cover ratio.  

2. For the purpose of compliance with the FCDU/EFCDU asset cover requirement, a bank shall follow a rolling two-week compliance period with the right to offset any deficiency in asset cover occurring in one or more days of the week by the excess cover that it may hold on the same week and in the immediately succeeding week. The week refers to business days from Monday to Friday.

For example, given a rolling two-week compliance period, a bank has the following daily FCDU/EFCDU asset cover:

	Table 1
	Monday
	Tuesday
	Wednesday
	Thursday
	Friday

	Week 1
	100%
	90%
	102%
	101%
	100%

	Week 2
	100%
	103%
	100%
	100%
	104%


On Tuesday of Week 1, the bank incurred a deficit of 10% in its asset cover. To be in compliance with the requirement, the bank must be able to offset this deficiency with the excess cover in the current (Week 1) and succeeding week (Week 2). In Week 1, the bank has 3% surplus 
(2% on Wednesday and 1% on Thursday). Meanwhile, in Week 2, 
the surplus is 7% (3% on Tuesday and 4% on Friday). Overall, the excess asset cover amounts to 10% which was able to offset the asset cover deficiency in Week 1. 

The basis for the offsetting is the daily asset cover ratio and not any other measure, e.g., weighted average asset cover ratio using the FCDU/ EFCDU liabilities as weights. This is to provide for a simple monitoring of compliance.    

3. There may be instances where deficiencies will occur in multiple number of days in a given two-week period. In this case, the average of the daily asset cover ratio shall be computed to determine if the excesses are sufficient to offset any deficiencies such that the average daily asset cover ratio for the two-week period is at least 100% to be considered as compliant on the required asset cover during the 
two-week compliance period. 

For example, given a rolling two-week compliance period, a bank has the following daily FCDU/EFCDU asset cover:

	Table 2
	Monday
	Tuesday
	Wednesday
	Thursday
	Friday

	Week 1
	97%
	98%
	100%
	98%
	101%

	Week 2
	102%
	99%
	103%
	102%
	100%


Computing for the average asset cover for the two-week period, Week 1 and Week 2:

	 100% ≥
	97% + 98% + 100% + 98% + 101% + 102% + 99% + 103% + 102% +100%

	
	10


The average FCDU/EFCDU asset cover ratio for the two-week period, Week 1 and Week 2, is 100%. Thus, the bank has complied with the asset cover requirement.  


4. For the succeeding weeks, the bank shall implement a moving average of the FCDU/EFCDU asset cover requirement on a weekly basis. 

To continue the example above, suppose the bank has the following daily FCDU/EFCDU asset cover for Week 3: 

	Table 3
	Monday
	Tuesday
	Wednesday
	Thursday
	Friday

	Week 1
	97%
	98%
	100%
	98%
	101%

	Week 2
	102%
	99%
	103%
	102%
	100%

	Week 3
	96%
	97%
	98%
	103%
	105%


Computing for the average asset cover for the rolling two-week compliance period covering Week 2 and Week 3:

	100.5% ≥
	102% + 99% + 103% + 102% + 100% + 96% + 97% + 98% + 103% +105%

	
	10


The average FCDU/EFCDU asset cover ratio for the two-week period, Week 2 and Week 3, is 100.5%. Thus, the bank has complied with the asset cover requirement.

5. The FCDU/EFCDU book may lend funds to the RBU book only after the bank has complied with the FCDU/EFCDU asset cover requirements. Thus, in the previous examples (Tables 2 and 3), the bank’s FCDU/EFCDU book may lend funds to the RBU book on any day of Week 3 based on the computed asset cover ratio covering the two-week compliance period of Weeks 1 and 2. Similarly, the bank’s FCDU/EFCDU book may lend funds to the RBU book on any day of Week 4 as the bank has complied with the average asset cover ratio based on Weeks 2 and 3. 

The lending from the FCDU/EFCDU book to the RBU books is subject to the existing rules in Section 72 of the FX Manual.

6. Should the average FCDU/EFCDU asset cover ratio not meet the required 100% asset cover requirement for a specified compliance period, lending from the FCDU/EFCDU book in the immediately succeeding week will be prohibited. Furthermore, pursuant to Section 87 (Supervisory Enforcement Action) of the FX Manual, the BSP reserves the right to deploy its range of enforcement actions for the non-compliance with the prescribed 100% asset cover requirement.

For example, given a rolling two-week compliance period, a bank has the following daily FCDU/EFCDU asset cover:

	Table 4
	Monday
	Tuesday
	Wednesday
	Thursday
	Friday

	Week 3
	96%
	97%
	98%
	103%
	105%

	Week 4
	102%
	99%
	99%
	98%
	99%


	99.6% <
	96% + 97% + 98% + 103% +105% + 102% + 99% + 99% +98% + 99%

	
	10


The average FCDU/EFCDU asset cover ratio for the two-week period, Week 3 and Week 4, is 99.6%. Thus, the bank has not complied with the asset cover requirement. 

7. In any case of non-compliance with the asset cover, the prohibition of lending from the FCDU/EFCDU book shall continue until the bank has recorded compliance with the asset cover for the next two consecutive compliance periods. The outstanding lent amount prior to the 
non-compliance remains valid.

To continue with the previous example, suppose a bank has the following daily FCDU/EFCDU asset cover:

	Table 5
	Monday
	Tuesday
	Wednesday
	Thursday
	Friday

	Week 3
	96%
	97%
	98%
	103%
	105%

	Week 4
	102%
	99%
	99%
	98%
	99%

	Week 5
	99%
	100%
	102%
	102%
	101%

	Week 6
	100%
	99%
	101%
	103%
	100%


Having not complied with the asset cover requirement for the two-week compliance period Weeks 3 and 4, the asset cover for the next two 
two-week compliance periods must meet the 100% average to be eligible for the FCDU/EFCDU lending. Thus, the computed average for Weeks 4 and 5 and Weeks 5 and 6 must be at least 100%.   

Weeks 4 and 5:

	100.1% ≥
	102% + 99% + 99% +98% + 99% + 99% +100% + 102% + 102% + 101%

	
	10


Weeks 5 and 6:

	100.7% ≥
	99% +100% + 102% + 102% + 101% + 100% + 99% + 101% + 103% + 100%

	
	10


With at least 100% asset cover requirement for the two compliance periods, the FCDU/EFCDU book is now eligible to lend to the RBU book on any day of Week 7. 
8. Should there be public, special or legal holidays, non-banking days, unexpected non-banking days, declared half-day holiday and days when there is no clearing for any day of the week, the computed FCDU/EFCDU cover of the preceding day/s shall be used. The two-week compliance period shall always begin and end on Monday and Friday, respectively.
