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ILLUSTARTION ON AMORTIZATION,REVALUATION & ACCOUNTING FOR TREASURY SECURITIES

EXAMPLE: 1 Bank A purchases a 01 Year Treasury bill from primary auction on 15/06/2008 with Yield to
Maturity (YTM) 8.4834%. Bank A may classify the bill in (a) HTM category or b) HFT category. The
revaluation/amortization and accounting treatment of the T-bill in the books of Bank A is as illustrated

below:-
Fv = 100,000,000 Date of Issue =15/06/2008
Cost Price =92,180,000 Date of Maturity =14/06/2009

YTM  =8.4834%

Accounting Entries:

T. bill Dr. 92,180,000

Cash Cr. 92,180,000

(a) HTM category:

Amortization at the end of 2008(31/12/2008)

Holding Period = 31/12/2008-15/06/2008 = 199 days

Amortized Cost (AC;) = Cost price + Cost price*YTM*(Holding period/364)
=92,180,000+92,180,000X8.4834%X199/364
= 96,455,219

Increased/Decrease in Amortized cost =96,455,219-92,180,000

=4,275,219
Accounting Entries:
T. bill Dr. 4,275,219
Equity ( Increase in HTM securities) | Cr. 4,275,219

On maturity or disposal the amount taken into equity shall be reversed and taken into income.

b) HFT category:

1* Revaluation Date: 22/06/2008

Holding Period = 22/06/2008-15/06/2008 = 7 days
Applicable Market Yield = 8.4608%
Market Value (MV,) =92,337,756
Amortized Cost (AC;) = Cost price + Cost price*YTM*(Holding period/364)
=92,330,385 (using YTM=8.4834%)
Increase/Decrease in Amortized Cost = AC;-Cost Price
=92,330,385-92,180,000 = 150,385
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MTM G/L =MV;-AG,
=92,337,756-92,330,385
=7,371

Accounting Entries:

For Amortization:

T. bill Dr. 150,385

Income a/c Cr. 150,385

For MTM:

T. bill Dr. 7,371

P/L (MTM Revaluation Gain) a/c | Cr. 7,371

As there is a gain on MTM,, it should be taken into MTM RRA (MTM Revaluation Reserve Account).

P/L (MTM Revaluation Gain) a/c | Dr. 7,371

RRA (Revaluation Reserve) a/c Cr. 7,371

So, the new book value after amortization and MTM is = Amortized Cost+ MTM gain
=92,330,385+7,371
=92,337,756 (which is the market value of the T-bill.)

2" Revaluation Date: 29/06/2008

Holding Period = 29/06/2008-15/06/2008 = 14 days
Applicable Market Yield = 8.4415%
Market Value (MV,) =92,492,509
Amortized Cost (AC,) = Cost price + Cost price*YTM*(Holding period/364)
=92,480,769 (using YTM=8.4834%)
Increase/Decrease in Amortized Cost = AC,-AC;
=92,481,015-92,330,385 = 150,385
MTM G/L = MV,-AC,
=92,492,509-92,481,015 =11,740

Accounting Entries:

For Amortization:

T. bill Dr. 150,385

Income a/c Cr. 150,385




For MTM

T. bill Dr. 11,740
P/L (MTM Revaluation Gain) a/c | Cr. 11,740
P/L (MTM Revaluation Gain) a/c | Dr. 11,740
RRA (Revaluation Reserve) a/c Cr. 11,740

So, the new Book Value of the T-bill is = Amortized Cost (AC,) + MTM gain
=92,480,769+11,740

= 92,492,509 (which is the Market Value (MV2) of the T-bill.)

3" Revaluation Date: 06/07/2008

Holding Period = 06/07/2008-15/06/2008 = 21 days

Applicable Market Yield = 8.45%

Market Value (MV;) =92,624,754

Amortized Cost (AC;) =92,631,154

Increase/Decrease in Amortized Cost = AC5-AC,
=92,631,154-92,480,769
=150,385

MTM G/L = MV;-AG;

=92,624,754-92,631,154

=(6,400)
Accounting Entries:
For Amortization:
T. bill Dr. 150,385
Income a/c Cr. 150,385

For MTM: (as there is a Loss on MTM revaluation)

P/L (MTM Revaluation Loss)a/c Dr. 6,400

T. bill Cr. 6,400

As there is a loss on MTM, the value of the bill is reduced to that extent and accordingly P/L A/C is
debited.

So, the new Book Value of the T-billis = Amortized Cost (AC;)- MTM Loss
=92,631,154-6,400

=92,624,754 (which is the Market Value (MV3) of the T-bill.)



4™ Revaluation Date: 13/07/2008

Holding Period = 13/07/2008-15/06/2008 = 28 days

Applicable Market Yield = 8.4315%
Amortized Cost (AC,) =92,781,538

Market Value (MV,) =92,779,045

Increase/decrease in Amortized Cost = AC,-AC;

=92,781,538-92,631,154= 150,385

MTM G/L = MV,-AC,

=92,779,045-92,781,538=(2,493)

Accounting Entries:

For Amortization:

T. bill Dr. 150,385

Income a/c Cr. 150,385
For MTM:

P/L (MTM Revaluation Loss) a/c Dr. 2,493

T. bill Cr. 2,493

So, the new Book Value of the T-bill is = Amortized Cost (AC,) - MTM Loss

=92,781,538-2,493

= 92,779,045 (which is the Market Value (MV4) of the T-bill.)

On maturity or disposal of the T.bill, the relative amount taken into RRA shall be debited and accordingly

adjusted.

EXAMPLE: 2 Bank A purchases a 05 Years Treasury bond from Bank B on 25/05/2008 with remaining
maturity of 4.61 years. Total amount paid by Bank A was Tk. 104,602,559 including Tk. 4,210,959 as holding
period interest and Tk.100,000 as commission. Applicable YTM is 10.5122% and coupon is 10.6%. Coupon
payment is semiannual. Bank A may classify the bond in (a) HTM category or b) HFT category. The

accounting treatment of the Bond in the books of A is as illustrated below:-

FV

Date of Issue

Date of Maturity

Accrued coupon interest up to 25/05/2008
Commission

Total amount paid by Bank A

Cost Price

=100,000,000
=01/01/2008
=01/01/2013
=4,210,959
=100,000

=104,602,559

=104,602,559-4,210,959 -100,000

=100,291,600




Accounting Treatment: Initial Stage

Expenditure a/c Dr. 4,210,959
Cash a/c Cr. 4,210,959
Commission a/c Dr. 100,000
Cash a/c Cr. 1,000,000
T.bond a/c Dr. 100,291,600
Cash a/c Cr. 100,291,600

(a) HTM Category:-
Amortization at the end of the year (31/12/2008): Holding period=31/12/2008-25/5/2008=0.603 year
Amortized cost = Cost price + Cast price * YTM*Holding period — FV*Coupon rate* Holding period
=100,291,600+100,291,600X10.5122%X0.603-100,000,000X10.6%X0.603
=100,257,141
Increase/Decrease in Amortization =100,257,141-100,291,600
=(34,459)

Accounting Entries:

P/L a/c Dr. 34,459

T.bond Cr. 34,459

So, the book value of T.bond on 01/01/2009 is = 100,257,141.
Amortization at the end of year 2009(31/12/2009): Holding period= 1 year
Amortized cost = 100,257,141+100,257,141x10.5122%-100,000,000X10.6%
= 100,196,372

Increase/Decrease in amortization = 100,196,372-100,257,141

=(60,769)
Accounting Entries:
P/L a/c Dr. 60,769
T.bond Cr. 60,769

So, the new book value of T.Bond on 01/01/2010 = 100,196,372

Interest on coupon shall be taken to income on accrual basis.



(b) HFT Category:

Subsequent measurement:

Revaluation date: 01/06/2008

Applicable market yield = 10.5079%

Market Value (MV1) =100,309,200

Gain on Revaluation = MV;-Book Value
=100,309,200-100,291,600 = 17,600

Accounting Entries:

T.bond Dr. 17,600
P/L(MTM Revaluation Gain) a/c Cr. 17,600
P/L (MTM Revaluation Gain) a/c Dr. 17,600
RRA(Revaluation Reserve) a/c Cr. 17,600

So, the new book value of the T.bond is = 100,309,200
Revaluation date : 08/06/2008

Applicable market yield = 10.5145%

Market Value (MV,) =100,288,418

Loss on Revaluation = MV,-MV,

=100,288,418-100,309,200

=(20,782)
Accounting Entries:
P/L a/c Dr. 20,782
T.bond Cr. 20,782

So, the new book value of the T.bond is = 100,288,418

On maturity or disposal of the T.Bond, the relative amount taken into RRA shall be debited and
accordingly adjusted.

EXAMPLE: 3 Bank A purchases a 364 days Treasury Bill on 16/08/2008 from Bank B at a price 93,643,111
including Tk.100,000 as commission with remaining maturity 301 days. Bank A may classify this T.Bill as (a)
HTM category or (b) HFT category. The initial and subsequent measurement of the T.BILL in the books of
Bank A is illustrated below:-

Nature of the Bill : 364 days T.bill
Date of Issue : 14/06/2008
Date of Maturity :13/06/2009

Date of purchase by Bank A :16/08/2008

Purchase Price 193,643,111

Commission : 100,000



Cost Price (OV) :93,643,111-100,000 = 93,543,111
Yield : 8.3473%

Initial Accounting Entries:

T. bill Dr. 93,543,111
Cash a/c Cr. 93,543,111
Commission a/c Dr. 100,000
Cash a/c Cr. 100,000

(a) HTM Category:

Amortization at the end of the year, 2008 (31/12/2008):
Holding Period = 31/12/2008-16/08/2008 = 137 days
Amortized Cost (AC;) =93,543,111+93,543,111X8.3473%X137/364
=96,481,958
Increase/Decrease in Amortization =96,481,958-93,543,111
=2,938,847

Accounting Entries:

T. bill Dr. 2,938,847

Equity (Increase in HTM securities )a/c | Cr. 2,938,847

So, the new Book Value of the T.bill on 01/01/2009 = 96,481,958
On maturity or disposal the relative amount taken into equity shall be reversed and taken in Income A/C.
(b) HFT Category:
1* Revaluation Date: 23/08/2008 Holding Period =23/08/2008-16/08/2008
Market Yield =8.3292% =07 days
Market Value (MV,) = 93,696,603
Amortized cost (AC;) = Cost Price+ Cost Price X (YTM at the time of acquisition) X (Holding period/364)
=93,543,111 + 93,543,111 X 8.3473% X (7/364)
=93,693,271
Increase/Decrease in Amortized cost  =93,693,271-93,543,111
=150,160
MTM G/L = MV;-AC,
=93,696,603-93,693,271

=3,332



Accounting Entries:

For Amortization:

T. bill Dr. 150,160
Income a/c Cr. 150,160
For MTM
T. bill Dr. 3,332
P/L(MTM Revaluation Gain) a/c Cr. 3,332

So, the new Book Value of the T.billis = Amortized cost (AC,) +MTM gain

=93,693,271+3,332

= 93,696,603 (which is the Market Value of the T.bill.)

The MTM gain shall be transferred to RRA (Revaluation Reserve Account) as follows-

P/L (MTM Revaluation Gain) a/c Dr. 3,332
RRA (Revaluation Reserve) a/c Cr. 3,332
6" Revaluation Date: 27/09/2008
Holding Period =27/09/2008-23/08/2008= 42 days
Market Yield =8.2673%
Market Value (MVg) =94,444,307
Amortized Cost (ACs) = Cost price + Cost price X 8.3473%X 42/364
= 94,444,071
AC; = Amortized Cost of 5 revaluation on 20/09/2008 =94,293,911
Increase/Decrease in Amortized cost = 94,444,071- 94,293,911
=150,160
MTM G/L = MVg-ACs
= 94,444,307-94,444,071
=236
Accounting Entries:
For Amortization:
T. bill Dr. 150,160
Income a/c Cr. 150,160




For MTM

T.bill Dr. 236
P/L(MTM Revaluation Gain) a/c Cr. 236
The MTM gain shall be transferred to RRA (Revaluation Reserve Account) as follows-
P/L (MTM Revaluation Gain) a/c Dr. 3,332
RRA (Revaluation Reserve) a/c Cr. 3,332

So, the new Book Value of the T.billis = Amortized Cost(AVg)+ MTM gain

=94,444,071+236

= 94,444,307 (which is the market value of the T.bill)

On maturity or disposal the relative total amount of gain taken into RRA shall be reversed and adjusted

accordingly.

EXAMPLE: 4 Bank A purchase a 10 years discount Treasury bond on 25/07/2008 from Bank B with
remaining maturity 6.24 years. Bank A may classify the Bond (a) HTM Category or (b) HFT Category. The

accounting treatment of the Bond in the Books of A is as illustrated below:-

Nature of the Bond

Face Value : 100,000,000
Date of Issue :20/10/2004
Date of Maturity :20/10/2014

Date of purchase by Bank A : 25/07/2008

Purchase Price : 89,402,610
Cost Price : 89,402,610
Coupon :8.5%

Yield :10.8780%

(a) HTM Category

Amortization at the end of 2008(31/12/2008)

Holding Period in years =31/12/2008-25/07/2008 = 0.44 years.

: 10 years Treasury bond

Amortized Cost(AC) = 89,402,610+89,402,610X10.8780%X0.44-100,000,000X8.5%X0.44

= 89,941,705

Increase/Decrease in Amortized Cost = 89,941,705-89,402,610

=539,095

Accounting Entries:

T. bond

Dr.

539,095

Equity (Increase in HTM securities)

Cr.

539,095

So, the new book value of the T.bond is = 89,941,705




Amortization at the end of 2009(31/12/2009)

Holding Period in years =31/12/2009-31/12/2008 =1 year.

Amortized Cost =89,941,705+89,941,705X10.8780%-100,000,000X8.5%
=91,225,564
Increase in Amortized Cost =91,225,564-89,941,705
=1,283,859

Accounting Entries:

T. bond Dr. 1,283,859
Equity ( Increase in HTM securities ) | Cr. 1,283,859
So, the new Book Value of the T.bond is = 91,225,564

On maturity or disposal the related entire amount taken to equity against the T.bond shall be taken into
income and thereby duly adjusted.

(b) HFT Category:
1% Revaluation Date: 01/08/2008
Market Yield =10.8737%
Market Value =89,443,709
MTM g/L = 89,443,709-89,402,610
=41,099

Accounting Entries:

T.bond Dr. 41,099

P/L (MTM Revaluation) a/c Cr. 41,099

So, the new Book Value of the Bond is = 89,443,709
2"! Revaluation Date: 08/08/2008
Market Yield =10.8694%
Market Value =89,485,120
MTM g/L = 89,485,120-89,443,709
=41,411

Accounting Entries:

T.bond Dr. 41,411

P/L (MTM Revaluation) a/c Cr. 41,411

So, the new Book Value of the Bond is = 89,485,120

Coupon interest shall be taken into income on accrual basis. On maturity or disposal of the Bond
the relative amount of gain taken into RRA shall be reversed and adjusted accordingly.
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Statement (DB-5rv) Regarding Amortization & Revaluation of HFT Securities (Treasury Bills)
(To be submitted monthly along with Statement DB-5)
(Please use separate sheet for each week revaluation)

Name of the Bank :

Date of

Serial No. of | Date of Date of | Face value Offer value | Yield at the time Amortized Cost Market | Market Value | MTM G/LTo be
revaluation| the Security | Issue | Maturity ICost Price of acquisation Previous Present |Yield (%) Booked in P/L
IYTM (%)
a b c d e f g h i j k I=k-i
Authorized Officer:

Signature: Signature:
Name: Name:
Designation: Designation:
Phone: Phone:




Name of the Bank :

Statement (DB-5rv) Regarding Revaluation of HFT Securities (Treasury Bonds)
(To be submitted monthly along with Statement DB-5)

(Please use separate sheet for each week revaluation)

(Fig. In TK.)
Date of | Serial No. of the| Date of | Date of Face value Offer value Market Yield in % Market Value Amount To be
revaluation Security Issue | Maturity ICost Price | Previous | Present | Previous week | Present week Booked in P/L
a b c d e f g h i j k=j-i
Authorized Officer:
Signature: Signature:
Name: Name:
Designation: Designation:
Phone:

Phone:





