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l. SUMMARY

In March 2008, The Financial Accounting Standardard adopted Statement of Financial
Accounting Standards No. 1@RQisclosures about Derivative Instruments and Heddhativities
(FAS 161). The Statement, which amends FAS A88punting for Derivative Instruments and
Hedging Activitiesrequires all GAAP reporting entities to disclas®rmation intended to
enable financial statement users to understand:

1. How and why the entity uses derivative instruments

2. How derivative instruments are accounted for uriehe® 133,Accounting for Derivative
Instruments and Hedging Activities

3. How derivative instruments affect the entity’s iagal position, results of operations,
and cash flows.

The FASB has issued this Statement, in part, asgonse to the growing use and complexity of
derivative instruments over the past several yeaiditionally, there were concerns that the
existing disclosure requirements in FASB Statenimnt133 did not provide enough information
to convey in a meaningful way the purpose of derreause, in terms of the risks that an entity is
intending to manage.

The new disclosure guidance applies to all intexind annual reporting periods for which a
statement of financial position (e.g., balance ghead statement of financial performance (e.qg.,
income statement) are presented. Some of the ngmécant disclosure requirements include
the following:

* An entity's objectives for holding or using derivatinstruments and its strategies for
achieving those objectives discussed in the comtietkte instrument's primary underlying
risk exposure (e.g., interest rate risk, credk,iereign exchange rate risk, equity risk)

* The level of an entity's derivative activity (e.mtal notional amount of contracts
outstanding during the period)

* The location and fair value amounts of derivativetiuments, hedged items, and related
gains and losses in the balance sheet and incategrsnt, presented in a tabular format

* The existence and nature of credit-risk-relatedingent features and the circumstances in
which those features could be triggered in deneatinstruments that are in a net liability
position at the end of the reporting period

The scope of FAS 161 is identical to the scopeAs B33. Accordingly, FAS 161 applies to all
entities, including not-for-profit organizationsgfthed benefit pension plans, and mutual fund
companies that have the following:

* Derivative instruments described in paragraphso6fAS 133. These include: swaptions,
swaps, futures contracts, currency forward condrantd options (written and purchased)

* Non-derivative instruments that qualify and areigiested as hedging instruments pursuant
to paragraphs 37 and 42 of FAS 133

* Related hedged items designated in qualifying heglgglationships under FAS 133
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Paragraphs 6 -10 of FAS 133 state:

Derivative Instruments

6. A derivative instrument is a financial instrumentother contract with all three of the following
characteristics:

a. Ithas (1) one or more underlyings and (2) one oremotional amounts or payment provisions
or both. Those terms determine the amount of ttileiseent or settlements, and, in some cases,
whether or not a settlement is required.

b. It requires no initial net investment or an initiaét investment that is smaller than would be
required for other types of contracts that woulddsg@ected to have a similar response to changes
in market factors.

c. lIts terms require or permit net settlement, it caadily be settled net by a means outside the
contract, or it provides for delivery of an asdeatt puts the recipient in a position not
substantially different from net settlement.

7. Underlying, notional amount, and payment provisidn.underlying is a specified interest rate, setyuri
price, commodity price, foreign exchange rate, indéprices or rates, or other variable. An underty
may be a price or rate of an asset or liability [mihot the asset or liability itself. A notionahaunt is a
number of currency units, shares, bushels, pousrdsther units specified in the contract. The setint
of a derivative instrument with a notional amowntetermined by interaction of that notional amouwith
the underlying. The interaction may be simple mlittation, or it may involve a formula with leveiag
factors or other constants. A payment provisiorcijes a fixed or determinable settlement to be enad
the underlying behaves in a specified manner.

8. Initial net investment. Many derivative instrumergguire no initial net investment. Some require an
initial net investment as compensation for timeuggfor example, a premium on an option) or fontsr
that are more or less favorable than market condgi (for example, a premium on a forward purchase
contract with a price less than the current forwamice). Others require a mutual exchange of cuciea
or other assets at inception, in which case themetstment is the difference in the fair valuethefassets
exchanged. A derivative instrument does not recarir@itial net investment in the contract thaetpual to
the notional amount (or the notional amount plysgramium or minus a discount) or that is determibgd
applying the notional amount to the underlying.

9. Net settlement. A contract fits the descriptiopamagraph 6(c) if its settlement provisions meet ohthe
following criteria:

a. Neither party is required to deliver an asset tisadssociated with the underlying or that has a
principal amount, stated amount, face value, nunadfehares, or other denomination that is
equal to the notional amount (or the notional amtguins a premium or minus a discount). For
example, most interest rate swaps do not requaieefther party deliver interest-bearing assets
with a principal amount equal to the notional ambahthe contract.

b. One of the parties is required to deliver an asddéhe type described in paragraph 9(a), but there
is a market mechanism that facilitates net setti@nfer example, an exchange that offers a ready
opportunity to sell the contract or to enter into affsetting contract.

c. One of the parties is required to deliver an asdahe type described in paragraph 9(a), but that
asset is readily convertible to cash 5 or is itsetferivative instrument. An example of that type o
contract is a forward contract that requires deliyef an exchange-traded equity security. Even
though the number of shares to be delivered isémee as the notional amount of the contract
and the price of the shares is the underlying, ahange-traded security is readily convertible to
cash. Another example is a swaption—an optiondaire delivery of a swap contract, which is a
derivative
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The disclosure requirements of FAS 161 distingbistween derivatives which are accounted for
as “hedges” under FAS 133 and those that do ndifgé@r such accounting. For derivative
instruments designated as hedging instrumentgldéberiptions in the disclosure are required to
distinguish between those derivative instrumenssgihated as fair value hedges, cash flow
hedges, or net investment hedges. Entities may telgcovide additional information, such as
the various types of derivative instruments usethémage each type of primary underlying risk,
or the specific exposures within each underlyisg dategory (e.g., exposures to specific foreign
currencies).

Because most pension plans and other postretiresiceatints value their derivatives at fair
value and recognize changes in fair value throhghstatement of operations, they do not
qualify for FAS 133 hedge accounting. Accordingdyen though an entity’s investments in
derivatives may represent economic hedges, thegomgdered to be non-hedge transactions for
purposes of FAS 161 disclosufiene remainder of this paper, and the J.P. Morgarnpating
solution, assumes that derivatives are not treatedier the Hedge Accounting rules.

NOTE:

Accounting standards in this document include exfees to the original FASB statements as
well as the corresponding Accounting Standards f@adion (ASC). FASB ASC disassembled
and reassembled original accounting pronouncenferdsiding those of FASB, the EITF, and
the AICPA) to organize them under approximately@fics. Effective on July 1, 2009, FASB
ASC now uses a topical structure in which guidasagganized into areas, topics, subtopics and
subsections (e.g., 815-10-50-1).

Please note that this document has been preparedB. Morgan's clients for informational
purposes only and is subject to change. It is ndended to provide, and should not be relied
on for accounting, investment, tax or legal advickEP. Morgan clients should consult their
own accountants, lawyers or other experts for spiecdvice.
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Il. FAS 161 DISCLOSURES

Disclosure of Objectives and Strategies for Usingéivative Instruments (815-10-50-1)

FAS 161 amends paragraph 44 of FAS 133 to reqguienéty that holds or issues derivative
instruments to disclose its objectives for usirgnthand its strategies for achieving those
objectives. To encourage more transparent commiimrcaf how and why entities use
derivatives to manage their risks, the FASB (“tleail”) decided to require that the instruments
be discussed in the context of each instrumerite’gpoy underlying risk:

* Interest rate risk * Equity risk
* Credit risk e Commodity risk
* Foreign exchange rate risk * Other contracts

The Board clarified in its deliberations that desihg objectives and strategies for using
derivative instruments by primary underlying riskhe minimum required disclosure. Entities
may deem it appropriate to provide additional infation, such as information on different types
of derivative instruments used for each type ainay underlying risk.

Disclosure of an Entity's Volume of Derivative Actvity (815-10-50-4A)

An entity that holds or issues derivative instrutses also required to disclose information that
would enable users of its financial statementsienstand the volume of its derivative activity.
For example, information about an entity's volurhdexivative activity might include the total
notional amount of credit derivatives outstandingiray the period. Initially, the Board
considered requiring disclosure of the notional ane associated with derivative instruments.
However, many respondents to the exposure draétdstheir concern that notional amounts, in
and of themselves, have limited usefulness forcaithg the magnitude of the risks being
managed. The information on notional amounts cbeldisleading because the gross
presentation does not appropriately reflect theatfbf some common strategies. The Board
acknowledged the concerns about the limited use$sliof the disclosure of notional amounts,
but, they still believe that information about artig/’s volume of derivative activity is useful.
The Board ultimately decided to require a disclosuabout volume of activity, but, did not
prescribe a specific form and content.

Topic 815-10-50-1B states:

. . . an entity shall select the format and thecffies of disclosures relating to their volume efidative activity
that are most relevant and practicable for theidividual facts and circumstances.

Initial feedback, based on industry observatiorthas reporting entities may choose to utilize
notional held at the end of the reporting perio@werage notional (e.g., swaps) and average
contract amount outstanding (e.g., forward conshact
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Required Disclosure in Tabular Format (815-10-50-4A

FAS 161 requires a minimum of two disclosure talresach annual and interim reporting
period for which a balance sheet and income staterm@resented. These two tables should
include the following:

¢ | ocation and fair values of derivative instrumenduded in the balance sheet
* Location and amount of gains and losses on devieatistruments and related hedged items
included in the income statement

The derivative instruments are required to be ggesl by major type of instrument (e.g.,
interest rate contracts, foreign exchange contragisity contracts, commodity contracts, and
credit contracts). The Board decided to prescritabalar format for the disclosures because it
felt that using tables would improve the transpayesf the accounting for derivatives would
help users of financial statements understandfteets of derivatives on an entity’s financial
position, results of operations, and cash flows.

Balance Sheet Disclosures

FAS 161 requires disclosure of the fair value ant®wh derivatives and where those fair values
are reported in the balance sheet. FAS 161 is ppéise about the level of aggregation of fair
value amounts that should be included in the dssci®tables. In aggregating the fair values of
derivatives in the table:

* Derivative instruments in asset positions at the @frthe reporting period should be
presented separately from instruments in liabpibgitions at the end of the reporting period

* Derivative instruments should be presented on ssgoasis

* Collateral amounts associated with derivative umsnts should be excluded

The Board expressed its belief that disclosingditevalue amounts on a gross basis would help
users understand how and why an entity uses demviastruments. The Board was concerned
that disclosing information on a net basis couldkeniadifficult to analyze (1) the risks being
managed with derivatives and (2) the relationslefpvieen the fair values of derivatives and the
associated gains or losses reported. Because FAg(Gires the tabular disclosure to be
prepared on an instrument-by-instrument level bisisdisregards the effect of netting
arrangements and collateral positions, it is pdssiat individual amounts included in the
disclosure will not tie to the amounts presentethenbalance sheet. The Board accepted this
potential inconsistency between the gross amoustsoded in the footnote and those presented
net in the balance sheet because the alternatigdsabsing information on a net basis could
provide misleading information about the typesisks being managed with derivatives.

Although not required by FAS 161, entities may wasihance their FAS 161 disclosures
by including a reconciliation of the amounts in theclosure table to the amounts in the
balance sheet.
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Income Statement Disclosures

FAS 161 requires disclosure of the amount of gamslosses (realized gains/losses and change
in unrealized gains/losses) for derivative instrateeand related hedged items and where those
amounts are reported in the income statement. Bodure requirement includes tabular
presentation, provided in separate columns of gamalslosses by type of derivative contract
(e.g., interest rate contracts, foreign exchangeraots, equity contracts, commodity contracts,
credit contracts).

The income statement table does not require tludodisre of gains and losses on derivatives to
distinguish between those that exist at the entlefeporting period and those that are no longer
held at the end of the reporting period. In theasxpe draft, the Board proposed requiring
separate disclosure of the gains and losses basetiether the related derivative instrument
was held at period end. However, the Board detexdhthat such a disclosure would prove too
voluminous for entities to prepare and would nophdicularly useful to financial statement
users.

Disclosure of Existence and Nature of Contingent Bgures (815-10-50-4H)

FAS 161 requires entities to disclose informatibow the existence and nature of credit-risk-
related contingent features (e.g., a material agvelhnange clause or payment acceleration
clause) in derivative instruments for every anrara interim reporting period in which a
balance sheet is presented. These disclosuresientie following:

1. The existence and nature of credit-risk-relatedingent features and the circumstances
in which the features could be triggered in denxainstruments that are in a net liability
position at the end of the reporting period

2. The aggregate fair value amounts of derivativerimsents that contain credit-risk-related
contingent features that are in a net liabilityipos at the end of the reporting period

3. The aggregate fair value of assets that are alrpasid as collateral at the end of the
reporting period and the aggregate fair value dftaxhal assets that would be required
to be posted as collateral and/or the aggregatedhie of assets needed to settle the
instrument immediately, if the contingent featunese triggered

The disclosure is intended to provide informatibowt the timing and likelihood of those
contingencies occurring, and the magnitude of igaict that credit-risk-related contingency
features could have on an entity’s financial positiresults of operations, and cash flows,
particularly on an entity’s liquidity. Derivativestruments often contain credit-risk-related
contingent features that could result in an immedteayment to the counterparty. For example, a
material adverse change clause could provide thetegarty with the right to early terminate
the derivative agreement. Alternatively, it coutdyade a basis for renegotiating the agreement
if specific events occur, such as a downgrade@¢ttitity’s credit rating below investment

grade. These provisions may include an obligatigpast additional collateral in instances where
the credit-risk contingent feature is triggeredha counterparty is provided the right to
terminate the agreement early.
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Disclosure of Counterparty Credit Risk

FASB Statement No. 10Disclosures about Fair Value of Financial Instrune(originally

issued in December 1991), required that an entsiglase all significant concentrations of credit
risk arising from financial instruments. Howeveinaisity in practice has developed as to
whether those disclosure requirements should asapplied to derivative instruments. FAS 161
amends FAS 107 by adding a footnote to clarify theatvative instruments accounted for under
FAS 133 are include within the scope of FAS 107.

The amendment to FAS 107 states:

An entity shall disclose all significant concenioais of credit risk arising from &ft* financial instruments,
whether from an individual counterparty or grougscounterparties. Group concentrations of credskri
exist if a number of counterparties are engagesinnilar activities and have similar economic
characteristics that would cause their ability teet contractual obligations to be similarly affesttay
changes in economic or other conditions. The fdhgvghall be disclosed about each significant
concentration:

a. Information about the (shared) activity, regi@n,economic characteristic that identifies the
concentration

b. The maximum amount of loss due to credit riak thased on the gross fair value of the
financial instrument, the entity would incur if pias to the financial instruments that make up
the concentration failed completely to perform adaoug to the terms of the contracts and the
collateral or other security, if any, for the amduwlue proved to be of no value to the entity

c. The entity’s policy of requiring collateral oth®r security to support financial instruments
subject to credit risk, information about the eyiitaccess to that collateral or other security,
and the nature and a brief description of the delfal or other security supporting those
financial instruments

d. The entity’s policy of entering into mastertimgt arrangements to mitigate the credit risk of
financial instruments, information about the arramgents for which the entity is a party, and a
brief description of the terms of those arrangermsgimicluding the extent to which they would
reduce the entity’s maximum amount of loss dueetditcrisk.

3al Throughout this paragraph, the term financial instrents includes
derivative instruments accounted for under FASBe&tant No. 133,
Accounting for Derivative Instruments and Hedgirgjiities
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lll. WHAT YOU CAN EXPECT FROM J.P. MORGAN

To assist you in compiling the required tabulackiisure, J.P. Morgan has created a suite of
reports designed to provide complete detail-lemel summary-level (disclosure-ready)
information to support the required balance shedtiacome statement disclosures. For the
income statement disclosures, J.P. Morgan hasecréab separate summary tables, the first for
‘Change in Unrealized Gains and Losses’ and thergkfor ‘Realized Gains and Losses’. In
addition to the ‘Primary Risk Exposure Categori#iss presentation of the disclosure includes
the major categories of derivatives. The J.P. Momggorting solution includes the following
reports:

¢ Derivative Disclosures - Schedule of Investments
* Derivative Disclosures - Change in Unrealized Qaoss
¢ Derivative Disclosures - Realized Gain-Loss

J.P. Morgan has assigned a Risk Exposure Categaiy/derivative holdings in our clients’
accounts, including those required for the Reali@ath/Loss Income Statement disclosures.
This was accomplished by utilizing asset categtionadata for the derivatives in the

J.P. Morgan accounting system and mapping thes¢ esggories to one of the five Risk
Exposure Categories.

FAS 161 Report Guides
Please seAppendix: FAS 161 Report Guides a detailed overview of the FAS 161 reports
available through the J.P. Morgan ACCESS Web portal
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IV. FREQUENTLY ASKED QUESTIONS

What values are disclosed in the J.P. Morgan repaostfor each type of derivative?
The summary-level reporting level reporting diseloshe following:

Security/Financial Instrument Type Disclosure Value

Futures Contracts Total Unrealized Gain-Loss
Option — Written/Purchased Market Value

Swaps Total Unrealized Gain-Loss
Forward Currency Contracts Total Unrealized Gain-Loss

Why is the Total Unrealized Gain/Loss disclosed fofutures and swaps?

Won't this presentation differ from other balance seet disclosure for those assets?

Based on J.P. Morgan’s understanding of industsy peactices, the recommended disclosure
value for futures should be the total unrealizeid/tizss (as opposed to unsettled variation
margin) and for swaps it should also be the tatatalized gain/loss (as opposed to market value
based on notional amount). J.P. Morgan clientsIshmansult their own accountants, lawyers or
other experts for specific advice.

FAS 161 requires that derivatives be disclosed groas rather than net basis. It also requires
financial statement preparers to disregard theeéfenetting agreements and collateral
positions. The FASB did acknowledge that amounthigred in this disclosure will not tie to
other balance sheet presentations.

Will J.P. Morgan be able to support the additionalfootnote disclosures for derivative
volume, contingent features in derivatives and courrparty credit risk?

FASB decided not to prescribe a specific methodHerdisclosure of the Volume of Derivative
Activity. Management judgment and decision willleguired to determine the type and level of
detail of this disclosure. Should our clients eteatise notional amount held at the end of the
reporting period to meet this requirement, the respd.P. Morgan has prepared contains
notional/contract amounts for all derivative instients and could be used for this purpose.

J.P. Morgan does not receive or maintain the sodeitz required to assist clients with the
disclosures of contingent features or counterpenedit risk. Clients may wish to consult their
asset managers for support of this disclosure reonnt.
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How did J.P. Morgan map each derivative to one ofhe Risk Exposure Categories?

J.P. Morgan maintains a detailed asset classificdisting for derivatives. This detailed listing
was used to map to the Risk Exposure Categorytdlile below does not contain all of the
detailed asset classification that J.P. Morgan taais; however, at a less granular level it
demonstrates the basic matrix methodology thatusad to map each type of derivative to the

Risk Exposure Categories.

Security/Financial Instrument Type

Option — Written/Purchased
Equities

FAS 161 Risk Exposure Category

Equity Contracts

Indexes — Equity

Equity Contracts

Indexes — Debt

Interest Rate Contracts

Swaptions
Credit Default

Futures Classified by the type of underlying future
Currencies Foreign Exchange Contracts
Treasuries Interest Rate Contracts

Credit Contracts

Interest Rate

Interest Rate Contracts

Total Return

Classified by the type of underlying

Currenc

Credit Default

Foreign Exchange Contracts

Credit Contracts

Interest Rate

Interest Rate Contracts

Total Return

Classified by the type of underlying
security

Currenc
Futures Contracts
Treasuries

Foreign Exchange Contracts

Interest Rate Contracts

Municipal Bond Indexes

Interest Rate Contracts

Equity Indexes

Equity Contracts

Commodities

Commodity Contracts

Individual Stocks

Equity Contracts

Foreign Bonds

Interest Rate Contracts

Forward Currency Contracts

Foreign Exchange Contracts

How do | obtain access to the FAS 161 reports?

Clients with access to J.P. Morgan’s Views Portfdtieporting system (available through the
J.P. Morgan ACCESY Web portal) will receive entitlement to the thfe&S 161 disclosure
reports. If you do not have access to the systedo oot have entitlement to these reports,
please contact your Relationship Manager or Clsavice Representative.

How long after the fiscal year-end period will thes reports and data for these reports be
available?

The reports and the data for the reports can biéahleas early as the business day following
your fiscal-year-end accounting close.
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V. APPENDIX: FAS 161 REPORT GUIDES

FAS 161 Report Guide — Derivatives Disclosure
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