
Original 
Pronouncements

as amended

Financial Accounting Standards Board

Statement of Financial Accounting  
Standards  No. 161

Disclosures about Derivative Instruments
and Hedging Activities

an amendment of FASB Statement No. 133

Copyright © 2010 by Financial Accounting Foundation. All rights reserved. 
Content copyrighted by Financial Accounting Foundation may not be repro-
duced, stored in a retrieval system, or transmitted, in any form or by any 
means, electronic, mechanical, photocopying, recording, or otherwise, with-
out the prior written permission of the Financial Accounting Foundation. 



Statement of Financial Accounting Standards No. 161
Disclosures about Derivative Instruments
and Hedging Activities

an amendment of FASB Statement No. 133

STATUS

Issued: March 2008

Effective Date: For financial statements issued for fiscal years and interim periods beginning after
November 15, 2008

Affects: Amends APB 28, paragraph 30
Amends FAS 52, paragraph 30
Amends FAS 107, paragraph 15A
Amends FAS 133, paragraphs 44 and 45
Adds FAS 133, paragraphs 44C through 44E and 205A through 205I

Affected by: Paragraph 7 amended by FSP FAS 133-1/FIN 45-4, paragraph A3
Paragraph B1 amended by FAS 162, paragraph B10

SUMMARY

Why Is the FASB Issuing This Statement and When Is It Effective?

The use and complexity of derivative instruments and hedging activities have increased significantly over
the past several years. Constituents have expressed concerns that the existing disclosure requirements in FASB
Statement No. 133, Accounting for Derivative Instruments and Hedging Activities, do not provide adequate
information about how derivative and hedging activities affect an entity’s financial position, financial perform-
ance, and cash flows. Accordingly, this Statement requires enhanced disclosures about an entity’s derivative
and hedging activities and thereby improves the transparency of financial reporting. This Statement is effective
for financial statements issued for fiscal years and interim periods beginning after November 15, 2008, with
early application encouraged. This Statement encourages, but does not require, comparative disclosures for
earlier periods at initial adoption.

What Is the Scope of This Statement?

This Statement has the same scope as Statement 133. Accordingly, this Statement applies to all entities.

How Will This Statement Change Current Practice?

This Statement changes the disclosure requirements for derivative instruments and hedging activities. Enti-
ties are required to provide enhanced disclosures about (a) how and why an entity uses derivative instruments,
(b) how derivative instruments and related hedged items are accounted for under Statement 133 and its related
interpretations, and (c) how derivative instruments and related hedged items affect an entity’s financial posi-
tion, financial performance, and cash flows.
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How Does This Statement Improve Financial Reporting?

This Statement is intended to enhance the current disclosure framework in Statement 133. The Statement
requires that objectives for using derivative instruments be disclosed in terms of underlying risk and account-
ing designation. This disclosure better conveys the purpose of derivative use in terms of the risks that the entity
is intending to manage. Disclosing the fair values of derivative instruments and their gains and losses in a tabu-
lar format should provide a more complete picture of the location in an entity’s financial statements of both the
derivative positions existing at period end and the effect of using derivatives during the reporting period. Dis-
closing information about credit-risk-related contingent features should provide information on the potential
effect on an entity’s liquidity from using derivatives. Finally, this Statement requires cross-referencing within
the footnotes, which should help users of financial statements locate important information about derivative
instruments.

What Is the Effect of This Statement on Convergence with International Financial Reporting
Standards?

In August 2005, the International Accounting Standards Board issued International Financial Reporting
Standard (IFRS) 7, Financial Instruments: Disclosures. The scope of IFRS 7 includes all financial instruments,
not just derivative instruments. The FASB decided to limit the scope of its disclosure project to derivative in-
struments because of its desire to not delay the improved transparency about the location and amounts of de-
rivative instruments in an entity’s financial statements. The FASB may consider a longer term project to im-
prove disclosures about all financial instruments and to achieve greater convergence with IFRS 7 in the future.

FAS161 FASB Statement of Standards

FAS161–2



Statement of Financial Accounting Standards No. 161

Disclosures about Derivative Instruments and Hedging Activities

an amendment of FASB Statement No. 133

Paragraph
Numbers

Objective. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1
Standards of Financial Accounting and Reporting:

Scope . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
Amendments to Statement 133. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3
Amendment to Statement 52 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4
Amendment to Statement 107 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5
Amendment to Opinion 28 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6
Effective Date and Transition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7–8

Appendix A: Background Information and Basis for Conclusions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A1−A77
Appendix B: Effect on Related Literature . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B1–B4

OBJECTIVE

1. FASB Statement No. 133, Accounting for Deriva-
tive Instruments and Hedging Activities, establishes,
among other things, the disclosure requirements for
derivative instruments and for hedging activities.
This Statement amends and expands the disclosure
requirements of Statement 133 with the intent to pro-
vide users of financial statements with an enhanced
understanding of:

a. How and why an entity uses derivative instruments
b. How derivative instruments and related hedged

items are accounted for under Statement 133 and
its related interpretations

c. How derivative instruments and related hedged
items affect an entity’s financial position, finan-
cial performance, and cash flows.

To meet those objectives, this Statement requires
qualitative disclosures about objectives and strategies
for using derivatives, quantitative disclosures about
fair value amounts of and gains and losses on deriva-
tive instruments, and disclosures about credit-risk-
related contingent features in derivative agreements.

STANDARDS OF FINANCIALACCOUNTING
AND REPORTING

Scope

2. This Statement has the same scope as State-
ment 133. Accordingly, this Statement applies to all
entities. This Statement applies to all derivative in-
struments, including bifurcated derivative instru-
ments (and nonderivative instruments that are desig-
nated and qualify as hedging instruments pursuant to
paragraphs 37 and 42 of Statement 133) and related
hedged items accounted for under Statement 133 and
its related interpretations.

Amendments to Statement 133

3. Statement 133 is amended as follows: [Added text
is underlined and deleted text is struck out.]

a. Paragraph 44:

An entity with derivative instruments shall dis-
close information to enable users of the financial
statements to understand:

a. How and why an entity uses derivative
instruments

FAS161Disclosures about Derivative Instruments
and Hedging Activities
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b. How derivative instruments and related
hedged items are accounted for under this
Statement and related interpretations

c. How derivative instruments and related
hedged items affect an entity’s financial po-
sition, financial performance, and cash
flows.

An entity that holds or issues derivative instru-
ments (or nonderivative instruments that are
designated and qualify as hedging instruments
pursuant to paragraphs 37 and 42)12a1 shall dis-
close the following for every annual and interim
reporting period for which a statement of finan-
cial position and statement of financial perform-
ance are presented:

(1) Iits objectives for holding or issuing those
instruments, the context needed to under-
stand those objectives, and its strategies for
achieving those objectives. Information
about those instruments shall be disclosed
in the context of each instrument’s primary
underlying risk exposure (for example, in-
terest rate, credit, foreign exchange rate, in-
terest rate and foreign exchange rate, or
overall price)The description shall distin-
guish between derivative instruments (and
nonderivative instruments) designated as
fair value hedging instruments, derivative
instruments designated as cash flow hedg-
ing instruments, derivative instruments
(and nonderivative instruments) desig-
nated as hedging instruments for hedges of
the foreign currency exposure of a net in-
vestment in a foreign operation, and all
other derivatives. The description also shall
indicate the entity’s risk management
policy for each of those types of hedges,
including a description of the items or
transactions for which risks are hedged.
Further, those instruments shall be distin-
guished between those used for risk man-
agement purposes and those used for other
purposes. Derivative instruments used for
risk management purposes include those
designated as hedging instruments under
this Statement as well as those used as eco-
nomic hedges and for other purposes re-
lated to the entity’s risk exposures. For de-
rivative instruments designated as hedging
instruments under this Statement, the de-
scription shall distinguish between deriva-
tive instruments designated as fair value

hedging instruments, derivative instru-
ments designated as cash flow hedging in-
struments, and derivative instruments des-
ignated as hedging instruments of the
foreign currency exposure in a net invest-
ment in a foreign operation. For derivative
instruments not designated as hedging in-
struments under this Statement, the de-
scription shall indicate the purpose of the
derivative activity.

(2) Information that would enable users of its
financial statements to understand the vol-
ume of its derivative activity. Entities shall
select the format and the specifics of dis-
closures relating to their volume of deriva-
tive activity that are most relevant and
practicable for their individual facts and
circumstances.

Qualitative disclosures about an entity’s objec-
tives and strategies for using derivative instru-
ments may be more meaningful if such objec-
tives and strategies are described in the context
of an entity’s overall risk exposures relating to
interest rate risk, foreign currency exchange rate
risk, commodity price risk, credit risk, and eq-
uity price risk. Those additional qualitative dis-
closures, if made, should include a discussion of
those exposures even though the entity does not
manage some of those exposures by using de-
rivative instrumentsoverall risk management
profile. If appropriate,Aan entity is encouraged,
but not required, to provide such additional
qualitative disclosures about those risks and how
they are managed.

12a1Throughout this paragraph, the term derivative instru-
ment(s) includes nonderivative instruments that are designated
and qualify as hedging instruments pursuant to paragraphs 37
and 42.

b. Paragraphs 44C–44E are added as follows:

44C. An entity that holds or issues derivative
instruments (and nonderivative instruments that
are designated and qualify as hedging instru-
ments pursuant to paragraphs 37 and 42)12a2

shall disclose for every annual and interim re-
porting period for which a statement of financial
position and statement of financial performance
are presented:

a. The location and fair value amounts12a3 of
derivative instruments reported in the state-
ment of financial position.

FAS161 FASB Statement of Standards
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(1) The fair value of derivative instruments
shall be presented on a gross basis,
even when the derivative instruments
are subject to master netting arrange-
ments and qualify for net presentation
in the statement of financial position in
accordance with FASB Interpretation
No. 39, Offsetting of Amounts Related
to Certain Contracts. Cash collateral
payables and receivables associated
with the derivative instruments shall
not be added to or netted against the
fair value amounts.

(2) Fair value amounts shall be presented
as separate asset and liability values
segregated between derivatives that are
designated and qualifying as hedging
instruments under this Statement and
those that are not. Within each of those
two broad categories (designated and
qualifying hedges versus those that are
not), fair value amounts shall be pre-
sented separately by type of derivative
contract—for example, interest rate
contracts, foreign exchange contracts,
equity contracts, commodity contracts,
credit contracts, other contracts, and so
forth.

(3) The disclosure shall identify the line
item(s) in the statement of financial po-
sition in which the fair value amounts
for these categories of derivative in-
struments are included.

See Example 2 in the disclosures section of
Appendix B of this Statement for an illustra-
tion of the disclosure of fair value amounts
of derivative instruments reported in the
statement of financial position.

b. The location and amount of the gains and
losses reported in the statement of financial
performance (or when applicable, the state-
ment of financial position, for example,
gains and losses initially recognized in other
comprehensive income [OCI]) on derivative
instruments and related hedged items. Gains
and losses shall be presented separately for:
(1) Derivative instruments designated and

qualifying as hedging instruments in
fair value hedges and related hedged
items designated and qualifying in fair
value hedges.

(2) The effective portion of gains and
losses on derivative instruments desig-

nated and qualifying in cash flow
hedges and net investment hedges that
was recognized in OCI during the cur-
rent period.

(3) The effective portion of gains and
losses on derivative instruments desig-
nated and qualifying in cash flow
hedges and net investment hedges re-
corded in accumulated other compre-
hensive income during the term of the
hedging relationship and reclassified
into earnings during the current period.

(4) The portion of gains and losses on de-
rivative instruments designated and
qualifying in cash flow hedges and
net investment hedges representing
(a) the amount of the hedges’ ineffec-
tiveness and (b) the amount, if any, ex-
cluded from the assessment of hedge
effectiveness.

(5) Derivative instruments not designated
or qualifying as hedging instruments
under this Statement.

The above information shall be presented
separately by type of derivative contract, for
example, interest rate contracts, foreign ex-
change contracts, equity contracts, commod-
ity contracts, credit contracts, other con-
tracts, and so forth. The disclosure shall
identify the line item(s) in the statement of
financial performance in which the gains
and losses for these categories of derivative
instruments are included.

The quantitative disclosures required by sub-
paragraphs (a) and (b) above shall be presented
in tabular format except for the information
required for hedged items by subpara-
graph 44C(b)(1). Information about hedged
items can be presented in a tabular or nontabular
format. (See Example 1 in the disclosures sec-
tion of Appendix B of this Statement for an
illustration of a nontabular presentation.) See
Example 2 in the disclosures section of Appen-
dix B of this Statement for an illustration of the
disclosures about the gains and losses on deriva-
tive instruments reported in the statement of fi-
nancial performance.

c. For derivative instruments that are not desig-
nated or qualifying as hedging instruments
under this Statement, if an entity’s policy is
to include those derivative instruments in its
trading activities (for example, as part of its
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trading portfolio that includes both deriva-
tive and nonderivative or cash instruments),
the entity can elect to not separately disclose
gains and losses as required by subpara-
graph 44C(b)(5) above provided that the en-
tity discloses all of the following:
(1) The gains and losses on its trading ac-

tivities (including both derivative and
nonderivative instruments) recognized
in the statement of financial perform-
ance, separately by major types of
items (such as fixed income/interest
rates, foreign exchange, equity, com-
modity, and credit)

(2) The line items in the statement of fi-
nancial performance in which trading
activities gains and losses are included

(3) A description of the nature of its trad-
ing activities and related risks, and how
the entity manages those risks.

See Example 2 in the disclosures section of
Appendix B of this Statement for an illustra-
tion of the information required in items (1)
and (2) above.

44D. An entity that holds or issues derivative in-
struments (or nonderivative instruments that are
designated and qualify as hedging instruments
pursuant to paragraphs 37 and 42)12a4 shall dis-
close for every annual and interim reporting pe-
riod for which a statement of financial position
is presented:

a. The existence and nature of credit-risk-
related contingent features and the circum-
stances in which the features could be trig-
gered in derivative instruments that are in a
net liability position at the end of the report-
ing period

b. The aggregate fair value amounts12a5 of de-
rivative instruments that contain credit-risk-
related contingent features that are in a net li-
ability position at the end of the reporting
period

c. The aggregate fair value of assets that are al-
ready posted as collateral at the end of the re-
porting period and (1) the aggregate fair
value of additional assets that would be re-
quired to be posted as collateral and/or (2)
the aggregate fair value of assets needed to
settle the instrument immediately, if the
credit-risk-related contingent features were
triggered at the end of the reporting period.

See Example 3 in the disclosures section of Ap-
pendix B of this Statement for an illustration of a
credit-risk-related contingent feature disclosure.

44E. If information on derivative instruments
(or nonderivative instruments that are desig-
nated and qualify as hedging instruments pursu-
ant to paragraphs 37 and 42) is disclosed in more
than a single footnote, an entity shall cross-
reference from the derivative footnote to other
footnotes in which derivative-related informa-
tion is disclosed.

12a2See footnote 12a1.
12a3Amounts required to be reported for nonderivative instru-
ments that are designated and qualify as hedging instruments
pursuant to paragraphs 37 and 42 shall be the carrying value of
the nonderivative hedging instrument, which includes the ad-
justment for the foreign currency transaction gain or loss on
that instrument.
12a4See footnote 12a1.
12a5See footnote 12a3.

c. Paragraph 45, as amended:

An entity’s disclosures for every annual and
interim reporting period for which a statement
of financial position and a statement of finan-
cial performance arecomplete set of financial
statements is presented also shall include the
following:

Fair value hedges

a. For derivative instruments, as well as non-
derivative instruments that may give rise to
foreign currency transaction gains or losses
under Statement 52, that have been desig-
nated and have qualified as fair value hedg-
ing instruments and for the related hedged
items:
(1) The net gain or loss recognized in earn-

ings during the reporting period repre-
senting (a) the amount of the hedges’in-
effectiveness and (b) the component of
the derivative instruments’ gain or loss,
if any, excluded from the assessment of
hedge effectiveness, and a description
of where the net gain or loss is reported
in the statement of income or other
statement of financial performance.

(2) The amount of net gain or loss recog-
nized in earnings when a hedged firm
commitment no longer qualifies as a
fair value hedge.

FAS161 FASB Statement of Standards

FAS161–6



Cash flow hedges

b. For derivative instruments that have been
designated and have qualified as cash flow
hedging instruments and for the related
hedged transactions:
(1) The net gain or loss recognized in

earnings during the reporting period
representing (a) the amount of the
hedges’ ineffectiveness and (b) the
component of the derivative instru-
ments’ gain or loss, if any, excluded
from the assessment of hedge effec-
tiveness, and a description of where the
net gain or loss is reported in the state-
ment of income or other statement of
financial performance.

(2) A description of the transactions or
other events that will result in the re-
classification into earnings of gains and
losses that are reported in accumulated
other comprehensive income, and the
estimated net amount of the existing
gains or losses at the reporting date that
is expected to be reclassified into earn-
ings within the next 12 months.

(3) The maximum length of time over
which the entity is hedging its exposure
to the variability in future cash flows for
forecasted transactions excluding those
forecasted transactions related to the
payment of variable interest on existing
financial instruments.

(4) The amount of gains and losses reclas-
sified into earnings as a result of the dis-
continuance of cash flow hedges be-
cause it is probable that the original
forecasted transactions will not occur
by the end of the originally specified
time period or within the additional pe-
riod of time discussed in paragraph 33.

Hedges of the net investment in a foreign
operation

c. For derivative instruments, as well as non-
derivative instruments that may give rise to
foreign currency transaction gains or losses
under Statement 52, that have been desig-
nated and have qualified as hedging instru-
ments for hedges of the foreign currency ex-
posure of a net investment in a foreign
operation, the net amount of gains or losses
included in the cumulative translation ad-
justment during the reporting period.

The quantitative disclosures about derivative in-
struments may be more useful, and less likely to
be perceived to be out of context or otherwise
misunderstood, if similar information is dis-
closed about other financial instruments or non-
financial assets and liabilities to which the de-
rivative instruments are related by activity.
Accordingly, in those situations, an entity is en-
couraged, but not required, to present a more
complete picture of its activities by disclosing
that information.

d. Paragraphs 205A–205I and the related headings
are added as follows:

Section 4: Examples Illustrating Application
of Certain Disclosure Requirements

205A. The following examples that illustrate
the application of this Statement do not address
all possible ways of applying the disclosure re-
quirements of this Statement. Also, the ex-
amples illustrate certain, but not all, of the dis-
closure requirements of this Statement. The
examples reflect the overall objectives of the
disclosures required by this Statement: (a) how
and why an entity uses derivatives, (b) how de-
rivatives and related hedged items are accounted
for, and (c) how derivatives and related hedged
items affect an entity’s financial position, finan-
cial performance, and cash flows. An entity
should consider those overall objectives in pro-
viding the disclosures required in this Statement.

Example 1: Disclosure of Objectives and
Strategies for Using Derivative Instruments by
Underlying Risk

205B. In addition to the existing disclosures in
paragraph 44 that require information by ac-
counting designation, this Statement requires
that qualitative information also be provided by
underlying risks. The example below illustrates
the implementation of these qualitative require-
ments, including volume of activity, and also in-
cludes a nontabular presentation of the quantita-
tive information about the hedged items in fair
value hedges as permitted by paragraph 44C.

The Company is exposed to certain risks re-
lating to its ongoing business operations.
The primary risks managed by using deriva-
tive instruments are commodity price risk
and interest rate risk. Forward contracts on

FAS161Disclosures about Derivative Instruments
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various commodities are entered into to
manage the price risk associated with fore-
casted purchases of materials used in the
company’s manufacturing process. Interest
rate swaps are entered into to manage inter-
est rate risk associated with the Company’s
fixed-rate borrowings.

SFAS No. 133 requires companies to recog-
nize all derivative instruments as either as-
sets or liabilities at fair value in the statement
of financial position. In accordance with
SFAS No. 133, the Company designates
commodity forward contracts as cash flow
hedges of forecasted purchases of commodi-
ties and interest rate swaps as fair value
hedges of fixed-rate borrowings.

Cash flow hedges

For derivative instruments that are desig-
nated and qualify as a cash flow hedge, the
effective portion of the gain or loss on the
derivative is reported as a component of
other comprehensive income and reclassi-
fied into earnings in the same period or peri-
ods during which the hedged transaction
affects earnings. Gains and losses on the de-

rivative representing either hedge ineffec-
tiveness or hedge components excluded
from the assessment of effectiveness are rec-
ognized in current earnings.

As of December 31, 20XX, the Company
had the following outstanding commodity
forward contracts that were entered into to
hedge forecasted purchases:

Fair value hedges

For derivative instruments that are desig-
nated and qualify as a fair value hedge, the
gain or loss on the derivative as well as the
offsetting loss or gain on the hedged item at-
tributable to the hedged risk are recognized
in current earnings. The Company includes
the gain or loss on the hedged items (that is,
fixed-rate borrowings) in the same line
item—interest expense—as the offsetting
loss or gain on the related interest rate swaps
as follows:

As of December 31, 20XX, the total no-
tional amount of the Company’s receive-
fixed/pay-variable interest rate swaps was
$XXX million.

For information on the location and amounts
of derivative fair values in the statement of
financial position and derivative gains and
losses in the statement of financial perform-
ance, see the tabular information presented
in Example 2 below.

Example 2: Disclosure in Tabular Format of
Fair Value Amounts, and Gains and Losses
on Derivative Instruments and Related
Hedged Items

205C. This example illustrates the disclosure in
tabular format of fair value amounts of deriva-
tive instruments and gains and losses on deriva-
tive instruments as required by paragraph 44C
of this Statement. This example is presented in
two sections: (a) implementation guidance re-
lated to the tables and (b) examples of the quan-
titative tables.

FAS161 FASB Statement of Standards

FAS161–8



Implementation guidance related to
disclosure tables

205D. If a proportion of the derivative instru-
ment is designated and qualifying as a hedging
instrument and a proportion is not designated
and qualifying as a hedging instrument, an entity
would allocate the related amounts to the appro-
priate categories within the disclosure table.

205E. The disclosure table examples below
provide quantitative information about deriva-
tive instruments. However, in many instances,
the use of derivative instruments in an entity’s
risk management strategies represents only a
portion of the instruments used for that purpose.
As permitted in paragraph 44C(c), an entity can
elect to disclose information about certain de-
rivatives included in an entity’s trading activities
in separate disclosures outside the required tabu-
lar format. If the option is elected, the entity
would need to include a footnote in the required
tables referencing the use of alternative disclo-
sures for trading activities.

205F. Not-for-profit organizations within the
scope of the AICPA Audit and Accounting
Guide, Health Care Organizations, should
present a similarly formatted table. Those organ-
izations would refer to amounts within their per-
formance indicator, instead of in income, and
amounts outside their performance indicator, in-
stead of in other comprehensive income. Other
not-for-profit organizations would disclose the
gain or loss recognized in changes in net assets
using a similar format. All not-for-profit organi-
zations also would indicate which class or
classes of net assets (unrestricted, tempo-
rarily restricted, or permanently restricted) are
affected.

205G. The major types of derivative instru-
ments presented in the tabular examples below
are for illustrative purposes. Entities need to ex-
ercise judgment in identifying their major types
of derivative instruments that may require addi-
tional line items in the tabular disclosures.
[Note: For ease of reading the new tables, the
underlining has been omitted.]
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Tabular disclosure of nondesignated/
nonqualifying derivative instruments that
are included in an entity’s trading activity

205H. This example illustrates one approach
for presenting the quantitative information re-
quired under paragraph 44C(c) when an entity
elects the alternative disclosure for gains and
losses on derivative instruments included in its
trading activities. The example does not address

all possible ways of complying with the alterna-
tive disclosure requirements under para-
graph 44C(c). Many entities already include the
required information about their trading activi-
ties in other disclosures within the financial
statements. According to paragraph 44E, an en-
tity that discloses the required information in
other disclosures would need to provide a cross-
reference from the derivative footnote to other
footnotes in which trading derivative-related in-
formation is included.

Example 3: Disclosure of Contingent
Features in Derivative Instruments

205I. This example illustrates the disclosure of
credit-risk-related contingent features in deriva-
tive instruments as required by paragraph 44D
of this Statement.

Contingent features

Certain of the Company’s derivative instru-
ments contain provisions that require the

Company’s debt to maintain an investment
grade credit rating from each of the major
credit rating agencies. If the Company’s debt
were to fall below investment grade, it
would be in violation of these provisions,
and the counterparties to the derivative in-
struments could request immediate payment
or demand immediate and ongoing full over-
night collateralization on derivative instru-
ments in net liability positions. The aggre-
gate fair value of all derivative instruments
with credit-risk-related contingent features
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that are in a liability position on Decem-
ber 31, 2009, is $XX million for which the
Company has posted collateral of $X mil-
lion in the normal course of business. If the
credit-risk-related contingent features under-
lying these agreements were triggered on
December 31, 2009, the Company would be
required to post an additional $XX million
of collateral to its counterparties.

Amendment to Statement 52

4. FASB Statement No. 52, Foreign Currency
Translation, is amended as follows:

a. Paragraph 30, as amended:

The aggregate transaction gain or loss included
in determining net income for the period shall be
disclosed in the financial statements or notes
thereto. For that disclosure, gains and losses on
derivative instruments shall comply with para-
graph 45 of Statement 133. Certain enterprises,
primarily banks, are dealers in foreign exchange.
Although certain gains or losses from dealer
transactions may fit the definition of transaction
gains or losses in this Statement, they may be
disclosed as dealer gains or losses rather than as
transaction gains or losses.

Amendment to Statement 107

5. FASB Statement No. 107, Disclosures about
Fair Value of Financial Instruments, is amended as
follows:

a. Paragraph 15A, as added:

Except as indicated in paragraph 15B, an entity
shall disclose all significant concentrations of
credit risk arising from all financial instru-
ments,3a1 whether from an individual counter-
party or groups of counterparties. Group con-
centrations of credit risk exist if a number of
counterparties are engaged in similar activi-
ties and have similar economic characteris-
tics that would cause their ability to meet con-
tractual obligations to be similarly affected by
changes in economic or other conditions. The
following shall be disclosed about each signifi-
cant concentration:

a. Information about the (shared) activity, re-
gion, or economic characteristic that identi-
fies the concentration

b. The maximum amount of loss due to credit
risk that, based on the gross fair value of the
financial instrument, the entity would incur
if parties to the financial instruments that
make up the concentration failed completely
to perform according to the terms of the con-
tracts and the collateral or other security, if
any, for the amount due proved to be of no
value to the entity

c. The entity’s policy of requiring collateral or
other security to support financial instru-
ments subject to credit risk, information
about the entity’s access to that collateral or
other security, and the nature and a brief de-
scription of the collateral or other security
supporting those financial instruments

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

3a1Throughout this paragraph, the term financial instruments
includes derivative instruments accounted for under FASB
Statement No. 133, Accounting for Derivative Instruments and
Hedging Activities.

Amendment to Opinion 28

6. APB Opinion No. 28, Interim Financial Report-
ing, is amended as follows:

a. Paragraph 30(m) is added as follows:

The information about derivative instruments as
required by FASB Statement No. 161, Disclo-
sures about Derivative Instruments and Hedg-
ing Activities.

Effective Date and Transition

7. This Statement shall be effective for quarterly in-
terim periods beginning after November 15, 2008,
and fiscal years that include those quarterly interim
periods. In the first fiscal year that this Statement is
applied, the disclosures may omit information related
to quarterly interim periods that began on or before
November 15, 2008. An entity shall clearly identify
the periods covered by these disclosures. For ex-
ample, an entity with a March 31 fiscal year-end shall
provide the disclosures for its fourth quarter interim
period ending March 31, 2009, in its 2009 annual fi-
nancial statements. Early application is encouraged.
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8. This Statement encourages but does not require
disclosures for earlier periods presented for compara-
tive purposes at initial adoption. In years after initial
adoption, this Statement requires comparative disclo-
sures only for periods subsequent to initial adoption.
For example, a December 31, 2009, calendar-year
entity would present annual comparative disclosures

for 2009 beginning in the December 31, 2010, state-
ment of financial position. If the entity presents three-
year comparative statements of financial perform-
ance, its financial report for year-end 2010 would
require comparative income statement disclosures
for 2009 but not for 2008.

The provisions of this Statement need
not be applied to immaterial items.

This Statement was adopted by the unanimous vote of the seven members of the Financial Accounting
Standards Board:

Robert H. Herz,
Chairman

George J. Batavick

G. Michael Crooch
Thomas J. Linsmeier
Leslie F. Seidman

Lawrence W. Smith
Donald M. Young
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Introduction

A1. This appendix summarizes the Board’s consid-
erations in reaching the conclusions in this State-
ment. It includes reasons why the Board accepted
particular approaches and rejected others. Individual
Board members gave greater weight to some factors
than to others.

Background Information

A2. Statement 133 was issued in 1998 and was ef-
fective for financial statements for fiscal years begin-
ning after June 15, 2000. It establishes standards of
financial reporting and accounting for derivative in-
struments and hedging activities. Statement 133 pro-
vides comprehensive disclosure requirements for de-
rivative instruments and hedging activities and
supersedes FASB Statements No. 105, Disclosure of
Information about Financial Instruments with Off-
Balance-Sheet Risk and Financial Instruments with
Concentrations of Credit Risk, and No. 119, Disclo-
sure about Derivative Financial Instruments and
Fair Value of Financial Instruments.

A3. Certain disclosures from Statements 105 and
119 were incorporated into Statement 133. However,
many disclosures were not carried forward to ease
the implementation of Statement 133. Additionally,
at that time the Board believed that the improved ac-
counting requirements would satisfy users’ informa-
tion needs, thus eliminating the need for certain dis-
closures. Since Statement 133’s issuance, however,
its disclosure requirements have been criticized for
not providing adequate information about derivative
instruments and hedging activities.

A4. In March 2005, the Board agreed to add a
project to its agenda to reconsider the disclosure re-
quirements of Statement 133, specifically because of
constituent concerns that those requirements do not

provide adequate information on the effect that de-
rivatives have on an entity’s financial position, finan-
cial performance, and cash flows. The Board has ad-
dressed many of these concerns in developing the
objectives and enhanced disclosure framework in-
cluded in this Statement.

A5. In December 2006, the Board issued an Expo-
sure Draft, Disclosures about Derivative Instruments
and Hedging Activities, for an 85-day comment pe-
riod. Sixty-three organizations and individuals re-
sponded to the Exposure Draft. The Board consid-
ered the comments received during its redeliberations
of the issues addressed by the Exposure Draft in four
public Board meetings during May, July, September,
and December 2007. The Board concluded that it
could reach informed decisions on the basis of exist-
ing information without a public hearing.

Scope

A6. The Board decided that the scope of this State-
ment should be the same as that of Statement 133.
Accordingly, this Statement applies to all entities. All
entities include, but are not limited to, not-for-profit
organizations, defined benefit pension plans, and mu-
tual fund companies. The Board further decided that
the scope should be limited to derivative instruments
(or nonderivative instruments, when applicable) ac-
counted for under Statement 133, as well as hedged
items designated in a qualifying hedging relationship
(hereafter referred to as related hedged items) under
Statement 133. An embedded derivative separated
from a host contract and accounted for as a derivative
instrument pursuant to the guidance in Statement 133
is included in the scope of this Statement. However, a
hybrid instrument that an entity measures at fair
value in its entirety is not included in the scope of this
Statement even if that instrument would be required
under paragraph 12 of Statement 133 to be separated
into a host contract and a derivative instrument.
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A7. In developing the scope, the Board talked to
various constituent groups, including the Financial
Accounting Standards Advisory Council and a group
of financial statement users assembled specifically to
solicit input on the project. The general view of those
groups was that the project should focus on providing
enhanced disclosures about derivative instruments
and the related hedged items to help users of financial
statements better understand why an entity uses de-
rivatives in the context of an entity’s risk exposures.
They further said that those disclosures would pro-
vide important information on the effect that using
derivatives has on an entity’s financial position, fi-
nancial performance, and the timing, amount, and
uncertainty of an entity’s future cash flows.

A8. The Board agreed with those views and specifi-
cally acknowledged that the scope of this project
should result in disclosures that provide information
on (a) why entities enter into derivative instruments,
(b) how those instruments modify the risks that the
entity is facing, and (c) where in the financial state-
ments those risk management effects are reported.
The Board concluded that to address those issues, the
project’s scope should encompass all derivative in-
struments accounted for under Statement 133 and the
related hedged items.

A9. The Board also considered other scope alterna-
tives in its deliberations. One alternative would have
encompassed all financial instruments. Certain Board
members favored this broad scope alternative. They
stated that it would provide a more accurate descrip-
tion of an entity’s overall risk profile, because risks
an entity fails to manage with derivatives are just as
important as the risks they have purposely attempted
to manage. In addition, those Board members
pointed out that derivative instruments could be part
of a larger hedging or risk management strategy and
it would be misleading to provide information
about only derivative-related risks without providing
disclosures about risks associated with all financial
instruments.

A10. While the Board acknowledged those con-
cerns, it decided that such a broad scope could result
in a long-term project and therefore would not pro-
vide the timely transparency on derivative instru-
ments and related hedged items that is desired by us-
ers of financial statements. Furthermore, such a
broad scope would require bringing into one standard
the disclosures that already are required in other ac-
counting literature, which many feel is unnecessary
at this time.

A11. The Board also considered expanding the
scope to include financial statement presentation
guidance. Certain Board members favored expand-
ing the scope and stated that addressing financial
statement presentation could add more usefulness to
the tabular disclosures by potentially providing a link
between the tables and the financial statements.
Other Board members stated that it would be ex-
tremely difficult to provide prescriptive guidance on
financial statement presentation of derivative instru-
ments because Statement 133 has an underlying elec-
tive nature and entities identify and manage risk in
different ways.

A12. Overall, the Board agreed that providing
timely improvements to disclosures about the use of
derivatives was an important objective. Addressing
presentation as part of the current scope of the project
potentially could delay issuing a standard that would
improve significantly the transparency of derivative
instruments and related hedged items, and their over-
all effect on an entity’s financial position, results of
operations, and cash flows. In addition, various pre-
sentation issues related to derivatives and related
hedged items are being addressed in the Board’s cur-
rent project on financial statement presentation. For
these reasons, the Board decided that presentation
should not be part of the project scope.

A13. The majority of respondents to the Exposure
Draft agreed with the Board’s decision to limit the
scope of the project. While many of those respond-
ents acknowledged that disclosures about all finan-
cial instruments are important, they stated that the
Board should consider those disclosures in a separate
project. Some respondents noted that addressing
those disclosures in this project would delay the issu-
ance of a final Statement. Other respondents indi-
cated that a scope that includes disclosures about all
financial instruments would be overly broad and was
not necessary to understand the entity’s use of deriva-
tives. Furthermore, some respondents emphasized
that there is no need for additional guidance on all fi-
nancial instruments because Securities and Exchange
Commission (SEC) registrants already are required
to provide quantitative and qualitative market risk in-
formation on financial instruments in the Manage-
ment’s Discussion and Analysis (MD&A) section of
their SEC filings.

A14. Other respondents disagreed with the Board’s
decision to limit the scope of the project. They stated
that disclosures about derivatives and related hedged
items would provide misleading information to users
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about an entity’s overall risk management activities
and profile, especially when considered in the con-
text of financial institutions that engage in heavy de-
rivative use and have elaborate and dynamic risk
management strategies that entail entering into de-
rivatives, in addition to many other types of financial
instruments.

A15. Users generally agreed that a broader scope
would provide the most comprehensive information,
but they were satisfied with a limited scope in the
near term and supported pursuing a broader project
in the long term.

A16. Based on the Board’s original decisions in the
Exposure Draft and the comments received from
constituents about the scope of the project, the Board
decided to retain the limited scope proposed in the
Exposure Draft.

Amendments Considered and Made

Background

A17. To develop the incremental disclosures in-
cluded in this Statement, the Board decided to first
develop specific objectives and then develop en-
hanced disclosures that satisfy those objectives. The
Board decided that the three objectives of the disclo-
sures included in this Statement are intended to pro-
vide users of financial statements with an enhanced
understanding of:

a. How and why an entity uses derivatives
b. How derivatives and related hedged items are ac-

counted for under Statement 133 and its related
interpretations

c. How derivatives and related hedged items affect
an entity’s financial position, financial perform-
ance, and cash flows.

A18. With respect to the effect of derivatives on an
entity’s cash flows, the Board decided to focus on the
potential effect on future collateral or cash require-
ments (that is, the effect on the entity’s liquidity), not
on the presentation of derivative instruments in the
statement of cash flows under FASB Statement
No. 95, Statement of Cash Flows. In this limited-
scope project, the Board decided not to include a re-
consideration of how cash flows from derivative in-
struments are presented under Statement 95.

A19. The Board also initially considered a fourth
objective, that disclosures should help users of finan-
cial statements understand an entity’s overall risk ex-

posures and the strategy for managing those risks.
The Board rejected this objective because the scope
of this project is limited to derivative instruments ac-
counted for under Statement 133 and related hedged
items; therefore, the disclosures developed as part of
this project might not fully provide insight into an en-
tity’s overall risk exposure and risk management
strategies. Derivatives, in many instances, contribute
to only a portion of an entity’s strategy for mitigating
risk. Thus, for a discussion of overall risk to be mean-
ingful, disclosures would need to encompass all risks
an entity faces, how entering into derivatives changes
those risks, and other strategies employed by the en-
tity to manage its risk, all of which are outside the
scope of this project. Based on its decision during the
redeliberations process to retain the limited-project
scope, the Board decided not to add that fourth
objective. The Board did decide, however, to retain
(and clarify) the provisions in paragraph 44 of State-
ment 133 that encourage disclosure about an entity’s
market risks and how it manages those risks.

A20. In developing the enhanced disclosures in-
cluded in this Statement, the Board reconsidered the
usefulness of the current disclosure requirements in
Statement 133. It also considered the following dis-
closure requirements:

a. Disclosure requirements in Statements 105 and
119 that were not carried forward in State-
ment 133

b. Disclosure requirements included in the June
1996 Exposure Draft and August 1997 Task
Force Draft of Statement 133 that were not car-
ried forward in Statement 133

c. SEC requirements in Financial Reporting Re-
lease 48, Disclosure of Accounting Policies for
Derivative Financial Instruments and Derivative
Commodity Instruments and Disclosure of Quan-
titative and Qualitative Information About Mar-
ket Risk Inherent in Derivative Financial Instru-
ments, Other Financial Instruments, and
Derivative Commodity Instruments

d. Disclosure requirements specifically related to
derivative instruments in International Financial
Reporting Standard (IFRS) 7, Financial Instru-
ments: Disclosures.

A21. Further, a working group consisting of various
users, preparers, academics, and auditors provided
input on the potential disclosures considered by the
Board during its deliberations.
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Disclosure of Objectives and Strategies for Using
Derivative Instruments

A22. This Statement amends paragraph 44 of State-
ment 133 to require disclosure of an entity’s objec-
tives and strategies for using derivatives by primary
underlying risk (for example, interest rate, credit, for-
eign exchange rate, or overall price). Paragraph 44
required this disclosure by accounting designation.
The Board decided that disclosure by accounting
designation would continue to provide meaningful
information and should not be removed from the re-
quirements of paragraph 44. However, the Board de-
cided to require disclosure of objectives and strate-
gies for using derivatives by underlying risk to better
convey how and why an entity uses derivatives in
terms of the risks intended to be managed. Addition-
ally, if derivatives are not used to manage risks, then
the disclosure clearly will indicate that fact.

A23. The Board clarified in its deliberations that dis-
closing objectives and strategies for using derivative
instruments by primary underlying risk is the mini-
mum required disclosure. Entities may deem it ap-
propriate to provide additional information, such as
information on different types of derivative instru-
ments used for each type of primary underlying risk.
Entities also may deem it appropriate to provide in-
formation on specific exposures within each underly-
ing risk category (for example, exposures to specific
foreign currencies).

Disclosure in Tabular Format of Fair Value
Amounts, and Gains and Losses on Derivative
Instruments and Related Hedged Items

A24. This Statement requires disclosure in tabular
format of (a) the location and fair values of derivative
instruments in the statement of financial position and
(b) the location and amount of gains and losses on
derivative instruments in the statement of financial
performance.

Tabular format

A25. The Board agreed to require the disclosure in
tabular format to best convey an overall understand-
ing of how and why an entity uses derivatives. The
Board believes that using tables will improve the
transparency of accounting for derivatives as well as
help users of financial statements understand the ef-
fects of derivatives on an entity’s financial position,
financial performance, and cash flows.

A26. The Exposure Draft proposed that a tabular
disclosure be required for each underlying risk to

portray derivative use in terms of the risks that an en-
tity has intended to manage with derivatives. Within
each table, the Exposure Draft would have required
that derivatives be separated further by accounting
designation. That would have resulted in a category
for derivative instruments (and nonderivative instru-
ments where applicable) designated and qualifying in
fair value hedges, cash flow hedges, and hedges of
the foreign currency exposure of a net investment in
a foreign operation as well as for derivatives not des-
ignated or not qualifying as hedging instruments.
Within each accounting designation category, an en-
tity would have been required to further categorize its
derivative instruments by purpose.

A27. A majority of the respondents to the Exposure
Draft expressed significant operational concerns
about complying with the proposed tabular disclo-
sures. Many respondents did not support the require-
ment for a separate table for each underlying risk and
stated that the proposed disclosures were too volumi-
nous and would not provide useful information. Us-
ers stated that under the existing Statement 133 dis-
closure requirements, it is often difficult to ascertain
where and in what amounts derivative instruments
and their gains and losses are recorded in the state-
ment of financial position and in the statement of fi-
nancial performance.

A28. To balance the significant operational concerns
of preparers with the users’ need for improved trans-
parency, the Board decided to revise the proposed
tabular disclosure requirements. Instead of separate
tables for each underlying risk, this Statement re-
quires only two tables—one for statement of finan-
cial position disclosures and the other for statement
of financial performance disclosures. The revised
tabular disclosures distinguish between derivative in-
struments that are designated as hedging instruments
under Statement 133 and those that are not. The tabu-
lar disclosures also require further segregation by
each major type of derivative instrument—that is, in-
terest rate contracts, foreign exchange contracts, eq-
uity contracts, commodity contracts, credit contracts,
and other contracts. Based on the input received on
the revised tables, the Board understands that the
tabular disclosures required in this Statement will re-
duce the operational burden on the preparers while, at
the same time, provide useful information about the
location and amounts of fair values and gains and
losses of derivative instruments. The revised tabular
disclosures are illustrated in paragraph 3(d) of this
Statement.

FAS161 FASB Statement of Standards

FAS161–20



Level of aggregation of fair value amounts

A29. The Board decided that in the table summariz-
ing fair values of derivatives:

a. Derivative instruments should be presented on a
gross basis, even when they are subject to master
netting arrangements and qualify for net presen-
tation in the statement of financial position in ac-
cordance with FASB Interpretation No. 39, Off-
setting of Amounts Related to Certain Contracts.

b. Cash collateral payables and receivables asso-
ciated with derivative instruments should be
excluded.

c. Fair value amounts should be presented as sepa-
rate asset and liability values.

A30. The Board agreed that disclosing the fair value
amounts of derivative instruments on a gross basis
will help in better understanding what and how risks
are being managed. Reporting information on a net
basis could provide misleading information about the
types of risks being managed with derivatives. For
example, assume an entity had an interest rate risk
derivative with a $100 asset fair value and a foreign
currency exchange risk derivative with a $60 liability
fair value that was subject to a master netting ar-
rangement. Those derivatives would be reported as a
$40 asset on the balance sheet. If those derivatives
also were reported as a net $40 in the disclosure
tables, there would be a lack of understanding about
the type of risk being managed. The Board con-
cluded that gross disclosure best conveys informa-
tion on how and why an entity uses derivative instru-
ments and therefore agreed to require gross
presentation in the table.

A31. The Board also agreed that cash collateral pay-
ables and receivables associated with derivative in-
struments, including those subject to master netting
arrangements, should be excluded from the disclo-
sure table. The Board agreed that including cash col-
lateral payables and receivables in the disclosure
table would not be consistent with the scope of the
project, which is limited to derivatives accounted for
under Statement 133 and related hedged items. The
Board agreed that netting the payables or receivables
related to cash collateral would make it difficult to
analyze the relationship between the fair value of de-
rivatives and the associated gains or losses reported.
The Board therefore concluded that cash collateral
payables and receivables should not be part of the
disclosure table.

Gains and losses related to derivative instruments

A32. To help users understand the effect that deriva-
tives have on an entity’s financial position, financial
performance, and cash flows, this Statement requires
disclosure of the location and the fair values of de-
rivatives in the statement of financial position and de-
rivative gains and losses reported in the statement of
financial performance.

A33. One of the main criticisms of the current dis-
closure requirements in Statement 133 is that they
provide little information about the effect that deriva-
tives have on the risk profile of a reporting entity.
Many constituents stated that it is difficult to ascer-
tain where derivative-related gains and losses are
recorded.

A34. The Board acknowledged those concerns and
decided to require that information be provided in
tabular format on the gains and losses related to
(a) derivative instruments not designated or qualify-
ing as hedging instruments, (b) derivative instru-
ments designated and qualifying in fair value hedges,
and (c) derivative instruments designated and quali-
fying as cash flow hedges and hedges of a net invest-
ment in a foreign operation (including the effective
portion, the ineffective portion, and the amount ex-
cluded from effectiveness testing). The earnings
streams from cash flow hedges result in gains and
losses related to the ineffective portion and the
amount excluded from effectiveness testing being re-
ported in earnings in the period in which the hedge
relationship exists, while the effective gains and
losses are reclassified out of accumulated other com-
prehensive income and into earnings in the period in
which the income statement is affected by the hedged
transaction. The Board decided that for the tabular
disclosure to be meaningful, it should distinguish be-
tween those earnings streams, since the reclassifica-
tion of the gains and losses on the effective portion
could occur in periods different from when the hedg-
ing relationship existed.

A35. With respect to derivative instruments not des-
ignated or qualifying as hedging instruments, some
constituents stated that disclosing gains and losses on
only derivative instruments when they are part of an
entity’s trading activity should not be required be-
cause a trading activity of a large financial institution
or dealer generally includes both derivative as well as
nonderivative (or cash) instruments. A dealer’s trad-
ing activity often is included in a trading portfolio
that contains both market-making and proprietary
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positions. The dealer manages the overall risk in the
trading portfolio by using both derivative and non-
derivative instruments. Under these circumstances,
disclosing the gains and losses only on derivative in-
struments included in a dealer’s trading portfolio
would not be meaningful (and could even be mis-
leading) because the offsetting losses and gains on
the nonderivative instruments included in the same
trading portfolio are not disclosed. The Board agreed
with those concerns and decided that an entity does
not have to complete certain sections of the required
statement of financial performance tabular disclosure
as long as the entity includes alternative disclosures
about gains and losses from trading activities that in-
clude nondesignated/nonqualifying derivative instru-
ments as well as nonderivative instruments.

Gains and losses related to hedged items

A36. This Statement also requires disclosure of the
gains and losses related to hedged items in instances
in which fair value hedge accounting applies. The
Board agreed that for users of financial statements to
understand the full effects of a designated and quali-
fying fair value hedging relationship, information
should be provided about the location and amount of
gains and losses on hedged items that are reported in
the statement of financial performance. That disclo-
sure will provide information on the risks being off-
set by derivatives, especially in instances in which an
entity may be including the effects of the derivative
and the hedged item in different line items. Further-
more, the Board believes this disclosure will enhance
comparability among entities. However, the Board
decided to permit entities to use a nontabular format
for presenting the required information because a
tabular format for fair value hedged item information
may not be necessary in all cases. Example 1 in para-
graph 3(d) of this Statement includes an example of
information about fair value hedged items presented
outside the tabular disclosures.

A37. The Board also decided that this Statement
should not permit or require disclosure of the gains
and losses related to hedged items not designated and
qualifying in a Statement 133 hedging relationship
within the required statement of financial perform-
ance table. The Board acknowledged that permitting
that disclosure would make it difficult to analyze the
effect of the underlying risks being managed by de-
rivatives when there is no requirement in those situa-
tions to designate the hedging instrument and hedged
item at the start of the hedging relationship. There are
differing views of what constitutes a hedging rela-

tionship in cases that do not qualify for hedge ac-
counting under Statement 133 and, therefore, entities
would have to arbitrarily identify relationships for
disclosure purposes. In addition, gains and losses on
hedged items designated in a Statement 133 hedging
relationship are based on changes in fair value attrib-
utable to the hedged risk. Gains and losses on finan-
cial instruments measured at fair value and used in
hedging relationships not designated and qualifying
under Statement 133 include all changes in fair value.
Using different measurement methods to determine
gains and losses on financial instruments reported in
the same table would provide noncomparable infor-
mation when analyzing the effect of the underlying
risks being managed by derivatives.

A38. The prohibition on disclosing in the statement
of financial performance table the gains and losses
related to hedged items not designated and qualifying
in a Statement 133 hedging relationship is somewhat
mitigated by the ability to provide alternative disclo-
sures that should include information about and gains
and losses of all trading instruments—both derivative
and nonderivative (or cash) trading instruments—on
a combined basis. The alternative disclosures also re-
quire a discussion of an entity’s risks from trading ac-
tivities and how the entity manages those risks.

Notional amounts and leverage factors

A39. To provide insight into the overall pervasive-
ness of the use of derivatives and the risks they are in-
tended to manage, the Exposure Draft would have re-
quired disclosure of the notional amounts of
derivative instruments. Statement 119 previously re-
quired disclosure of notional amounts to provide in-
formation on the relative significance of an entity’s
overall exposure to derivative instruments and to
help in understanding the purpose for which the de-
rivative instruments were held or issued. However,
Statement 133 did not carry forward this disclosure
requirement because it was believed that the en-
hanced accounting prescribed in that Statement
would obviate the need for additional disclosure
requirements.

A40. Many respondents to the Exposure Draft stated
that reporting notional amounts, in and of them-
selves, is not an accurate indicator of the magnitude
of risks being managed. Some respondents also
stated that information on notional amounts could be
misleading because the gross presentation does not
appropriately reflect the effect of some common
strategies, such as synthetic terminations of deriva-
tives (by entering into offsetting contracts) and the
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use of common instruments, such as four separate
forward contracts instead of one swap contract with
four coupon dates. Additional discussions with users
confirmed that for the notional information to be use-
ful, disclosures about individual derivative instru-
ments would be necessary rather than an aggregated
notional amount for each major category of deriva-
tive instruments. However, the disclosure of the key
terms of individual derivative instruments is unrealis-
tic, and the disclosure of aggregated notional
amounts has limited usefulness.

A41. On one hand, the Board acknowledges the
concerns about the limited usefulness of the disclo-
sure of gross and aggregated notional amounts. On
the other hand, the Board believes that information
about an entity’s volume of derivative activity is use-
ful. Therefore, the Board decided to require such a
disclosure. However, instead of prescribing a specific
form and content for the disclosure related to an enti-
ty’s volume of derivative activity, the Board decided
to permit entities to select the most appropriate form
and content that are relevant for their specific facts
and circumstances. Accordingly, paragraph 44 of
Statement 133 is amended to require that entities pro-
vide information that would enable users to under-
stand the entity’s volume of derivative activity. Ex-
ample 1 in paragraph 3(d) of this Statement includes
an example of information about an entity’s volume
of derivative activities.

Gains and losses related to existing positions at
period end and positions existing during the
reporting period

A42. The Exposure Draft would have required that
the disclosure tables include gains and losses on
(a) all derivatives and related hedged items that exist
at the end of the reporting period, (b) all derivatives
that existed during the reporting period but are no
longer held at the end of the reporting period, and
(c) all related hedged items that existed during the
reporting period but are no longer held or are no
longer in a designated hedging relationship at the end
of the reporting period. As discussed earlier with re-
spect to the tabular disclosures proposed in the Expo-
sure Draft, many respondents stated that the pro-
posed disclosures were too voluminous and not very
useful. Accordingly, the Board has replaced the sepa-
rate tables for each underlying risk with only one
statement of financial position table and one state-
ment of financial performance table. The revised
statement of financial performance table does not re-

quire segregated disclosure of gains and losses on de-
rivatives that exist at the end of the reporting period
and those that are no longer held at the end of the re-
porting period.

Disclosure of Existence and Nature of
Contingent Features

A43. The Exposure Draft proposed that the follow-
ing disclosures about contingent features be required:
disclosure of (a) the existence and nature of contin-
gent features in derivative instruments, (b) the aggre-
gate fair value amount of derivative instruments that
contain those features, and (c) the aggregate fair
value amount of assets that would be required to be
posted as collateral or transferred under the provi-
sions about the triggering of the contingent features.

A44. The Board acknowledged that derivative in-
struments often contain contingent features (for ex-
ample, material adverse change clauses or payment
acceleration clauses) that could result in an immedi-
ate payment to a counterparty on an agreement that is
in a liability position. A material adverse change
clause could provide the counterparty with the right
to terminate the derivative agreement before maturity
if specific events occur, such as a downgrade of the
entity’s credit rating below investment grade. Contin-
gent features within derivative instruments also may
contain provisions that could result in a requirement
to post additional collateral in instances in which the
contingent feature is triggered.

A45. The Board decided that the disclosure of the
existence and nature of contingent features will pro-
vide important information about the timing or likeli-
hood of those contingencies being triggered, as well
as the cash effect to the entity if the contingencies
were triggered. The Board further decided that dis-
closing the aggregate fair value of derivative in-
struments with those features will provide important
information about the magnitude of those contingen-
cies. The Board also decided that disclosing the fair
value amount of assets that would need to be posted
as collateral or transferred in accordance with the
settlement provisions about the triggering of the
contingent features will provide a better understand-
ing of the related effect of those features on an enti-
ty’s financial position, financial performance, and
cash flows, in particular the effect on a company’s
liquidity.

A46. Many respondents asked the Board to clarify
(a) whether the term contingent features is meant to
be broad and include non-credit-specific events (for
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example, price triggers within option contracts such
as caps and floors, knockout provisions, and contin-
gent dividend pass-through provisions) or
(b) whether the Board’s intent in using the term con-
tingent features is to focus on the potential effect on
the entity’s liquidity by capturing only credit-specific
events such as a material adverse change clause that
provides the counterparty with a right to terminate
the agreement early or to require posting of collateral.
The Board agreed that a clarification was needed.
Thus, this Statement clarifies that the intent is to cap-
ture information about only the reporting entity’s
credit-risk-related contingent features for derivatives
that are in a liability position at the end of the report-
ing period (for example, a credit downgrade of the re-
porting entity). This Statement also distinguishes be-
tween collateral that is already posted at the end of
the reporting period and additional collateral that
would be required to be posted if credit-risk-related
contingent features were triggered at the end of the
reporting period. The Board may consider in the fu-
ture a separate project to enhance disclosures about
credit-indexed derivatives such as credit default
swaps.

Disclosure of Counterparty Credit Risk

A47. Statement 133 amended Statement 107 to
carry forward the provisions about concentrations of
credit risk previously required by Statement 105.
Paragraph 15A was added to Statement 107 and re-
quires disclosure of information about counterparty
credit risk including concentrations, maximum po-
tential exposure to credit losses, and the extent to
which master netting arrangements potentially re-
duce the entity’s maximum amount of loss due to
credit risk.

A48. Paragraph 15A of Statement 107 applies to all
financial instruments. However, there had been some
diversity in views about whether those disclosure re-
quirements were intended to apply to derivative in-
struments. The Board therefore decided in this State-
ment to amend paragraph 15A of Statement 107 by
adding a footnote to clarify that derivative instru-
ments accounted for under Statement 133 are in-
cluded in the scope of that disclosure.

Frequency of Disclosures: Interim and Annual
Reporting Periods

A49. The Exposure Draft proposed that the disclo-
sures should be required for all interim and annual re-
porting periods for which a statement of financial po-

sition and statement of financial performance are
presented. The majority of preparer respondents to
the Exposure Draft commented that requiring the dis-
closures for interim reporting periods would be
overly onerous. Further, they claimed that compiling
the necessary information within the condensed
quarterly filing deadline (now 40 days after the quar-
ter end) would be difficult and costly. Several of
those respondents also noted that the intent of interim
financial reporting is to provide a timely update to the
year-end audited financial statements and that the
SEC regulations for interim reporting require disclo-
sure of only significant changes from the annual re-
porting period.

A50. Users, however, indicated that information
about where and in what amounts derivatives and
their related gains and losses are recorded in the state-
ment of financial position and in the statement of fi-
nancial performance is useful in assessing an entity’s
financial performance. Given the frequent and often
significant changes in derivative fair values, informa-
tion on a quarterly basis would be useful to users in
assessing the entity’s quarterly performance.

A51. The Board notes that as a result of its redelib-
erations, it has made significant changes to the tabu-
lar disclosures. Preparers who were asked to com-
ment on revised tabular disclosures stated that those
disclosures would be more operational and easier to
compile than the tabular disclosures in the Exposure
Draft. As a result, the Board believes that the difficul-
ties in preparing the tabular disclosures on an interim
basis would be considerably reduced and that the
benefits to users of updated interim disclosures
would be significant because of the expected fre-
quent changes in fair values of derivative instru-
ments. Therefore, the Board decided to retain the in-
terim reporting requirement as proposed in the
Exposure Draft.

Cross-Referencing to Other Footnotes Containing
Derivative-Related Disclosures

A52. This Statement requires cross-referencing to
other footnotes in which derivative information is
disclosed, to the extent that information is disclosed
in more than a single footnote. Several constituents
criticized the presentation of disclosures about de-
rivative instruments as difficult to understand and fol-
low. Many constituents stated that the disclosures
about derivatives would be more useful if included
in a single location in the footnotes, while others
stated cross-referencing to other footnotes would be
sufficient.
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A53. Some Board members believe that disclosing
derivative-related information in a single footnote
would provide the desired information about deriva-
tive instruments. Further, those Board members be-
lieve that requiring disclosures in a single footnote
could enhance the understandability of information
about derivatives. Those Board members noted,
however, that disclosures of derivative instruments
are rarely included in a single footnote and, instead,
are scattered throughout multiple footnotes to the fi-
nancial statements.

A54. The majority of Board members do not believe
that this Statement should prescribe the organization
of footnote disclosures. They believe that manage-
ment should be able to retain its flexibility in deter-
mining the most appropriate presentation of the foot-
note disclosures. The Board, therefore, decided that
transparency would be best enhanced by requiring
cross-referencing the derivatives footnote itself to the
other footnotes that include disclosures about deriva-
tive instruments.

Effective Date and Transition

A55. The requirements of this Statement are effec-
tive for financial statements issued for fiscal years
and interim periods beginning after November 15,
2008, with early application encouraged.

A56. This Statement encourages disclosures for ear-
lier periods presented for comparative purposes at
initial adoption. Further, the Statement requires dis-
closures for earlier periods presented for comparative
purposes beginning in the first year after the year of
initial adoption. For example, a December 31, 2009,
calendar-year entity would present annual compara-
tive disclosures for 2009 beginning in the Decem-
ber 31, 2010, statement of financial position. If the
entity presents three-year comparative statements of
financial performance, its financial report for year-
end 2010 would require comparative income state-
ment disclosures for 2009 but not for 2008.

A57. The Board originally considered requiring the
disclosures for earlier periods presented for compara-
tive purposes upon initial adoption. The Board, how-
ever, decided that due to potential operational con-
cerns with providing prior-period information at
initial adoption, entities would be required to provide
comparative information in the first year after the
year of initial adoption.

A58. The Board does not anticipate that entities
would need to make major enhancements to systems

to conform to the new disclosure requirements. The
Board therefore believes that there would be an ad-
equate amount of time for entities to put together the
information that would satisfy the disclosure require-
ments in this Statement.

Examples Illustrating Application of
This Statement

A59. The Board considered whether to include dis-
closure examples in this Statement. The Board was
concerned that the examples would become boiler-
plate language that entities would include in their dis-
closures. The Board, however, decided that it would
include the examples to illustrate one potential way
of communicating information about how and why
an entity uses derivatives, how derivative instruments
and related hedged items are accounted for under
Statement 133, and how derivatives and related
hedged items affect an entity’s financial position, fi-
nancial performance, and cash flows. Furthermore,
the Board stressed that an entity should refer to the
overall objectives of the disclosure requirements in
developing the disclosures required in this Statement.

Amendments Considered but Not Made

Disclosure of Overall Risk Profile

A60. The Board considered requiring the current-
ly encouraged disclosure in paragraph 44 of State-
ment 133:

Qualitative disclosures about an entity’s
objectives and strategies for using derivative
instruments may be more meaningful if such
objectives and strategies are described in the
context of an entity’s overall risk manage-
ment profile. If appropriate, an entity is en-
couraged, but not required, to provide such
additional qualitative disclosures.

A61. The Board decided against including a fourth
disclosure objective as described in paragraphA19 of
this Statement; thus, that disclosure would be outside
the scope of the project. This Statement, however,
clarifies that the phrase overall risk management pro-
file, as used in paragraph 44 of Statement 133, refers
to the entity’s overall risk exposures relating to inter-
est rate risk, foreign currency risk, commodity price
risk, credit risk, and equity price risk regardless of
whether the entity uses derivative instruments to
manage those risks.
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Disclosure of Assessment of Hedge Effectiveness

A62. In deliberations leading up to the Exposure
Draft, the Board also considered requiring disclosure
of instances in which an entity has assumed zero in-
effectiveness in assessing hedge effectiveness as well
as disclosing the aggregate fair value of derivative in-
struments covered by those elections.

A63. Certain constituents indicated that the current
disclosure requirements provide little insight into the
methodology that management uses to assess effec-
tiveness when a derivative has been designated and
is in a qualifying hedging relationship under State-
ment 133. Other constituents stated that because nu-
merous methods are allowed to assess hedge effec-
tiveness, disclosing the specific methodology likely
would not provide any incremental benefit to users of
the financial statements. Those constituents did state,
however, that it would be useful to disclose situations
in which an entity is assuming no ineffectiveness in a
hedging relationship (for example, the use of the
shortcut method).

A64. Some Board members believe that disclosing
instances in which an entity has assumed zero inef-
fectiveness would be a useful disclosure because they
view the use of the shortcut method as a treatment al-
ternative that entities are able to elect. Furthermore,
they believe that the main benefit of that disclosure is
that it would highlight instances in which an election
under Statement 133 has resulted in zero income
statement volatility as compared to the long-haul
method. Those Board members also believe that dis-
closure could be provided at little cost to the preparer.

A65. The majority of Board members, however, do
not believe that disclosing instances in which an en-
tity has assumed zero ineffectiveness would be use-
ful. They see no benefit in highlighting the use of the
shortcut method and further believe that disclosing
instances in which generally accepted accounting
principles (GAAP) are applied properly would not
result in useful information. Those Board members
noted that this disclosure might reflect negatively on
entities that appropriately use the shortcut method as
well as other methods that assume zero ineffective-
ness. They noted that users may inappropriately at-
tempt to unwind the application of the shortcut
method solely due to a perceived accounting risk.
Those Board members also noted that recently issued
Statement 133 Implementation Issue E23, “Issues In-
volving the Application of the Shortcut Method un-
der Paragraph 68,” addresses some practice issues

about the application of the shortcut method and that
there is a separate project on the Board’s agenda to
simplify the application of hedge accounting under
Statement 133.

Disclosure of Normal Purchases and Normal
Sales Exception

A66. Constituents have criticized Statement 133 for
allowing entities a choice in accounting methods.
The normal purchases and normal sales exception in-
cluded in paragraph 10(b) of Statement 133 is one
example. While paragraph 10 of Statement 133 in-
cludes numerous scope exceptions, the normal pur-
chases and normal sales exception allows entities to
elect that scope exception on a contract-by-contract
basis. Some constituents stated that comparability is
reduced in the financial statements of entities when
exceptions to accounting requirements are permitted.

A67. In deliberations leading up to the Exposure
Draft, the Board also considered requiring disclosure
of instances in which an entity is accounting for de-
rivatives at fair value instead of electing the normal
purchases and normal sales exception. The Board
further considered disclosure of (a) the fair value of
those derivatives, (b) the statement of financial posi-
tion and statement of financial performance classifi-
cation of those derivatives and related gains and
losses, and (c) the reason for choosing to account for
those derivatives in that manner.

A68. The Board, however, did not agree to include
that disclosure in this Statement. The Board believes
that because Statement 133 contains alternative ac-
counting treatments for situations beyond the normal
purchases and normal sales exception and because
there are other scope exceptions in paragraph 10 of
Statement 133, it would be inappropriate to single
out the normal purchases and sales exception for spe-
cific disclosures relating to alternative accounting
treatments.

Benefit-Cost Considerations

A69. The objective of financial reporting is to pro-
vide information that is useful to present and poten-
tial investors, creditors, donors, and other capital
market participants in making rational investment,
credit, and similar resource allocation decisions.
However, the benefits of providing information for
that purpose should justify the related costs. Inves-
tors, creditors, donors, and other users of financial in-
formation benefit from improvements in financial re-
porting, while the costs to implement a new standard
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are borne primarily by the preparer. The Board’s as-
sessment of the costs and benefits of issuing an ac-
counting standard is unavoidably more qualitative
than quantitative because there is no method to ob-
jectively measure the costs to implement an account-
ing standard or to quantify the value of improved in-
formation in financial statements.

Benefits

A70. Statement 133 was effective for financial state-
ments for fiscal years beginning after June 15, 2000.
Since then, the use of derivatives has continued to in-
crease for all types of entities, not just financial serv-
ices companies. Over the last few years, financial
statement users have expressed concerns that State-
ment 133’s disclosure requirements do not provide
adequate information on the effect that derivatives
have on an entity’s financial position, financial per-
formance, and cash flows. To better understand and
respond to the users’ concerns, the Board included
user representatives on this project’s working group.
Further, throughout this Statement’s due process, the
FASB staff sought and received valuable input from
users such as the Investors Technical Advisory Com-
mittee (ITAC), credit-rating agencies, and others.

A71. Based on the input received from financial
statement users, the Board believes that the benefits
of this Statement will include the following:

a. Financial statements will be more understand-
able. Users of financial statements will be able to
better assess the effect that derivative instruments
have on an entity’s financial position, financial
performance, and cash flows.

b. The comparability of financial statements be-
tween entities will be improved in that users of fi-
nancial statements will be able to compare be-
tween entities the overall effect of, reasons for,
and effectiveness of using derivatives.

c. Information in the footnotes will be more trans-
parent because the derivative footnote will now
include cross-referencing to other footnotes that
contain derivative-related information.

Costs

A72. Because the Board believes that the benefits of
improved financial reporting must be weighed
against the costs of complying with the new require-
ments, it also sought and received valuable input
from financial statement preparers and auditors about
ways to provide the desired information in the most

cost-effective manner. Representatives from these
constituents were included in the working group for
this project. The FASB staff also specifically sought
input from preparers on the operationality of the new
disclosure requirements, particularly the revised
tabular disclosures and the alternative disclosure for
trading activities.

A73. Based on input from financial statement pre-
parers, the Board believes that the incremental costs
of implementing the disclosures required by this
Statement will not be significant because most of the
information needed for those disclosures is already
being tracked for hedge accounting and risk manage-
ment purposes. Further, this Statement has signifi-
cantly simplified the tabular disclosure requirements
proposed in the Exposure Draft by replacing indi-
vidual tables for each underlying risk with only
two tables—one for the statement of financial posi-
tion and the other for the statement of financial
performance.

A74. The Board also took certain steps to reduce the
implementation costs. For example, this Statement
requires prospective application rather than retro-
spective application in the initial year of adoption for
comparative period information.

A75. Incremental one-time costs associated with re-
porting the disclosures required by this Statement
may include the following:

a. Costs to implement changes in systems and proc-
esses used to compile and format the data re-
quired for inclusion in these disclosures

b. Costs to initially develop the tabular disclosure in
an entity-specific format

c. Costs of gathering information on derivative con-
tracts with contingent features.

A76. The Board believes that based on the input re-
ceived from the representatives of financial state-
ments users and preparers, the ongoing financial re-
porting benefits derived from the disclosures required
by this Statement will exceed the costs of complying
with the new requirements.

International Accounting Comparison

A77. IFRS 7 is the comprehensive international
standard on disclosure for all financial instruments.
IFRS 7 includes disclosure requirements specifically
for derivative instruments; however, it was de-
veloped under a broader scope encompassing all
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financial instruments. This Statement was devel-
oped under a more limited scope and, therefore, was
not developed with the objective of international
convergence.

Appendix B

EFFECT ON RELATED LITERATURE

B1. This appendix addresses the effect of this State-
ment on authoritative accounting literature included
in categories (b), (c), and (d) in the GAAP hierarchy
discussed in FASB Statement No. 162, The Hierar-
chy of Generally Accepted Accounting Principles.

B2. The following table lists Emerging Issues Task
Force (EITF) Issues, Statement 133 Implementation

Issues, and guidance issued by the AICPA or its staff
relating to the disclosure requirements for derivative
instruments and hedged items and indicates (a) the
status of that literature after issuance of this State-
ment and (b) the effect of this Statement on that lit-
erature (if any). (Note: The EITF Abstracts and
Statement 133 Implementation Issues will be updated
in the future.)

B3. Decisions about whether to amend AICPA guid-
ance are made by the FASB in conjunction with the
AICPA. (Note: The AICPA will make the changes
until there is an FASB codification that is cleared by
the Board.)
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