Key Issues for in This Assignment

Issues Regarding SFAS No. 119
Financial Instruments with Off-Balance-Sheet Risk?

Financial Instruments with Concentrations of Credit Risk?

FASB Statement No. 107 Disclosures about Fair Value of Financial Instruments?

Disclosures about amounts, nature, and terms of derivative financial instruments that are not subject to Statement 105?

Distinction made between financial instruments held or issued for trading purpose (including dealing and other trading activities measured at fair value with gains and losses recognized in earnings) and financial instruments held or issued for purposes other than trading?

For derivative financial instruments for trading purposes, this SFAS 119 requires disclosure of average fair value and of net trading gains or losses.

For entities that hold or issue derivative financial instruments for purposes other than trading, SFAS 119 requires disclosure about those purposes and about how the instruments are reported in financial statements.  

For entities that hold or issue derivative financial instruments and account for them as hedges of anticipated transactions, it requires disclosure about the anticipated transactions, the classes of derivative financial instruments used to hedge those transactions, the amounts of hedging gains and losses deferred, and the transactions or other events that result in recognition of the deferred gains or losses in earnings.  

SFAS 119 encourages, but does not require, quantitative information about market risks of derivative financial instruments, and also of other assets and liabilities, that is consistent with the way the entity manages or adjusts risks and that is useful for comparing the results of applying the entity's strategies to its objectives for holding or issuing the derivative financial instruments.

SFAS 119 amends Statement 105 to require disaggregation of information about financial instruments with off-balance-sheet risk of accounting loss by class, business activity, risk, or other category that is consistent with the entity's management of those instruments.  

SFAS 119  amends Statement 107 to require that fair value information be presented without combining, aggregating, or netting the fair value of derivative financial instruments with the fair value of nonderivative financial instruments and be presented together with the related carrying amounts in the body of the financial statements, a single footnote, or a summary table in a form that makes it clear whether the amounts represent assets or liabilities.

SFAS 119 is effective for financial statements issued for fiscal years ending after December 15, 1994, except for entities with less than $150 million in total assets.  For those entities, this Statement is effective for financial statements issued for fiscal years ending after December 15, 1995.

Issues Regarding SEC Derivatives Disclosrures

Note:  Even if the SEC rules were not in effect at the time of the 10-K that you examined, you should have indicated that you took the trouble to know what these rules are and whether the report you analyzed met some of the requirements.  Otherwise you would have opted for less work than other partnerships who examined the SEC rules.


Revised Paragraph Rule 408(n) of Regulation S-X and Regulation S-G Item 310 


The new Rules, which amend Regulation S-X and Regulation S-K, require the following new disclosures:

· detailed disclosures of registrants' accounting policies for derivative financial instruments and derivative commodity instruments

· quantitative and qualitative disclosures outside the financial statements about market risk information of derivatives and other financial instruments

The required information includes the fair values of the instruments and contract terms needed to determine expected cash flows for each of the next five years and aggregate cash flows thereafter.  This information should be categorized by expected maturity dates.  The information should be grouped based on whether the instruments are held for trading or for other purposes and summarized by market risk category, subdivided by specific characteristics within a risk category, such as US dollar/German mark and US dollar/Japanese yen foreign currency exchange risk.  The subdivision based on characteristics should be made to the extent it better reflects the market risk for a group of instruments.

· forward-looking information, which includes these quantitative and qualitativedisclosures outside the financial statements.)

· disclosures about the effects of derivatives on other positions.

· The Rules allow registrants to select one of the following methods to make their quantitative disclosures for market risk sensitive instruments:

· a tabular format --- a presentation of the terms, fair value, expected principal or transaction cash flows, and other information, with instruments grouped within risk exposure categories based on common characteristics

· a sensitivity analysis --- the hypothetical loss in earnings, fair values, or cash

· flows resulting from hypothetical changes in rates or prices

· value-at-risk --- a measure of the potential loss in earnings, fair values, or cash

· flows from changes in rates or prices.

A registrant that holds nonderivative financial instruments that have material amounts of market risk, such as investments, loans, and deposits, is required to make the qualitative and quantitative disclosures of market risk, even though the registrant may hold no derivatives.

The new Rules are effective for filings that include financial statements for fiscal periods ending after June 15, 1997.  However, for registrants that are not banks or thrifts and that have a market capitalization of $2.5 billion or less on January 28, 1997, the effective date for the quantitative and qualitative disclosures outside the financial statements about market risk is delayed one year.

Registrants are required to provide summarized quantitative market risk information for the preceding fiscal year.  They should explain the reasons for material quantitative changes in market risk exposures between the current and preceding fiscal years in sufficient detail to enable investors to determine trends in market risk information.

