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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549-3010

CORPORATION FINANCE — . )

- UNTRBR e

Anthony J. Horan . :

Corporate Secretary Received SEC At ’ Qj y

Office of the Secretary ' =T -

JPMorgan Chase & Co. FEB 0 2 2009 Section: Ty
- 270 Park Avenue ' Rule: a-

New York, NY 10017-2070] Waghington, DC 20549 | Public

Availabitivyi___ L2103

Re:  JPMorgan Chase & Co.
Dear Mr. Horan:

This is in regard to your letter dated January 30, 2009 concerning the shareholder
proposal submitted by the Missionary Oblates of Mary Immaculate for inclusion in
JPMorgan Chase’s proxy materials for its upcoming annual meeting of security holders.
Your letter indicates that the proponent has withdrawn the proposal, and that JPMorgan
Chase therefore withdraws its January 9, 2009 request for a no-action letter from the
Division. Because the matter is now moot, we will have no further comment.

PROCESSED

- Sincerely,
MAR 2 2003
 THOMSON REUTERS

Gregory S. Belliston
Special Counsel

cc:  Séamus P. Finn, OMI
. Director :
Justice, Peace and Integrity of Creation Office
Missionary Oblates of Mary Immaculate
- 391 Michigan Avenue, NE
Washington, DC 20017
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EXHIBIT B



ESP FAS 133-1 and 454

FASB STAFF POSITION
No. FAS 133-1 and FIN 454

Title: Disclosures about Credit Derivatives and Certain Guarantees: An Amendment of
FASB Statement No, 133 and FASB Interpretation No. 45; and Clarification of the
Effective Date of FASB Statement No. 161

Date Essued: September 12, 2008
Objective

1. The éredit derivatives market has expanded significantly over the past few years.
Financial statement users and others have expressed concemis that the currént disclosure
requirements for derivative instruments and certain guarantees do-not adequately address
the potential adverse effects of changes in credit risk on the financial positicn, financial
performance, and cash flows of the sellers of credit derivatives and certain guarantees.
This FSP amends FASB Statement No. 133, Accounting for Derivative Instruments and
Hedging Activities, to require disclosures by sellers of credit derivatives, including credit
derivatives embedded in a hybrid instrument. ‘This FSP also amends FASB Interpretation
Nb. 45, Guarantor's Accounting and Disclosure Requirements for Guarantees, Including
Indirect Guarantees of Indebtedness of Others, to require an additional disclosure about
the current status of the payment/performance risk of a guarantes. Further, this FSP
clarifies the Board’s intent about the effective date of FASB Statement No. 161,
Disclosures about Derivative Insiruments and Hedging Activities.

FSP on Statement 133 and Interpretation 45 (FSP FAS 133-1 and FIN 45-4)



FSP FAS 133-1 and FIN 454

All paragraphs in the FSP have equal authority.
Paragraphs in bold set out the main principles.

FASB Staff Position

Disclosures about Credit Derivatives and Certain Guarantees
Scope

2.  This FSP applies to credit derivatives within the scope of Statement 133, hybrid
instruments that have embedded credit derivatives, and guarantees within the scope
of Interpretation 45. A credit derivative is a derivative instrument (a) in which one or
more of its underlyings are rélated to the credit risk of a specified entity (or a group of
entities) or an index based on the credit risk of a group of entities and (b) that exposes the
seller to potential loss from credit-risk-related events specified in the contract. Examples
of credit derivatives within the scope of this FSP include, but are not limited to, credit’
default swaps, credit spread options, and credit index products.

3.  This FSP’s amendment to Statement 133 also pertains to hybrid instruments that.
have embedded credit derivatives (for example, credit-linked notes).

Amendment to Disclosure Requirements of Statement 133

4. A seller of credit derivatives shall disclose information about its credit
derivatives and hybrid instrumiénts that have embedded credit derivatives to enable
users of financial statements to assess their potential effect on its financial position,
financial performance, and cash flows. The term seller refers to the party that assumes
credit rigk, which could be a guarantor in a guarantee-type contract, and any party that
provides the credit protection in an option-type contract; a credit default swap; or any
other credit derivative contract. A seller is also sometimes referred to as a writer of the
-contract,

FSP on Staternent 133 and Interpretation 45 (FSP FAS 133-1 end FIN 45-4) 2




FSP FAS 133-1 and FIN 45-4

S.  For each statement of financial position presented, the seller of a credit derivative
shail disclose the following information for each credit derivative, or each group of
similar credit derivatives, even if the likelihood of the sellers having to make any
payments under the credit derivative is remote. One way to present the information for
groups of similar credit derivatives would be first to segregate the disclosures by major
types of contracts (for example, single-name credit default swaps, traded indexes, other
portfolio products, and swaptions) and then, for each major type, provide additional
subgroups for major types of referenced/underlying ‘asset classes (for example, corporate
debt, sovereign debt, and structured finance).

a The nature of the credit derivative, including the approximate term of the credit
derivative, the reason(s) for entemlg into the credit derivative, the events or
circumstances that would require the seller to perform under the credit
derivative, and the current status (that is, as of the date of the statement of
financial position) of the payment/performance risk of the credit derivative.
For example, the current status of the payment/performance risk of a credit
derivative could be based on either recently issued extemal credit ratings or
current intemal grouplngsused by the sellertomanagelts risk. An entity that
uses: internal groupmgs shall disclose how those groupings are determined and
used for managing risk.

b. Thé maximum potential amount of future payments (undiscounted) the seller
could be required to make under the credit derivative. That maximum potential
amount of firture payments shall not be reduced by the effect of any amounts:
that may possibly be recovered under recourse or collateralization provisions
in the credit derivative (which are addréssed under (d) below). If the térms of
the credit derivative provide for no limitation to the maximum potential future
payments under the contract, that fact shall be disclosed. If the séller is unable
to develop an estimate of the maximum potential amount of future payments
under the credit derivative, the seller shall disclose the reasons why it cannot
estimate the maximum potential amount.

c. The fair value of the credit derivative as of the date of the statement of
financial position.

d. The nature of (1) any recourse provisions that would enable the seller to
recover from third parties any of the amounts paid under the credit derivative
and (2) any assets held either as collateral or by third parties that, upon the
occurrence of any specified triggering event or condition under the credit
derivative, the seller can obtain and liquidate to recover all or a portion of the
amounts paid under the credit derivative. The seller shall indicate, if estimable,
the approximate extent to which the proceeds from liquidation of those assets
would be expected to cover the maximum potential amount of future payments
under the credit derivative. In its estimate of potential recoveries, the seller of
credit protection shall cénsider the effect of any purchased credit protection
with identical underlying(s).

FSP on Statement 133 and Interpretation 45 (FSP FAS 133-1 and FIN 45-4) 3



FSP FAS 133-1 and FIN 45-4

6.  With respect to hybrid instruments that have embedded credit derivatives, the seller
of the embedded credit derivative shall disclose the required information for the entire
hybrid instrument, not just the embedded credit derivatives.

Amendmeiit to Disclosure Réquirements of Intérprétation 45

7. The disclosures for sellers of credit derivatives are- substantially similar to those
currently required for guarantors under paragraph 13 of Interpretation 45 except for the
disclosure about the cument status of the payment/performance risk of the credit
derivative. To have similar disclosures for instruments with similer risks and rewards, this
FSP amends paragraph 13(a) of Interpretation 45 to require disclosure of the current status
of the payment/performance risk of the guarantee. For example, the current status of the
payment/performance risk of a credit-risk-related guarantes could be based on either
recently issued external credit ratings or current intemal groupings used by the guarantor
to manage its risk. An entity that uses internal groupings shall disclose how those
groupings are-determined and used for managing risk.

Effective Date and Transition

8.  The provisions of this FSP that amend Statement 133 and Intefpretation 45 shall be
effective for reporting periods (annual or interim) ending after November 15, 2008,

9. This FSP éncourages that the amendments to Statement 133 and Interpretation 45 be
applied in periods earlier than the effective date to facilitate comparisons at initial

adoption. In periods after initial adoption, this FSP requires comparative disclosures only
for pariods ending sibsequent to initial adoption.

FSP on Statement 133 and Interpretation 45 (FSP FAS 133-1 and FIN 45-4) 4



FSP FAS 133-1 and FIN 45-4

Clarification of the Effective Date of Statement 161

Background

10. Paragraph 7 of Statement 161 states, “This Statement shall be effective for financial
statements issued for fiscal years and interim periods begimning after November 15, 2008.

Early application is encouraged.”

11.  In deciding on the effective date for Statement 161, the Board intended that entities
begin providing the additional disclosures for the first reporting period beginning after
November 15, 2008. However, the use of the terms fisce! years and interim periods in
paragraph 7 of Stitement 161 has raised questions about whether the disclosures are
required in the 2009 annual financial statements (for example, in the 10-K filings) for
entities with non-calendar year-ends (for example, March 31, 2009), because an annual
report (such as a 10-K filing) generally does not include separate financial statements for
the fourth-quarter interim period.

Qlarification

12.  This FSP clarifies the Board’s intent that the disclosures required by Statement
161 should be provided for any reporting period (annual or guarterly interim) beginning
after November 15, 2008. For example, an entity with 2 March 31 fiscal year-end shall
provide the disclosures for its fourth quarter interim period ending March 31, 2009, in its
2009 annnal financial statemnents.

13. This élarification of the efféctive date of Staternént 161 is effective upon issuance of
this FSP.

The provisions of this FSP need not be applied to immaterial items.
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FSP FAS 133-1 and FIN 45-4

This FSP was adopted by the unanimous vote of the five members of the Financial
Accounting Standards Board:

Robert H. Herz, Chairman
George J. Batavick
Thomias J. Linsmeier
Leslie F. Seidman
Lawrence W. Smith
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Appendix A

AMENDMENTS TO STATEMENT 133 AND INTERPRETATION 45
AND CLARIFICATION OF THE EFFECTIVE DATE OF
STATEMENT 161

Amendment to Statement 133
Al.  Statement 133 is amended as follows: [Added text is mnderlined ]

a Paragraph 44DD is added as follows:

cred1 isk fa ifi en' o f tmes orannd ,
ecredntn kofa of d 2 that wtha 1l tial

an_embedd, fit derivati I } _a t—lmkedn Asell
dit derivativ disclose 'infl i ut its credit deri
and hybrid instruments that have embedded creiiit derivatives to enable us'ers
of financial statements o assess their potential effect on its financial
position, financial performance, and cash flows. (The term seller refers to
the that assumes credit nig _which could be a torin a tec-
e con and FOV, dw the credit tecuon m an option-

deri ives, For each statement of financial pogition presented, the seller of 8

emote, One ﬂg}: to gresent the mforrmuon for groups of sumlar crecht
denvauves would be ﬁrst to_se ate the dxsclosures jor f

ov:de addmonal ) for major of refexmoedhmder ing asset

'FSP on Stdtement 133 and Interpretation 45 (FSP FAS 133-1 and FIN 45-4) 7



FSPFAS 133-1 and FIN 45-4

a. The nature of the credit derivative, including the approximeate term of the
credit derivative, the reason(s) for entering into the credit derivative. the
events or circurnstances that would require the seller to perform under the
credit derivative, and the cu:rent 'M (that is, as of the ggta of the

statemnent of financial rmance risk of
credn demratlve For 9; le. t_he curpent ﬂggg gﬁ the

maximiim potential amourit of

the effect of any amounts that may possibly be recovered under recourse
or_collateralization provisions in. the credit derivative (which are
addressed under (d) below). If the terms of the ‘crédit derivative provide

for- m limitation to_the maxlmum potential fiture payments under the
thatf shail ed If the eris ab‘ ( el
- oy - f

d of (1) any recourse provisions ¢ d le the seller to
recover m thlrd of the amounts paid wider the

hall indicate, if estimable roximate to which the pr

from liquidation of those assets would be expected to cover the
maximum potential amount of future ments under the it
derivative. In its estimate of poteniial recoveries, the seller of credit
rotection shall ider effect of ed credit protection

with identical ynderlying(s),
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Amendments to Interpretation 45

A2, Interpretation 45 is amended as follows: [Added text is underlined and deleted
text is struek-out.]

This Statement shall be effective for finansie enis-is
md guarterlx interim penods begummg aﬁer November 15 2003-w
nclude thos , : o first fiscs ;

a. Paragraph 6(h) is added as follows:

. Paragraph 7(a):

A guarantee, other than a credit derivative as described in paragraph 44DD of
Statement 133, that is accounted for as .a derivative instrument at fair value
under Statement 133.

. Paragraph 13(a):

The nature of the guarantee, including the approximate term of the guaranteg,
‘how the guarantee arose, anrd-the events or circumstances that would require
the guarantor to perform under the guarantee, and the current status (that is, as

feeof of cial posifion e ent/perfi

by_gmtor o m 1ts 1is k, An enug ﬂ_l_gt uses. mtemal gr_ogpmg shall‘

disclose how those groupings are determined and used for managimg risk.

"Clariﬁcation of the Effective Date of Statement 161

A3.  Paragraph 7 of Statement 161 is amended as follows:

or fiseal-yeoars

_ all provide the dise : i
m;mm pengg endmg Mg'ch 31, 2009 in jts 2009 mﬂ_ﬁ_m_m_m
Early application is encouraged.
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Appendix B
BACKGROUND INFORMATION AND BASIS FOR CONCLUSIONS
Introduction

Bl. Proposed FSP FAS 133-b and FIN 45-c, Disclosures about Credit Derivatives and
Certain Guarantees: An Amendment of FASB Statement No. 133 and FASB Interpretation
No. 45, was issued for public comment in May 2008. The Board received 16 comment
letiers and redeliberated the substantive issues raised in those letters at & public meeting in
August 2008.

B2.  This appendix summarizes the Board’s considerations in reaching the conclusions
in this FSP. 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

B3. Over the past few years, credit default swaps have becorne the most dominant
product of the credit derivatives market According to the “Year-End 2007 Market
Survey™ by the International Swaps and Derivatives Association, the estimated notional
amount of outstanding credit default swaps was $62.2 trillion in;December 2007, up from
$34.4 trillion in December 2006 and $17.1 trillion in December 2005.}

B4. The credit defsult swaps market has become the focus of attention for market
participants and regulators because of the turmoil in credit markets during 2007 and 2008.
Saome sellers of credit derivatives have been faced with severe adverse conditions because
a large number of the obligations that are referenced in the credit default swaps are facing
actual or potential defaults, As aresult, the sellers of credit defanlt swaps may have large
linbilities associated with those actual and potential defaults. In addition, due to the
potential effects those defaults may have on their financial position, some sellers of these

'titernational Swaps end Derivatives Association, hitp:/fwww.isda.org/etatisticsirecent html (accossed May
2008),
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instruments are facing ‘the potential of a credit downgrade or already have been
downgraded by oné or more credit-rating agencies.

BS5. Some financial statement users have expressed concems that the disclosure
requirements in Statement. 133 do not adequately address the potential adverse effects of
changes in credit risk on the financial position, financial performance, and cash flows of
the sellers of credit derivatives. In March 2008, the Board added a short-term project to
its agenda to imprové disclosures about credit derivatives.

Scope

B6. In the proposed FSP, the Board decided to limit the scope of the proposed credit risk
disclosures to sellers of credit derivatives that are subject to the requirements of Statement
133. Some ‘respondents to the proposed. FSP said that instead of issuing piecemeal
disclosure guidance for specific financial instruments, the FASB should address disclosure
for all financial instruments comprehensively énd complétely in. a single project that
would also address convergence with :intemational financial reporting standards. The
Board agreed with those respondents that risk-related disclosure requirements for all
financial instrurnents would be an improvement; however, it decided to limit the scope of
this FSP to sellers of credit derivatives to address, in the near-term, the lack of disclosures
about the potential exposure to, and cash flow effects associated with, credit derivatives.
Similarly, the Board decided not to specifically address in this project disclosures by
buyers of credit derivatives because (a) the relévant risks to buyers such as counterparty

'risk and concentration risk, are inherent in all derivatives and financial instruments, not

just credit derivatives, and (b) FASB Statement No. 107, Disclosures abowt Fair Value of
Financial Instruments, curreatly requires disclosures relating to these risks for all
financial instruments.

B7. During the redeliberation process, some Board members requested that the FASB
staff perform research to assess the feasibility of expanding the scope of this FSP to
include any guarantee that (a) exposes the guarantor to significant potential loss from

‘credit-risk-related events specified in the contract and (b) is outside the scope of Statement
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133, FASB Statement No. 163, Accounting for Financial Guarantee Insurance Contracts,
and Interpretation 45.

B8. The FASB staff’s research identified certain insurance contracts that are outside the
scope of this FSP but may be similar to the credit-risk-related guarantees that are within

the scope of this: FSP. Examples -of those insurance contracts include private mortgage

insurance, credit insurance.on trade receivables, and surety insurance. Insurance contracts
generally are excluded from the scope of both Statement 133 and Interpretation 45, The
Board decided that the scope of this FSP should not be expanded to include insurance
contracts with similar credit risk exposures that currently are subject to
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the accounting and disclosure requirements of generally accepted accounting principles
for insurance contracts. The Intemational Accounting Standards Board has a project on
its.agenda to consider accounting for insurance contracts; and, accordingly, the Board may
consider in the future a project to address accounting and disclosures for insurance

B9. The proposed FSP stated that credit derivatives generally are contracts in which the
underlying is related to the credit risk of a specified entity (or a group of entities) or an
index based on a group of entities. Some respondents recommended that the final FSP
include a formal definition of a credit derivative, and others suggested clarifying the scope
with respect to derivatives that have multiple underlyings: The Board agreed with those
respondents and decided to include in this FSP additional lsnguage to clarify the scope.
For example, the Board decided to clarify that a derivative with multiplé underlyings
would be within the scope of this FSP if it exposes the seller to potential loss from credit-
risk-related events specified in the contract.

B10. Some respondents requested that the final FSP clarify the scope with respect to
.embedded credit derivatives. The Board agreed with those respondents and, therefore,
clarified that this FSP’s scope includes both (a) embedded credit derivatives that are
bifurcated from the host contract and accounted for separately as required by Statement
133 and (b) hybrid instruments that have nonbifurcated embedded credit derivatives (such
as credit-linked notes). This FSP also clarifies that with respect to hybrid instruments that
are within its scope, the required disclosures should be provided for the entire hybrid
instrument, not for the nonbifurcated embedded credit derivative.

‘Disclosures about Credit Derivatives and Certain Guarantees

B1l. Many credit derivatives and finaiicial guarantee contracts provide similar support
upon default of a specified obligation. A financial guaraniee contract generally refers to
circumstances in which the guaranteed party owns the guaranteed obligation.. In contrast,
for many credit derivatives, the purchaser of the credit protection does not necessanty
own the assets that are being referenced in the derivative contract Regardless of this
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differentiating feature, the risks and rewards of a financial guarantee or a credit derivative
are substantially similar.

B12. Although many credit derivatives are similar to many guarentees, the disclosure
‘requirements in Interpretation 45 apply to some, but not all, sellers of credit derivatives.
For example, credit derivatives that require the buyer of credit protection to own the
‘underlying referenced obligation are within the scope of Interpretation 45, while credit
derivatives that do not have such a requirement are generally outside the scope of
Interpretation 45. The Board believes that instruments with similar risks and rewards
shoutd have similar disclosures; therefore, the disclosures in Interpretation 45 should
.apply to the sellers of all credit derivatives. The Board noted that the buyer’s ownership
of the undertying referenced obligation does not affect the risks to the seller or the
guarantor.

B13. The Board believes that.in addition to the guarantor’s disclosures currently required
for guarantees wnder Interpretation 45, the disclosure sbout the current status of the
payment/performance risk of the guarantee or the credit derivative would be relevant to
financial staternent users. Information about management’s assessment of the probability
of payment/performance is belpful to understand the effect of these instruments on the
financial statements, Accordingly, this FSP amends Inferpretation 45 to add. that
disclosure requirement to guardntees that are subject to its disclosure requirements.

B14. A majonty of the respondents generally agreed with the proposed disclosures for
-credit derivatives and guarantees; however, they suggested that the Board clarify certain
issues so as to improve the consistency of the application of this FSP in practice. 'The
Board agreed with many of those suggestions, and, accordingly, this FSP includes
revisions and clarifications to improve its practical implementation. For example, this
FSP includes guidance about how an enfity may determine groups of similar credit
derivatives.

B15. With respect to the disclosure about the current status of the payment/performance
risk of the credit derivative, some respondents questioned whether the proposed FSP
would require entities to usé external credit ratings, when available, even though intemal
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groupings may be more relevant. They indicated that extemal credit ratings may not be
current and, therefore, not as relevant as intemal groupings. The Board did not intend to
assign a higher level in a hierarchy to external credit ratings when compared with internal
groupings, Accordingly, this FSP does not express any preference for the use-of external
credit ratings. However, an entity that uses internal groupings shall disclose how those

_groupings are determined and used for managing nisk.

Effective Date

Bl6. The Board. proposed that this FSP would be effective for fiscal years and interim

‘periods ending after November 15, 2008. The proposed effective date was earlier than
‘that for Statement 161, which is effective for fiscal years and interim periods beginning

after November 15, 2008. The Board believes that because of the large size of the credit
derivatives market and the importance of having similar disclosures for similar
instruments, the effective date for this FSP should be as soon as practicable. The Board
reasoned that an early effective date could be practicable because the proposed disclosures
for all credit derivatives within the scope of Statement 133 are similar. to those already
being provided for certain credit derivatives that are within the scope of Interpretation 45
(other than the disclosure about the current status of the payment/performance risk).

‘B17. A majority of the respondents disagreed with the proposed effective date for this

FSP. They said that the FSP should be effective at the same time as Statement 161. Many
preparers said that an identical effective date for both Statement 161 and this FSP is
appropriate to facilitate an efficient and effective implementation because both standards
address disclosures about derivative instruments and, as such, an identical effective date
would reduce the overall cost of required system changes.

B18. The Board, however, disagreed with those respondents because it believes that

‘sellers of credit derivativés already should have the information necessary to comply with
the requirements of this FSP (for example, the maximum potential future payments or the

contract’s notional amount) if the seller manages its risks, The Board also noted that:the
disclosures required by this FSP are different from those required by Statememnt 161 and,
therefore, the two disclosures need not have the same effective date. The Board believes
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that financial staterent users need the additional information required by this FSP as soon
as possible.and that the effective date of this FSP is appropriate to meet user needs.
Benefit-Cost Considerations

B19. The objective of financial reporting is to provide information that is useful to

present and potential investors, creditors, donors, and other capital market participants in
‘making rational investment, credit, and similar resource allocation dectsions. However,

the benefits of providing information for that purpose should justify the related costs.
Current and potential investors, creditors, donors, and other users:of financial information
benefit from the improvements in financial reporting, while the costs to implement a new
standard are bome primarily by curreat investors. The Board’s assessment of the costs and

benefits of issuing an accounting standard is unavoidably more qualitative than

quantitative because there is no method to objectively measure the costs to inplement an

accounting standard or to quantify the value of improved information in financial

statements,

Benefits

B20. Financial statements users who responded to both this poposed FSP and -the
FASB staff’s earlier request for input during the project’s research phase generally agree

‘with the Board’s view that the proposed disclosures by sellers of credit derivatives are

useful and needed. This FSP’s amendment of Interpretation 45 to require disclosure about

the current status of the payment/performance risk of guarantees also will be useful to

financial statement wsers. In addition, some of the respondemts who are financial
statement preparers said that the proposed disclosures will improve the transparency of

financial reporting.

_Costs

B21. With respect to the costs of compiling the proposed disclosures, financial

statement preparers were divided in theif views. Sofne preparers said that the required

disclosures would be, at [east initially, burdensome, while some other preparers said that
the disclosures will not be burdensome because they ‘already provide similar disclosures
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for guarantees within the scope of Interpretation 45 (other than the new disclosure about
the current status of the payment/performance risk).

B22. On balancé, based on the input received from the respondents and because this
FSP does not require retroactive application for periods before the effective date, the
Board believes that the benefits of the disclosures exceed their compilation costs.
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