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L ouis Rauchenber ger
Managing Director & Corporate Controller

March 9, 2011

Sir David Tweedie

International Accounting Standards Board
30 Cannon Street

London EC4M 6XH

File Reference: Exposure Draft ED/2010/13 Hedge Accounting
Dear Sir David:

JPMorgan Chase & Co (“JPMorgan Chase” or “the Hrappreciates the opportunity to comment on
Exposure Draft ED/2010/13 Hedge Accountifiige “Exposure Draft”) issued by the International
Accounting Standards Board (“IASB” or the “Board”).

We commend the IASB’s efforts to comprehensiveboreider the usefulness and complexity of the
current hedge accounting model. We appreciat®taed’s desire to simplify the current model and
resolve common practice issues. We believe thdiogproposed changes, including the ability o (a
use certain non-derivative financial assets anfilii@s as hedging instruments, (b) designate a
derivative and another exposure together as thgdaeiem, and (c) designate certain risk components
of nonfinancial assets and liabilities as the hddgésk, collectively represent significant
improvements and simplifications to the existingde accounting framework.

We believe, however, that the proposed model requiome clarifications and modifications in order
to meet the IASB’s goals of reducing complexity. e Welieve that the proposal to base the hedge
effectiveness assessment on the hedge ratio mayentionally require entities to continue the
burdensome process of using statistical assessmetitods each period, and may unnecessarily
require entities to adjust the hedge ratio eaclogédn order to meet the revised hedge effectivenes
requirements. Continuous evaluation of the needebmlance the hedging relationship would be
costly and burdensome for entities and we urgdAB® to address its concerns about the hedge ratio
in a way that would not introduce these unintenceahplexities. We are further concerned that the
changes to the requirements regarding dedesignatauid increase the documentation and audit
burden for common and appropriate changes in rigskagement and therefore recommend that the
IASB continue to allow voluntary dedesignationsetige relationships.

Our detailed comments on the Exposure Draft arensanmed below.

Question 1
Do you agree with the proposed objective of hedgmuanting? Why or why not? If not, what
changes do you recommend and why?

We broadly agree that accounting should be alignméti risk management and how financial
instruments are used. However, hedge accountiplieafo only a subset of activities undertaken for
risk management purposes, and therefore, we belieatethe ability to reflect the full effect of an
entity’s risk management activities through hedgeoanting is necessarily limited. We believe that
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the IASB’s objective could be better described imvay that reflects the narrow scope of hedge
accounting by using language similar to that useBC 197, which states that one function of hedge
accounting is to mitigate the recognition and meament anomalies between the accounting for
hedging instruments and the accounting for hedigaalsi.

Question 2

Do you agree that a non-derivative financial assed a non-derivative financial liability measuret a
fair value through profit or loss should be eligitthedging instruments? Why or why not? If not, what
changes do you recommend and why?

We agree that non-derivative financial assets #uullities should be eligible for use as hedging
instruments. Allowing the use of non-derivativeaincial assets and liabilities will increase the
amount of hedging instruments available to entiiiedesignate as hedges and may decrease hedging
costs by allowing the use for hedge accounting gagp of existing assets/liabilities that offer a
natural offset to the risk being hedged.

Question 3

Do you agree that an aggregated exposure thatdgrabination of another exposure and a derivative
may be designated as a hedged item? Why or wi?ylhoot, what changes do you recommend and
why?

We support the IASB’s proposal that an aggregaxpdsure of a derivative and another exposure be
eligible as a hedged item. As noted in the exanmpparagraph BC50 of the Exposure Draft an entity
may not always desire to hedge multiple risks sirtyil (i.e. hedging one risk for a different duratio
than the other). Therefore, we believe this wilbw entities to better reflect in the financial
statements how they manage the risks of multipfmsures (e.g. foreign exchange and interest rate in
the IASB’s example) differently.

Question 4

Do you agree that an entity should be allowed tsigleate as a hedged item in a hedging relationship
changes in the cash flows or fair value of an ittnibutable to a specific risk or risks (i.e. aski
component), provided that the risk component isusgply identifiable and reliably measurable? Why
or why not? If not, what changes do you recommerbiveny?

We support the IASB’s proposal to continue to alltities to designate risk components of financial
assets and liabilities in hedging relationships are support the IASB’s decision to expand the
hedging of components to nonfinancial assets aflities. The ability to hedge risk components
allows entities to transparently reflect in theafiigial statements the results of their risk managem
strategies. Nonfinancial assets and liabilitied &heir risk components expose preparers to gimila
risks and financial reporting mismatches as finalnessets and liabilities. We welcome the consiste
treatment for financial and nonfinancial risks.

Question 5
€) Do you agree that an entity should be alloweedesignate a layer of the nominal amount of
an item as the hedged item? Why or why not? Ifwloét changes do you recommend and why?

We support the IASB’s proposal to expand the abibit designate as the hedged item a layer of the
nominal amount of an existing asset or liabilifihis ability already exists for forecasted tranwanst
and we believe that the current inconsistent treatnof forecasted and existing transactions is a
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weakness of the current model. For example, i€matity designates one portion of a debt issuance
liability as a hedged item in contemplation of dgmial future extinguishment of another portion of
the debt issuance, current accounting standard&ivaot allow the entity to account for the portioin
debt that remains outstanding as continuing toulg hedged. Instead, the entity must consider an
equivalent percentage of the extinguished debt @hthe remaining debt as each having been
designated as the hedged item. We believe thatAB8’'s proposal to designate a layer of the
nominal amount would provide a more meaningful ltefsu such circumstances.

Question 6
Do you agree with the hedge effectiveness requimtamas a qualifying criterion for hedge
accounting? Why or why not? If not, what do youaktthe requirements should be?

We welcome the IASB reconsidering the usefulneasisparency and simplicity of the current hedge
accounting framework. While we appreciate the Bsadesire to reduce complexity by removing the
existing requirement that hedging relationships“bighly effective,” we are concerned that the
Board’s proposed solution would unintentionally ®aw similar burden to preparers. Some may
interpret the Exposure Draft to require a preptoaegularly perform a quantitative analysis, sash
regression, rather than a qualitative test in otdedetermine that a hedge relationship produces an
unbiased result that minimizes expected hedgedogfeness. We believe that a simplified hedge
accounting model should limit quantitative testingavor of qualitative review wherever reasonably
possible, and we believe that the hedge effects®nsquirements should support such an outcome.

Furthermore, we are concerned that the Board'sineament that a hedge relationship produce an
“unbiased” result may inadvertently result in a moonerous quantitative testing in some
circumstances than currently required for IFRS o8.UGAAP. The requirement that a hedge
relationship have no deliberate offset may regthieshedge relationship to be rebalanced every gerio
in order to achieve the optimal hedge ratio. Camisthanging of the hedging ratio will increase the
administrative burden of performing hedge accogntimd it may also require the entity to incur
unnecessary additional costs by entering into nenivative contracts or terminating existing contsac
upon rebalancing. We believe that if a hedge w@tatip is designed, at inception, to be unbiased th
rebalancing should not be required, unless deenmembssary for risk management purposes.
Subsequent testing should be limited to a qualigattview of whether bias has been introduced since
inception. We would also support the FASB’s regemgtoposed guidance that requires hedging
relationships to be “reasonably effective” in aeing offsetting changes and believe that threshold
would introduce fewer unintended consequences ititapducing a hedge effectiveness requirement
based on the hedge ratio.

Question 7

€)) Do you agree that if the hedging relationshilsf to meet the objective of the hedge
effectiveness assessment an entity should be egegiarrebalance the hedging relationship, provided
that the risk management objective for a hedgitgtieship remains the same? Why or why not? If
not, what changes do you recommend and why?

We do not agree with the IASB’s proposals relatmgebalancing the hedging relationship because of
the reasons stated in our response to Questidiesbelieve that if a hedge relationship is unbiasted
inception and subsequently based upon a qualitatéiview then rebalancing should not be required,
unless deemed necessary by the entity for risk geanant purposes.
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(b) Do you agree that if an entity expects thdeaignated hedging relationship might fail to meet
the objective of the hedge effectiveness assessnthsatfuture, it may also proactively rebalance
the hedge relationship? Why or why not? If not, tnieanges do you recommend and why?

We do not agree with the IASB’s proposals relatmgebalancing the hedging relationship because of
the reasons stated in our response to QuestioWé.do believe that it is important for an entity to
have theability to adjust the hedge relationship as necessarsisiomanagement. However, we do
not believe that the accounting shodldtatetransactions to be executed, nor should accoulititif

the circumstances that may give rise to risk mamage transactions.

Question 8

(@) Do you agree that an entity should discontihedge accounting prospectively only when the
hedging relationship (or part of a hedging relatstip) ceases to meet the qualifying criteria (after
taking into account any rebalancing of the hedgiakationship, if applicable)? Why or why not? If
not, what changes do you recommend and why?

(b) Do you agree that an entity should not be pgedito discontinue hedge accounting for a
hedging relationship that still meets the risk mg@@ent objective and strategy on the basis of which
it qualified for hedge accounting and that contiate meet all other qualifying criteria? Why or wh
not? If not, what changes do you recommend an®why

We do not agree with the IASB’s proposal that hedgeounting should be discontinued only when
the hedging relationship ceases to meet the qudifgriteria. While changes in the risk management
objective for an individual instrument are the maause of dedesignations, we question the benefits
of additional documentation and auditing those gean The Board acknowledged in BC 213-214
that entities commonly manage a net position afvdéves, physical positions and other contracta in
dynamic way and designate a hedged position on bases. Given the pace at which markets and net
risk positions change (leading to changes in risanagement objectives), we believe that
dedesignation of a hedging relationship should remaluntary and that additional documentation
detailing the nature of the change in risk managermtent should not be required.

Consider the example provided in paragraph BC284yhich a volatile longer-term credit exposure
deteriorated and was then protected by credit defieuivatives, then significantly improved so that
the credit derivatives were sold, but then agaiteritrated and was protected again, presumably by
purchasing another credit derivative. This exanmigélights the changing nature of risk management
objectives, but excludes consideration of the fhett in a large financial institution, derivative
instruments no longer used for hedge accountingga@s may be redirected for other uses (including
use in a market making portfolio), thus avoiding ttnansaction costs associated with selling or
terminating the derivative when not needed andhasing it again when the hedged risk re-emerges.
We believe that voluntary dedesignation (withoutivdgive termination or extra documentation of
risk management intent) is appropriate.

In addition, there are other circumstances in arpgractice that result in dedesignations and
redesignations of hedge relationships (such as éments to hedge effectiveness assessment methods
or to a derivative’s critical terms) that do nofpepr to be included in the types of rebalancing tha
would be reflected as a continuation of the hedg@tionship in the Exposure Draft. The ability to
optimize hedge effectiveness results by making gearo the hedge relationship, derivative terms or
hedge accounting methods should be retained byigi@gn/oluntary dedesignations.
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Additionally, we urge the IASB to consider hedge@amting on a holistic basis by considering both
open and closed portfolios in conjunction with eaxther and making decisions regarding hedge
accounting considering both types of portfoliosetibgr. Given that many hedges of net risks similar
to those contemplated in BC 213-214 in open paodiail to qualify for macro hedging, or would be
too complex to apply under that model, we encouthgelASB to continue to allow net risks to be
hedged as simply as possible under the closedoportinodel by continuing to allow voluntary
dedesignations.

Question 9

€)) Do you agree that for a fair value hedge théngar loss on the hedging instrument and the

hedged item should be recognized in other compseiherincome with the ineffective portion of the

gain or loss transferred to profit or loss? Whywhy not? If not, what changes do you recommend
and why?

We do not believe that separate presentation ofvidiie hedge gains and losses in the statement of
other comprehensive income represents an improvemeimnancial reporting because it will add
more complexity to that statement. We believe phasentation of the fair value hedge gain or toss
the hedging instrument and hedged item in footuligelosures provides users with the information
they need in one location. Additionally, the prepd presentation change would result in increased
systems cost for preparers to have hedging institsyend hedged items currently being mapped to
current period income to be reported in OCI, codtikh we believe are unjustified.

(b) Do you agree that the gain or loss on the heddgem attributable to the hedged risk should
be presented as a separate line item in the stateofefinancial position? Why or why not? If not,
what changes do you recommend and why?

We do not object to the IASB’s proposal that thengar loss on the hedged item attributable to the
hedged risk should be presented as a separatédinein the statement of financial position. We
understand that some users prefer statement ofdimaposition amounts to be cost or fair value and
not subject to hedge accounting adjustments. Hewewe question how useful the proposed
presentation would be to users because we belletethie relative immateriality of most hedging
programs to other items on the statement of fir@nmsition will result in the line item represenyi

the basis adjustment being presented in “othetsisse“other liabilities” in the statement of finaial
position, rather than displayed as its own lineniteWe also believe that presentation as a lima ite
separate from the hedged item increases the caigksl associated with subsequent amortization of
the basis adjustment, since the hedged item antbabis adjustment are separated. Therefore, we
believe disclosure of the basis adjustment for ¥ailue hedges may be more useful for users of
financial statements than separate presentatidheoface of the statement of financial position.

(c) Do you agree that linked presentation shoult b® allowed for fair value hedges? Why or
why not? If you disagree, when do you think lingegsentation should be allowed and how should it
be presented?

We agree with the IASB’s decision that disclosuabsut hedging are a superior alternative to linked
presentation to provide information that allowsrasa financial statements to assess the relevaihce
the information for their own analysis.
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Question 11
Do you agree with the criteria for the eligibiliof groups of items as a hedged item? Why or why not
If not, what changes do you recommend and why?

We support the IASB’s criteria for the eligibiligf groups of items as a hedged item and believe tha
the criteria are a simplification and improvemerdni the current hedging model and will allow
entities more flexibility to hedge groups of items.

Question 12

Do you agree that for a hedge of a group of itentk wffsetting risk positions that affect differdinie
items in the income statement (e.g. in a net positiedge), any hedging instrument gains or losses
recognized in profit or loss should be presented separate line from those affected by the hedged
items? Why or why not? If not, what changes dorgoammend and why?

We agree with the IASB’s proposal of presenting iseparate line the income statement impact of the
hedging instrument for a group of hedged items dlfffetct different line items. To assign a valusnir

the hedging instrument to each specific positiothengroup would be difficult if not impracticalfier
preparers, and therefore we believe the IASB’s gsapis a practical alternative.

Question 13
@) Do you agree with the proposed disclosure nemuents? Why or why not? If not, what
changes do you recommend and why?

We believe the IASB should converge to the sintligclosures that the FASB recently required when
it issued SFAS 161Disclosures about Derivative Instruments and Hedgifsctivities The
disclosures required by the FASB are similar tol&fB’s proposed disclosures in paragraphs 49-52
of the Exposure Draft, and have also been in eftedivo annual reporting periods for most entities

(b) What other disclosures do you believe wouldig® useful information (whether in addition
to or instead of the proposed disclosures) and why?

We propose that no additional disclosures be atl¢idose in the Exposure Draft and encourage the
IASB to converge to the FASB’s disclosures reldtederivatives and hedging activities.

Question 14

Do you agree that if it is in accordance with thaigy’s fair value-based risk management strategy
derivative accounting would apply to contracts thah be settled net in cash that were entered into
and continue to be held for the purpose of theipt@# delivery of a non-financial item in accordam
with the entity’s expected purchase, sale or usagpiirements? Why or why not? If not, what
changes do you recommend and why?

We agree with the IASB’s proposal to amend the lagg in IAS 32:Financial Instruments:
Presentatiorsuch that commodity and other contracts that aeaged on a fair value basis and can
be settled net in cash would receive derivativeoasting. We believe that derivative accounting
would be reflective of how the business intendmtmage certain contracts (fair value through profit
and loss) and will serve to eliminate an accountmgmatch without the increased operational burden
of applying hedge accounting.
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Question 15

(@) Do you agree that all of the three alternative asating treatments(other than hedg
accounting) to account for hedges of credit riskngscredit derivatives would add unnecess
complexity to accounting for financial instrumenWMhy or why not

We agree that any of the three alternatives irEtkosure Draft will ad additionalcomplexity to the
accounting frameworkhowever we do not believe it would be “unnecessbecausthedging credit
risk is a real concern for many institutions, ahdréfore we encourage the Board to continu
explore these and other altative: to permit a relevant presentationaoédit risk management in tl
hedge accounting modelWe recognize the complexity of this issue, andriked to simplify the
current hedge accounting model in the short terd,nderstand that resolving cit hedging issues
may need to be addressed in a separate p

(b) If not, which of the three alternatives considebgdthe Board in paragraphs BC2-BC246
should the Board develop further and what changethat alternative would you recommend
why?

We believe the Board should not discard any alteres at this time. In particular, we belie
Alternatives 2 and 3 deserve further exploratiod davelopmen While we understand the conce
about the ability to elect fair value option suhsmufto the initial recognition of an asset or liabili
we believe it should be further discussed and &g since it may be the mofgasible solutio.

Question 16
Do you agree with the proposed transition requirata Why or why not? If not, whchanges do
you recommend and why?

Presuming that the unintended complexiresulting fromthe hedge effectiveness assessment
dedesignation requirementsin be addressed within that timeframe believe that effective da
relating to this Exposure Draft should be alignethwhe IASB’s other financial instruments proje
that will replace IAS 39. Should the IASB not resolve these issues, we h@refisant concern:
about the operationality fothe standard for the proposed effective of January 1, 202
Additionally, we believehat the effective date and transitifor open portfolios should be consist:
with the effective date and transitifor this Exposure Dratft.

We appreciate the opportunity to submit our viewd aould be pleased to discuss our comn
with you at your convenience. If you have any ¢oes, please contact me 212.270.363, Bret
Dooley at 212.648.0404 or Aliair Webster ¢44.20.7777.5387.

Sincerely yours,

— /%%

Louis Rauchenberger
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