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(3) Describe all fees and charges 
which may be imposed directly or indi-
rectly against the holder of the Amer-
ican Depositary Receipts, indicating 
the type of service, the amount of fee 
or charges and to whom paid. 

Instructions to Item 202: 1. Wherever the title 
of securities is required to be stated, there 
shall be given such information as will indi-
cate the type and general character of the 
securities, including the following: 

A. In the case of shares, the par or stated 
value, if any; the rate of dividends, if fixed, 
and whether cumulative or non-cumulative; 
a brief indication of the preference, if any; 
and if convertible or redeemable, a state-
ment to that effect; 

B. In the case of debt, the rate of interest; 
the date of maturity or, if the issue matures 
serially, a brief indication of the serial ma-
turities, such as ‘‘maturing serially from 
1955 to 1960’’; if the payment of principal or 
interest is contingent, an appropriate indica-
tion of such contingency; a brief indication 
of the priority of the issue; and, if convert-
ible or callable, a statement to that effect; 
or 

C. In the case of any other kind of secu-
rity, appropriate information of comparable 
character. 

2. If the registrant is a foreign registrant, 
include (to the extent not disclosed in the 
document pursuant to Item 201 of Regulation 
S-K (§ 229.201) or otherwise) in the descrip-
tion of the securities: 

A. A brief description of any limitations on 
the right of nonresident or foreign owners to 
hold or vote such securities imposed by for-
eign law or by the charter or other con-
stituent document of the registrant, or if no 
such limitations are applicable, so state; 

B. A brief description of any governmental 
laws, decrees or regulations in the country 
in which the registrant is organized affecting 
the remittance of dividends, interest and 
other payments to nonresident holders of the 
securities being registered; 

C. A brief outline of all taxes, including 
withholding provisions, to which United 
States security holders are subject under ex-
isting laws and regulations of the foreign 
country in which the registrant is organized; 
and 

D. A brief description of pertinent provi-
sions of any reciprocal tax treaty between 
such foreign country and the United States 
regarding withholding or, if there is no such 
treaty, so state. 

3. Section 305(a)(2) of the Trust Indenture 
Act of 1939, 15 U.S.C. 77aaa et seq., as amend-
ed (‘‘Trust Indenture Act’’), shall not be 
deemed to require the inclusion in a registra-
tion statement or in a prospectus of any in-
formation not required by this Item. 

4. Where convertible securities or stock 
purchase warrants are being registered that 
are subject to redemption or call, the de-
scription of the conversion terms of the secu-
rities or material terms of the warrants shall 
disclose: 

A. Whether the right to convert or pur-
chase the securities will be forfeited unless 
it is exercised before the date specified in a 
notice of the redemption or call; 

B. The expiration or termination date of 
the warrants; 

C. The kinds, frequency and timing of no-
tice of the redemption or call, including the 
cities or newspapers in which notice will be 
published (where the securities provide for a 
class of newspapers or group of cities in 
which the publication may be made at the 
discretion of the registrant, the registrant 
should describe such provision); and 

D. In the case of bearer securities, that in-
vestors are responsible for making arrange-
ments to prevent loss of the right to convert 
or purchase in the event of redemption of 
call, for example, by reading the newspapers 
in which the notice of redemption or call 
may be published. 

5. The response to paragraph (f) shall in-
clude information with respect to fees and 
charges in connection with (A) the deposit or 
substitution of the underlying securities; (B) 
receipt and distribution of dividends; (C) the 
sale or exercise of rights; (D) the withdrawal 
of the underlying security; and (E) the trans-
ferring, splitting or grouping of receipts. In-
formation with respect to the right to col-
lect the fees and charges against dividends 
received and deposited securities shall be in-
cluded in response to this item. 

6. For asset-backed securities, see also 
Item 1113 of Regulation AB (§ 229.1113). 

[47 FR 11401, Mar. 16, 1982, as amended at 47 
FR 54768, Dec. 6, 1982; 51 FR 42056, Nov. 20, 
1986; 70 FR 1593, Jan. 7, 2005] 

Subpart 229.300—Financial 
Information 

§ 229.301 (Item 301) Selected financial 
data. 

Furnish in comparative columnar 
form the selected financial data for the 
registrant referred to below, for 

(a) Each of the last five fiscal years 
of the registrant (or for the life of the 
registrant and its predecessors, if less), 
and 

(b) Any additional fiscal years nec-
essary to keep the information from 
being misleading. 

(c) Smaller reporting companies. A reg-
istrant that qualifies as a smaller re-
porting company, as defined by 
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§ 229.10(f)(1), is not required to provide 
the information required by this Item. 

Instructions to Item 301: 1. The purpose of the 
selected financial data shall be to supply in 
a convenient and readable format selected fi-
nancial data which highlight certain signifi-
cant trends in the registrant’s financial con-
dition and results of operations. 

2. Subject to appropriate variation to con-
form to the nature of the registrant’s busi-
ness, the following items shall be included in 
the table of financial data: net sales or oper-
ating revenues; income (loss) from con-
tinuing operations; income (loss) from con-
tinuing operations per common share; total 
assets; long-term obligations and redeemable 
preferred stock (including long-term debt, 
capital leases, and redeemable preferred 
stock as defined in § 210.5–02.28(a) of Regula-
tion S-X [17 CFR 210]; and cash dividends de-
clared per common share. Registrants may 
include additional items which they believe 
would enhance an understanding of and 
would highlight other trends in their finan-
cial condition and results of operations. 
Briefly describe, or cross-reference to a dis-
cussion thereof, factors such as accounting 
changes, business combinations or disposi-
tions of business operations, that materially 
affect the comparability of the information 
reflected in selected financial data. Discus-
sion of, or reference to, any material uncer-
tainties should also be included where such 
matters might cause the data reflected here-
in not to be indicative of the registrant’s fu-
ture financial condition or results of oper-
ations. 

3. All references to the registrant in the 
table of selected financial data and in this 
Item shall mean the registrant and its sub-
sidiaries consolidated. 

4. If interim period financial statements 
are included, or are required to be included, 
by Article 3 of Regulation S-X, registrants 
should consider whether any or all of the se-
lected financial data need to be updated for 
such interim periods to reflect a material 
change in the trends indicated; where such 
updating information is necessary, reg-
istrants shall provide the information on a 
comparative basis unless not necessary to an 
understanding of such updating information. 

5. A foreign private issuer shall disclose 
also the following information in all filings 
containing financial statements: 

A. In the forepart of the document and as 
of the latest practicable date, the exchange 
rate into U.S. currency of the foreign cur-
rency in which the financial statements are 
denominated; 

B. A history of exchange rates for the five 
most recent years and any subsequent in-
terim period for which financial statements 
are presented setting forth the rates for pe-
riod end, the average rates, and the range of 
high and low rates for each year; and 

C. If equity securities are being registered, 
a five year summary of dividends per share 
stated in both the currency in which the fi-
nancial statements are denominated and 
United States currency based on the ex-
change rates at each respective payment 
date. 

6. A foreign private issuer shall present the 
selected financial data in the same currency 
as its financial statements. The issuer may 
present the selected financial data on the 
basis of the accounting principles used in its 
primary financial statements but in such 
case shall present this data also on the basis 
of any reconciliations of such data to United 
States generally accepted accounting prin-
ciples and Regulation S-X made pursuant to 
Rule 4–01 of Regulation S-X (§ 210.4–01 of this 
chapter). 

7. For purposes of this rule, the rate of ex-
change means the noon buying rate in New 
York City for cable transfers in foreign cur-
rencies as certified for customs purposes by 
the Federal Reserve Bank of New York. The 
average rate means the average of the ex-
change rates on the last day of each month 
during a year. 

[47 FR 11401, Mar. 16, 1982, as amended at 47 
FR 54768, Dec. 6, 1982; 52 FR 30919, Aug. 18, 
1987; 73 FR 958, Jan. 4, 2008] 

§ 229.302 (Item 302) Supplementary fi-
nancial information. 

(a) Selected quarterly financial data. 
Registrants specified in paragraph 
(a)(5) of this Item shall provide the in-
formation specified below. 

(1) Disclosure shall be made of net 
sales, gross profit (net sales less costs 
and expenses associated directly with 
or allocated to products sold or serv-
ices rendered), income (loss) before ex-
traordinary items and cumulative ef-
fect of a change in accounting, per 
share data based upon such income 
(loss), and net income (loss), for each 
full quarter within the two most recent 
fiscal years and any subsequent in-
terim period for which financial state-
ments are included or are required to 
be included by Article 3 of Regulation 
S-X [17 CFR 210]. 

(2) When the data supplied pursuant 
to this paragraph (a) vary from the 
amounts previously reported on the 
Form 10–Q and Form 10–QSB (§ 249.308a 
of this chapter) filed for any quarter, 
such as would be the case when a pool-
ing of interests occurs or where an 
error is corrected, reconcile the 
amounts given with those previously 
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reported and describe the reason for 
the difference. 

(3) Describe the effect of any dis-
posals of segments of a business, and 
extraordinary, unusual or infrequently 
occurring items recognized in each full 
quarter within the two most recent fis-
cal years and any subsequent interim 
period for which financial statements 
are included or are required to be in-
cluded by Article 3 of Regulation S-X, 
as well as the aggregate effect and the 
nature of year-end or other adjust-
ments which are material to the re-
sults of that quarter. 

(4) If the financial statements to 
which this information relates have 
been reported on by an accountant, ap-
propriate professional standards and 
procedures, as enumerated in the 
Statements of Auditing Standards 
issued by the Auditing Standards 
Board of the American Institute of Cer-
tified Public Accountants, shall be fol-
lowed by the reporting accountant 
with regard to the data required by 
this paragraph (a). 

(5) This paragraph (a) applies to any 
registrant, except a foreign private 
issuer, that has securities registered 
pursuant to sections 12(b) (15 U.S.C. 
§ 78l(b)) (other than mutual life insur-
ance companies) or 12(g) of the Ex-
change Act (15 U.S.C. § 78l(g)). 

(b) Information about oil and gas pro-
ducing activities. Registrants engaged in 
oil and gas producing activities shall 
present the information about oil and 
gas producing activities (as those ac-
tivities are defined in Regulation S-X, 
§ 210.4–10(a)) specified in paragraphs 9– 
34 of Statement of Financial Account-
ing Standards (‘‘SFAS’’) No. 69, ‘‘Dis-
closures about Oil and Gas Producing 
Activities.’’ If such oil and gas pro-
ducing activities are regarded as sig-
nificant under one or more of the tests 
set forth in paragraph 8 of SFAS No. 69. 

Instructions to paragraph (b): 1. (a) SFAS No. 
69 disclosures that relate to annual periods 
shall be presented for each annual period for 
which an income statement is required. (b) 
SFAS No. 69 disclosures required as of the 
end of an annual period shall be presented as 
of the date of each audited balance sheet re-
quired, and (c) SFAS No. 69 disclosures re-
quired as of the beginning of an annual pe-
riod shall be presented as of the beginning of 
each annual period for which an income 
statement is required. 

2. This paragraph, together with § 210.4–10 
of Regulation S-X, prescribes financial re-
porting standards for the preparation of ac-
counts by persons engaged, in whole or in 
part, in the production of crude oil or nat-
ural gas in the United States, pursuant to 
Section 503 of the Energy Policy and Con-
servation Act of 1975 (42 U.S.C. 8383) 
(‘‘EPCA’’) and Section 11(c) of the Energy 
Supply and Environmental Coordination Act 
of 1974 (15 U.S.C. 796) (‘‘ESECA’’) as amended 
by Section 506 of EPCA. The application of 
the paragraph to those oil and gas producing 
operations of companies regulated for rate-
making purposes on an individual-company- 
cost-of-service basis may, however, give ap-
propriate recognition to differences arising 
because of the effect of the ratemaking proc-
ess. 

3. Any person exempted by the Department 
of Energy from any record-keeping or report-
ing requirements pursuant to Section 11(c) of 
ESECA, as amended, is similarly exempted 
from the related provisions of this paragraph 
in the preparation of accounts pursuant to 
EPCA. This exemption does not affect the 
applicability of this paragraph to filings pur-
suant to the federal securities laws. 

(c) Smaller reporting companies. A reg-
istrant that qualifies as a smaller re-
porting company, as defined by 
§ 229.10(f)(1), is not required to provide 
the information required by this Item. 

[47 FR 11401, Mar. 16, 1982, as amended at 47 
FR 57914, Dec. 29, 1982; 52 FR 30919, Aug. 18, 
1987; 56 FR 30053, July 1, 1991; 64 FR 73402, 
Dec. 30, 1999; 73 FR 958, Jan. 4, 2008] 

§ 229.303 (Item 303) Management’s dis-
cussion and analysis of financial 
condition and results of operations. 

(a) Full fiscal years. Discuss reg-
istrant’s financial condition, changes 
in financial condition and results of op-
erations. The discussion shall provide 
information as specified in paragraphs 
(a)(1) through (5) of this Item and also 
shall provide such other information 
that the registrant believes to be nec-
essary to an understanding of its finan-
cial condition, changes in financial 
condition and results of operations. 
Discussions of liquidity and capital re-
sources may be combined whenever the 
two topics are interrelated. Where in 
the registrant’s judgment a discussion 
of segment information or of other sub-
divisions of the registrant’s business 
would be appropriate to an under-
standing of such business, the discus-
sion shall focus on each relevant, re-
portable segment or other subdivision 
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of the business and on the registrant as 
a whole. 

(1) Liquidity. Identify any known 
trends or any known demands, commit-
ments, events or uncertainties that 
will result in or that are reasonably 
likely to result in the registrant’s li-
quidity increasing or decreasing in any 
material way. If a material deficiency 
is identified, indicate the course of ac-
tion that the registrant has taken or 
proposes to take to remedy the defi-
ciency. Also identify and separately de-
scribe internal and external sources of 
liquidity, and briefly discuss any mate-
rial unused sources of liquid assets. 

(2) Capital resources. (i) Describe the 
registrant’s material commitments for 
capital expenditures as of the end of 
the latest fiscal period, and indicate 
the general purpose of such commit-
ments and the anticipated source of 
funds needed to fulfill such commit-
ments. 

(ii) Describe any known material 
trends, favorable or unfavorable, in the 
registrant’s capital resources. Indicate 
any expected material changes in the 
mix and relative cost of such resources. 
The discussion shall consider changes 
between equity, debt and any off-bal-
ance sheet financing arrangements. 

(3) Results of operations. (i) Describe 
any unusual or infrequent events or 
transactions or any significant eco-
nomic changes that materially affected 
the amount of reported income from 
continuing operations and, in each 
case, indicate the extent to which in-
come was so affected. In addition, de-
scribe any other significant compo-
nents of revenues or expenses that, in 
the registrant’s judgment, should be 
described in order to understand the 
registrant’s results of operations. 

(ii) Describe any known trends or un-
certainties that have had or that the 
registrant reasonably expects will have 
a material favorable or unfavorable im-
pact on net sales or revenues or income 
from continuing operations. If the reg-
istrant knows of events that will cause 
a material change in the relationship 
between costs and revenues (such as 
known future increases in costs of 
labor or materials or price increases or 
inventory adjustments), the change in 
the relationship shall be disclosed. 

(iii) To the extent that the financial 
statements disclose material increases 
in net sales or revenues, provide a nar-
rative discussion of the extent to which 
such increases are attributable to in-
creases in prices or to increases in the 
volume or amount of goods or services 
being sold or to the introduction of 
new products or services. 

(iv) For the three most recent fiscal 
years of the registrant or for those fis-
cal years in which the registrant has 
been engaged in business, whichever 
period is shortest, discuss the impact 
of inflation and changing prices on the 
registrant’s net sales and revenues and 
on income from continuing operations. 

(4) Off-balance sheet arrangements. (i) 
In a separately-captioned section, dis-
cuss the registrant’s off-balance sheet 
arrangements that have or are reason-
ably likely to have a current or future 
effect on the registrant’s financial con-
dition, changes in financial condition, 
revenues or expenses, results of oper-
ations, liquidity, capital expenditures 
or capital resources that is material to 
investors. The disclosure shall include 
the items specified in paragraphs 
(a)(4)(i)(A), (B), (C) and (D) of this Item 
to the extent necessary to an under-
standing of such arrangements and ef-
fect and shall also include such other 
information that the registrant be-
lieves is necessary for such an under-
standing. 

(A) The nature and business purpose 
to the registrant of such off-balance 
sheet arrangements; 

(B) The importance to the registrant 
of such off-balance sheet arrangements 
in respect of its liquidity, capital re-
sources, market risk support, credit 
risk support or other benefits; 

(C) The amounts of revenues, ex-
penses and cash flows of the registrant 
arising from such arrangements; the 
nature and amounts of any interests 
retained, securities issued and other in-
debtedness incurred by the registrant 
in connection with such arrangements; 
and the nature and amounts of any 
other obligations or liabilities (includ-
ing contingent obligations or liabil-
ities) of the registrant arising from 
such arrangements that are or are rea-
sonably likely to become material and 
the triggering events or circumstances 
that could cause them to arise; and 
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(D) Any known event, demand, com-
mitment, trend or uncertainty that 
will result in or is reasonably likely to 
result in the termination, or material 
reduction in availability to the reg-
istrant, of its off-balance sheet ar-
rangements that provide material ben-
efits to it, and the course of action 
that the registrant has taken or pro-
poses to take in response to any such 
circumstances. 

(ii) As used in this paragraph (a)(4), 
the term off-balance sheet arrangement 
means any transaction, agreement or 
other contractual arrangement to 
which an entity unconsolidated with 
the registrant is a party, under which 
the registrant has: 

(A) Any obligation under a guarantee 
contract that has any of the character-
istics identified in paragraph 3 of FASB 
Interpretation No. 45, Guarantor’s Ac-
counting and Disclosure Requirements for 
Guarantees, Including Indirect Guaran-
tees of Indebtedness of Others (November 
2002) (‘‘FIN 45’’), as may be modified or 
supplemented, and that is not excluded 
from the initial recognition and meas-
urement provisions of FIN 45 pursuant 
to paragraphs 6 or 7 of that Interpreta-
tion; 

(B) A retained or contingent interest 
in assets transferred to an unconsoli-
dated entity or similar arrangement 
that serves as credit, liquidity or mar-
ket risk support to such entity for such 
assets; 

(C) Any obligation, including a con-
tingent obligation, under a contract 
that would be accounted for as a deriv-
ative instrument, except that it is both 
indexed to the registrant’s own stock 
and classified in stockholders’ equity 
in the registrant’s statement of finan-
cial position, and therefore excluded 
from the scope of FASB Statement of 

Financial Accounting Standards No. 
133, Accounting for Derivative Instru-
ments and Hedging Activities (June 1998), 
pursuant to paragraph 11(a) of that 
Statement, as may be modified or sup-
plemented; or 

(D) Any obligation, including a con-
tingent obligation, arising out of a 
variable interest (as referenced in 
FASB Interpretation No. 46, Consolida-
tion of Variable Interest Entities (Janu-
ary 2003), as may be modified or supple-
mented) in an unconsolidated entity 
that is held by, and material to, the 
registrant, where such entity provides 
financing, liquidity, market risk or 
credit risk support to, or engages in 
leasing, hedging or research and devel-
opment services with, the registrant. 

(5) Tabular disclosure of contractual ob-
ligations. (i) In a tabular format, pro-
vide the information specified in this 
paragraph (a)(5) as of the latest fiscal 
year end balance sheet date with re-
spect to the registrant’s known con-
tractual obligations specified in the 
table that follows this paragraph 
(a)(5)(i). The registrant shall provide 
amounts, aggregated by type of con-
tractual obligation. The registrant 
may disaggregate the specified cat-
egories of contractual obligations 
using other categories suitable to its 
business, but the presentation must in-
clude all of the obligations of the reg-
istrant that fall within the specified 
categories. A presentation covering at 
least the periods specified shall be in-
cluded. The tabular presentation may 
be accompanied by footnotes to de-
scribe provisions that create, increase 
or accelerate obligations, or other per-
tinent data to the extent necessary for 
an understanding of the timing and 
amount of the registrant’s specified 
contractual obligations. 

Contractual obligations 

Payments due by period 

3–5 years More than 5 
years Total Less than 1 

year 1–3 years 

[Long-Term Debt Obligations].
[Capital Lease Obligations].
[Operating Lease Obligations].
[Purchase Obligations].
[Other Long-Term Liabilities Reflected on the Reg-

istrant’s Balance Sheet under GAAP].

Total.
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(ii) Definitions: The following defini-
tions apply to this paragraph (a)(5): 

(A) Long-Term Debt Obligation means 
a payment obligation under long-term 
borrowings referenced in FASB State-
ment of Financial Accounting Stand-
ards No. 47 Disclosure of Long-Term Obli-
gations (March 1981), as may be modi-
fied or supplemented. 

(B) Capital Lease Obligation means a 
payment obligation under a lease clas-
sified as a capital lease pursuant to 
FASB Statement of Financial Account-
ing Standards No. 13 Accounting for 
Leases (November 1976), as may be 
modified or supplemented. 

(C) Operating Lease Obligation means 
a payment obligation under a lease 
classified as an operating lease and dis-
closed pursuant to FASB Statement of 
Financial Accounting Standards No. 13 
Accounting for Leases (November 1976), 
as may be modified or supplemented. 

(D) Purchase Obligation means an 
agreement to purchase goods or serv-
ices that is enforceable and legally 
binding on the registrant that specifies 
all significant terms, including: fixed 
or minimum quantities to be pur-
chased; fixed, minimum or variable 
price provisions; and the approximate 
timing of the transaction. 

Instructions to paragraph 303(a): 1. The reg-
istrant’s discussion and analysis shall be of 
the financial statements and other statis-
tical data that the registrant believes will 
enhance a reader’s understanding of its fi-
nancial condition, changes in financial con-
dition and results of operations. Generally, 
the discussion shall cover the three-year pe-
riod covered by the financial statements and 
shall use year-to-year comparisons or any 
other formats that in the registrant’s judg-
ment enhance a reader’s understanding. 
However, where trend information is rel-
evant, reference to the five-year selected fi-
nancial data appearing pursuant to Item 301 
of Regulation S–K (§ 229.301) may be nec-
essary. A smaller reporting company’s dis-
cussion shall cover the two-year period re-
quired in Article 8 of Regulation S–X and 
shall use year-to-year comparisons or any 
other formats that in the registrant’s judg-
ment enhance a reader’s understanding. 

2. The purpose of the discussion and anal-
ysis shall be to provide to investors and 
other users information relevant to an as-
sessment of the financial condition and re-
sults of operations of the registrant as deter-
mined by evaluating the amounts and cer-
tainty of cash flows from operations and 
from outside sources. 

3. The discussion and analysis shall focus 
specifically on material events and uncer-
tainties known to management that would 
cause reported financial information not to 
be necessarily indicative of future operating 
results or of future financial condition. This 
would include descriptions and amounts of 
(A) matters that would have an impact on 
future operations and have not had an im-
pact in the past, and (B) matters that have 
had an impact on reported operations and 
are not expected to have an impact upon fu-
ture operations. 

4. Where the consolidated financial state-
ments reveal material changes from year to 
year in one or more line items, the causes for 
the changes shall be described to the extent 
necesary to an understanding of the reg-
istrant’s businesses as a whole; Provided, 
however, That if the causes for a change in 
one line item also relate to other line items, 
no repetition is required and a line-by-line 
analysis of the financial statements as a 
whole is not required or generally appro-
priate. Registrants need not recite the 
amounts of changes from year to year which 
are readily computable from the financial 
statements. The discussion shall not merely 
repeat numerical data contained in the con-
solidated financial statements. 

5. The term ‘‘liquidity’’ as used in this 
Item refers to the ability of an enterprise to 
generate adequate amounts of cash to meet 
the enterprise’s needs for cash. Except where 
it is otherwise clear from the discussion, the 
registrant shall indicate those balance sheet 
conditions or income or cash flow items 
which the registrant believes may be indica-
tors of its liquidity condition. Liquidity gen-
erally shall be discussed on both a long-term 
and short-term basis. The issue of liquidity 
shall be discussed in the context of the reg-
istrant’s own business or businesses. For ex-
ample a discussion of working capital may 
be appropriate for certain manufacturing, in-
dustrial or related operations but might be 
inappropriate for a bank or public utility. 

6. Where financial statements presented or 
incorporated by reference in the registration 
statement are required by § 210.4–08(e)(3) of 
Regulation S-X [17 CFR part 210] to include 
disclosure of restrictions on the ability of 
both consolidated and unconsolidated sub-
sidiaries to transfer funds to the registrant 
in the form of cash dividends, loans or ad-
vances, the discussion of liquidity shall in-
clude a discussion of the nature and extent 
of such restrictions and the impact such re-
strictions have had and are expected to have 
on the ability of the parent company to meet 
its cash obligations. 

7. Any forward-looking information sup-
plied is expressly covered by the safe harbor 
rule for projections. See Rule 175 under the 
Securities Act [17 CFR 230.175], Rule 3b–6 
under the Exchange Act [17 CFR 240.3b–6] and 
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Securities Act Release No. 6084 (June 25, 
1979) (44 FR 38810). 

8. Registrants are only required to discuss 
the effects of inflation and other changes in 
prices when considered material. This dis-
cussion may be made in whatever manner 
appears appropriate under the cir-
cumstances. All that is required is a brief 
textual presentation of management’s views. 
No specific numerical financial data need be 
presented except as Rule 3–20(c) of Regula-
tion S-X (§ 210.3–20(c) of this chapter) other-
wise requires. However, registrants may 
elect to voluntarily disclose supplemental 
information on the effects of changing prices 
as provided for in Statement of Financial 
Accounting Standards No. 89, ‘‘Financial Re-
porting and Changing Prices’’ or through 
other supplemental disclosures. The Com-
mission encourages experimentation with 
these disclosures in order to provide the 
most meaningful presentation of the impact 
of price changes on the registrant’s financial 
statements. 

9. Registrants that elect to disclose supple-
mentary information on the effects of chang-
ing prices as specified by SFAS No. 89, ‘‘Fi-
nancial Reporting and Changing Prices,’’ 
may combine such explanations with the dis-
cussion and analysis required pursuant to 
this Item or may supply such information 
separately with appropriate cross reference. 

10. All references to the registrant in the 
discussion and in this Item shall mean the 
registrant and its subsidiaries consolidated. 

11. Foreign private registrants also shall 
discuss briefly any pertinent governmental 
economic, fiscal, monetary, or political poli-
cies or factors that have materially affected 
or could materially affect, directly or indi-
rectly, their operations or investments by 
United States nationals. 

12. If the registrant is a foreign private 
issuer, the discussion shall focus on the pri-
mary financial statements presented in the 
registration statement or report. There shall 
be a reference to the reconciliation to United 
States generally accepted accounting prin-
ciples, and a discussion of any aspects of the 
difference between foreign and United States 
generally accepted accounting principles, 
not discussed in the reconciliation, that the 
registrant believes is necessary for an under-
standing of the financial statements as a 
whole. 

13. The attention of bank holding compa-
nies is directed to the information called for 
in Guide 3 (§ 229.801(c) and § 229.802(c)). 

14. The attention of property-casualty in-
surance companies is directed to the infor-
mation called for in Guide 6 (§ 229.801(f)). 

Instructions to paragraph 303(a)(4): 1. No ob-
ligation to make disclosure under paragraph 
(a)(4) of this Item shall arise in respect of an 
off-balance sheet arrangement until a defini-
tive agreement that is unconditionally bind-
ing or subject only to customary closing con-

ditions exists or, if there is no such agree-
ment, when settlement of the transaction oc-
curs. 

2. Registrants should aggregate off-balance 
sheet arrangements in groups or categories 
that provide material information in an effi-
cient and understandable manner and should 
avoid repetition and disclosure of immate-
rial information. Effects that are common or 
similar with respect to a number of off-bal-
ance sheet arrangements must be analyzed 
in the aggregate to the extent the aggrega-
tion increases understanding. Distinctions in 
arrangements and their effects must be dis-
cussed to the extent the information is ma-
terial, but the discussion should avoid rep-
etition and disclosure of immaterial infor-
mation. 

3. For purposes of paragraph (a)(4) of this 
Item only, contingent liabilities arising out 
of litigation, arbitration or regulatory ac-
tions are not considered to be off-balance 
sheet arrangements. 

4. Generally, the disclosure required by 
paragraph (a)(4) shall cover the most recent 
fiscal year. However, the discussion should 
address changes from the previous year 
where such discussion is necessary to an un-
derstanding of the disclosure. 

5. In satisfying the requirements of para-
graph (a)(4) of this Item, the discussion of 
off-balance sheet arrangements need not re-
peat information provided in the footnotes 
to the financial statements, provided that 
such discussion clearly cross-references to 
specific information in the relevant foot-
notes and integrates the substance of the 
footnotes into such discussion in a manner 
designed to inform readers of the signifi-
cance of the information that is not included 
within the body of such discussion. 

(b) Interim periods. If interim period 
financial statements are included or 
are required to be included by Article 3 
of Regulation S-X (17 CFR 210), a man-
agement’s discussion and analysis of 
the financial condition and results of 
operations shall be provided so as to 
enable the reader to assess material 
changes in financial condition and re-
sults of operations between the periods 
specified in paragraphs (b) (1) and (2) of 
this Item. The discussion and analysis 
shall include a discussion of material 
changes in those items specifically list-
ed in paragraph (a) of this Item, except 
that the impact of inflation and chang-
ing prices on operations for interim pe-
riods need not be addressed. 

(1) Material changes in financial condi-
tion. Discuss any material changes in 
financial condition from the end of the 
preceding fiscal year to the date of the 
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most recent interim balance sheet pro-
vided. If the interim financial state-
ments include an interim balance sheet 
as of the corresponding interim date of 
the preceding fiscal year, any material 
changes in financial condition from 
that date to the date of the most re-
cent interim balance sheet provided 
also shall be discussed. If discussions of 
changes from both the end and the cor-
responding interim date of the pre-
ceding fiscal year are required, the dis-
cussions may be combined at the dis-
cretion of the registrant. 

(2) Material changes in results of oper-
ations. Discuss any material changes in 
the registrant’s results of operations 
with respect to the most recent fiscal 
year-to-date period for which an in-
come statement is provided and the 
corresponding year-to-date period of 
the preceding fiscal year. If the reg-
istrant is required to or has elected to 
provide an income statement for the 
most recent fiscal quarter, such discus-
sion also shall cover material changes 
with respect to that fiscal quarter and 
the corresponding fiscal quarter in the 
preceding fiscal year. In addition, if 
the registrant has elected to provide an 
income statement for the twelve- 
month period ended as of the date of 
the most recent interim balance sheet 
provided, the discussion also shall 
cover material changes with respect to 
that twelve-month period and the 
twelve-month period ended as of the 
corresponding interim balance sheet 
date of the preceding fiscal year. Not-
withstanding the above, if for purposes 
of a registration statement a reg-
istrant subject to paragraph (b) of 
§ 210.3–03 of Regulation S-X provides a 
statement of income for the twelve- 
month period ended as of the date of 
the most recent interim balance sheet 
provided in lieu of the interim income 
statements otherwise required, the dis-
cussion of material changes in that 
twelve-month period will be in respect 
to the preceding fiscal year rather than 
the corresponding preceding period. 

Instructions to paragraph (b) of Item 303: 1. If 
interim financial statements are presented 
together with financial statements for full 
fiscal years, the discussion of the interim fi-
nancial information shall be prepared pursu-
ant to this paragraph (b) and the discussion 
of the full fiscal year’s information shall be 

prepared pursuant to paragraph (a) of this 
Item. Such discussions may be combined. 

2. In preparing the discussion and analysis 
required by this paragraph (b), the registrant 
may presume that users of the interim finan-
cial information have read or have access to 
the discussion and analysis required by para-
graph (a) for the preceding fiscal year. 

3. The discussion and analysis required by 
this paragraph (b) is required to focus only 
on material changes. Where the interim fi-
nancial statements reveal material changes 
from period to period in one or more signifi-
cant line items, the causes for the changes 
shall be described if they have not already 
been disclosed: Provided, however, That if the 
causes for a change in one line item also re-
late to other line items, no repetition is re-
quired. Registrants need not recite the 
amounts of changes from period to period 
which are readily computable from the fi-
nancial statements. The discussion shall not 
merely repeat numerical data contained in 
the financial statements. The information 
provided shall include that which is avail-
able to the registrant without undue effort 
or expense and which does not clearly appear 
in the registrant’s condensed interim finan-
cial statements. 

4. The registrant’s discussion of material 
changes in results of operations shall iden-
tify any significant elements of the reg-
istrant’s income or loss from continuing op-
erations which do not arise from or are not 
necessarily representative of the registrant’s 
ongoing business. 

5. The registrant shall discuss any seasonal 
aspects of its business which have had a ma-
terial effect upon its financial condition or 
results of operation. 

6. Any forward-looking information sup-
plied is expressly covered by the safe harbor 
rule for projections. See Rule 175 under the 
Securities Act [17 CFR 230. 175], Rule 3b–6 
under the Exchange Act [17 CFR 249.3b–6] and 
Securities Act Release No. 6084 (June 25, 
1979) (44 FR 38810). 

7. The registrant is not required to include 
the table required by paragraph (a)(5) of this 
Item for interim periods. Instead, the reg-
istrant should disclose material changes out-
side the ordinary course of the registrant’s 
business in the specified contractual obliga-
tions during the interim period. 

(c) Safe harbor. (1) The safe harbor 
provided in section 27A of the Securi-
ties Act of 1933 (15 U.S.C. 77z–2) and sec-
tion 21E of the Securities Exchange 
Act of 1934 (15 U.S.C. 78u–5) (‘‘statutory 
safe harbors’’) shall apply to forward- 
looking information provided pursuant 
to paragraphs (a)(4) and (5) of this 
Item, provided that the disclosure is 
made by: an issuer; a person acting on 
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behalf of the issuer; an outside re-
viewer retained by the issuer making a 
statement on behalf of the issuer; or an 
underwriter, with respect to informa-
tion provided by the issuer or informa-
tion derived from information provided 
by the issuer. 

(2) For purposes of paragraph (c) of 
this Item only: 

(i) All information required by para-
graphs (a)(4) and (5) of this Item is 
deemed to be a forward looking state-
ment as that term is defined in the 
statutory safe harbors, except for his-
torical facts. 

(ii) With respect to paragraph (a)(4) 
of this Item, the meaningful cau-
tionary statements element of the 
statutory safe harbors will be satisfied 
if a registrant satisfies all require-
ments of that same paragraph (a)(4) of 
this Item. 

(d) Smaller reporting companies. A 
smaller reporting company, as defined 
by § 229.10(f)(1), may provide the infor-
mation required in paragraph (a)(3)(iv) 
of this Item for the last two most re-
cent fiscal years of the registrant if it 
provides financial information on net 
sales and revenues and on income from 
continuing operations for only two 
years. A smaller reporting company is 
not required to provide the information 
required by paragraph (a)(5) of this 
Item. 

[47 FR 11401, Mar. 16, 1982, as amended at 47 
FR 29839, July 9, 1982; 47 FR 54768, Dec. 6, 
1982; 52 FR 30919, Aug. 18, 1987; 68 FR 5999, 
Feb. 5, 2003; 73 FR 958, Jan. 4, 2008] 

§ 229.304 (Item 304) Changes in and 
disagreements with accountants on 
accounting and financial disclosure. 

(a)(1) If during the registrant’s two 
most recent fiscal years or any subse-
quent interim period, an independent 
accountant who was previously en-
gaged as the principal accountant to 
audit the registrant’s financial state-
ments, or an independent accountant 
who was previously engaged to audit a 
significant subsidiary and on whom the 
principal accountant expressed reli-
ance in its report, has resigned (or indi-
cated it has declined to stand for re- 
election after the completion of the 
current audit) or was dismissed, then 
the registrant shall: 

(i) State whether the former account-
ant resigned, declined to stand for re- 
election or was dismissed and the date 
thereof. 

(ii) State whether the principal ac-
countant’s report on the financial 
statements for either of the past two 
years contained an adverse opinion or a 
disclaimer of opinion, or was qualified 
or modified as to uncertainty, audit 
scope, or accounting principles; and 
also describe the nature of each such 
adverse opinion, disclaimer of opinion, 
modification, or qualification. 

(iii) State whether the decision to 
change accountants was recommended 
or approved by: 

(A) Any audit or similar committee 
of the board of directors, if the issuer 
has such a committee; or 

(B) The board of directors, if the 
issuer has no such committee. 

(iv) State whether during the reg-
istrant’s two most recent fiscal years 
and any subsequent interim period pre-
ceding such resignation, declination or 
dismissal there were any disagree-
ments with the former accountant on 
any matter of accounting principles or 
practices, financial statement disclo-
sure, or auditing scope or procedure, 
which disagreement(s), if not resolved 
to the satisfaction of the former ac-
countant, would have caused it to 
make reference to the subject matter 
of the disagreement(s) in connection 
with its report. Also, (A) describe each 
such disagreement; (B) state whether 
any audit or similar committee of the 
board of directors, or the board of di-
rectors, discussed the subject matter of 
each of such disagreements with the 
former accountant; and (C) state 
whether the registrant has authorized 
the former accountant to respond fully 
to the inquiries of the successor ac-
countant concerning the subject mat-
ter of each of such disagreements and, 
if not, describe the nature of any limi-
tation thereon and the reason there-
fore. The disagreements required to be 
reported in response to this Item in-
clude both those resolved to the former 
accountant’s satisfaction and those not 
resolved to the former accountant’s 
satisfaction. Disagreements con-
templated by this Item are those that 
occur at the decision-making level, i.e., 
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between personnel of the registrant re-
sponsible for presentation of its finan-
cial statements and personnel of the 
accounting firm responsible for ren-
dering its report. 

(v) Provide the information required 
by paragraph (a)(1)(iv) of this Item for 
each of the kinds of events (even 
though the registrant and the former 
accountant did not express a difference 
of opinion regarding the event) listed 
in paragraphs (a)(1)(v) (A) through (D) 
of this section, that occurred within 
the registrant’s two most recent fiscal 
years and any subsequent interim pe-
riod preceding the former accountant’s 
resignation, declination to stand for re- 
election, or dismissal (‘‘reportable 
events’’). If the event led to a disagree-
ment or difference of opinion, then the 
event should be reported as a disagree-
ment under paragraph (a)(1)(iv) and 
need not be repeated under this para-
graph. 

(A) The accountant’s having advised 
the registrant that the internal con-
trols necessary for the registrant to de-
velop reliable financial statements do 
not exist; 

(B) The accountant’s having advised 
the registrant that information has 
come to the accountant’s attention 
that has led it to no longer be able to 
rely on management’s representations, 
or that has made it unwilling to be as-
sociated with the financial statements 
prepared by management; 

(C) (1) The accountant’s having ad-
vised the registrant of the need to ex-
pand significantly the scope of its 
audit, or that information has come to 
the accountant’s attention during the 
time period covered by Item 
304(a)(1)(iv), that if further inves-
tigated may: 

(i) Materially impact the fairness or 
reliability of either: a previously 
issued audit report or the underlying 
financial statements; or the financial 
statements issued or to be issued cov-
ering the fiscal period(s) subsequent to 
the date of the most recent financial 
statements covered by an audit report 
(including information that may pre-
vent it from rendering an unqualified 
audit report on those financial state-
ments), or 

(ii) Cause it to be unwilling to rely on 
management’s representations or be 

associated with the registrant’s finan-
cial statements, and 

(2) Due to the accountant’s resigna-
tion (due to audit scope limitations or 
otherwise) or dismissal, or for any 
other reason, the accountant did not so 
expand the scope of its audit or con-
duct such further investigation; or 

(D)(1) The accountant’s having ad-
vised the registrant that information 
has come to the accountant’s attention 
that it has concluded materially im-
pacts the fairness or reliability of ei-
ther (i) a previously issued audit report 
or the underlying financial statements, 
or (ii) the financial statements issued 
or to be issued covering the fiscal pe-
riod(s) subsequent to the date of the 
most recent financial statements cov-
ered by an audit report (including in-
formation that, unless resolved to the 
accountant’s satisfaction, would pre-
vent it from rendering an unqualified 
audit report on those financial state-
ments), and 

(2) Due to the accountant’s resigna-
tion, dismissal or declination to stand 
for re-election, or for any other reason, 
the issue has not been resolved to the 
accountant’s satisfaction prior to its 
resignation, dismissal or declination to 
stand for re-election. 

(2) If during the registrant’s two 
most recent fiscal years or any subse-
quent interim period, a new inde-
pendent accountant has been engaged 
as either the principal accountant to 
audit the registrant’s financial state-
ments, or as an independent account-
ant to audit a significant subsidiary 
and on whom the principal accountant 
is expected to express reliance in its re-
port, then the registrant shall identify 
the newly engaged accountant and in-
dicate the date of such accountant’s 
engagement. In addition, if during the 
registrant’s two most recent fiscal 
years, and any subsequent interim pe-
riod prior to engaging that accountant, 
the registrant (or someone on its be-
half) consulted the newly engaged ac-
countant regarding: 

(i) Either: The application of ac-
counting principles to a specified 
transaction, either completed or pro-
posed; or the type of audit opinion that 
might be rendered on the registrant’s 
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financial statements, and either a writ-
ten report was provided to the reg-
istrant or oral advice was provided 
that the new accountant concluded was 
an important factor considered by the 
registrant in reaching a decision as to 
the accounting, auditing or financial 
reporting issue; or 

(ii) Any matter that was either the 
subject of a disagreement (as defined in 
paragraph 304(a)(1)(iv) and the related 
instructions to this item) or a report-
able event (as described in paragraph 
304(a)(1)(v)), then the registrant shall: 

(A) So state and identify the issues 
that were the subjects of those con-
sultations; 

(B) Briefly describe the views of the 
newly engaged accountant as expressed 
orally or in writing to the registrant 
on each such issue and, if written views 
were received by the registrant, file 
them as an exhibit to the report or reg-
istration statement requiring compli-
ance with this Item 304(a); 

(C) State whether the former ac-
countant was consulted by the reg-
istrant regarding any such issues, and 
if so, provide a summary of the former 
accountant’s views; and 

(D) Request the newly engaged ac-
countant to review the disclosure re-
quired by this Item 304(a) before it is 
filed with the Commission and provide 
the new accountant the opportunity to 
furnish the registrant with a letter ad-
dressed to the Commission containing 
any new information, clarification of 
the registrant’s expression of its views, 
or the respects in which it does not 
agree with the statements made by the 
registrant in response to Item 304(a). 
The registrant shall file any such let-
ter as an exhibit to the report or reg-
istration statement containing the dis-
closure required by this Item. 

(3) The registrant shall provide the 
former accountant with a copy of the 
disclosures it is making in response to 
this Item 304(a) that the former ac-
countant shall receive no later than 
the day that the disclosures are filed 
with the Commission. The registrant 
shall request the former accountant to 
furnish the registrant with a letter ad-
dressed to the Commission stating 
whether it agrees with the statements 
made by the registrant in response to 
this Item 304(a) and, if not, stating the 

respects in which it does not agree. The 
registrant shall file the former ac-
countant’s letter as an exhibit to the 
report on registration statement con-
taining this disclosure. If the former 
accountant’s letter is unavailable at 
the time of filing such report or reg-
istration statement, then the reg-
istrant shall request the former ac-
countant to provide the letter as 
promptly as possible so that the reg-
istrant can file the letter with the 
Commission within ten business days 
after the filing of the report or reg-
istration statement. Notwithstanding 
the ten business day period, the reg-
istrant shall file the letter by amend-
ment within two business days of re-
ceipt; if the letter is received on a Sat-
urday, Sunday or holiday on which the 
Commission is not open for business, 
then the two business day period shall 
begin to run on and shall include the 
first business day thereafter. The 
former accountant may provide the 
registrant with an interim letter high-
lighting specific areas of concern and 
indicating that a more detailed letter 
will be forthcoming within the ten 
business day period noted above. If not 
filed with the report or registration 
statement containing the registrant’s 
disclosure under this Item 304(a), then 
the interim letter, if any, shall be filed 
by the registrant by amendment within 
two business days of receipt. 

(b) If: (1) In connection with a change 
in accountants subject to paragraph (a) 
of this Item 304, there was any dis-
agreement of the type described in 
paragraph (a)(1)(iv) or any reportable 
event as described in paragraph 
(a)(1)(v) of this Item; 

(2) During the fiscal year in which 
the change in accountants took place 
or during the subsequent fiscal year, 
there have been any transactions or 
events similar to those which involved 
such disagreement or reportable event; 
and 

(3) Such transactions or events were 
material and were accounted for or dis-
closed in a manner different from that 
which the former accountants appar-
ently would have concluded was re-
quired, the registrant shall state the 
existence and nature of the disagree-
ment or reportable event and also state 
the effect on the financial statements 
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if the method had been followed which 
the former accountants apparently 
would have concluded was required. 
These disclosures need not be made if 
the method asserted by the former ac-
countants ceases to be generally ac-
cepted because of authoritative stand-
ards or interpretations subsequently 
issued. 

Instructions to Item 304: 1. The disclosure 
called for by paragraph (a) of this Item need 
not be provided if it has been previously re-
ported as that term is defined in Rule 12b–2 
under the Exchange Act (§ 240.12b–2 of this 
chapter); the disclosure called for by para-
graph (a) must be provided, however, not-
withstanding prior disclosure, if required 
pursuant to Item 9 of Schedule 14A (§ 240.14a– 
101 of this chapter). The disclosure called for 
by paragraph (b) of this section must be fur-
nished, where required, notwithstanding any 
prior disclosure about accountant changes or 
disagreements. 

2. When disclosure is required by paragraph 
(a) of this section in an annual report to se-
curity holders pursuant to Rule 14a–3 
(§ 240.14a–3 of this chapter) or Rule 14c–3 
(§ 240.14c–3 of this chapter), or in a proxy or 
information statement filed pursuant to the 
requirements of Schedule 14A or 14C 
(§ 240.14a–101 or § 240.14c–101 of this chapter), 
in lieu of a letter pursuant to paragraph 
(a)(2)(D) or (a)(3), prior to filing such mate-
rials with or furnishing such materials to 
the Commission, the registrant shall furnish 
the disclosure required by paragraph (a) of 
this section to any former accountant en-
gaged by the registrant during the period set 
forth in paragraph (a) of this section and to 
the newly engaged accountant. If any such 
accountant believes that the statements 
made in response to paragraph (a) of this sec-
tion are incorrect or incomplete, it may 
present its views in a brief statement, ordi-
narily expected not to exceed 200 words, to 
be included in the annual report or proxy or 
information statement. This statement shall 
be submitted to the registrant within ten 
business days of the date the accountant re-
ceives the registrant’s disclosure. Further, 
unless the written views of the newly en-
gaged accountant required to be filed as an 
exhibit by paragraph (a)(2)(B) of this Item 
304 have been previously filed with the Com-
mission the registrant shall file a Form 8–K 
concurrently with the annual report or 
proxy or information statement for the pur-
pose of filing the written views as exhibits 
thereto. 

3. The information required by Item 304(a) 
need not be provided for a company being ac-
quired by the registrant that is not subject 
to the filing requirements of either section 
13(a) or 15(d) of the Exchange Act, or, be-
cause of section 12(i) of the Exchange Act, 

has not furnished an annual report to secu-
rity holders pursuant to Rule 14a–3 or Rule 
14c–3 for its latest fiscal year. 

4. The term ‘‘disagreements’’ as used in 
this Item shall be interpreted broadly, to in-
clude any difference of opinion concerning 
any matter of accounting principles or prac-
tices, financial statement disclosure, or au-
diting scope or procedure which (if not re-
solved to the satisfaction of the former ac-
countant) would have caused it to make ref-
erence to the subject matter of the disagree-
ment in connection with its report. It is not 
necessary for there to have been an argu-
ment to have had a disagreement, merely a 
difference of opinion. For purposes of this 
Item, however, the term disagreements does 
not include initial differences of opinion 
based on incomplete facts or preliminary in-
formation that were later resolved to the 
former accountant’s satisfaction by, and pro-
viding the registrant and the accountant do 
not continue to have a difference of opinion 
upon, obtaining additional relevant facts or 
information. 

5. In determining whether any disagree-
ment or reportable event has occurred, an 
oral communication from the engagement 
partner or another person responsible for 
rendering the accounting firm’s opinion (or 
their designee) will generally suffice as the 
accountant advising the registrant of a re-
portable event or as a statement of a dis-
agreement at the ‘‘decision-making level’’ 
within the accounting firm and require dis-
closure under this Item. 

[53 FR 12929, Apr. 20, 1988, as amended at 54 
FR 9774, Mar. 8, 1989] 

§ 229.305 (Item 305) Quantitative and 
qualitative disclosures about mar-
ket risk. 

(a) Quantitative information about mar-
ket risk. (1) Registrants shall provide, 
in their reporting currency, quan-
titative information about market risk 
as of the end of the latest fiscal year, 
in accordance with one of the following 
three disclosure alternatives. In pre-
paring this quantitative information, 
registrants shall categorize market 
risk sensitive instruments into instru-
ments entered into for trading pur-
poses and instruments entered into for 
purposes other than trading purposes. 
Within both the trading and other than 
trading portfolios, separate quan-
titative information shall be presented, 
to the extent material, for each market 
risk exposure category (i.e., interest 
rate risk, foreign currency exchange 
rate risk, commodity price risk, and 
other relevant market risks, such as 
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equity price risk). A registrant may 
use one of the three alternatives set 
forth in this section for all of the re-
quired quantitative disclosures about 
market risk. A registrant also may 
choose, from among the three alter-
natives, one disclosure alternative for 
market risk sensitive instruments en-
tered into for trading purposes and an-
other disclosure alternative for market 
risk sensitive instruments entered into 
for other than trading purposes. Alter-
natively, a registrant may choose any 
disclosure alternative, from among the 
three alternatives, for each risk expo-
sure category within the trading and 
other than trading portfolios. The 
three disclosure alternatives are: 

(i)(A)(1) Tabular presentation of in-
formation related to market risk sen-
sitive instruments; such information 
shall include fair values of the market 
risk sensitive instruments and con-
tract terms sufficient to determine fu-
ture cash flows from those instru-
ments, categorized by expected matu-
rity dates. 

(2) Tabular information relating to 
contract terms shall allow readers of 
the table to determine expected cash 
flows from the market risk sensitive 
instruments for each of the next five 
years. Comparable tabular information 
for any remaining years shall be dis-
played as an aggregate amount. 

(3) Within each risk exposure cat-
egory, the market risk sensitive in-
struments shall be grouped based on 
common characteristics. Within the 
foreign currency exchange rate risk 
category, the market risk sensitive in-
struments shall be grouped by func-
tional currency and within the com-
modity price risk category, the market 
risk sensitive instruments shall be 
grouped by type of commodity. 

(4) See the Appendix to this Item for 
a suggested format for presentation of 
this information; and 

(B) Registrants shall provide a de-
scription of the contents of the table 
and any related assumptions necessary 
to understand the disclosures required 
under paragraph (a)(1)(i)(A) of this 
Item 305; or 

(ii)(A) Sensitivity analysis disclo-
sures that express the potential loss in 
future earnings, fair values, or cash 
flows of market risk sensitive instru-

ments resulting from one or more se-
lected hypothetical changes in interest 
rates, foreign currency exchange rates, 
commodity prices, and other relevant 
market rates or prices over a selected 
period of time. The magnitude of se-
lected hypothetical changes in rates or 
prices may differ among and within 
market risk exposure categories; and 

(B) Registrants shall provide a de-
scription of the model, assumptions, 
and parameters, which are necessary to 
understand the disclosures required 
under paragraph (a)(1)(ii)(A) of this 
Item 305; or 

(iii)(A) Value at risk disclosures that 
express the potential loss in future 
earnings, fair values, or cash flows of 
market risk sensitive instruments over 
a selected period of time, with a se-
lected likelihood of occurrence, from 
changes in interest rates, foreign cur-
rency exchange rates, commodity 
prices, and other relevant market rates 
or prices; 

(B)(1) For each category for which 
value at risk disclosures are required 
under paragraph (a)(1)(iii)(A) of this 
Item 305, provide either: 

(i) The average, high and low 
amounts, or the distribution of the 
value at risk amounts for the reporting 
period; or 

(ii) The average, high and low 
amounts, or the distribution of actual 
changes in fair values, earnings, or 
cash flows from the market risk sen-
sitive instruments occurring during 
the reporting period; or 

(iii) The percentage or number of 
times the actual changes in fair values, 
earnings, or cash flows from the mar-
ket risk sensitive instruments exceed-
ed the value at risk amounts during 
the reporting period; 

(2) Information required under para-
graph (a)(1)(iii)(B)(1) of this Item 305 is 
not required for the first fiscal year 
end in which a registrant must present 
Item 305 information; and 

(C) Registrants shall provide a de-
scription of the model, assumptions, 
and parameters, which are necessary to 
understand the disclosures required 
under paragraphs (a)(1)(iii)(A) and (B) 
of this Item 305. 

(2) Registrants shall discuss material 
limitations that cause the information 
required under paragraph (a)(1) of this 

VerDate Aug<31>2005 01:02 Jun 11, 2008 Jkt 214055 PO 00000 Frm 00453 Fmt 8010 Sfmt 8010 Y:\LOC_IN\214055.XXX 214055aj
br

ow
n 

on
 P

R
O

D
1P

C
76

 w
ith

 H
E

A
R

IN
G



444 

17 CFR Ch. II (4–1–08 Edition) § 229.305 

Item 305 not to reflect fully the net 
market risk exposures of the entity. 
This discussion shall include summa-
rized descriptions of instruments, posi-
tions, and transactions omitted from 
the quantitative market risk disclo-
sure information or the features of in-
struments, positions, and transactions 
that are included, but not reflected 
fully in the quantitative market risk 
disclosure information. 

(3) Registrants shall present summa-
rized market risk information for the 
preceding fiscal year. In addition, reg-
istrants shall discuss the reasons for 
material quantitative changes in mar-
ket risk exposures between the current 
and preceding fiscal years. Information 
required by this paragraph (a)(3), how-
ever, is not required if disclosure is not 
required under paragraph (a)(1) of this 
Item 305 for the current fiscal year. In-
formation required by this paragraph 
(a)(3) is not required for the first fiscal 
year end in which a registrant must 
present Item 305 information. 

(4) If registrants change disclosure 
alternatives or key model characteris-
tics, assumptions, and parameters used 
in providing quantitative information 
about market risk (e.g., changing from 
tabular presentation to value at risk, 
changing the scope of instruments in-
cluded in the model, or changing the 
definition of loss from fair values to 
earnings), and if the effects of any such 
change is material, the registrant 
shall: 

(i) Explain the reasons for the 
change; and 

(ii) Either provide summarized com-
parable information, under the new dis-
closure method, for the year preceding 
the current year or, in addition to pro-
viding disclosure for the current year 
under the new method, provide disclo-
sures for the current year and pre-
ceding fiscal year under the method 
used in the preceding year. 

Instructions to paragraph 305(a): 1. Under 
paragraph 305(a)(1): 

A. For each market risk exposure category 
within the trading and other than trading 
portfolios, registrants may report the aver-
age, high, and low sensitivity analysis or 
value at risk amounts for the reporting pe-
riod, as an alternative to reporting year-end 
amounts. 

B. In determining the average, high, and 
low amounts for the fiscal year under in-

struction 1.A. of the Instructions to Para-
graph 305(a), registrants should use sensi-
tivity analysis or value at risk amounts re-
lating to at least four equal time periods 
throughout the reporting period (e.g., four 
quarter-end amounts, 12 month-end 
amounts, or 52 week-end amounts). 

C. Functional currency means functional 
currency as defined by generally accepted 
accounting principles (see, e.g., FASB, State-
ment of Financial Accounting Standards No. 52, 
‘‘Foreign Currency Translation’’, (‘‘FAS 52’’) 
paragraph 20 (December 1981)). 

D. Registrants using the sensitivity anal-
ysis and value at risk disclosure alternatives 
are encouraged, but not required, to provide 
quantitative amounts that reflect the aggre-
gate market risk inherent in the trading and 
other than trading portfolios. 

2. Under paragraph 305(a)(1)(i): 
A. Examples of contract terms sufficient to 

determine future cash flows from market 
risk sensitive instruments include, but are 
not limited to: 

i. Debt instruments—principal amounts 
and weighted average effective interest 
rates; 

ii. Forwards and futures—contract 
amounts and weighted average settlement 
prices; 

iii. Options—contract amounts and weight-
ed average strike prices; 

iv. Swaps—notional amounts, weighted av-
erage pay rates or prices, and weighted aver-
age receive rates or prices; and 

v. Complex instruments—likely to be a 
combination of the contract terms presented 
in 2.A.i. through iv. of this Instruction; 

B. When grouping based on common char-
acteristics, instruments should be cat-
egorized, at a minimum, by the following 
characteristics, when material: 

i. Fixed rate or variable rate assets or li-
abilities; 

ii. Long or short forwards and futures; 
iii. Written or purchased put or call op-

tions with similar strike prices; 
iv. Receive fixed and pay variable swaps, 

receive variable and pay fixed swaps, and re-
ceive variable and pay variable swaps; 

v. The currency in which the instruments’ 
cash flows are denominated; 

vi. Financial instruments for which foreign 
currency transaction gains and losses are re-
ported in the same manner as translation ad-
justments under generally accepted account-
ing principles (see, e.g., FAS 52 paragraph 20 
(December 1981)); and 

vii. Derivatives used to manage risks in-
herent in anticipated transactions; 

C. Registrants may aggregate information 
regarding functional currencies that are eco-
nomically related, managed together for in-
ternal risk management purposes, and have 
statistical correlations of greater than 75% 
over each of the past three years; 
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D. Market risk sensitive instruments that 
are exposed to rate or price changes in more 
than one market risk exposure category 
should be presented within the tabular infor-
mation for each of the risk exposure cat-
egories to which those instruments are ex-
posed; 

E. If a currency swap (see, e.g., FAS 52 Ap-
pendix E for a definition of currency swap) 
eliminates all foreign currency exposures in 
the cash flows of a foreign currency denomi-
nated debt instrument, neither the currency 
swap nor the foreign currency denominated 
debt instrument are required to be disclosed 
in the foreign currency risk exposure cat-
egory. However, both the currency swap and 
the foreign currency denominated debt in-
strument should be disclosed in the interest 
rate risk exposure category; and 

F. The contents of the table and related as-
sumptions that should be described include, 
but are not limited to: 

i. The different amounts reported in the 
table for various categories of the market 
risk sensitive instruments (e.g., principal 
amounts for debt, notional amounts for 
swaps, and contract amounts for options and 
futures); 

ii. The different types of reported market 
rates or prices (e.g., contractual rates or 
prices, spot rates or prices, forward rates or 
prices); and 

iii. Key prepayment or reinvestment as-
sumptions relating to the timing of reported 
amounts. 

3. Under paragraph 305(a)(1)(ii): 
A. Registrants should select hypothetical 

changes in market rates or prices that are 
expected to reflect reasonably possible near- 
term changes in those rates and prices. In 
this regard, absent economic justification 
for the selection of a different amount, reg-
istrants should use changes that are not less 
than 10 percent of end of period market rates 
or prices; 

B. For purposes of instruction 3.A. of the 
Instructions to Paragraph 305(a), the term 
reasonably possible has the same meaning as 
defined by generally accepted accounting 
principles (see, e.g., FASB, Statement of Fi-
nancial Accounting Standards No. 5, 
‘‘Accounting for Contingencies,’’ (‘‘FAS 5’’) 
paragraph 3 (March 1975)); 

C. For purposes of instruction 3.A. of the 
Instructions to Paragraph 305(a), the term 
near term means a period of time going for-
ward up to one year from the date of the fi-
nancial statements (see generally AICPA, 
Statement of Position 94–6, ‘‘Disclosure of 
Certain Significant Risks and Uncertainties,’’ 
(‘‘SOP 94–6’’) at paragraph 7 (December 30, 
1994)); 

D. Market risk sensitive instruments that 
are exposed to rate or price changes in more 
than one market risk exposure category 
should be included in the sensitivity analysis 

disclosures for each market risk category to 
which those instruments are exposed; 

E. Registrants with multiple foreign cur-
rency exchange rate exposures should pre-
pare foreign currency sensitivity analysis 
disclosures that measure the aggregate sen-
sitivity to changes in all foreign currency 
exchange rate exposures, including the ef-
fects of changes in both transactional cur-
rency/functional currency exchange rate ex-
posures and functional currency/reporting 
currency exchange rate exposures. For exam-
ple, assume a French division of a registrant 
presenting its financial statements in U.S. 
dollars ($US) invests in a deutschmark(DM)- 
denominated debt security. In these cir-
cumstances, the $US is the reporting cur-
rency and the DM is the transactional cur-
rency. In addition, assume this division de-
termines that the French franc (FF) is its 
functional currency according to FAS 52. In 
preparing the foreign currency sensitivity 
analysis disclosures, this registrant should 
report the aggregate potential loss from hy-
pothetical changes in both the DM/FF ex-
change rate exposure and the FF/$US ex-
change rate exposure; and 

F. Model, assumptions, and parameters 
that should be described include, but are not 
limited to, how loss is defined by the model 
(e.g., loss in earnings, fair values, or cash 
flows), a general description of the modeling 
technique (e.g., duration modeling, modeling 
that measures the change in net present val-
ues arising from selected hypothetical 
changes in market rates or prices, and a de-
scription as to how optionality is addressed 
by the model), the types of instruments cov-
ered by the model (e.g., derivative financial 
instruments, other financial instruments, 
derivative commodity instruments, and 
whether other instruments are included vol-
untarily, such as certain commodity instru-
ments and positions, cash flows from antici-
pated transactions, and certain financial in-
struments excluded under instruction 3.C.ii. 
of the General Instructions to Paragraphs 
305(a) and 305(b)), and other relevant infor-
mation about the model’s assumptions and 
parameters, (e.g., the magnitude and timing 
of selected hypothetical changes in market 
rates or prices used, the method by which 
discount rates are determined, and key pre-
payment or reinvestment assumptions). 

4. Under paragraph 305(a)(1)(iii): 
A. The confidence intervals selected should 

reflect reasonably possible near-term 
changes in market rates and prices. In this 
regard, absent economic justification for the 
selection of different confidence intervals, 
registrants should use intervals that are 95 
percent or higher; 

B. For purposes of instruction 4.A. of the 
Instructions to Paragraph 305(a), the term 
reasonably possible has the same meaning as 
defined by generally accepted accounting 
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principles (see, e.g., FAS 5, paragraph 3 
(March 1975)); 

C. For purposes of instruction 4.A. of the 
Instructions to Paragraphs 305(a), the term 
near term means a period of time going for-
ward up to one year from the date of the fi-
nancial statements (see generally SOP 94–6, 
at paragraph 7 (December 30, 1994)); 

D. Registrants with multiple foreign cur-
rency exchange rate exposures should pre-
pare foreign currency value at risk analysis 
disclosures that measure the aggregate sen-
sitivity to changes in all foreign currency 
exchange rate exposures, including the ag-
gregate effects of changes in both trans-
actional currency/functional currency ex-
change rate exposures and functional cur-
rency/reporting currency exchange rate ex-
posures. For example, assume a French divi-
sion of a registrant presenting its financial 
statements in U.S. dollars ($US) invests in a 
deutschmark(DM)-denominated debt secu-
rity. In these circumstances, the $US is the 
reporting currency and the DM is the trans-
actional currency. In addition, assume this 
division determines that the French franc 
(FF) is its functional currency according to 
FAS 52. In preparing the foreign currency 
value at risk disclosures, this registrant 
should report the aggregate potential loss 
from hypothetical changes in both the DM/ 
FF exchange rate exposure and the FF/$US 
exchange rate exposure; and 

E. Model, assumptions, and parameters 
that should be described include, but are not 
limited to, how loss is defined by the model 
(e.g., loss in earnings, fair values, or cash 
flows), the type of model used (e.g., variance/ 
covariance, historical simulation, or Monte 
Carlo simulation and a description as to how 
optionality is addressed by the model), the 
types of instruments covered by the model 
(e.g., derivative financial instruments, other 
financial instruments, derivative commodity 
instruments, and whether other instruments 
are included voluntarily, such as certain 
commodity instruments and positions, cash 
flows from anticipated transactions, and cer-
tain financial instruments excluded under 
instruction 3.C.ii. of the General Instruc-
tions to Paragraphs 305(a) and 305(b)), and 
other relevant information about the mod-
el’s assumptions and parameters, (e.g., hold-
ing periods, confidence intervals, and, when 
appropriate, the methods used for aggre-
gating value at risk amounts across market 
risk exposure categories, such as by assum-
ing perfect positive correlation, independ-
ence, or actual observed correlation). 

5. Under paragraph 305(a)(2), limitations 
that should be considered include, but are 
not limited to: 

A. The exclusion of certain market risk 
sensitive instruments, positions, and trans-
actions from the disclosures required under 
paragraph 305(a)(1) (e.g., derivative com-
modity instruments not permitted by con-

tract or business custom to be settled in 
cash or with another financial instrument, 
commodity positions, cash flows from antici-
pated transactions, and certain financial in-
struments excluded under instruction 3.C.ii. 
of the General Instructions to Paragraphs 
305(a) and 305(b)). Failure to include such in-
struments, positions, and transactions in 
preparing the disclosures under paragraph 
305(a)(1) may be a limitation because the re-
sulting disclosures may not fully reflect the 
net market risk of a registrant; and 

B. The ability of disclosures required under 
paragraph 305(a)(1) to reflect fully the mar-
ket risk that may be inherent in instru-
ments with leverage, option, or prepayment 
features (e.g., options, including written op-
tions, structured notes, collateralized mort-
gage obligations, leveraged swaps, and op-
tions embedded in swaps). 

(b) Qualitative information about mar-
ket risk. (1) To the extent material, de-
scribe: 

(i) The registrant’s primary market 
risk exposures; 

(ii) How those exposures are man-
aged. Such descriptions shall include, 
but not be limited to, a discussion of 
the objectives, general strategies, and 
instruments, if any, used to manage 
those exposures; and 

(iii) Changes in either the reg-
istrant’s primary market risk expo-
sures or how those exposures are man-
aged, when compared to what was in ef-
fect during the most recently com-
pleted fiscal year and what is known or 
expected to be in effect in future re-
porting periods. 

(2) Qualitative information about 
market risk shall be presented sepa-
rately for market risk sensitive instru-
ments entered into for trading pur-
poses and those entered into for pur-
poses other than trading. 

Instructions to paragraph 305(b): 1. For pur-
poses of disclosure under paragraph 305(b), 
primary market risk exposures means: 

A. The following categories of market risk: 
interest rate risk, foreign currency exchange 
rate risk, commodity price risk, and other 
relevant market rate or price risks (e.g., eq-
uity price risk); and 

B. Within each of these categories, the par-
ticular markets that present the primary 
risk of loss to the registrant. For example, if 
a registrant has a material exposure to for-
eign currency exchange rate risk and, within 
this category of market risk, is most vulner-
able to changes in dollar/yen, dollar/pound, 
and dollar/peso exchange rates, the reg-
istrant should disclose those exposures. 
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Similarly, if a registrant has a material ex-
posure to interest rate risk and, within this 
category of market risk, is most vulnerable 
to changes in short-term U.S. prime interest 
rates, it should disclose the existence of that 
exposure. 

2. For purposes of disclosure under para-
graph 305(b), registrants should describe pri-
mary market risk exposures that exist as of 
the end of the latest fiscal year, and how 
those exposures are managed. 

General Instructions to Paragraphs 305(a) and 
305(b): 1. The disclosures called for by para-
graphs 305(a) and 305(b) are intended to clar-
ify the registrant’s exposures to market risk 
associated with activities in derivative fi-
nancial instruments, other financial instru-
ments, and derivative commodity instru-
ments. 

2. In preparing the disclosures under para-
graphs 305(a) and 305(b), registrants are re-
quired to include derivative financial instru-
ments, other financial instruments, and de-
rivative commodity instruments. 

3. For purposes of paragraphs 305(a) and 
305(b), derivative financial instruments, 
other financial instruments, and derivative 
commodity instruments (collectively re-
ferred to as ‘‘market risk sensitive instru-
ments’’) are defined as follows: 

A. Derivative financial instruments has the 
same meaning as defined by generally ac-
cepted accounting principles (see, e.g., 
FASB, Statement of Financial Accounting 
Standards No. 119, ‘‘Disclosure about Derivative 
Financial Instruments and Fair Value of Finan-
cial Instruments,’’ (‘‘FAS 119’’) paragraphs 5–7 
(October 1994)), and includes futures, for-
wards, swaps, options, and other financial in-
struments with similar characteristics; 

B. Other financial instruments means all fi-
nancial instruments as defined by generally 
accepted accounting principles for which fair 
value disclosures are required (see, e.g., 
FASB, Statement of Financial Accounting 
Standards No. 107, ‘‘Disclosures about Fair 
Value of Financial Instruments,’’ (‘‘FAS 107’’) 
paragraphs 3 and 8 (December 1991)), except 
for derivative financial instruments, as de-
fined above; 

C.i. Other financial instruments include, 
but are not limited to, trade accounts receiv-
able, investments, loans, structured notes, 
mortgage-backed securities, trade accounts 
payable, indexed debt instruments, interest- 
only and principal-only obligations, deposits, 
and other debt obligations; 

ii. Other financial instruments exclude em-
ployers’ and plans’ obligations for pension 
and other post-retirement benefits, sub-
stantively extinguished debt, insurance con-
tracts, lease contracts, warranty obligations 
and rights, unconditional purchase obliga-
tions, investments accounted for under the 
equity method, minority interests in consoli-
dated enterprises, and equity instruments 

issued by the registrant and classified in 
stockholders’ equity in the statement of fi-
nancial position (see, e.g., FAS 107, para-
graph 8 (December 1991)). For purposes of 
this item, trade accounts receivable and 
trade accounts payable need not be consid-
ered other financial instruments when their 
carrying amounts approximate fair value; 
and 

D. Derivative commodity instruments include, 
to the extent such instruments are not deriv-
ative financial instruments, commodity fu-
tures, commodity forwards, commodity 
swaps, commodity options, and other com-
modity instruments with similar character-
istics that are permitted by contract or busi-
ness custom to be settled in cash or with an-
other financial instrument. For purposes of 
this paragraph, settlement in cash includes 
settlement in cash of the net change in value 
of the derivative commodity instrument 
(e.g., net cash settlement based on changes 
in the price of the underlying commodity). 

4.A. In addition to providing required dis-
closures for the market risk sensitive instru-
ments defined in instruction 2. of the Gen-
eral Instructions to Paragraphs 305(a) and 
305(b), registrants are encouraged to include 
other market risk sensitive instruments, po-
sitions, and transactions within the disclo-
sures required under paragraphs 305(a) and 
305(b). Such instruments, positions, and 
transactions might include commodity posi-
tions, derivative commodity instruments 
that are not permitted by contract or busi-
ness custom to be settled in cash or with an-
other financial instrument, cash flows from 
anticipated transactions, and certain finan-
cial instruments excluded under instruction 
3.C.ii. of the General Instructions to Para-
graphs 305(a) and 305(b). 

B. Registrants that voluntarily include 
other market risk sensitive instruments, po-
sitions and transactions within their quan-
titative disclosures about market risk under 
the sensitivity analysis or value at risk dis-
closure alternatives are not required to pro-
vide separate market risk disclosures for any 
voluntarily selected instruments, positions, 
or transactions. Instead, registrants select-
ing the sensitivity analysis and value at risk 
disclosure alternatives are permitted to 
present comprehensive market risk disclo-
sures, which reflect the combined market 
risk exposures inherent in both the required 
and any voluntarily selected instruments, 
position, or transactions. Registrants that 
choose the tabular presentation disclosure 
alternative should present voluntarily se-
lected instruments, positions, or trans-
actions in a manner consistent with the re-
quirements in Item 305(a) for market risk 
sensitive instruments. 

C. If a registrant elects to include volun-
tarily a particular type of instrument, posi-
tion, or transaction in their quantitative dis-
closures about market risk, that registrant 
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should include all, rather than some, of 
those instruments, positions, or transactions 
within those disclosures. For example, if a 
registrant holds in inventory a particular 
type of commodity position and elects to in-
clude that commodity position within their 
market risk disclosures, the registrant 
should include the entire commodity posi-
tion, rather than only a portion thereof, in 
their quantitative disclosures about market 
risk. 

5.A. Under paragraphs 305(a) and 305(b), a 
materiality assessment should be made for 
each market risk exposure category within 
the trading and other than trading port-
folios. 

B. For purposes of making the materiality 
assessment under instruction 5.A. of the 
General Instructions to Paragraphs 305(a) 
and 305(b), registrants should evaluate both: 

i. The materiality of the fair values of de-
rivative financial instruments, other finan-
cial instruments, and derivative commodity 
instruments outstanding as of the end of the 
latest fiscal year; and 

ii. The materiality of potential, near-term 
losses in future earnings, fair values, and/or 
cash flows from reasonably possible near- 
term changes in market rates or prices. 

iii. If either paragraphs B.i. or B.ii. in this 
instruction of the General Instructions to 
Paragraphs 305(a) and 305(b) are material, 
the registrant should disclose quantitative 
and qualitative information about market 
risk, if such market risk for the particular 
market risk exposure category is material. 

C. For purposes of instruction 5.B.i. of the 
General Instructions to Paragraphs 305(a) 
and 305(b), registrants generally should not 
net fair values, except to the extent allowed 
under generally accepted accounting prin-
ciples (see, e.g., FASB Interpretation No. 39, 
‘‘Offsetting of Amounts Related to Certain Con-
tracts’’ (March 1992)). For example, under this 
instruction, the fair value of assets generally 
should not be netted with the fair value of li-
abilities. 

D. For purposes of instruction 5.B.ii. of the 
General Instructions to Paragraphs 305(a) 
and 305(b), registrants should consider, 
among other things, the magnitude of: 

i. Past market movements; 
ii. Reasonably possible, near-term market 

movements; and 
iii. Potential losses that may arise from le-

verage, option, and multiplier features. 
E. For purposes of instructions 5.B.ii and 

5.D.ii of the General Instructions to Para-
graphs 305(a) and 305(b), the term near term 
means a period of time going forward up to 
one year from the date of the financial state-
ments (see generally SOP 94–6, at paragraph 
7 (December 30, 1994)). 

F. For the purpose of instructions 5.B.ii. 
and 5.D.ii. of the General Instructions to 
Paragraphs 305(a) and 305(b), the term reason-
ably possible has the same meaning as defined 

by generally accepted accounting principles 
(see, e.g., FAS 5, paragraph 3 (March 1975)). 

6. For purposes of paragraphs 305(a) and 
305(b), registrants should present the infor-
mation outside of, and not incorporate the 
information into, the financial statements 
(including the footnotes to the financial 
statements). In addition, registrants are en-
couraged to provide the required information 
in one location. However, alternative presen-
tation, such as inclusion of all or part of the 
information in Management’s Discussion and 
Analysis, may be used at the discretion of 
the registrant. If information is disclosed in 
more than one location, registrants should 
provide cross-references to the locations of 
the related disclosures. 

7. For purposes of the instructions to para-
graphs 305(a) and 305(b), trading purposes has 
the same meaning as defined by generally 
accepted accounting principles (see, e.g., 
FAS 119, paragraph 9a (October 1994)). In ad-
dition, anticipated transactions means trans-
actions (other than transactions involving 
existing assets or liabilities or transactions 
necessitated by existing firm commitments) 
an enterprise expects, but is not obligated, 
to carry out in the normal course of business 
(see, e.g., FASB, Statement of Financial Ac-
counting Standards No. 80, ‘‘Accounting for Fu-
tures Contracts,’’ paragraph 9, (August 1984)). 

(c) Interim periods. If interim period 
financial statements are included or 
are required to be included by Article 3 
of Regulation S-X (17 CFR 210), discus-
sion and analysis shall be provided so 
as to enable the reader to assess the 
sources and effects of material changes 
in information that would be provided 
under Item 305 of Regulation S-K from 
the end of the preceding fiscal year to 
the date of the most recent interim 
balance sheet. 

Instructions to Paragraph 305(c): 1. Informa-
tion required under paragraph (c) of this 
Item 305 is not required until after the first 
fiscal year end in which this Item 305 is ap-
plicable. 

(d) Safe Harbor. (1) The safe harbor 
provided in Section 27A of the Securi-
ties Act of 1933 (15 U.S.C. 77z–2) and 
Section 21E of the Securities Exchange 
Act of 1934 (15 U.S.C. 78u–5) (‘‘statutory 
safe harbors’’) shall apply, with respect 
to all types of issuers and transactions, 
to information provided pursuant to 
paragraphs (a), (b), and (c) of this Item 
305, provided that the disclosure is 
made by: an issuer; a person acting on 
behalf of the issuer; an outside re-
viewer retained by the issuer making a 
statement on behalf of the issuer; or an 
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underwriter, with respect to informa-
tion provided by the issuer or informa-
tion derived from information provided 
by the issuer. 

(2) For purposes of paragraph (d) of 
this Item 305 only: 

(i) All information required by para-
graphs (a), (b)(1)(i), (b)(1)(iii), and (c) of 
this Item 305 is considered forward look-
ing statements for purposes of the statu-
tory safe harbors, except for historical 
facts such as the terms of particular 
contracts and the number of market 
risk sensitive instruments held during 
or at the end of the reporting period; 
and 

(ii) With respect to paragraph (a) of 
this Item 305, the meaningful cautionary 
statements prong of the statutory safe 
harbors will be satisfied if a registrant 
satisfies all requirements of that same 
paragraph (a) of this Item 305. 

(e) Smaller reporting companies. A 
smaller reporting company, as defined 
by § 229.10(f)(1), is not required to pro-
vide the information required by this 
Item. 

General Instructions to Paragraphs 305(a), 
305(b), 305(c), 305(d), and 305(e): 1. Bank reg-
istrants, thrift registrants, and non-bank 
and non-thrift registrants with market cap-
italizations on January 28, 1997 in excess of 
$2.5 billion should provide Item 305 disclo-
sures in filings with the Commission that in-
clude annual financial statements for fiscal 
years ending after June 15, 1997. Non-bank 
and non-thrift registrants with market cap-
italizations on January 28, 1997 of $2.5 billion 
or less should provide Item 305 disclosures in 
filings with the Commission that include fi-
nancial statements for fiscal years ending 
after June 15, 1998. 

2.A. For purposes of instruction 1. of the 
General Instructions to Paragraphs 305(a), 
305(b), 305(c), 305(d), and 305(e), bank reg-
istrants and thrift registrants include any reg-
istrant which has control over a depository 
institution. 

B. For purposes of instruction 2.A. of the 
General Instructions to Paragraphs 305(a), 
305(b), 305(c), 305(d), and 305(e), a registrant 
has control over a depository institution if: 

i. The registrant directly or indirectly or 
acting through one or more other persons 
owns, controls, or has power to vote 25% or 
more of any class of voting securities of the 
depository institution; 

ii. The registrant controls in any manner 
the election of a majority of the directors or 
trustees of the depository institution; or 

iii. The Federal Reserve Board or Office of 
Thrift Supervision determines, after notice 
and opportunity for hearing, that the reg-

istrant directly or indirectly exercises a con-
trolling influence over the management or 
policies of the depository institution. 

C. For purposes of instruction 2.B. of the 
General Instructions to Paragraphs 305(a), 
305(b), 305(c), 305(d), and 305(e), a depository 
institution means any of the following: 

i. An insured depository institution as de-
fined in section 3(c)(2) of the Federal Deposit 
Insurance Act (12 U.S.C.A. Sec. 1813 (c)); 

ii. An institution organized under the laws 
of the United States, any State of the United 
States, the District of Columbia, any terri-
tory of the United States, Puerto Rico, 
Guam, American Somoa, or the Virgin Is-
lands, which both accepts demand deposits 
or deposits that the depositor may withdraw 
by check or similar means for payment to 
third parties or others and is engaged in the 
business of making commercial loans. 

D. For purposes of instruction 1. of the 
General Instructions to Paragraphs 305(a), 
305(b), 305(c), 305(d) and 305(e), market capital-
ization is the aggregate market value of com-
mon equity as set forth in General Instruc-
tion I.B.1. of Form S–3; provided however, 
that common equity held by affiliates is in-
cluded in the calculation of market capital-
ization; and provided further that instead of 
using the 60 day period prior to filing ref-
erenced in General Instruction I.B.1. of Form 
S–3, the measurement date is January 28, 
1997. 

APPENDIX TO ITEM 305—TABULAR 
DISCLOSURES 

The tables set forth below are illustrative 
of the format that might be used when a reg-
istrant elects to present the information re-
quired by paragraph (a)(1)(i)(A) of Item 305 
regarding terms and information about de-
rivative financial instruments, other finan-
cial instruments, and derivative commodity 
instruments. These examples are for illus-
trative purposes only. Registrants are not 
required to display the information in the 
specific format illustrated below. Alter-
native methods of display are permissible as 
long as the disclosure requirements of the 
section are satisfied. Furthermore, these ex-
amples were designed primarily to illustrate 
possible formats for presentation of the in-
formation required by the disclosure item 
and do not purport to illustrate the broad 
range of derivative financial instruments, 
other financial instruments, and derivative 
commodity instruments utilized by reg-
istrants. 

INTEREST RATE SENSITIVITY 

The table below provides information 
about the Company’s derivative financial in-
struments and other financial instruments 
that are sensitive to changes in interest 
rates, including interest rate swaps and debt 
obligations. For debt obligations, the table 
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1 The information is presented in U.S. dol-
lars because that is the registrant’s report-
ing currency. 

presents principal cash flows and related 
weighted average interest rates by expected 
maturity dates. For interest rate swaps, the 
table presents notional amounts and weight-
ed average interest rates by expected (con-
tractual) maturity dates. Notional amounts 
are used to calculate the contractual pay-
ments to be exchanged under the contract. 
Weighted average variable rates are based on 

implied forward rates in the yield curve at 
the reporting date. The information is pre-
sented in U.S. dollar equivalents, which is 
the Company’s reporting currency. The in-
strument’s actual cash flows are denomi-
nated in both U.S. dollars ($US) and German 
deutschmarks (DM), as indicated in paren-
theses. 

December 31, 19X1 

Expected maturity date 

19X2 19X3 19X4 19X5 19X6 There-
after Total Fair 

value 

Liabilities (US$ Equivalent in millions) 

Long-term Debt: 
Fixed Rate ($US) ........... $XXX $XXX $XXX $XXX $XXX $XXX $XXX $XXX 

Average interest 
rate ...................... X.X% X.X% X.X% X.X% X.X% X.X% X.X% 

Fixed Rate (DM) ............ XXX XXX XXX XXX XXX XXX XXX XXX 
Average interest 

rate ...................... X.X% X.X% X.X% X.X% X.X% X.X% X.X% 
Variable Rate ($US) ...... XXX XXX XXX XXX XXX XXX XXX XXX 

Average interest 
rate ...................... X.X% X.X% X.X% X.X% X.X% X.X% X.X% 

Interest Rate Derivatives (In millions) 

Interest Rate Swaps: 
Variable to Fixed ($US) $XXX $XXX $XXX $XXX $XXX $XXX $XXX $XXX 

Average pay rate .... X.X% X.X% X.X% X.X% X.X% X.X% X.X% 
Average receive 

rate ...................... X.X% X.X% X.X% X.X% X.X% X.X% X.X% 
Fixed to Variable ($US) XXX XXX XXX XXX XXX XXX XXX XXX 

Average pay rate .... X.X% X.X% X.X% X.X% X.X% X.X% X.X% 
Average receive 

rate ...................... X.X% X.X% X.X% X.X% X.X% X.X% X.X% 

EXCHANGE RATE SENSITIVITY 

The table below provides information 
about the Company’s derivative financial in-
struments, other financial instruments, and 
firmly committed sales transactions by func-
tional currency and presents such informa-
tion in U.S. dollar equivalents.1 The table 
summarizes information on instruments and 
transactions that are sensitive to foreign 
currency exchange rates, including foreign 
currency forward exchange agreements, 
deutschmark (DM)-denominated debt obliga-

tions, and firmly committed DM sales trans-
actions. For debt obligations, the table pre-
sents principal cash flows and related 
weighted average interest rates by expected 
maturity dates. For firmly committed DM- 
sales transactions, sales amounts are pre-
sented by the expected transaction date, 
which are not expected to exceed two years. 
For foreign currency forward exchange 
agreements, the table presents the notional 
amounts and weighted average exchange 
rates by expected (contractual) maturity 
dates. These notional amounts generally are 
used to calculate the contractual payments 
to be exchanged under the contract. 
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December 31, 19X1 

Expected maturity date 

19X2 19X3 19X4 19X5 19X6 There-
after Total Fair 

value 

On-Balance Sheet Financial 
Instruments 

(US$ Equivalent in millions) 

$US Functional Currency 2: 
Liabilities 
Long-Term Debt: 

Fixed Rate (DM) ..... $XXX $XXX $XXX $XXX $XXX $XXX $XXX $XXX 
Average interest 

rate ...................... X.X X.X X.X X.X X.X X.X X.X ................

Expected maturity or transaction date 
Anticipated Transactions and 

Related Derivatives 3 (US$ Equivalent in millions) 

$US Functional Currency: 
Firmly committed Sales 

Contracts (DM) ........... $XXX $XXX ................ ................ ................ ................ $XXX $XXX 
Forward Exchange 

Agreements 
(Receive $US/Pay 

DM):.
Contract 

Amount ......... XXX XXX ................ ................ ................ ................ XXX XXX 
Average Con-

tractual Ex-
change Rate X.X X.X ................ ................ ................ ................ X.X ................

2 Similar tabular information would be provided for other functional currencies. 
3 Pursuant to General Instruction 4. to Items 305(a) and 305(b) of Regulation S-K, registrants may include cash flows from an-

ticipated transactions and operating cash flows resulting from non-financial and non-commodity instruments. 

COMMODITY PRICE SENSITIVITY 

The table below provides information 
about the Company’s corn inventory and fu-
tures contracts that are sensitive to changes 
in commodity prices, specifically corn 
prices. For inventory, the table presents the 
carrying amount and fair value at December 
31, 19x1. For the futures contracts the table 

presents the notional amounts in bushels, 
the weighted average contract prices, and 
the total dollar contract amount by expected 
maturity dates, the latest of which occurs 
one year from the reporting date. Contract 
amounts are used to calculate the contrac-
tual payments and quantity of corn to be ex-
changed under the futures contracts. 

December 31, 19X1 

Carrying 
amount 

Fair 
value 

(In millions) 
On Balance Sheet Commodity Position and Related Derivatives 

Corn Inventory 4 ...................................................................................................................... $XXX $XXX 

Expected 
maturity Fair 

1992 value 

Related Derivatives 
Futures Contracts (Short): 

Contract Volumes (100,000 bushels) ..................................................................................... XXX ....................
Weighted Average Price (Per 100,000 bushels) .................................................................... $X.XX ....................
Contract Amount ($US in millions) ......................................................................................... $XXX $XXX 

4 Pursuant to General Instruction 4. to Items 305(a) and 305(b) of Regulation S-K, registrants may include information on com-
modity positions, such as corn inventory. 
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[62 FR 6064, Feb. 10, 1997, as amended at 73 
FR 958, Jan. 4, 2008] 

§ 229.306 [Reserved] 

§ 229.307 (Item 307) Disclosure con-
trols and procedures. 

Disclose the conclusions of the reg-
istrant’s principal executive and prin-
cipal financial officers, or persons per-
forming similar functions, regarding 
the effectiveness of the registrant’s dis-
closure controls and procedures (as de-
fined in § 240.13a–15(e) or 240.15d–15(e) of 
this chapter) as of the end of the period 
covered by the report, based on the 
evaluation of these controls and proce-
dures required by paragraph (b) of 
§ 240.13a–15 or 240.15d–15 of this chapter. 

[68 FR 36663, June 18, 2003] 

§ 229.308 (Item 308) Internal control 
over financial reporting. 

(a) Management’s annual report on in-
ternal control over financial reporting. 
Provide a report of management on the 
registrant’s internal control over fi-
nancial reporting (as defined in 
§ 240.13a–15(f) or 240.15d–15(f) of this 
chapter) that contains: 

(1) A statement of management’s re-
sponsibility for establishing and main-
taining adequate internal control over 
financial reporting for the registrant; 

(2) A statement identifying the 
framework used by management to 
evaluate the effectiveness of the reg-
istrant’s internal control over financial 
reporting as required by paragraph (c) 
of § 240.13a–15 or 240.15d–15 of this chap-
ter; 

(3) Management’s assessment of the 
effectiveness of the registrant’s inter-
nal control over financial reporting as 
of the end of the registrant’s most re-
cent fiscal year, including a statement 
as to whether or not internal control 
over financial reporting is effective. 
This discussion must include disclosure 
of any material weakness in the reg-
istrant’s internal control over financial 
reporting identified by management. 
Management is not permitted to con-
clude that the registrant’s internal 
control over financial reporting is ef-
fective if there are one or more mate-
rial weaknesses in the registrant’s in-
ternal control over financial reporting; 
and 

(4) A statement that the registered 
public accounting firm that audited 
the financial statements included in 
the annual report containing the dis-
closure required by this Item has 
issued an attestation report on the reg-
istrant’s internal control over financial 
reporting. 

(b) Attestation report of the registered 
public accounting firm. Provide the reg-
istered public accounting firm’s attes-
tation report on the registrant’s inter-
nal control over financial reporting in 
the registrant’s annual report con-
taining the disclosure required by this 
Item. 

(c) Changes in internal control over fi-
nancial reporting. Disclose any change 
in the registrant’s internal control 
over financial reporting identified in 
connection with the evaluation re-
quired by paragraph (d) of § 240.13a–15 
or 240.15d–15 of this chapter that oc-
curred during the registrant’s last fis-
cal quarter (the registrant’s fourth fis-
cal quarter in the case of an annual re-
port) that has materially affected, or is 
reasonably likely to materially affect, 
the registrant’s internal control over 
financial reporting. 

Instructions to Item 308: 1. A registrant need 
not comply with paragraphs (a) and (b) of 
this Item until it either had been required to 
file an annual report pursuant to section 
13(a) or 15(d) of the Exchange Act (15 U.S.C. 
78m or 78o(d)) for the prior fiscal year or had 
filed an annual report with the Commission 
for the prior fiscal year. A registrant that 
does not comply shall include a statement in 
the first annual report that it files in sub-
stantially the following form: ‘‘This annual 
report does not include a report of manage-
ment’s assessment regarding internal con-
trol over financial reporting or an attesta-
tion report of the company’s registered pub-
lic accounting firm due to a transition pe-
riod established by rules of the Securities 
and Exchange Commission for newly public 
companies.’’ 

2. The registrant must maintain evidential 
matter, including documentation, to provide 
reasonable support for management’s assess-
ment of the effectiveness of the registrant’s 
internal control over financial reporting. 

[68 FR 36663, June 18, 2003, as amended at 70 
FR 1594, Jan. 7, 2005; 71 FR 76595, Dec. 21, 
2006; 72 FR 35321, June 27, 2007] 
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§ 229.308T (Item 308T) Internal control 
over financial reporting. 

NOTE TO ITEM 308T: This is a special tem-
porary section that applies only to a reg-
istrant that is neither a ‘‘large accelerated 
filer’’ nor an ‘‘accelerated filer’’ as those 
terms are defined in § 240.12b–2 of this chap-
ter and only with respect to an annual report 
filed by the registrant for a fiscal year end-
ing on or after December 15, 2007 but before 
December 15, 2008. 

(a) Management’s annual report on in-
ternal control over financial reporting. 
Provide a report of management on the 
registrant’s internal control over fi-
nancial reporting (as defined in 
§ 240.13a–15(f) or § 240.15d–15(f) of this 
chapter). This report shall not be 
deemed to be filed for purposes of Sec-
tion 18 of the Exchange Act or other-
wise subject to the liabilities of that 
section, unless the registrant specifi-
cally states that the report is to be 
considered ‘‘filed’’ under the Exchange 
Act or incorporates it by reference into 
a filing under the Securities Act or the 
Exchange Act. The report must con-
tain: 

(1) A statement of management’s re-
sponsibility for establishing and main-
taining adequate internal control over 
financial reporting for the registrant; 

(2) A statement identifying the 
framework used by management to 
evaluate the effectiveness of the reg-
istrant’s internal control over financial 
reporting as required by paragraph (c) 
of § 240.13a–15 or § 240.15d–15 of this 
chapter; and 

(3) Management’s assessment of the 
effectiveness of the registrant’s inter-
nal control over financial reporting as 
of the end of the registrant’s most re-
cent fiscal year, including a statement 
as to whether or not internal control 
over financial reporting is effective. 
This discussion must include disclosure 
of any material weakness in the reg-
istrant’s internal control over financial 
reporting identified by management. 
Management is not permitted to con-
clude that the registrant’s internal 
control over financial reporting is ef-
fective if there are one or more mate-
rial weaknesses in the registrant’s in-
ternal control over financial reporting. 

(4) A statement in substantially the 
following form: ‘‘This annual report 
does not include an attestation report 

of the company’s registered public ac-
counting firm regarding internal con-
trol over financial reporting. Manage-
ment’s report was not subject to attes-
tation by the company’s registered 
public accounting firm pursuant to 
temporary rules of the Securities and 
Exchange Commission that permit the 
company to provide only manage-
ment’s report in this annual report.’’ 

(b) Changes in internal control over fi-
nancial reporting. Disclose any change 
in the registrant’s internal control 
over financial reporting identified in 
connection with the evaluation re-
quired by paragraph (d) of § 240.13a-15 or 
§ 240.15d–15 of this chapter that oc-
curred during the registrant’s last fis-
cal quarter (the registrant’s fourth fis-
cal quarter in the case of an annual re-
port) that has materially affected, or is 
reasonably likely to materially affect, 
the registrant’s internal control over 
financial reporting. 
Instructions to paragraphs (a) and (b) of Item 
308T. 1. A registrant need not comply with 
paragraph (a) of this Item until it either had 
been required to file an annual report pursu-
ant to section 13(a) or 15(d) of the Exchange 
Act (15 U.S.C. 78m or 78o(d)) for the prior fis-
cal year or previously had filed an annual re-
port with the Commission for the prior fiscal 
year. A registrant that does not comply shall 
include a statement in the first annual re-
port that it files in substantially the fol-
lowing form: ‘‘This annual report does not 
include a report of management’s assessment 
regarding internal control over financial re-
porting or an attestation report of the com-
pany’s registered public accounting firm due 
to a transition period established by rules of 
the Securities and Exchange Commission for 
newly public companies.’’ 

2. The registrant must maintain evidential 
matter, including documentation, to provide 
reasonable support for management’s assess-
ment of the effectiveness of the registrant’s 
internal control over financial reporting. 

(c) This temporary Item 308T, and ac-
companying note and instructions, will 
expire on June 30, 2009. 

[71 FR 76595, Dec. 21, 2006] 

EFFECTIVE DATE NOTE: At 71 FR 76595, Dec. 
21, 2006, § 229.308T was added, effective Feb. 
20, 2007 to June 30, 2009. 
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