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Corporate CPAs Concerned About
Derivatives
When asked about their company �nancial statements, 59 percent of the CPAs
surveyed reported having complex �nancial instruments such as mortgage-backed
securities, interest rate swaps or other derivatives on their company balance sheets.
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Financial instruments are a growing presence on company balance sheets, and
business executives say more market awareness is needed to prevent another
�nancial crisis, according to a recent survey by the American Institute of CPAs
(AICPA).

When asked about their company �nancial statements, 59 percent of the CPAs
surveyed reported having complex �nancial instruments such as mortgage-backed
securities, interest rate swaps or other derivatives on their company balance sheets.
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Of those respondents with complex �nancial instruments on their books:

69 percent expect �nancial instruments to become more complex (57 percent
slightly more complex, 12 percent substantially more complex) over the next one to
three years, compared with 1 percent who expect them to decrease in complexity.
53 percent believe there is not enough market awareness of complex �nancial
instruments to prevent a �nancial crisis, compared with only 22 percent who
believe there is adequate awareness.
55 percent said they are concerned about the valuation of derivatives with 6
percent reporting signi�cant concern and 49 percent reporting slight or moderate
concern.
56 percent said it would be easier to determine the value of complex �nancial
instruments if they were measured and reported on a consistent and transparent
basis.

Complex �nancial instruments historically have been dif�cult to value. That
dif�culty is seen as a major cause of the �nancial crisis that lead to the recession of
2008. The derivatives market exceeded $594 trillion in 2018. More than a quarter (28
percent) of respondents said they expect �nancial instruments to take a larger
percentage of their balance sheets over the next one to three years, while only 15
percent see that decreasing. 

“With �nancial instruments growing in complexity and taking up an increasing
share of balance sheets, it is imperative that executives and �nance teams understand
these potentially risky investments,” said Ash Noah, CPA, CGMA, managing director
of CGMA learning, education and development for the Association of International
Certi�ed Professional Accountants (Association), the global organization that
includes the American Institute of CPAs (AICPA) and the Chartered Institute of
Management Accountants (CIMA). “A uniform framework to value �nancial
instruments will provide companies the information they need to make better
decisions and offer greater transparency to investors and other stakeholders.”

The AICPA created a Financial Instruments Performance Framework to improve the
consistency and transparency of fair value measurements for these complex
instruments. It establishes documentation requirements and provides guidance on
the scope of work supporting an auditable fair value estimate for �nancial
instruments. The framework, along with the Certi�ed in the Valuation of Financial
Instruments credential (CVFI), will assure �nancial statements and disclosures are
consistent and clearly supported.
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“Creating standard processes for documenting and valuing these instruments will
improve clarity and transparency within the valuation profession. This will provide
executives, investors and regulators information on the value of these securities in a
consistent manner,” said Jeannette Koger, CPA, CGMA Association vice president for
advisory services and credentialing.

The �nancial instrument questions were included as part of the second-quarter
AICPA Economic Outlook Survey, which was conducted May 7-28. These questions
received 680 quali�ed responses, of which 404 respondents reported having
�nancial instruments on their balance sheets. The data above re�ects those
responses.

Accounting  • Advisory  • Auditing

CPA Practice Advisor is registered with the National Association of State Boards of Accountancy
(NASBA) as a sponsor of continuing professional education on the National Registry of CPE
Sponsors.

© 2024 Firmworks, LLC. All rights reserved

Hello. It looks like you’re using an ad blocker that may prevent our website from
working properly. To receive the best experience possible, please make sure any blockers
are switched off and refresh the page.

If you have any questions or need help you can email us

https://u7061146.ct.sendgrid.net/wf/click?upn=G62jSYfZdO-2F12d8lSllQB-2Br1n6kFIdmX5fOZZNNDy3WMnSi3f5-2B8arltG1qM5x1rk1AUeIzjB-2BIoVnqvjIa3F662jaBR6gdZVsG0QrIxBduuy8LjmvYqbZ6O5pDPPNCmOzpF4cOkaMReNWwOQoDTJINAe0rJqaL007YhvNsreDgMxnENN-2BsDwykv-2FNAnPjOLGjqMc28AnJ-2BYphOf2ou9Wg-3D-3D_wC5O-2FbM1JYaf5Ym4KfslXbAu0egYbnpO431Hh1LaLAN6o4LCejA5n1SJb-2FFvKW9sanqLj05LSKdNRvPhEUPOZIv9MK-2BNu0aa0RuK2w6yak505ZYBP5iTxcPJX3CbIOtRnGJsh0lXNf3qW-2F9foMub9kWIeN3bTFA8fNkL62UE-2Fiudx1wJZqYJ7qoVH6xP1TySDCk8LMIcVDd8haGaWLUR7cB-2BewUNta1jf1t4oaijGW-2FdRwB-2BOj7jUMHRRg4HJq-2BmZAnW2UNI0jC6-2Br1RLVIU3COKMGG5aV6XplyaIu9AWGEDGkGcOcNG2LIGBcZzz-2BSv-2B8ypgEph3C2a1jRCzFM4QEHcnrGmmmqipW8hnLqb09tbBAS4GZLCIDPoQwbA6aWG
https://www.cpapracticeadvisor.com/section/accounting/
https://www.cpapracticeadvisor.com/section/advisory/
https://www.cpapracticeadvisor.com/section/auditing/
mailto:info@cpapracticeadvisor.com

