AFP Survey: Derivatives Use Slows Due to Burden of Complying With FAS 133



More Than 200 Companies Respond; 25 Percent Opt Out of Special Hedge Accounting Treatment

From the AFP website  www.afponline.org  

Complete survey results can be found on www.afponline.org



BETHESDA, MD -- JUNE 12, 2001 -- Two-thirds of respondents to a survey designed to measure the impact of FAS 133 on risk management practices believe FAS 133 has imposed an excessive burden on reporting companies. This burden is indicated by reported reductions in usage of different types of derivatives ranging from eight to 17 percent. The survey of senior corporate financial executives was conducted by the Association for Financial Professionals (AFP). 

"Compliance with FAS 133 has been onerous and in some cases has slowed corporate use of derivatives," said James Haddad, AFP's vice chairman and leader of the AFP Financial Accounting and Investor Relations task force. "In the long run however, companies that currently are not using derivatives to manage risk indicate that they expect to employ these instruments at some point in the future."

This survey was conducted by AFP's Research department with the assistance of Ira Kawaller, founder of Kawaller & Company, LLC, a consulting organization that specializes in assisting commercial enterprises in the use of derivatives instruments. Kawaller is also a member of the Financial Accounting Standards Board's Derivatives Implementation Group (DIG), an advisory panel that offers guidance to FASB on FAS 133 implementation issues.

Commenting on a related finding of the survey, Kawaller said, "In what may be a reaction to the difficulties in compliance, 25 percent of respondents reported that they mark a significant portion of derivatives to market through earnings rather than devote time and expense to the process of qualifying for special hedge accounting."

Some respondents who currently do not use derivatives to manage risk plan to do so in the future for several different types of exposures. For example, almost one-third of those who currently do not use derivatives to manage interest rate exposures for prospective debt issuances plan to do so.

If these plans are carried out, the percentage that manage risk with derivatives after the implementation of FAS 133 will eventually exceed the pre-FAS 133 percentages for all categories of risk.

FAS 133 is an accounting rule that requires companies to account for derivatives on their balance sheets based on their market value at the time of reporting. The rule was implemented in June 2000, and many companies' first affected reporting period was the first quarter of 2001.

Figure 1: Changes in Hedging Activities as a Result of FAS 133





