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Preface

Despite of that risk and uncertainty are the issues faced
and handled by the people in financial market all through the
ages, Risk management, as branch of economy or a course
of financial engineering with quick development and most
complicacy, has a direct connection with the open of global
financial market and with the trace that financial risk changes
violently during recent ten years. Financial risk means the
possibility of loss of property resulted from the change of eco-
nomic environment or reason of error policy use, suffered by
the financing institution or other organization or individual
investor in the process of financial business. During 70 % in
twentieth centuries, along with quick recovery and develop-
ment of economy in the western nations after the world war
two , the capital market internationalized continuously and
becomes uncertain, fix — rate exchange characterized of old
financial system is no longer to be maintained, gradually re-
placed by float — rate of exchange system. For the reasons of
the international obligation crisis and the petroleum crisis,

price system and international rate of exchange system , inter-
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est rate. .. etc in the financial market has entered into the
changeable ages, financial risk position continuously turns
worse.

Along with the trace that financial risk position turns
worse continuously, method creation of transferring and eva-
ding the risk are needed eagerly. The core contents of these
method means derivative of financial instruments created and
applied continuously. The reasons that why the derivative of
financial instruments can therefore get a quick development in
the world financial market, are that derivative of financial in-
struments themselves are the effective tool to safeguard the as-
sets , to manage financing risk and to deal with portfolio for
investors. Investors can use derivative of financial instruments
such as finance forward, futures. .. etc, and do hedging for
the risk of change and the risk of future cash flow and the fu-
ture trade, for the purpose of transferring and evading the
risk. Also investors can use derivative of financial instruments
such as swaps, find the advantage of fix — rate comparing
with float — rate , for the purpose of the both parties” best
portfolio.

The original designation purpose of derivative of finan-
cial instruments intended to create the tool of evading the fi-
nancial risk, to reduce the uncertainty of economic activities
by using the methods of preexisting risk offsetting. But de-
rivative of financial instruments loved by some of the inves-
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tors or speculators, have the original ability of “gambling” ,
and have a strong ability of profit earning. Since the first us-
age of derivative of financial instruments, the revenue for
speculating purpose always occupy the half section of the
whole trading of derivative. The trade for hedging purpose
itself has had to face the income uncertainty. With the help
of the speculators, the trade in derivative of financial instru-
ments market will become more active, also be more risky
than before. In fact, a lot of financial disturbance related to
derivative appeared continuously recent years. Because of e-
mergence of such affairs, it is urgent that people should re —
consider the huge risk implied in the derivative of financial
Instruments.

Early in the middle of 80 s, all governments and finan-
cing institutions in different countries had already been aware
that inside the contents of the risk management of derivative
, apart from the department of financial engineering, finan-
cial management and management of business enterprise , ac-
counting department can not get away from this . As the
center of financial information system , accounting take the
basic positive role in the economic management field whatev-
er.

Since 1988, a famous bank inspection and management
committee has already expressed their worry about that ac-
counting information could not be fully disclosed and its neg-

12



ative influence to the risk inspection in a series of statements.
The committee also made the greater demands on improving
the skill of risk inspection and the accounting information dis-
closure inside the statement.

Regardless any kinds of decision or inspection, we must
do anything on the basis of truth, the reliable economic in-
formation. But according to some statistic result, really 70%
economic data comes from the accounting system, therefore,
the management improvement of derivative of financial in-
struments must have close relationship with accounting infor-
mation system that reflects and inspects the business funds and
its report process. Furthermore, the classification of deriva-
tive financial instruments also included estimation risk and ac-
counting risk. Estimation risk refers to the risk which comes
from the results of using the different calculating method and
economic data which is window dressed. Accounting risk is a
risk that resulted from the change of accountancy data or the
result of choosing the different accounting policy. Risk Man-
agement and risk control also are one of targets of manage-
ment authority. Therefore, how to disclose risk information
effectively in the financial statement and how to establish the
mechanism of risk measurement and recognition will be the
most difficult international theoretical and practical issues
faced by financier and accountants.

Because the trade of derivative in our country began
13



more lately, trading scale is very small, the importance of de-
rivative risk management has not been taken into account,
relevant accounting principles also has not been published.
We can combine current derivative of financial instruments
accounting together, do deep going research about the rela-
tionship between accounting measurement, recognition, dis-
closure and report. According to the principle of relevance
and reliability, do the research of how to satisfy the future
needs of financial risk management ~ one of most important
accounting issues. Therefore, setting up the standards for all
accounting risk information measurement and recognition and
disclosure and report is the most important basis of risk man-
agement for this reason. On the base of research results from
the research item supported by national natural science fund,
natural science fund of Zhejiang province which is named
“the new accounting risk information disclosure mode of de-
rivative of financial instruments ” , we will make the research
about the aspect of derivative of financial instruments ac-
counting , study the new challenge of the modern financial
accounting.

The so - called accounting is the management activity or
the information system appeared and developed along with
the demand of the production and business management, it
reflects and inspects the process of the business enterprise. For

the purpose of super earning, accounting itself can not get a-
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