
 

 

Regulation of Cryptocurrency on the Horizon?   

As the use of cryptocurrency becomes more broad-based, the calls for regulation and accounting guidance are 
growing louder. Companies’ crypto investments have recently surged. Prior to 2017, the total value of corporate 
crypto assets was about $10 million. By the first quarter of 2021, that number rose to $8.6 billion.  

“If you look at the number of corporates mentioning crypto on their earnings calls, 
that’s gone from about 17 last year to about 147 in the most recent quarter. This isn’t 
just Bitcoin anymore, this is digital assets and it’s creating a whole ecosystem of new 

companies, new opportunities, and new applications. This is growing, this is 
mainstream,” Candace Browning, head of global research at BofA Securities – 

Bloomberg 

Accounting Guidance 
U.S. generally accepted accounting principles offer no rules for reporting the value of digital assets. Currently, 
digital assets generally do not meet the definitions of cash, inventory, or financial assets under existing guidance. 
Nonauthoritative guidance from the American Institute of CPAs recommends classifying cryptocurrency as 
indefinite-lived intangible assets, which means these assets are measured at cost less any impairments, i.e., lower 
of cost or market measurement model. Once a holding is written down, companies cannot revise the value back up 
if the price recovers. 

“These assets differ from other intangible assets in that a unit of a specific 
cryptocurrency is fungible, likely traded on exchanges, may be designed to be 

accepted as payment for goods and services, can be subject to significant volatility, 
and, while not backed by a central bank, in some cases can be readily sold for fiat 

currency.” – PWC  

FASB has already rejected three requests for a project on this issue. FASB last rejected a call to consider digital 
asset accounting in October 2020, when the board concluded that the issue was not pervasive and that companies 
that did accept digital currency as payments generally immediately convert it to cash. FASB’s June invitation to 
comment on future projects solicited more than 500 comment letters, 400 of which recommended a closer look at 
digital asset accounting. These requests came from businesses, accountants, and cryptocurrency trade groups as 
well as investors and analysts. Respondents who supported a new project were looking for guidance on scope, 
recognition and derecognition, measurement (fair value), and disclosure. The Office of the Comptroller of the 
Currency’s associate chief accountant and the Federal Reserve’s chief accountant both supported adding a project. 
Others suggested that rather than a full-blown project, FASB could extend the fair value option to certain 
exchange-traded cryptocurrencies.  

Respondents who did not support a project generally believed that the resources required for digital assets relative 
to other projects might overwhelm FASB. They felt FASB should focus on post-implementation reviews (revenue 
recognition, leases, and credit impairment), simplifying business combination accounting, providing additional 
clarity on distinguishing debt from equity, and improving the statement of cash flows.  
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SEC 
Over the past eight years, the SEC has rejected or delayed decisions on numerous cryptocurrency proposals. This 
hands-off approach is likely to change. In September, SEC Chair Gary Gensler indicated the agency will regulate 
cryptocurrency to the maximum extent possible using its existing authority. He also called on Congress to grant the 
SEC more scope and resources to oversee the digital currency market. Gensler has a unique perspective on these 
issues as he once taught a course on cryptocurrency at the Massachusetts Institute of Technology.  

Unlike the securities and derivatives market, no single regulator oversees cryptocurrency or brokers. Securities are 
defined in the Securities Act of 1933 and the traditional benchmark interpretation is based on a 1946 Supreme 
Court case that resulted in the Howey Test. The Howey Test determines what qualifies as an investment contract 
and would therefore be subject to U.S. securities laws. The Supreme Court established four criteria to determine 
whether an investment contract exists:  

 An investment of money 

 In a common enterprise 

 With the expectation of profit 

 To be derived from the efforts of others 

The SEC’s ability to regulate digital assets is dependent on whether the sale meets the definition of an investment 
contract. Legal experts generally believe the first three criteria are easily satisfied for digital currencies. Whether a 
digital asset qualifies as an investment contract largely depends on whether there is an expectation of profit to be 
derived from the efforts of others. This answer is subject to interpretation and—not surprisingly—there is a sharp 
divide between crypto entrepreneurs and the SEC.  

 It is a challenge to apply “90-year-old statutes” to new innovation that was never 
contemplated.                                                                                                                              

Former chairman of the U.S. Commodity Futures Trading Commission (CFTC) 
Christopher Giancarlo – Reuters 
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The SEC has recently stepped up its enforcement authority over cryptocurrencies, most recently by blocking 
Coinbase from rolling out a way for customers to earn interest on their crypto assets. Asset management firms are 
eager to launch exchange-traded funds (ETF) tied to Bitcoin or other cryptocurrencies. In August, Gensler indicated 
he would be more receptive to ETFs that trade in Bitcoin futures rather than in cryptocurrency itself since the SEC 
has oversight over derivative exchanges. There are several plans on file with the SEC awaiting approval. On 
October 7, the SEC approved a fund called the “Volt Bitcoin Revolution ETF,” which will provide retail investors 
with exposure to Bitcoin by creating a portfolio of “Bitcoin Revolution Companies” that hold a significant amount 
of the cryptocurrency on their balance sheets, including Tesla, Square, and PayPal.  

Federal Reserve  
On September 22, Federal Reserve Chair Jerome Powell announced the agency will soon release research 
examining the costs and benefits of a central bank digital currency (CBDC). The paper’s release will set the stage 
for the central bank to seek feedback on the issue from lawmakers and the public. Powell said the priority is for the 
U.S. payments system to remain stable and trustworthy: “We’re working proactively to evaluate whether to issue a 
CBDC and, if so, in what form.”  

A digital currency issued by the central bank would be different from cryptocurrencies such as Bitcoin, which are 
decentralized and can fluctuate wildly in value. A Fed version would be issued and backed by the U.S. central bank 
similar to dollar bills and coins. Fed officials appear divided on the need for a CBDC. While some, including Fed 
Governor Lael Brainard, say the U.S. should be a leader in the area at a time when other large economies such as 
China are moving more aggressively, Fed Vice Chair for Supervision Randal Quarles and others are more skeptical 
that the benefits will outweigh the costs. Large banks, fearing competition, have indicated they do not believe the 
Fed has the authority to issue a digital currency without authorization from Congress.  

“It’s more important to do this right than to do it fast. We’re the world’s reserve 
currency and I think we’re in a good place to make that analysis and to make that 

decision.” Federal Reserve Chair Jerome Powell – Reuters 

 
Conclusion  
BKD will continue to follow this developing situation. If you have questions about these changes, contact your BKD 
Trusted Advisor™ today. 
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