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Overview of New Standard
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GASB 72 – Fair Value Measurement and Application

 Effective date
 Issued February 2015
 Provisions of this Statement are effective for financial statements for periods beginning after June 15, 2015. (6/30/2016, 

9/30/2016, 12/31/2016)

Objectives
 To enhance comparability of financial statements among governments by requiring measurement of certain assets and 

liabilities at fair value using a consistent and more detailed definition of fair value and accepted valuation techniques.
 To enhance fair value application guidance and related disclosures in order to provide information to financial statement 

users about the impact of fair value measurements on a government’s financial position.

Why?
 “The board believes that requiring governments to provide additional information about how they measure the fair value of 

their assets and liabilities will increase financial statement users’ understanding of the nature of the fair value information 
they receive and enhance users’ ability to make decisions with that information” – GASB Chairman David Vaudt
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GASB 72 – Fair Value Measurement and Application

Definitions
 Investment
 A security or other asset that (a) a government holds primarily for the purpose of income or profit and (b) has a present service capacity 

that is based solely on its ability to generate cash or to be sold to generate cash

Fair value
 The price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market 

participants at the measurement date
 An exit price that assumes the transactions takes place in a government’s principal market (or most advantageous market 

if no principal market)
 Should not be adjusted for transactions costs (these are expensed) – however, transportation costs are relevant in 

determining the most advantageous market

Principal market
 The market with the greatest volume and level of activity for that asset or liability

Most advantageous market
 If no principal market exists, the most advantageous market is the market that maximizes the amount that would be 

received to sell an assets or minimizes the amount that would be paid to transfer a liability, after taking into account 
transaction costs and transportation costs
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GASB 72 – Fair Value Measurement and Application

Determining fair value measurement
Unit of account
For investments held in a brokerage account – each individual security
For investments in mutual funds – each share of the respective mutual funds
For an investment in a partnership – a group of related assets
Valuation techniques
Market approach – use prices and other relevant information generated by market transactions involving 

identical or comparable assets, liabilities or groups of assets and liabilities
Quoted market prices
Matrix pricing
Cost approach – use amounts that would be required to replace the present service capacity of an asset 

(often referred to as current replacement cost)
 Income approach – convert future amounts (such as cash flows or revenue and expenses) to a single, 

current (discounted) amount.
 Present value
Option pricing model (ie. Black-Scholes-Merton formula)
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GASB 72 – Fair Value Measurement and Application

Basic Principles
Maximize use of relevant observable inputs and minimize the use of unobservable inputs
Select inputs that are consistent with the characteristics of the asset or liability that market 
participants would take into account in a transaction for the asset or liability
Premiums or discounts that reflect size as a characteristic of a government’s holding are not 
permitted in the measurement of fair value
A blockage factor that when applied to a Level 1 input would adjust the quoted price of an asset or a 

liability because the market’s normal daily trading volume is not sufficient to absorb the quantity held by a 
government
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GASB 72 – Fair Value Measurement and Application

Hierarchy of inputs
Level 1 – quoted prices in active markets for identical assets or liabilities that a government can 
access at the measurement date
Exchange markets, dealer markets, brokered markets and principal-to-principal markets

Level 2 – observable inputs, either directly or indirectly (other than quoted prices)
Quoted prices for similar assets or liabilities in active markets
Quoted prices for identical or similar assets or liabilities in markets that are not active
 Inputs other than quoted prices that are observable for the asset or liability, such as:
 Interest rates and yield curves observable at commonly quoted intervals
 Implied volatilities
 Credit spreads
Market-corroborated inputs
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GASB 72 – Fair Value Measurement and Application

Hierarchy of inputs (Continued)
Level 3 – unobservable inputs
Best information available under the circumstances
Management assumptions
 i.e. limited partnerships with K-1’s, real estate, long-dated currency swap, interest rate swap
Net asset value per Share (NAV)
Presented separately from Levels 1, 2, and 3
 i.e. hedge funds
NAV should not be applied if it is probable that the government will sell the investment for an amount 

different from the NAV per share
 If the fair value of an asset or a liability is measured using inputs from more than one level, the 
measurement is based on the lowest priority level input that is significant to the entire 
measurement
For example, if there are three inputs significant to a certain fair value measurement, two of them are Level 

2 inputs, and one is a Level 3 input, the fair value measurement would be categorized in Level 3 of the fair 
value hierarchy
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GASB 72 – Fair Value Measurement and Application

Acquisition value
The price that would be paid to acquire an asset with equivalent service potential in an

orderly market transactions at the acquisition date, or the amount at which a liability
could be liquidated with the counterparty at the acquisition date

The following assets should be measured at acquisition value:
Donated capital assets
Donated works of art, historical treasures, and similar assets
Capital assets that a government receives in a service concession arrangement
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Required Disclosures
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GASB 72 – Required Disclosures

• Should take into consideration the following:
• The nature, characteristics, and risks of an asset or a liability

• Assets can be aggregated (for example, U.S. Treasury bills with STRIPS because these investments have similar 
exposures to interest rate risk)

• Measurements categorized within Level 3 may need greater disaggregation

• The level of the fair value hierarchy within which the fair value measurement is categorized
• Fair value measurements categorized within Level 3 of the fair value hierarchy may need greater disaggregation

• Whether this Statement or another Statement specifies a type for an asset or a liability
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GASB 72 – Required Disclosures

• Should take into consideration the following (continued):
• The objective or the mission of the government
• The characteristics of the government
• Relative significance of assets and liabilities
• Whether separately issued financial statements are available
• Line items presented in the statement of net position

• A type of asset or liability will often require greater disaggregation than the line items presented in the statement of net 
position
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GASB 72 – Required Disclosures

For recurring and nonrecurring fair value measurements:
 (1) The fair value measurement at the end of the reporting period
 (2) Except for investments that are measured at the NAV per share (or its equivalent), the level of the fair

value hierarchy within which the fair value measurements are categorized in their entirety (Level 1, Level 2,
or Level 3)
 (3) A description of the valuation techniques used in the fair value measurement
 (4) If there has been a change in valuation technique that has a significant impact on the result, that 

change and the reason(s) for making it
Changing from an expected cash flow technique to a relief from royalty technique or the use of an additional valuation 

technique
For nonrecurring fair value measurements: the reason(s) for the measurement
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GASB 72 – Required Disclosures

 Investments valued at NAV 
a. The fair value measurement of the investment type at the measurement date and a description of the 

significant investment strategies of the investee(s) in that type
b. For each type of investment that includes investments that can never be redeemed with the investees, but 

a government receives distributions through the liquidation of the underlying assets of the investees: the 
government’s estimate of the period over which the underlying assets are expected to be liquidated by the 
investees
c. The amount of a government’s unfunded commitments related to that investment type
d. A general description of the terms and conditions upon which a government may redeem investments in 

the type (for example, quarterly redemption with 60 days’ notice)
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GASB 72 – Required Disclosures

 Investments valued at NAV (Continued)
e. Any redemption restrictions (for example, investments subject to a redemption restriction, such as a 

lockup or gate)
 The estimate of when the restriction from redemption might lapse; if an estimate cannot be made, disclose that fact and 

how long the restriction has been in effect
 Any other significant restriction on the ability to sell investments in the type at the measurement date
 f. If a government determines that it is probable that it will sell an investment for an amount

different from the NAV per share; then disclose the FV of all investments that meet this criteria and any 
remaining actions required to complete the sale



©2016 Crowe Horwath LLP 1717

GASB 72 – Fair Value Measurement and Application

• Basic disclosure example
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Defined Benefit Pension Plan example
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Defined Benefit Pension Plan example (continued)
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Defined Benefit Pension Plan example (continued)
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Defined Benefit Pension Plan example (continued)
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Defined Benefit Pension Plan example (continued)
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Defined Benefit Pension Plan example (continued)
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Changes in net OPEB liability - EXAMPLE
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Questions & Answers
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GASB 72 – Fair Value Measurement and Application

Question 1
Q—Are cash equivalents subject to the fair value disclosure requirements of Statement

72?
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GASB 72 – Fair Value Measurement and Application

Question 1
Q—Are cash equivalents subject to the fair value disclosure requirements of Statement

72?
A—Cash equivalents are short-term, highly liquid investments that are readily convertible

to known amounts of cash and so near their maturity that they present insignificant risk of
changes in value because of changes in interest rates. Generally, cash equivalents are
measured at other than fair value (including amortized cost) and, consequently, are not
subject to the fair value disclosure requirements of Statement 72.
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GASB 72 – Fair Value Measurement and Application

Question 2
Q—A government holds an investment in a limited partnership. The limited partnership has 
investments in various countries. Do foreign currency risk disclosures “look through” the 
partnership to identify the foreign currency risks?
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GASB 72 – Fair Value Measurement and Application

Question 2
Q—A government holds an investment in a limited partnership. The limited partnership has 
investments in various countries. Do foreign currency risk disclosures “look through” the 
partnership to identify the foreign currency risks?

A—No. Consistent with the requirements established for external investment pools, no disclosure 
is required for the individual deposits or investments of the limited partnership. (See Question 
1.3.8 in Implementation Guide 2015-1.) Consequently, a government holding an investment in a 
limited partnership would not be required to report the risks associated with the individual 
investments of the limited partnership. Disclosure of the fair value and type of investment is 
sufficient to acknowledge the government’s exposure to foreign currency risk.
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GASB 72 – Fair Value Measurement and Application

Question 3
Q—Prior to the implementation of Statement 72, a government classified as capital

assets certain assets that meet the definition of an investment in paragraph 64 of
Statement 72. Likewise, the government classified as investments certain assets that do
not meet the definition of an investment in Statement 72. Should the government
reclassify those assets upon implementation of Statement 72?
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GASB 72 – Fair Value Measurement and Application

Question 3
Q—Prior to the implementation of Statement 72, a government classified as capital

assets certain assets that meet the definition of an investment in paragraph 64 of
Statement 72. Likewise, the government classified as investments certain assets that do
not meet the definition of an investment in Statement 72. Should the government
reclassify those assets upon implementation of Statement 72?
A—Yes. As part of the initial implementation of Statement 72, the government should

evaluate its capital assets, investments, and other assets to determine if any of those
assets should be reclassified based on the definition of an investment in Statement 72.
For this purpose, the classification should be based on the facts and circumstances at
initial implementation of the requirements of Statement 72, rather than on those in
existence at the time the asset was initially acquired. After those classifications have
been established as part of the implementation of Statement 72, they should not be
changed for financial reporting purposes.
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GASB 72 – Fair Value Measurement and Application

Question 4
Q—A defined benefit pension plan has certain debt securities that management intends to hold to 
maturity. May these investments be reported at cost? Would the answer be different if the plan is 
legally restricted from selling the securities below cost?
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GASB 72 – Fair Value Measurement and Application

Question 4
Q—A defined benefit pension plan has certain debt securities that management intends to hold to 
maturity. May these investments be reported at cost? Would the answer be different if the plan is 
legally restricted from selling the securities below cost?

A—No. Statements 31 and 67, as amended, and Statement 72, do not provide for valuing such 
investments at cost based on management’s intent to hold the securities to maturity or in 
circumstances in which the likelihood of selling the security is significantly limited by legal 
provisions.
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Common Issues
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GASB 72 – Fair Value Measurement and Application

Common Issues or Questions in Implementation:
Disagreement on level classification
Difficulty obtaining information for required disclosures, especially those at NAV
Determination of applicability for assets and liabilities
Lack of understanding by Boards or Committees on what the levels mean (ie. Not risk
based)
Likely out-of-scope work; additional billings
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In accordance with applicable professional standards, some firm services may not be available to attest clients.

This material is for informational purposes only and should not be construed as financial or legal advice. Please seek guidance specific to your organization from qualified advisers in your jurisdiction. 
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