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EEver since I started learning about accounting, there has been a 
"market value" concept. At first, it was defined by the notion of 
the lower of cost or market. There were special rules for inventory. 
For other accounts, there were principles when standards didn't 
exist. The concept of "current value" accounting was discussed 
because of inflationary concerns, but not used in practice.

Since then, fair value accounting has been on the rise and is 
the cause of great controversy. Many critics are pointing at Finan-
cial Accounting Standard Board Statement No. 157, Fair Value 
Measurements, as the cause of the turmoil. It is important to note, 
however, that this standard did not change which accounts were 
valued at fair value. Instead, it defined fair value and required ad-
ditional disclosure on how fair values were determined.

For the smaller entity, fair value issues arise in evaluating 
potential impairment of assets and unusual investments — both 
of which pose challenges when determining fair value.

The main concern is the definition of fair value during a 
severe economic downturn. Because of the downturn, many 
companies have needed to quickly liquidate assets. Companies 
that have retained assets and look to comparable sales to support 
their value see only distressed sales of similar assets. Accordingly, 
based on early interpretations of the standard, they believed that 
an external comparable sale was better than an internal projec-
tion of cash flows.

The FASB helped us by issuing clarifying guidance in FASB 
Staff Position FAS 157-3, Determining the Fair Value of a Finan-
cial Asset When the Market for That Asset Is Not Active. In this 
guidance, the FASB notes that the accountant might need to 
adjust observable inputs, such as comparable sales, when trading 
activity is limited. Information about future cash flows that will 
occur if the asset is held is useful in their valuation. In addition, 
the valuation specialist should understand the motivation used 
in comparable sales and whether they were distressed.

Another concern for accountants and auditors with the new 
standard is identifying how fair values used in the preparation 
of financial statements have been determined. For example, if 
a company's stocks and bonds are priced by a custodian, it is 
difficult to determine the method used in determining the fair 
value. If the method is unknown, then the new required disclo-
sure of the fair value "level" is unknown. Many of the financial 
institutions holding and pricing the investments provide such 
information, but only upon request.

Information about the fair values of unusual investments, 
such as hedge funds, is difficult to obtain. So is information 
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about the valuation of derivatives, which are slowly finding their 
way into Main Street in the form of an interest rate swap. Such 
information is available — if the accountant is persistent.

The AICPA Accounting Standards Executive Committee 
issued additional guidance in the form of a draft issues paper, 
"FASB Statement No. 157, Valuation Considerations for In-
terests in Alternative Investments." Even smaller companies 
and not-for-profit entities are finding that they have invested 
in funds that are non-redeemable or have liquidity issues. This 
guidance will help the accountant in evaluating the value of in-
vestments. When used with the AICPA Practice Aid, "Alterna-
tive Investments — Audit Considerations," it provides the ac-
countant and auditor with powerful help in dealing with these 
types of investments. 

Both documents can be found on the AICPA website. In 
addition, the AICPA recently launched an Economic Crisis 
Resource Center, which includes information on fair value ac-
counting. It can be found at www.aicpa.org/economy. 

Over time, I hope that concern over fair value subsides. Un-
fortunately, I don't anticipate that happening until the economy 
recovers. For now, we have to keep our chins up and help our 
companies and clients as best we can.
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“ ... [FASB157 Fair Value 
Measurements] did not change 
which accounts were valued at 
fair value. Instead, it defi ned 

fair value and required 
additional disclosure ... ”


