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ABSTRACT

The Governmental Accounting Standards Board issued Statement No. 31, Accounting
and Financial Reporting for Certain Investments and for External Investment Pools, (GASB 31)
in March 1997. The standard requires governments to report most investments at fair value in
the balance sheet and recognize changes in fair value as revenues in the operating statement.
Required disclosures related to investments were also modified under GASB 31.

The GASB believed fair value reporting for investments was more useful to statement
users and cost-based information was not cost/beneficial. Disclosure requirements effectively
eliminated presentation of cost information for investments.

The use of fair value reporting in the public sector has received little research attention.
This study examined the investment reporting in governmental financial statements. Survey
methodology was employed to collect user perceptions of the usefulness of fair value
information, cost information, and other disclosures.

Overall, the results of the research did not support the GASB position that fair value
reporting is more useful to statement users. Users found both fair value and cost information
useful. Other investment-related disclosures were also found useful to these users.
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INTRODUCTION

Accounting standards are increasingly requiring fair value as a measurement and
reporting basis. In the private sector, investments are subject to fair value reporting under
Financial Accounting Standards Board (FASB) Statement No. 115. Fair value reporting in the
private sector is justified in large part because it is thought to provide more relevant information
to financial statement users than cost-based information (Tanju 1995). Public sector standard
setters used similar justification for fair value reporting, as stated in the basis for conclusions in
GASB Statement No. 31 (GASBS 31), paragraph 49:

The Board believes that fair value is a better measure of a government’s investments than
cost.... Fair value is more useful than cost based information in evaluating
performance.... The Board also believes fair value is more relevant....

Research indicates fair value reporting is well accepted by many financial statement users
in the private sector (Reither 1998). However, no known independent research has been
conducted on the usefulness of fair value reporting of investments in the public sector. Do users
of governmental fund financial statements consider fair value information to be useful in
decision-making? Is fair value reporting useful for the balance sheet, the operating statement, or
both? Are both cost-based information and fair value information useful?

Objectives

This study was conducted to determine users' perceptions of the usefulness of fair value
information, cost-based information, and other investment information and disclosures, and the
effects of fair value reporting on evaluation of investment activity.

The GASB requires fair value reporting for general government entities because it
believes fair value information is more useful in assessing operating results, evaluating financial
position, and measuring investment performance. Cost information is believed to be unnecessary
in evaluating investment activity. This research tested important premises the GASB used to
justify fair value reporting of investments to the exclusion of cost-based reporting.

Motivation for the Research

GASBS 31 is the first standard to require fair value reporting for investments in general
government financial statements. Changes in the fair values of most investments are recognized
in the operating statement and most investments are reported in the balance sheet at fair value.

Governmental fund financial statements are prepared on the current financial resources
flows measurement focus and modified accrual basis of accounting. Recognition of unrealized
gain and losses on investments due to fluctuations in market interest rates is not consistent with
the flow of current financial resources perspective.

Under provisions of GASBS 31, changes in the fair value of investments are included as
a component of fund investment earnings even though there is no effect on expendable financial
resources available to the governmental fund. These unrealized changes in fair value of
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investments increase or decrease the reported fund balances of governmental funds, and most
will be reversed later as governmental fund interest-bearing investments approach maturity.

Thus, it may be argued, including the change in fair value of investments in governmental
fund operations and fund balance may mislead readers of the financial statements. Furthermore,
knowledge of the cost of the investments (as amortized) —as well as their fair value at the
balance sheet date—may be useful to readers in evaluating the investing activities of the entity.

GASBS 31 eliminated the requirement to disclose cost-based information for investments
in the notes to the financial statements. GASB Statement No. 3, Deposits with Financial
Institutions, Investments (including Repurchase Agreements), and Reverse Purchase
Agreements, required disclosure of “carrying amount” of investments; “carrying amount” was
defined as book values or amortized costs. GASBS 31 redefined “carrying amount” to mean fair
values (for non-exempt investments). Although this eliminated the requirement for disclosure of
cost-based information on non-exempt investments, some would argue that cost-based
information is useful in evaluating investments and investment performance using a
government’s financial statements.

The GASB justified elimination of cost-based disclosures by arguing that a fair value
basis is most consistent with rational investment practices (GASB 31 par. 51) and more useful
for evaluating investment performance (GASBS 31 par. 49). Anecdotal evidence suggests,
however, that many external users may use cost-based information to analyze investment
activities. If financial statement users rely on cost information when making investment
decisions, the GASB should reconsider its current guidance and require cost-based investment
information in external financial disclosures.

EFFICACY OF FAIR VALUE REPORTING

The GASB requires fair value reporting of SLG investments under two primary premises:
(1) Fair value reporting is more useful to users than cost-based reporting, and (2) any adverse
effects of fair value reporting on users are minimal. The GASB also implies that cost-based
information is not sufficiently useful to require reporting. These premises had not been
empirically tested previously.

1) Is fair value information useful in evaluating investment performance?

2) Is cost-based information useful in evaluating investment performance?

The second GASB premise tested in this research is the minimal effects of fair value
reporting on users. GASBS 31 potentially affects external users adversely. The following
research questions addressed the GASB’s premise that adverse effects of fair value reporting are
insignificant:

3) Does fair value investment reporting create significant volatility in investment earnings

reported in governmental fund financial statements?

4) Does fair value reporting affect evaluation of investment activity?

Additionally, questions were asked about the usefulness of other selected disclosures:

5) Would certain other presentations about investments be useful in evaluating the financial

statements (e.g., disclosure of unrealized gains and losses)?

The Usefulness of Fair Value Reporting
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For private sector reporting, many scholars contend fair value reporting is conceptually
superior to historical cost reporting (for example, Clark and Jordon 1994, Wampler and Phillips
1994, Powers 1995, Shim and Larkin 1998). They argue that recognition of gains and losses on
assets (and liabilities) as they occur is more relevant to users.

Empirical evidence from the private sector provides mixed support for the usefulness of
fair value reporting. Culyer (1993) found bank accounting professionals did not feel that fair
value information was useful in making investing decisions. Other researchers found that
financial statements prepared under fair value reporting provided no new information (Barth,
Landsman and Wahlen 1995, Yonetani and Katsuo 1998). Ahmed and Takeda (1995) found
some new information was provided if other assets (other than investments) and liabilities were
reported at fair value.

Other researchers have found that fair value disclosures for investments accounted for
using the equity method can provide readers with new information (Graham, Lefanwicz, and
Petroni 2003). A study of bank derivative disclosures under FAS 119 and FAS 133 found the
disclosures provided new information to statement readers (Wang, Alam, and Makar 2005);
other researchers have found fair value disclosures by banks provide new information in some
circumstances (Hukai 1998, Venkatachalam 1996, Simko 1996). Other studies, however, have
found fair value disclosures do not provide new information in other circumstances (Michel
1997, Brickner 2002, Gray 2003).

Sirota Consulting (1998) conducted a series of interviews with focus groups comprised of
members of the investment community and found no clear preference for fair value reporting
over historical cost reporting. A more recent study by the Chartered Financial Analysts Institute
found that 67 percent of portfolio managers and securities analysts rated fair value information as
important, and 45 percent rated historical costs as important (CFA Institute 2003).

Usefulness of Historical Cost Information

In the private sector there is little recent research on the usefulness of historical cost per
se, although there is evidence from past research supporting the belief historical costs are useful
to statement users (for example, Ball and Brown 1968, Pankoff and Virgil 1970, Murdoch 1988).

Some studies have used historical cost as a benchmark and compared the usefulness of
additional information (for example, Jones 1988, Lobo and Song 1989); these studies do not
empirically test the usefulness of historical cost. One such study recently reported bank
regulators felt that historical cost reporting was more useful than fair value reporting
(Anagnostopoulos and Buckland 2005).

Other writers discuss the virtue of historical cost for selected assets in the wake of fair
value reporting (e.g., Fone 1997), but do not support their assertions empirically.

The usefulness of historical cost in SLG financial reporting has received little research
attention. The only known study is Robbins (1982), which surveyed municipal bond analysts
and found both historical cost and current market value information was important to them.

Effects of Fair Value Reporting
Many critics of fair value reporting under GASBS 31 argue that it may have significant

adverse effects on external financial statement users. The GASB believes that any adverse
effects of fair value reporting are insignificant or, at worst, modest. Anecdotal evidence suggests
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that the GASB underestimated the impact of GASB 31 on users. The extent of any effects is an
empirical question addressed by this research.

Critics claim that fair value reporting of investments in governmental fund financial
statements distorts reported earnings by including unrealized gains and losses from changes in
fair value. The volatility introduced into reported investment earnings may affect users’
evaluations of financial position and condition. Potential negative aspects of the current fair
value reporting model cited by opponents include:

¢ The recognition of changes in fair of investments as governmental fund revenue is not
consistent with the current financial resources measurement focus and modified accrual
basis of accounting (i.e., is not an available expendable financial resource).

¢ Volatility in reported earnings could negatively affect performance evaluations.

e Cost-based information is not required reporting but is useful to analysts and others.

Earnings Volatility

Commercial enterprises, especially those traded on the major stock markets, are vitally
concerned with fluctuations in earnings. Some industries, such as banking and insurance, oppose
reporting of investments at fair value because of the volatility introduced into reported earnings
(for example, Simonson 1992, Hartman 1993, Razza 1993, Delay and Hauge 1994, Geissler
1995, Liouri 1997, Feay and Abdullah 2001). Empirical studies conducted on selected
commercial enterprises conclude that fair value reporting indeed added volatility to reported
earnings (Barth, Landsman and Wahlen 1995, Yonetani and Katsuo 1998).

The GASB assumed that most SLG investment portfolios would not experience
significant volatility to investment earnings under GASBS 31. In a study of potential earnings
volatility in largest 100 U.S. cities for years 1991 to 1996), Hunt (2009) found that most of the
governmental funds of the cities examined would have experienced some volatility in investment
earnings under GASBS 31 reporting. The magnitude of volatility, however, was not significant
when averaged over all cities reviewed.

RESEARCH METHODOLOGY AND DATA ANALYSIS

A 5-point Likert-scaled questionnaire was designed for collecting the perceptions of
users. A modified copy of the instrument is reproduced in Appendix B.

A primary user group of governmental financial statements identified in GASB Concept
Statement No. 1 include the investor and creditor group. This includes individual and
institutional investors and creditors, municipal security underwriters, bond rating agencies, bond
insurers, and financial institutions.

Potential respondents from this group were selected from the 2005 membership list of the
National Federation of Municipal Analysts. This association includes representatives from bond
rating agencies (e.g., Standard and Poor, Moody, and Fitch), bond insurers (e.g., AMBAC),
insurance companies (e.g., State Farm, Allstate), financial institutions (e.g., Citibank, Bank of
America), and investors (e.g., Merrill Lynch, Fidelity Investments).

The questionnaire was delivered to a total of 900 individuals, with 131 surveys returned,
resulting in a usable response rate of almost 15%. The typical investor/creditor had a median
experience of over ten years, evaluating more than 20 governmental financial reports a year.
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The questionnaire asked respondents to rate their preferences for certain informational
items relating to investing activities. Many questions were related to three constructs of
usefulness: Usefulness of fair value information, cost information, and disclosures. Preliminary
analysis of the questions was conducted using factor analysis, which identified and grouped
questions measuring the same construct. Six factors were identified and individual questions
loading heavily on a factor were combined and the mean used as an overall measure of that
construct. These constructs are discussed by research questions that follow.

Much of the discussion of part three concerns question responses scored on a Likert scale
ranging from 1 (indicating disagreement or lack of usefulness) to 5 (for agreement or
usefulness). To simplify discussion, scores above 3 (the median or neutral) will be termed
‘positive’ and scores below 3 ‘negative.’

Question One

Question one examined if fair value information is useful in evaluating investment
activities. Table 1 (Appendix A) lists the questions related to usefulness of fair value
information and summarizes means scores and standard deviations. Factor analysis conducted
on individual questions in the preliminary analysis of the data revealed three factors representing
common constructs. Two questions measuring the usefulness of fair value reporting were
combined (usefulness of fair value reporting in the balance sheet and usefulness of fair value
reporting in the operating statement); two questions measuring the usefulness fair value reporting
for short-term investments (weighted average maturity of 2 years or less) were combined and
three questions measuring the usefulness of fair value reporting for long-term investments
(weighted average maturity of longer than 2 years) were combined. These are listed as “measure
of” the constructs in Table 1.

Overall, results indicate fair value information is useful to statement users. Mean
responses to most questions were positive, indicating a favorable perception of the usefulness of
fair value information. Investors were strongly positive in their responses to the measure of
usefulness of fair value reporting (question one in Table 1).

Responses to the question concerning fair value reporting for other assets and liabilities
(the last question on Table 1) were strongly negative. This indicates future GASB standards
requiring fair value reporting of other assets and liabilities would meet with resistance from the
user community.

Four questions in Table 1 receiving positive scores are of practical significance
(questions three, four, five and seven). Disclosure of some measure of weighted average to
maturity of investments scored strongly positive, as did disclosure of fair value of investments
(questions three and four). Fair value reporting of investments in the balance sheet also scored
strongly positive (question five). Fair value reporting in the balance sheet is currently required
under GASBS 31; reporting of weighted average to maturity of investments is one method of
note disclosure allowed under disclosure requirements of GASBS 40. User acceptance of these
reporting requirements should be of interest to the GASB. Question seven, concerning
usefulness of fair value information in evaluating investments, also scored strongly positive.
This finding supports the GASB position that fair value information is useful to users.

Question Two
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Question two explored the usefulness of cost information in a similar manner to the
previous question. Respondents answered a series of 5-point Likert scaled questions about the
usefulness of cost information in analyses they normally perform in their duties.

Table 2 (Appendix A) lists questions related to usefulness of cost information and
summarizes mean scores and standard deviations.

Overall, results indicated users found cost information useful. Mean scores for all
questions were positive, the majority strongly positive. Disclosure of cost information (question
one in Table 2) and usefulness of cost information in evaluating investment activity (question
three in Table 2) were both strongly positive. Usefulness of reporting investment income based
on cost (question 2 on Table 2) was neutral.

Question Three

Question three asked if fair value reporting of investments created significant volatility in
reported investment earnings in governmental fund financial statements. Mean score and
standard deviation are summarized in Table 3(Appendix A) .

Investors responded positive to experiencing some volatility to reported earnings of
entities they review, but the mean response minimally exceeded neutral.

Question Four

Question four asked if fair value reporting affected evaluation of investing activities.
Two questions related to the effects of fair value reporting on evaluation of investment activities.
Since potential effects could be both positive and/or negative, respondents were asked if effects
of fair value reporting had been positive and if effects had been negative.

Analysis of responses indicates that overall, effects of fair value reporting had been
positive and not negative. Questions, associated means, and standard deviations are presented in
Table 4 (Appendix A). Investors responded strongly positive that effects of fair value reporting
had been positive, and the effects of fair value reporting had not been negative.

The analysis indicates the GASB was correct in assuming any negative effects of fair
value reporting on management of investments or evaluation of investment activities would be
minimal.

Question Five

Disclosures examined by previous questions were limited to those directly associated
with fair value reporting (i.e., note disclosure of cost and/or fair value). This research question
investigated whether certain other disclosures would be useful in evaluating investment activity.

There were many possible disclosures that could have been included in this section of the
study. Disclosures examined were either closely associated with other questions or are currently
under consideration by the GASB.

Mean responses and standard deviations are summarized in Table 5 (Appendix A) for
questions related to other investment-related disclosures. Factor analysis identified two
questions measuring the same construct: The usefulness of disclosing a weighted average yield
to maturity for investments (listed as question one on Table 5).
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Overall, users felt investment-related disclosures examined were useful. All individual
question scores were positive overall (except two questions, discussed later). One finding
supporting current GASB disclosure guidance was user scores on disclosure of a weighted
average to maturity measure (the last question in Table 5). Mean scores indicated support for
this disclosure. Weighted average yield to maturity was also found useful, but to a lesser degree.
This disclosure is not currently required.

Of particular practical significance are questions related to reporting of (1) realized gains
and losses (2) unrealized gains and losses, and (3) net change in fair value of investments.

Users felt reporting information about realized and unrealized gains and losses would be
useful. Reporting realized gains and losses in the notes is permitted under current GAAP
(although seldom presented); separate reporting of unrealized gains and losses is not permitted.
Users also found the net change in fair value of investments was a useful disclosure. Disclosing
the net change in fair value of investments is neither prohibited nor required.

Responses to the usefulness of separate reporting of reservation or designation of fund
balance for unrealized gains and losses on changes in fair value (questions five and six listed in
Table 5) indicate investors and creditors would find such disclosures useful. Neither disclosure
is currently required or prohibited.

CONCLUSIONS AND IMPLICATIONS

Findings indicate both fair value and cost information are important to statements users,
and current investment disclosures are well accepted by users, but additional disclosures would
be useful.

Usefulness of Fair Value Information

Responses to the questionnaire were generally favorable to fair value reporting of
investments. Mean scores and mean scores on questions related to the usefulness of fair value
reporting were neutral or above on all questions. The idea of fair value reporting for assets and
liabilities other than investments, however, was not well accepted by users.

Usefulness of Cost Information

Mean scores on the usefulness of cost information were favorable, indicating cost
information is useful to statement readers. The findings suggest cost information is important to
financial statement users. The de facto elimination of cost information in the notes by
implementation of GASBS 31 is an issue the GASB should reconsider in future revisions to
investment-related disclosures.

Usefulness of Selected Disclosures
GAAP applicable to state and local governments currently require several of the
disclosures examined in this study. Overall, these disclosures were well accepted by users.

Especially useful were disclosures related to maturities, both weighted average length to maturity
and a measure of weighted average yield to maturity.
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Users felt strongly that realized gains or losses on investments should be reported and
unrealized gains or losses also should be reported (but not as strongly as reporting realized gains
and losses). Users also felt disclosure of the net change in fair value of investments would be
useful.

One interesting finding is the positive response to the usefulness of reservation or
designation of fund balance for unrealized gains or losses on changes in fair value of
investments. This indicates the usefulness of information about the cumulative change in fair
value of investments to external financial statement users.

The findings suggest that, notwithstanding the need for cost information, disclosures
related to investments are well accepted by users. However, additional disclosures about the
composition of investment earnings would be useful. The findings further suggest the GASB
may need to reconsider current guidance on investment-related disclosures, especially for cost-
based information about investments. Finally, findings indicate that users are unsatisfied with
the transparency of fair value reporting under current guidance, and would prefer more
disclosures about the composition of change in fair value.

Effects of Fair Value Reporting

The questionnaire investigated the effects of fair value reporting on the financial
statements and use of the financial statements. Two dimensions were examined: (1) Volatility
to reported investment earnings, (2) positive and negative effects on management or evaluation
of investment activity.

The findings suggest that fair value reporting has little impact on operating results
reported by general government investments. Users reported that the effects of fair value
reporting on evaluation of financial statements had been positive. They also reported minimal
negative effects of fair value reporting on evaluation of investment activity.

Overall, the findings suggest the GASB was correct in assuming volatility to reporting
investment earnings would be insignificant, and that negative effects of fair value reporting on
financial statement users would be minimal.

Summary of Conclusions

A primary objective of this research was to test the usefulness of fair value reporting of
investments under GABS 31. The GASB presumed users would find fair value information
more useful than cost information, and that cost information was unnecessary in evaluating
investment activity. Users reported that cost information about investments was important in
evaluating investing activity. These findings contradict the GASB position that cost-based
information is not necessary. The findings also suggest that requiring fair value reporting for
other assets and liabilities in the governmental fund financial statements will likely meet with
resistance from state and local government stakeholders.

An important finding of the study is the need for reporting both fair value and cost
information about investments in the financial statements or notes. Findings suggests that effects
of fair value reporting have been positive for external users, and fair value reporting should
continue to be required in external financial reporting but could be improved by disclosure of
cost information.
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Findings suggest disclosures should be more transparent with regards to changes in fair
values and should include cost-based information, and additional reporting of investment
information is needed to satisfy user needs.

Limitations of the Study

Some limiting factors are inherent in survey research, such as low response rates, non-
representative responses, non-response bias, and frivolous completion of the instrument.
Although care was taken in the research design and execution, these factors certainly had some
effect on the results.

Generalizability of the results of this research is limited by several factors. The sample
frame of investors and creditors was probably fairly representative of the populations of interest.
However, the design excluded other affected parties (including auditors, citizens, and legislators)
that may have different perspectives concerning fair value reporting of investments under
GASBS 31.

The research design limited the number of possible presentations to avoid an overly
complex survey instrument. Alternative financial statement presentations are available under
GASBS 31 and other sources of investment information may be more useful to respondents than
the information presented in the instrument.

The research design specified condensed governmental fund financial statements and
notes of a capital projects fund with a simple investment structure. The results of this research
may not be valid in more complex reporting situations or for more complex investment
structures. Other fund types were not examined (e.g., proprietary funds), nor were the
government-wide statements (statement of net assets and statement of activities). Results of this
research may not be valid for other fund types or for government-wide financial statements.
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APPENDIX A

Table 1. Mean Responses and (Standard Deviations) to Questions Related to

Usefulness of Fair Value Information.

Survey Question

Measure of the usefulness of fair value
reporting.

Measure of the usefulness of fair value
reporting for short-term investments.

Measure of the usefulness of fair value
reporting for long-term investments.

In the notes investments should be
disclosed at fair value.

How useful is reporting of fair value
of investments on the balance sheet.

How useful is reporting of investment
income based changes in fair value.

Fair value information is useful in
evaluating an entity’s investment
program.

Fair value reporting should be used for
other assets and liabilities.

n=135

Mean

(S.D.)
3.40
(0.83)

3.11
(0.91)

3.66
(0.81)

4.36
(0.75)

3.59
(1.08)

3.10
(1.08)

4.02
(0.85)

2.76
(1.09)
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Table 2. Mean Responses and (Standard Deviations) to Questions Related to
Usefulness of Cost Information.

n=131

. Mean
Survey Question SD.
In the notes investments should be 414
disclosed at cost (or amortized '
cost). ©.79)
How useful is reporting of 3.06
investment income based on (0'9 1)
amortized costs? ’
Cost-based information is useful in
evaluating an entity’s investment 3.86
program. (0.88)

Table 3. Mean Response and (Standard Deviation) to Volatility to Reported Earnings.

n=132
Survey Question Mean
(8.D.)
Measure of volatility of reported 3.16
investment earnings under fair (O. 68)

value reporting.
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Table 4. Mean Responses and (Standard Deviations) to Questions Related to

Effects of Fair Value Reporting.

n=133
. Mean
Survey Question SD.
Fair value reporting of investments
o . 3.29
positively affects evaluation of an
o, (0.98)
entity’'s investments.
Fair value reporting of investments
. . 2.5
negatively affects evaluation of an 0.97)

entity’s investments.
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Table 5. Mean Responses and (Standard Deviations) to Questions Related to Other

Disclosures.

Survey Question

Measure of the usefulness of a
weighted average yield to maturity
disclosure.

Separate reporting in the statements or
notes of unrealized gains and losses
on investments would be useful.

Separate reporting in the statements or
notes of realized gains and losses on
investments would be useful.

Separate reporting in the statements or
notes of net change in fair value(s) of
investments would be useful.

Designation of fund balance for
unrealized investment gains/losses
would be useful.

Reservation of fund balance for
unrealized investment gains/losses
would be useful.

Separate reporting in the statements or
notes of weighted average maturity of
investments would be useful.

n=132

Mean

(S.D.)
3.49
(0.61)

3.88
(0.83)

4.17
(0.75)

3.86
(0.86)

3.55
(0.87)

3.48
(0.82)

3.76
(0.73)
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APPENDIX B

Questionnaire

When answering this questionnaire, please consider your responses in the context of fund
reporting (not government-wide reporting) for these governmental funds: the General Fund,
Special Revenue Funds, Debt Service Funds, and Capital Projects Funds.

(A) Reporting Investment Information. Please indicate the degree to which you agree or
disagree with each of the following statements regarding reporting of investments by
circling the number that best describes your views. Each response is independent of the
others; there are no right or wrong answers.

Strongly Strongly
Agree Disagree
O Inthe governmental fund statements fair
value reporting should be used for:
e the balance sheet 5 4 3 2 1
e the operating statement 5 4 3 2 1
O Inthe notes investments should be disclosed
at:
e fair value 5 4 3 2 1
e cost (or amortized cost) 5 4 3 2 1

(B) Statement/Note Presentation. Please circle the number that best describes how useful you
believe each statement or note presentation below would be in evaluating governmental fund
investment activity. Each response is independent of the others; there are no right or wrong
answers.

Extremely Not Useful
Useful At All
O Separate reporting in the statements or
notes of
. gnrealized gains and losses on 5 4 3 5 1
investments
e realized gains and losses on investments 5 4 3 2 1
e net change in fair value(s) of investments 5 4 3 2 1
e designation of fund balance for unrealized 5 4 3 5 1
investment gains/losses
e reservation of fund balance for unrealized 5 4 3 5 1
investment gains/losses
* Wweighted average yield to maturity for 5 4 3 5 1
investments
. yveighted average maturity for 5 4 3 5 1
investments

(C) Usefulness of Fair Value Information. Based on analyses you normally perform in your
duties, how useful are each of the following reporting scenarios in evaluating governmental
fund investing activities:
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O Reporting of
e fair value of investments on the balance

sheet

e investment income based on changes in
fair value

e investment income based on amortized
costs

Extremely
Useful
5 4
5 4
5 4

Not Useful

At All

Based on analyses you normally perform in your duties, how useful would fair value reporting
in the financial statements be under each of the following weighted average maturity scenarios:
Not Useful

O Fair value reporting of investments with a
weighted average maturity of:

Extremely
Useful

1 year or less
110 2 years
3to 4 years
510 7 years

8 years or more

o o o1 o0 O»,

O N N

W W W w w

At All

[\SJN \C R \C R \C T\
—

(D) Other Investment Reporting Issues. Please indicate your agreement or disagreement

with the following statements about governmental fund investments. Each response is

independent of the others; there are no correct or incorrect answers.

Strongly Strongly
Aaree Disagree
Q Fair value information is useful in evaluating an 5 4 3 5 1
entity’s investment program
O Cost-based information is useful in evaluating 5 4 3 5 1
an entity’s investment program
a Fair value reporting of investments positively 5 4 3 5 1
affects evaluation of an entity’s investments
O Fair value reporting of investments negatively 5 4 3 > 1
affects evaluation of an entity’s investments
Q The effects of fair value reporting on external 5 4 3 > 1
financial reporting have been positive
Q Fair value reporting should be used for other
e 5 4 3 2 1
assets and liabilities
a For entities you evaluate, volatility of reported
investment earnings has been significant in 5 4 3 2 1

amount under fair value reporting

User perceptions of fair value



REFERENCES

Ahmed, Anwer S. and Carolyn Takeda. “Stock Market Valuation of Gains and Losses on Commercial
Bank’s Investment Securities: An Empirical Analysis.” Journal of Accounting & Economics.
September 1995, pp. 207-225.

Anagnostopoulos, Yiannis and Roger Buckland. “Historical Cost versus Fair Value Accounting in
Banking: Implications for Supervision, Provisioning, Financial Reporting, and Market
Discipline.” Journal of Banking Regulation. February 2005, pp. 109-128.

Ball, Ray and Philip Brown. “An Empirical Evaluation of Accounting Income Numbers.” Journal of
Accounting Research. Autumn, 1968, pp. 159-178.

Barth, Mary E. ,Wayne R. Landsman and James M. Wahlen. “Fair Value Accounting: Effect on Bank’s
Earnings Volatility, Regulatory Capital, and Value of Contractual Cash Flows.” Journal of
Banking and Finance. June 1995, pp. 577-605.

Brickner, Daniel R. “An Analysis of the Factors Impacting the Relevance of SFAS No. 107 Fair Value
Disclosures.” Ph.D. Dissertation, Kent State University, 2002.

Chartered Financial Analysts Institute. 2003 AIMR Member Survey of Global Financial Reporting
Quality and Corporate Communications and Disclosure Practices. CFA Institute, 2003.

Clark, Stanley J. and Charles E. Jordan. “Accounting for Investments in Debt and Equity Securities.”
National Public Accountant. June 1994, pp. 20-23.

Culyer, Gary P. “Fair Value Accounting: Is Anyone Listening?”” Massachusetts CPA Review. Fall 1993,
pp. 33-35.

DelLay, Beth and Brian Hague. “Approaches to SFAS 115 for Credit Unions.” Credit Union Executive.
July/August 1994, pp. 39-42.

Feay, William F. and Faud A. Abdullah. “Impact of New Derivatives Disclosures on Multinational
Firms’ Financing Strategies.” Multinational Business Review. Spring 2001, pp. 1-8.

Fone, Bill. “Historical Cost Still Makes Sense for Agricultural Assets.” Accountancy. June 1997, p. 66.

Geissler, Christopher. “Recent Trends in Risk Management.” Corporate Finance. May 1995, p. 2-7.

Governmental Accounting Standards Board. Statement No. 31 of the Governmental Accounting
Standards Board, “Accounting and Financial Reporting for Certain Investments and for External
Investment Pools.” Norwalk, CT: GASB, March 1997.

Graham, Roger C., Craig E. Lefanowicz, and Kathy R. Petroni. “The Value Relevance of Equity
Method Fair Value Disclosures.” Journal of Business Finance and Accounting.
September/October 2003, pp. 1065-1089.

User perceptions of fair value



Gray, Robert P. “Research Note: Revisiting Fair Value Accounting — Measuring Commerical Banks’
Liabilities.” Abacus. June 2003, pp. 250-261.

Hartman, David A. “FASB Strikes Back!” Texas Banking. July 1993, p. 5.

Hukai, Dawn M. “The Impact of SFAS 107 Fair Value Footnote Disclosures on Bank Valuation and
Analysts” Earnings Forecast: The Economic Consequences of a New Standard.” Ph.D.
Dissertation, University of Minnesota, 1998.

Hunt, George L. “GASB Statement No. 31: Why No Controversy?” Journal of Business & Economics
Research. July 2009, pp. 27-31.

Jones, Jeffrey C. “Financial Instruments: Historical Cost Versus Fair Value.” The CPA Journal. August
1988, pp. 56-63.

Lioui, Abraham. “Marking-to-Market and the Demand for Interest Rate Futures Contracts.” Journal of
Futures Markets. May 1997, pp. 303-316.

Lobo, Gerald J. and In-Man Song. “The Incremental Information in SFAS No. 33 Income Disclosures
Over Historical Cost Income and Its Cash and Accrual Components.” The Accounting Review.
April 1989, pp. 329-343.

Michel, Mary L. “Earnings, Historical Cost Book Value and Fair Value Disclosures in the Valuation of
Stock Life Insurance Companies.” Ph.D. Dissertation, Columbia University, 1997.

Murdock, Brock. “User Perceptions of the Usefulness of Historical Cost, Constant Dollar, and Current
Cost Financial Information.” Akron Business and Economic Review. Summer 1982, pp. 36-42.

Pankoff, Lyn D., and Robert L. Virgil. “Some Preliminary Findings from a Laboratory Experiment on
the Usefulness of Financial Accounting Information to Security Analysts.” Journal of
Accounting Research. Selected Studies, 1970, pp. 1-48.

Powers, Ollie S. “Fair Values: A Change in Investment Accounting.” National Public Accountant.
January 1995, pp. 32-36.

Razza, Joseph C. “Industry Opposes New FASB Mark-to-Market Proposal for Insurers.” Life
Association News. March 1993, pp. 32-33.

Reither, Cheri L. “What are the Best and the Worst Accounting Standards?”” Accounting Horizons.
September 1998, pp. 283-292.

Robbins, Walter A. "The Importance of Selected Information Items to Municipal Bond Analysts and
Their Disclosure in Municipal Annual Reports: An Empirical Assessment." Research in
Governmental and Nonprofit Accounting. Vol. 4 1988, pp. 103-127.

User perceptions of fair value



Shim, Eunsup and Joseph M. Larkin. “Towards Relevancy in Financial Reporting: Mark-to-Market
Accounting.” Journal of Applied Business Research. Spring 1998, pp. 33-42.

Simko, Paul J. “Firm Value and Statement 107: Cumulative Unrecognized Holding Gains.” Ph.D.
Dissertation, University of Texas, 1996.

Simonson, Donald G. “Marking-to-Marking: Is It Any Way to Run a Bank?” United States Banker.
November 1992, pp. 63-64.

Sirota Consulting. Investment Community Interest in Reporting the Fair Values of Financial Instruments
in Financial Statements. New York: Sirota Consulting, June 1998.

Tanju, Deborah W. “Fair Value Accounting: A Step in the Right Direction.” National Public
Accountant. March 1995, pp. 17-20.

Venkatachalam, Mohan. “Value-Relevance of Banks’ Derivatives Disclosures.” Ph.D. Dissertation,
University of lowa, 1996.

Wampler, Bruce M. and Thomas J. Phillips Jr. “A Case for Fair Value Accounting for Debt Securities.”
Management Accounting. March 1994, pp. 46-49.

Wang, Li, Alam Pervaiz, and Stephen Makar. “The Value-Relevance of Derivative Disclosures by
Commercial Banks: A Comprehensive Study of Information Content Under SFAS Nos. 119 and
133.” Review of Quantitative Finance and Accounting. December, 2005, pp. 413-429.

Yonetani, Tatsuya and Yuko Katsuo. "Fair Value Accounting and Regulatory Capital Requirements."
Economic Policy Review of the Federal Reserve Bank of New York. October 1998, pp. 33-43.

User perceptions of fair value



