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Fundamentals and Definitions
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Definition of an Investment

• Asset held primarily for the purpose of income or profit and

• Has present service capacity based solely on its ability to generate cash

– Includes real property held for development

• Determined at the time of acquisition
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Fixed Income Securities

• A debt obligation of a corporation, governmental entity or trust 

• Typically provide periodic interest payments 

– fixed rate 

– floating rate  

• At maturity, the face value or principal of the security is paid back to the 

investor
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Definitions

• Cost – the original value of an asset, usually the purchase price

• Fair Value - price received to sell an asset  or transfer a liability

• Unrealized gain or loss – the difference between the cost and fair value
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GASB 31 
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Significant Impacts

• Public entities should report investments at fair value on the balance 

• Certain investment are not reported at fair value 

– Investment agreements

– Money market mutual funds

– Certain external investment pools
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Recognition and Reporting

• Investment income includes changes in the fair value of investments

• The change in fair value from year to year should be recognized in the 

operating statement

• Disclosures

– Policy for reporting at amortized costs, if any

– Any involuntary participation in external investment pools

– Any income from investments associated with one fund that is assigned to 

another fund
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Investment in Local Government Pool

• A local government’s investment in LAIF, CAMP (or a county pool) must also be 

fair valued

• This would be based upon a proportionate assignment of the total fair value of all 

of the investments in the pool as a percentage of the total cost (carrying value) of 

the pool

• For LAIF, this information can be obtained at:

http://www.treasurer.ca.gov/pmia-laif/reports/valuation.asp

http://www.treasurer.ca.gov/pmia-laif/reports/valuation.asp
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Bid Price or Asked Price

GASB *CIG 6.11.7. Q—A bid price represents the price a willing buyer will pay; 

an asked price represents the price the seller would like to receive. If actual 

sales prices are not available when determining fair value, should bid or asked 

prices be used? 

A—Statement 31 does not take a position on this issue. Practice generally is 

to use bid prices, because they are the amounts at which transactions 

presumably will be completed.

* The acronym CIG represents refers to the Comprehensive Implementation Guide published by GASB
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Trade Date or Settlement Date

GASB CIG 6.28.1. Q—Should investment transactions be accounted for based 

on the trade date (the date the order to buy or sell the investment is placed) or the 

settlement date (the date that the cash and investment instrument are 

exchanged)? 

A—Investment transactions should be accounted for based on the trade date. 

The trade date is the date on which the transaction occurred and is the date the 

government is exposed to (or released from) the rights and obligations of the 

ownership of the instrument. 

Note – This becomes important for transactions that occur close to year end
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Credit Risk to Portfolios
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Credit Risk
• Risk of default or decline in security value due to conditions outside 

investors control

– Bankruptcy

– Rating agency downgrades

– Regulatory changes

Credit Risk HighLow
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Ratings
S&P Moody’s Explanation of Rating

AAA Aaa High quality.  Smallest degree of investment risk

AA Aa High quality. Differs only slightly from highest-rated 

issues

A A Adequate capacity to pay interest and repay principal

BBB Baa More susceptible to adverse effects of changes in 

economic conditions

BB Ba Has speculative elements; future not considered to 

be well-assured

B B Generally lack characteristics of desirable investment

CCC Caa Poor standing.  Vulnerability to default

C C Extremely poor prospect

D D In default
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GASB 40 



© PFM 17© PFM 17© PFM 17

Background

• GASB 40 primarily addresses disclosure (not valuation) issues for investments

• Purpose of GASB 40 is to inform the reader about certain risks that are 

associated with an entity’s investment portfolio that are not otherwise apparent 

by the reporting on that entity’s balance sheet 
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Credit Risk

• Credit risk — the risk that the issuer will not fulfill its obligation to the holder of 

the investment

• Disclose any state laws or policy requirements associated with this risk (i.e., 

where a minimum rating has been stipulated)

• If no requirement for a minimum rating, so state
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Credit Risk

• In the notes, can group investments by type and simply give range of ratings 

associated with those investments

• Credit quality modifiers (Aa1, Aa2, Aa3) are not required to be disclosed

• Only need to disclose ratings as of end of year

• No rating is required for U.S. Treasury securities

• Must disclose ratings for federal agency securities (FNMA, etc.)

• Disclose credit quality ratings of external investment pools, money market funds or 

other pooled investments (or mention that they are not rated)

• Identify unrated investments

• Retain for auditor’s review evidence of rating as of year end
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Credit Risk
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Level of Detail (for all GASB  40 Disclosures)

• All GASB 40 disclosures must be broken down at least by investment type

• For GASB 40 purposes, an investment in an external investment pool (County 

pool, LAIF, CAMP, etc.) is a single investment

• Don’t have to “look through” the pool to give disclosures for the various 

investment types contained in the pool

• Generally, if a major fund has its own investments (such as those held in a 

separate fiscal agent account associated solely with that fund) and those 

investments have risks that are materially different than the risks of that 

agency’s entire portfolio, additional disclosures may be required
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Concentration of Credit Risk

• Any one issuer that represents 5 percent or more of the entity’s total portfolio 

• If a major fund has its own investments, then this rule is applied at the fund 

level

• Exclude:

– Assets issued or explicitly guaranteed by the U. S. Government

– Mutual funds 

– External investment pools (CAMP, LAIF, etc.)



© PFM 23© PFM 23© PFM 23

Custodial Credit Risk - Deposits

• Custodial credit risk for deposits addresses how the deposits are held (with a 

focus on the use of collateralized accounts)

– Deposits are checking accounts, savings accounts, and traditional non-

negotiable certificates of deposit, etc.

• Exception based

• If a bank account (or Certificate of Deposit) is not collateralized, disclose the 

dollar amounts in excess of FDIC insurance limits

• Retain evidence of collateralization of deposits for auditors (bank agreement 

specifying commitment to collateralize, etc.)
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Custodial Credit Risk - Investments

• Custodial credit risk for investments addresses how the investments are held 

(with a focus on who is holding the investment on behalf of the local 

government)

• Exception based

• Disclosable custodial credit risk generally exists if the investment is being held 

by the broker or dealer that the local government used to buy the investment 

(instead of using an independent third-party custodian)

– This disclosure does not apply to external investment pools and money 

market mutual funds
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Foreign Currency Risk

• Foreign currency risk—risk that changes in foreign exchange rates will 

adversely affect the fair value of an investment

• Only applies to investments that are denominated in foreign currencies.

• Can be satisfied by listing the specific investments showing amount, maturity, 

and identification of the foreign currency  
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Interest Rate Risk

• Interest rate risk—the risk that changes in interest rates demanded by the 

market will adversely affect the fair value of an investment

• One of five methods must be used:

1. Specific identification

2. Segmented time distribution

3. Weighted average maturity

4. Simulation model

5. Duration
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Interest Rate Risk

• Method used should be consistent with how that local government manages 

interest rate risk

• Can use different methods for short term vs. long term portfolios

• Disclose assumptions made for calculation purposes

• Similar investments may be aggregated

– Disclosure detail should be broken down by investment type

– Investments with values that are highly sensitive to changes in market 

interest rates must be described in the notes
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1. Specific Identification

S & P 

Rating Par Maturity Date Market Value 

% of 

Portfolio

Morgan Stanley 15,000,000 7/15/2014 15,000,000 20%

Commercial Paper

GE Capital A-1+ 2,270,000 12/5/2014 2,269,000

Citicorp A-1+ 2,065,000 12/13/2014 2,064,000

4,335,000 4,333,000 6%

Corporate Note

Citicorp AA- 2,500,000 3/15/2015 2,600,000 4%

Federal Agency Bond/Note

FAMC Notes NR 5,000,000 12/1/2014 5,050,000

FNMA Notes (Callable) AAA 6,000,000 3/11/2015 5,950,000

FHLMC Notes AAA 10,000,000 1/15/2016 10,500,000

FHLB Notes AAA 9,000,000 8/15/2016 9,300,000

30,000,000 30,800,000 42%

Variable Rate Obligations

FHLB Notes AAA 10,000,000 12/31/2016 10,850,000 15%

U.S. Treasury Notes

U.S. Treasury Notes AAA 10,000,000 11/30/2014 10,100,000 14%

TOTAL SECURITIES 71,835,000 73,683,000 100%

Repurchase Agreement



© PFM 29© PFM 29© PFM 29

2. Segmented Time Distribution
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3. Weighted Average Maturity

Investment Type Weighted Average Days to Maturity

U.S. Treasury notes 852

U.S. Treasury bonds 1,642

Federal agency securities 947

Corporate medium term notes 1,460

Commercial paper 87

Mortgage backed securities 2,012
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4. Simulation Model

• Simulation model—calculates effect on investment fair values for 

hypothetical (negative) changes in interest rates.

• If this is not being used during the year to monitor interest rate risk in your 

portfolio, you probably should not use this method for the cash and 

investment note.
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32

5. Duration

• Duration—calculates in years or months the time to elapse for a group of 

investments to become due and payable (weighted for the present value of 

investment cash flows).

• If this is not being used during the year to monitor interest rate risk in your 

portfolio, you probably should not use this method for the cash and 

investment note.
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Examples of Highly Sensitive Investment
• Auction rate securities—securities whose interest rates are set by frequent 

remarketing

• Coupon multipliers—a variable rate instrument where the interest rate is expressed 

as a multiple of an underlying index.

• Variable rates with floors, caps, and collars

• Securities with callable step-up features

• Range notes—interest rates depends on whether or not the benchmark index falls 

within a pre-determined range.

• Inverse floaters—interest rate moves in the opposite direction of the underlying 

index

• Mortgage-pass through securities—cash flows determined by the mortgage 

payments of an underlying pool of mortgages
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Highly Sensitive Investments

• Retain for auditors documentation of the details of investment characteristics 

(descriptions on investment statements and trade tickets do not necessarily 

provide the level of detail needed to be examined by the auditors)

• For this reason, entities often retain for auditors’ review Bloomberg print shots 

(obtained from the broker) that display all of the characteristics necessary for 

the auditors to evaluate whether or not the investment has a fair value that is 

highly sensitive to changes in market interest rates
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Legal Compliance Risk

• Allowable investments (and any limitations) under entity’s investment policy 

must be disclosed

• Differences between investment policy and requirements of state law should 

be disclosed

• If government’s policy is to simply comply with state investment statues, 

relevant portions of statue relating to risk should be disclosed

• Violations of investment policy or state law must also be disclosed

• Best practice is for monthly Treasurer’s Report to provide information as to 

compliance with these requirements (e.g., identifying the percentage of the 

portfolio that is held in each category of investments that is subject to 

limitation)

• Prospectuses should also be retained for examination by auditors (for money 

market funds, mutual funds, and any unusual investments)

• Bond requirements for investment of bond proceeds should be disclosed
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GASB 72
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What This Statement Does
• Clarify how fair value should be measured for those assets (such as 

investments) and liabilities (such as derivatives that are in a liability position) 

that are currently required to be reported at fair value

• Expand the definition of investments subject to fair value

• Expand the disclosures in the footnotes of fair value

• Goal is to maximize observable inputs and minimize unobservable inputs 

when deciding which technique is best 
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Fair Value Measurement
• The price that would be received to sell as asset or paid to transfer a 

liability in an orderly transaction between market participants at the 

measurement date

• Price

– Not adjusted for transaction costs

– Government’s principal or most advantageous market

• Market participants

– Use assumptions that market participants would use to price asset or 

liability

• Measurement date

– Not necessarily financial statement date
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Measurement – Valuation Techniques
• Market approach

– Uses prices 

– Relevant information generated by market transactions involving identical 
or similar assets/liabilities

• Cost approach

– Amount required currently to replace the service capacity of an asset

• Income approach

– Converts expected future cash amounts into a single amount

– Present value

– Option-pricing models

• Revisions to fair value due to a change in technique  is considered a change in 
accounting estimate

– Applied in current period and disclosed in the footnotes



© PFM 40© PFM 40© PFM 40

Measurement
• Risk adjustments

– Includes a risk premium  or discount that market participants would 

demand as compensation 

– Reflects an orderly transaction
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Application of Fair Value 
• Definition of an investment

– A security or other asset that a government holds primarily for the 

purpose of income or profit and with a present service capacity that is 

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

cash

• Service capacity

– Refers to a government’s mission to provide services

• Held primarily for income or profit

– Acquired first and foremost for future income and profit
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• An asset that is being held in order to further some part of the mission of the 

local government to provide services is NOT required to be reported at fair 

value

• Determination of whether the asset was acquired solely to generate cash and 

not for a program objective is determined at the time of acquisition

• A later change in the usage of the asset will not change the initial 

determination as to whether or not that asset will be reported at fair value 

Application of Fair Value
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Application of Fair Value

Source: 2016 GASB Implementation Guide
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Hierarchy of Fair Value Inputs
• Level 1 – quoted prices in active markets for identical assets or liabilities

• Level 2 – quoted prices for similar assets or liabilities

– quoted prices for identical or similar assets/liabilities in markets that 

are not active

– Yield curves

– Credit spreads

– Other than quoted prices that are observable

• Level 3 – unobservable inputs

– Inputs when actual market data is not available

– assumptions and considerations that market participants use when 

pricing the asset 
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Common Categorization

• Level 1 – US Treasury Securities

• Level 2 – Federal Agency Securities, Corporate Notes and Bonds, 

Municipal Bonds

• Level 3 – Should be rare in CA

• Don’t include the following investments in the fair value hierarchy:

– Money Market Funds

– LAIF

– CAMP

– Other external investment pools 
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External Investment Pools

• 2017 GASB Implementation Guide (Exposure Draft) clarifies how to report 

External Investment Pools in the schedule of fair value hierarchy

• Q. 4.38: If pool is compliant with GASB 79 and elects to measure 

its investments at amortized cost, the government 

measures the investment at amortized cost and it                                      

s should not be categorized within the fair value hierarchy.

• If the pool measures investments at fair value, regardless            

re of whether the pool transacts with participants at a                    

fl floating net asset value per share or a fixed net asset value 

per per share (for example $1.00), positions in external 

investment pools that are measured at fair value should 

not be categorized within the fair value hierarchy.
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Acquisition Value
• This statement requires measurement at acquisition value for:

– Donated capital assets

– Donated works of art, historical treasures and similar assets

– Capital assets received through a service concession arrangement
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Note Disclosures
• Organized by type or class of asset or liability

• Information for each class or type of asset / liability

– Fair value measurement at the end or reporting period

– Level of hierarchy

– Description of valuation techniques

• For fair value measurements categorized within Level 3

– Effect of those investments on investment income
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Disclosure of Fair Value Inputs

NOTE:  Unless you include a reconciliation of investments NOT measured 

at fair value, this schedule will not agree to your other investment schedules.
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Disclosure of Fair Value Inputs

* For illustrative purposes only.
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Optional Narrative Format

Source: GASB Codification
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GASB 79 
Investment Vehicles
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GASB 79 External Investment Pools
• Allows state and local government external investments pools to continue to 

qualify for amortized cost accounting (vs. fair value accounting).

• Supersedes paragraphs in both GASB 31 and GASB 59

• Parallels many aspects of the SEC’s 2010 amendments to Rule 2a-7

– Maturity

– Credit Quality

– Diversification

– Liquidity

– Shadow pricing

• Note requirements
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GASB 79 – Portfolio Guidelines

• Securities maturing in 397 calendar days or less

• Maintain a weighted average maturity of 60 days or less

• Maintain a weighted average life of 120 days or less

• Securities denominated only in USD

• A security must be rated by an NRSRO with the highest category rating of 

short-term credit ratings or its long-term equivalent category.

• Securities without credit ratings must be comparable credit quality to 

securities that have been rated within the highest category of short term 

credit ratings.

• No more than 5% of total assets in investments of any one security (except 

for U.S. government securities, including its agencies and instrumentalities)

• No more than 10% of total assets in investments with credit support through 

a demand feature or guarantee in one issuer.

• Must hold at least 10% of total assets in daily liquid assets.

• Must hold at least 30% of total assets in weekly liquid assets.

• Must price portfolio daily using multiple pricing sources and report shadow 

NAV.

• Measures all investments at amortized cost
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San Bernardino Footnotes



© PFM 56© PFM 56© PFM 56

Investment Policy
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GASB 72 Disclosure



© PFM 58© PFM 58© PFM 58

GASB 40 – Credit Risk Disclosure
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GASB 40 – Concentration Risk Disclosure
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GASB 40 – Interest Rate Risk Disclosure
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GASB 40 – Custodial Risk Disclosure-Deposits
Custodial Credit Risk for Deposits exists when, in the event of a depository financial 

institution failure, a government may be unable to recover deposits, or recover 

collateral securities that are in the possession of an outside party. 

California Law requires that a financial institution secure deposits made by state or 

local government units by pledging securities in an undivided collateral pool held by a 

depository regulated under state law (unless so waived by the governmental unit). The 

market value of the pledged securities in the collateral pool must equal at least 110% 

of the total amount deposited by the public agencies. California law also allows 

financial institutions to secure County deposits by pledging a letter of credit from the 

Federal Home Loan Bank of San Francisco having a value of 105% of the secured 

public deposits, as per CGC Sections 53651(p), 53651.6 & 53652(c).

As of June 30, 2018, the carrying amount of the County’s deposits was $293,690 and 

the corresponding bank balance was $333,152, of which both balances include 

$200,000 in a certain negotiable order of withdrawal account. The difference of 

$39,462 was primarily due to outstanding warrants, wires and deposits in transit. Of 

the bank balances, $2,000 was insured by FDIC depository insurance and the 

remainder was collateralized, as required by California Government Code Section 

53652. 
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GASB 40 – Custodial Risk Disclosure-Investments

In order to limit Custodial Credit Risk for Investments, San Bernardino County 

Pool Investment Policy requires that all investments and investment collateral be 

transacted on a delivery-vs-payment basis with a third-party custodian and 

registered in the County’s name. All counterparties to repurchase agreements 

must sign a SIFMA Global Master Repurchase Agreement and/or Tri-Party 

Repurchase Agreement before engaging in repurchase agreement transactions. 

Custodial Credit Risk for Investments exists when, in the event of a failure of the 

counterparty (e.g., broker-dealer) to a transaction, a government will not be able to 

recover the value of its investment or collateral securities that are in the 

possession of another party. 
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Thank You


