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FASB ASC 820  
“FAIR VALUE” 

SHORT SUMMARY 
 
 

This short summary was designed to highlight the topics within FASB ASC 820 that may be relevant to 
valuations inflected by tax considerations, for example 26 CFR Section 2 1.409A.  
 
In September 2006, the Financial Accounting Standards Board (FASB) issued ‘Statement of Financial 
Accounting Standards 157: Fair Value Measurement’ (SFAS 157). SFAS 157 defines fair value, it establishes 
a framework for measuring fair value in generally accepted accounting principles and defines disclosures 
about fair value measurements.  
 
Paragraph 5 of SFAS 157, which is also known as ASC 820 in the updated FASB codification, defines fair 
value as ‘the price that would be received to sell an asset or would be paid to transfer a liability in an 
orderly transaction between market participants at the measurement date’. The Topic defines fair value 
on the basis of an "exit price" notion and uses a "fair value hierarchy," which results in a market-based — 
rather than entity-specific — measurement.  
 
The methods of valuation within ACS 820 include three approaches: (i) market approach, based on 
information from market transactions, (ii) income approach, based on future income using present value 
techniques, and (iii) cost approach, based on current replacement cost.  Inputs into the methods include 
three levels in a Fair Value Hierarchy: (i) Level 1 inputs, unadjusted quoted prices in active markets for 
identical assets or liabilities, (ii) level 2 inputs, quoted prices for similar assets or liabilities in active markets 
or quoted prices for identical or similar assets or liabilities in markets that are not active, and (iii) level 3 
inputs, unobservable inputs for the asset or liability.  
 
Relevant are the following Topics: 
 
820-10-05-1A. This Subtopic explains how to measure fair value for financial reporting. It does not require 
fair value measurements in addition to those already required or permitted by other Topics and is not 
intended to establish valuation standards or affect valuation practices outside of financial reporting.  
 
820-10-05-1B. Fair value is a market-based measurement, not an entity-specific measurement. For some 
assets and liabilities, observable market transactions or market information might be available. For other 
assets and liabilities, observable market transactions and market information might not be available. 
However, the objective of a fair value measurement in both cases is the same—to estimate the price at 
which an orderly transaction to sell the asset or to transfer the liability would take place between market 
participants at the measurement date under current market conditions (that is, an exit price at the 
measurement date from the perspective of a market participant that holds the asset or owes the liability). 
 
820-10-05-1C. When a price for an identical asset or liability is not observable, a reporting entity measures 
fair value using another valuation technique that maximizes the use of relevant observable inputs and 
minimizes the use of unobservable inputs. Because fair value is a market-based measurement, it is 
measured using the assumptions that market participants would use when pricing the asset or liability, 
including assumptions about risk. As a result, a reporting entity’s intention to hold an asset or to settle or 
otherwise fulfill a liability is not relevant when measuring fair value. 
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