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Private Company Financial Reporting Committee (“PCFRC” or “Committee”) members in attendance:
· Judy O’Dell (Chair)

· Steve Bodine

· John Burzenski

· Mike Cain

· Tom Groskopf

· Maryann Lawrence

· Steve Lords

· Chris Rogers

· Steve Shelton

· Jim Smith

PCFRC members excused from meeting:

· George Beckwith

· David Lomax

· James Stevenson
Financial Accounting Standards Board (“FASB”) Staff:  Paul Glotzer

American Institute of Certified Public Accountants (“AICPA”) Staff:  Dan Noll, Bob Durak
Goodwill Impairment Testing
The PCFRC discussed the FASB’s proposed Accounting Standards Update (“ASU”), Testing Goodwill for Impairment.  Committee members are pleased with the proposed ASU and appreciate being involved during its development.  FASB staff worked with the PCFRC throughout the project to incorporate Committee input into the proposed ASU.  Goodwill is common on the financial statements of many private companies.  The amendments in the proposed ASU would permit an entity to first assess qualitative factors to determine whether it is more likely than not that the fair value of a reporting unit is less than its carrying amount as a basis for determining whether it is necessary to perform the two-step goodwill impairment test currently required under Topic 350 of the FASB Codification.  Previously, the PCFRC informed the FASB that preparers of private company financial statements incur unnecessary cost and deal with a high degree of complexity when performing the first step of the two-step goodwill impairment test.  PCFRC members believe the qualitative approach will reduce costs for many private companies by reducing the current burden of having to develop and audit a complex quantitative goodwill analysis.

FASB staff informed the PCFRC that they utilized the proposed ASU to “test pilot” its new electronic feedback submission process and the results are encouraging. PCFRC members will help FASB staff disseminate information about the electronic feedback submission process to help increase awareness of the new process.
Securities and Exchange Commission (“SEC”) Study of Rules on Private Trading

The Committee briefly discussed a recent SEC initiative to consider whether to make it harder or easier to sell nonpublic company stock in a shadow market. The SEC will be looking at both sides of the issue, including the rule that requires companies with more than 499 shareholders to comply with SEC regulations.  

Update on Work of the IFRS for SMEs Implementation Group

Maintaining its interest in IFRS for SMEs, the PCFRC received an update from Tom Groskopf about the activities of the IFRS for SMEs Implementation Group, of which Tom is a member.  The IFRS for SMEs Implementation Group receives unsolicited inquiries from around the world on the application of IFRS for SMEs.  In response, the Group develops Question & Answer guidance.  Currently the Group is working on four draft Q&As addressing the following topics:
1. Use of IFRS for SMEs in parent’s separate financial statements

2. Captive insurance subsidiaries

3. Interpretation of “traded in a public market”

4. Investment funds with only a few participants

Tom expressed concern over a lack of interest in the work of the Group and IFRS for SMEs in general by U.S. private companies and their CPA practitioners.  Given the possibility of an eventual increase in the use of IFRS for SMEs in this country, U.S. private company constituents may ultimately benefit by getting involved now in shaping related implementation guidance.
Current FASB Initiatives Related to Private Company Accounting

Daryl Buck, of the FASB, shared his observations and thoughts about the FASB’s recent initiatives related to private company accounting, including:

· The FASB has added additional staff with private company backgrounds and have assigned them to every major project to ensure that the private company viewpoint is considered.

· Among FASB members, there is more awareness of private company constituent concerns.
· FASB private company staff members are doing an effective job of reaching out to private company constituents for feedback, including the PCFRC.  The new electronic feedback submission process will hopefully generate more input from smaller nonpublic companies.

In addition, Daryl thanked the PCFRC for the time and effort expended on behalf of the private company sector and encouraged the Committee to contact FASB members and staff when issues arise.

FASB staff informed the Committee of recent steps taken by the FASB with regard to private company accounting, including:

· Comment letters received from private company constituents are reviewed as a separate category.

· Private company issues are addressed in the Basis for Conclusion of ASUs.

· A white paper is being prepared to help develop a framework for determining when differential accounting for private companies is appropriate.

· A private company resource group has been formed. Members include Judy O’Dell, Mike Cain, and George Beckwith of the PCFRC and two members of FASB’s Small Business Advisory Committee, among others.  This group has been involved in developing the aforementioned white paper and will be involved in developing the related private company accounting framework.
· FASB staff is considering developing another white paper focused on the definition of a private company.

· Judy O’Dell has been added as an observer of FASB’s Emerging Issues Task Force (“EITF”).

· FASB staff is consulting with PCFRC members during the early stages of proposed ASU projects.

· Communications with private company constituents have improved, including the development of a private company version of the FASB’s Update.  Additional improvements being considered are webinars, podcasts and plain-English materials for private company constituents.

· FASB staff is conducting targeted outreach to private company constituents to gain better feedback on projects. Letters were sent to certain private company financial statement preparers inviting them to join FASB’s resource group.

· A dedicated webpage and newsletter are being developed for the private company sector.

FASB staff asked the PCFRC if additional measures to better address private company constituent concerns can be taken. PCFRC members suggested the following:

· The makeup of the EITF should be examined and altered to better represent private company constituents.

· Input from private company financial statement users needs to expand.  Outreach to such users should be in a format that they can understand (for example, showing the results of a proposed ASU on the financial statements).
· FASB staff should reach out to CPA state societies and their accounting committees, considering that many members of those societies are private company constituents.

· Currently, the standard setting agenda is driven mostly by the public company sector with little input from the private company sector.  Getting private company financial statement user input in setting the standard setting agenda should be an important improvement goal.
· To better engage private company financial statement users in standard setting, FASB’s outreach to those users should emphasize the business issues related to proposed ASUs over the technical accounting aspects. The executive summary of a proposed ASU should contain a clear, plain-English articulation of the business problem that the proposed ASU is attempting to address.
· Increasing the number of private company constituents that FASB can utilize as resources can best be accomplished through one-on-one contact with those constituents.
· To better communicate with private company constituents, FASB should feed information to industry organizations who can then articulate the information to their membership.

· Attaching Certified Professional Education (“CPE”) credits to FASB webcasts and presentations will act as an incentive for people to attend.
Russ Golden, of the FASB, shared his view that the FASB needs to convince private company constituents that the FASB is serious in its efforts to better consider the needs of that sector.  Also, Russ talked about the difficulty of being able to educate and inform all constituents in the private company sector and FASB’s need for help in that area.
Effective Dates and Transition Methods

The Committee discussed the recent input it has provided to the FASB about the best approach for transitioning the private company sector to the upcoming major joint FASB-IASB standards, such as leasing, revenue recognition, and financial instruments. Financial statement user members of the PCFRC emphasized their need for two years of comparable financial statements when performing their analyses.
Update from FASB Staff on Certain Projects

Members of the FASB staff informed the PCFRC about the status of key projects and PCFRC members provided feedback on those projects.

Fair Value Measurement and Disclosure Requirements

The ASU related to this project is being finalized (subsequently issued on May 12, 2011 as ASU 2011-04). The amendments in this Update result in common fair value   measurement and disclosure requirements in U.S. GAAP and IFRSs. Some of the disclosures required by the amendments in this ASU are not required for private companies. Those disclosures include the following:

1. Information about transfers between Level 1 and Level 2 of the fair value hierarchy

2. Information about the sensitivity of a fair value measurement categorized within Level 3 of the fair value hierarchy to changes in unobservable inputs and any interrelationships between those unobservable inputs

3. The categorization by level of the fair value hierarchy for items that are not measured at fair value in the statement of financial position, but for which the fair value of such items is required to be disclosed.

Statement of Comprehensive Income

The objective of this project is to provide guidance on reporting comprehensive income for all entities.  The FASB and IASB have directed the staff to draft a final ASU, which is expected to be issued during the second quarter of 2011.
Balance Sheet Offsetting

The objective is to provide guidance on the criteria that would determine when offsetting in the balance sheet is appropriate.  On January 28, 2011, the FASB published a Proposed ASU, Balance Sheet Offsetting, and the IASB published an Exposure Draft, Offsetting Financial Assets and Financial Liabilities. The comment period ended on April 28, 2011. The Boards intend to redeliberate their tentative decisions on this project and issue a final ASU during 2011. The PCFRC did not comment on this project as its members do not believe that this project would significantly affect many private companies. 
Consolidations

The objective of this project is to consider comprehensive guidance for consolidation of all entities, including entities controlled by voting or similar interests. This includes an evaluation of guidance for determining the capacity of a decision maker.  The FASB has decided not to amend its current accounting guidance on how potential voting rights affect a reporting entity’s consolidation analysis. This is in contrast to the IASB’s decisions on this project.  The FASB and IASB are also considering guidance about assessing whether a decision-maker is an agent or a principal of a variable interest entity.  This guidance would replace the agent-principal analysis originally issued in FASB Statement No. 167 and the deferral of FASB Statement No. 167 for certain interests (Accounting Standards Update 2010-10). A proposed ASU is expected to be issued during the second quarter of 2011.  The PCFRC will review the proposed ASU and consider the guidance for distinguishing whether a decision maker is an agent or a principal at its next meeting.
Reporting Discontinued Operations
The objective of this project is to develop a converged definition of a discontinued operation with the IASB along with converged disclosure requirements for all components of an entity that have been (or will be) disposed of.  Due to a need to commit resources and time to other key projects, there has been little recent activity on this project.
Investment Properties

The objective of this project is to consider whether entities should be given the option (or be required) to measure an investment property at fair value through earnings. The existing international accounting standard (IAS 40, Investment Property) provides such an option. This project also will consider how an entity should consider a lease when measuring the fair value of a leased investment property. A proposed ASU is expected to be issued during the second quarter of 2011.  The PCFRC will review the proposed ASU and provide input to the FASB.

Disclosure Framework

The objectives of this project are to (1) establish an overarching framework intended to make financial statement disclosures more effective and coordinated and (2) seek ways to better integrate information provided in financial statements.  No technical decisions have been reached yet on this project. FASB staff members are working on developing disclosure categories and principles and expect to issue a Discussion Paper by the end of 2011.  Daryl Buck suggested that financial statement user members of the PCFRC should provide FASB staff with any disclosures that they would like to see in financial statements and that are not currently required.

Disclosures about an Employer’s Participation in a Multiemployer Plan

The objective of this project is to enhance the disclosure requirements about an employer’s participation in a multiemployer plan under FASB Accounting Standards Codification Subtopic 715-80.FASB staff stated that the most important issue being addressed in this project is the topic of “withdrawal liabilities”.  FASB staff is working with certain industries on that topic, including constituents in the construction, grocery, trucking, and entertainment sectors. A final ASU is expected to be issued in the third quarter of 2011. The PCFRC issued a recommendation letter to the FASB commenting on this project on November 9, 2010 (http://www.pcfr.org/downloads/PCFRC__final_letter_on_prop__ASU_-_Disclosure_-_Employers_Part__Multiemployer_Plan.pdf)
Leases

The FASB and IASB have been working on a joint project to develop a new approach to lease accounting that would ensure that assets and liabilities arising under leases are recognized in the statement of financial position.  The PCFRC has been active throughout the development of this project, providing FASB and its staff input on tentative decisions reached on lease accounting.  FASB staff discussed the recent progress of the project with the PCFRC.
Some PCFRC members questioned the necessity of having to discount the cash flows for short-term leases. In their view, financial statement preparers will use different discount rates for similar lease transactions resulting in different amounts recorded on financial statements and therefore reducing comparability. PCFRC members suggested that the final standard could include an option to not discount short term leases. If that option is not offered, then some PCFRC members believe that an alternative discount rate needs to be identified that could be used consistently by all financial statement preparers to ensure better comparability.

The PCFRC engaged in a discussion about related party leases. That area has not yet been addressed in the leases project.  Because the lease is between related parties, the classification of and accounting for the lease on one side of the transaction should match the other side.  Therefore synchronization of the accounting for the lease transaction between the related parties is necessary. A concern of some PCFRC members related to related party leases is the accounting for month-to-month leases and leasehold improvements. In their view, many will argue that month-to-month leases are forever renewable and therefore the leasehold improvements can be amortized over any period the financial statement preparer chooses.  PCFRC members suggest that this issue needs to be addressed in the guidance on renewal options.
PCFRC members expressed concern about the definition of a lease and whether the leased asset needs to be specifically identifiable.  Requiring a specific identifiable asset as part of the definition of a lease may lead to numerous “lease” transactions (for example, the “leasing” of rail cars) not having to comply with the new lease accounting requirements.
EITF Issue 10-E, Accounting for Deconsolidation of a Subsidiary That is Insubstance Real Estate 
FASB staff provided the PCFRC with an overview of EITF Issue 10-E.  A borrower who purchases real property financed with nonrecourse debt, may decide (for example, because of foreclosure, bankruptcy, or market conditions) to transfer the property to the lender in full satisfaction of its obligation under the note. The lender assumes the title to the property and a receiver may be appointed. It is common for the borrower to recognize the impairment loss on the property in a period (or periods) prior to the recognition of the gain on the extinguishment of debt. There are differing views in practice about whether the guidance under FASB Accounting Standards Codification Subtopic 360-20, Property, Plant, and Equipment—Real Estate Sales, applies to all derecognition events involving subsidiaries that are insubstance real estate.  The PCFRC will continue to monitor this Issue.

Auditing Issues related to Selected Issues about Hedge Accounting

The PCFRC considered whether it needed to address audit-specific respondent questions included in the FASB’s Invitation to Comment on Hedge Accounting. The PCFRC had previously issued its comments and recommendations to the FASB on that document (see the PCFRC’s letter athttp://www.pcfr.org/downloads/PCFRC__final_letter_-_Select_issues_hedge_acct_ITC_4-26-11.pdf.The Committee decided that its comments and recommendations on this project to date are sufficient. 

Meeting with Financial Accounting Foundation (“FAF”) Representatives about the Private Company Accounting Working Group

The PCFRC met in a closed-door session with representatives of FAF to discuss the FAF’s activities concerning private company financial reporting since the issuance of the Blue Ribbon Panel on Standard Setting for Private Companies’ report.

Meeting Between PCFRC and FASB Members
The PCFRC met with members of the FASB to discuss certain projects and the work of the Committee.

· Discussion about working relationship between the PCFRC and FASB
· The PCFRC thanked FASB members for the recent improvements made at the FASB with regard to private companies, especially the increased interaction between FASB staff and the PCFRC on projects. FASB members expressed their desire to ensure that the private company perspective is brought to bear on all projects. In addition, FASB members informed the PCFRC about various private company initiatives underway at the FASB.
· Goodwill Impairment Testing
· The PCFRC informed FASB members that the Committee was largely pleased with the guidance contained in proposed ASU, Testing Goodwill for Impairment.  Committee members believe that the proposed ASU will be operational. Also Committee members indicated that they would help promote the usage of the FASB’s new electronic feedback process, being used to solicit comments on this proposed ASU.

· Accounting for Financial Instruments

· The PCFRC talked about the comments and recommendations included in its recent letter about the FASB’s Supplementary Document, Accounting for Financial Instruments and Revisions to the Accounting for Derivative Instruments and Hedging Activities – Impairment(http://www.pcfr.org/downloads/PCFRC__final_letter_Fin_Instru_Impairment_3-29-11.pdf).  Non-financial institution private companies with notes receivable and those that retain their finance receivables will be affected by the proposed requirements. FASB members indicated that the comments received on the Supplementary Document have been diverse and re-deliberation of the proposed requirements will be necessary.
· Leases

· The PCFRC discussed the topic of related party leases with FASB members.  Related party leases are prevalent in the private company sector.  Having accounting symmetry between the lessee and lessor sides of the related party lease is important to ensure proper consolidation accounting. PCFRC members also recommended that month-to-month leases be addressed in the Leases standard because of the unique issues those types of leases present.

· FASB members asked the PCFRC to provide them with examples of typical related party leases. Also, FASB members asked the PCFRC to consider how best to communicate the final guidance on related party leases to private company constituents to ensure that they are aware of the new requirements. PCFRC members suggested that providing CPE providers with the related party lease guidance would help in the dissemination of the guidance in the private company sector.

· PCFRC members suggested that short-term leases (5 years or less) should be accounted for gross without discounting. If discounting is required however, then a workable simple solution to what discount rate should be applied needs to be determined. Private companies often do not know their incremental borrowing rate. Perhaps a last-resort statutory rate could be required if better rate options are not available.  FASB members suggested that determining which leases should be discounted and which should be accounted for gross could be challenging.

· FASB members discussed the topic of variable leases with the Committee. Financial statement user members of the PCFRC stated that a practical approach to variable leases should be pursued. Private company financial statement users are interested in the contractual known liability related to leases and there is generally no need to estimate what contingent lease or rent payments will be.
· Revenue Recognition

· The PCFRC discussed recent progress on the Revenue Recognition project.  PCFRC members indicated that from a construction industry perspective the changes made to the project have been in the right direction.
· PCFRC members informed the FASB members that the definition of “transfer of control” from a software industry perspective is not clear.  As an example, a software company may have developed and made available a software update for its customers. The recognition of revenue is unclear if the customer does not download the update. The way the proposed guidance currently reads, it seems that the software company would not be able to recognize revenue until it could prove that a customer downloaded the update.  FASB members said that software companies should be able to recognize the revenue when the update is made available to customers and will discuss this issue at a future meeting on the project. 

· PCFRC members shared their view that roll-forward disclosures are generally not useful in the private company sector.  FASB members noted that point but stated that financial statement users often consider revenue to be the most important financial statement line item and currently disclosures about revenue recognition are lacking.

· The topic of variable consideration was discussed. PCFRC members will consider providing feedback to the FASB on accounting for contracts that include bonus clauses.

· FASB Discussion Paper on Effective Dates and Transition Methods

· The PCFRC shared its views on transition methods related to the joint FASB-IASB revenue recognition and leasing projects. The prevailing opinion of the PCFRC is as follows:
· For the revenue recognition project, a prospective approach makes sense. However private company users need a minimum of two years of comparative data. Therefore, a retrospective approach to the earliest year presented for revenue recognition is recommended.

· Because of the significant effect the Leasing project will have on the balance sheet, a retrospective application is recommended.

· A lengthy effective date/transition period is needed on these projects for private companies.

· Selected Issues about Hedge Accounting

· The PCFRC reiterated its comments about the need to simplify the accounting for interest rate swaps at private companies.  The full extent of the Committee’s comments and recommendations can be read at http://www.pcfr.org/downloads/PCFRC__final_letter_-_Select_issues_hedge_acct_ITC_4-26-11.pdf
· Investment Properties

· The PCFRC talked to FASB members about the need for clarifying how a partnership would account for certain investment properties.
Next PCFRC Meetings
The Committee has set the following tentative meeting dates for 2011:

· June 26-27Minneapolis, MN)

· September 22-23 (Las Vegas, NV)

· November 17-18 (Norwalk, CT)
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