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All Private Company Financial Reporting Committee (“PCFRC” or “Committee”) members were in attendance except Mike Cain.

Financial Accounting Standards Board (“FASB”) Staff:  Paul Glotzer
American Institute of Certified Public Accountants (“AICPA”) Staff:  Dan Noll, Bob Durak

Joint Meeting with Small Business Advisory Committee (“SBAC”)/FAF’s Post-Implementation Review Process/Blue Ribbon Panel on Private Company Accounting

The PCFRC joined the SBAC in a closed-door session to learn about the Financial Accounting Foundation’s (“FAF”) plans for conducting post-implementation reviews of financial accounting and reporting standards issued by the FASB. (The FAF is the oversight body of the FASB.)  Mark Schroeder, who leads the effort at FAF, informed the PCFRC and SBAC about the status of this initiative to study significant accounting standards to assess whether the intended financial reporting objectives underlying those standards are being met.

The PCFRC met separately with Mr. Schroeder and his staff after the joint meeting with the SBAC to further discuss the post-implementation review process.  Mr. Schroeder emphasized the importance of obtaining private company input into the process. The PCFRC offered its services in that regard.  Mr. Schroeder and the PCFRC then discussed possible methods for implementing post-implementation review of standards.

Terri Polley, President and CEO of FAF, updated the PCFRC and SBAC about recent changes at FASB and about the activities of the Blue Ribbon Panel on standard setting for private companies.  In a separate PCFRC-only portion of the meeting, Judy O’Dell informed the PCFRC about the Blue Ribbon Panel’s recent meeting and provided the Committee with details about the standard setting structure for private companies that the Panel is considering.

Judy O’Dell informed the SBAC about recent activities of the PCFRC.

Meeting Between PCFRC and FASB Members

The PCFRC met with all of the FASB members except Tom Linsmeier to discuss a number of topics. 

· General Discussion about Private Company Accounting/Private Company Accounting Differences Framework
· PCFRC members shared their views on the uniqueness of the private company financial reporting environment and relevant factors for the FASB to consider. 
· The FASB expressed an interest in developing a framework for deciding when accounting differences are appropriate for private companies.  Such a framework is viewed as a key improvement in helping the FASB identify when recognition, measurement, and disclosure differences are warranted for private companies when developing a standard.  The needs of private company financial statement users would be a key element of the framework.  The FASB members pointed out the importance of all parties having a common understanding of who are the users of private company financial statements.  The PCFRC indicated that it stands ready to help the FASB in developing such a framework.
· A PCFRC member pointed out that even though a large private company may have significant revenues, that should not imply that such a company also has a large accounting staff or finance budget. As such, even large private companies may lack the resources to implement voluminous and complicated standards in a timely manner.
· A FASB member questioned whether having an unqualified audit opinion on a set of full-GAAP financial statements was important in the private company sector, given the availability of other reports and procedures that can be utilized (e.g., compilations and reviews, and other comprehensive bases of accounting).  PCFRC members responded that private company financial statement users, particularly lenders, work with a high volume of financial reports and therefore need a common financial reporting language, a set of standards that private companies follow, and a level of independent assurance on those standards to make possible their analyses and decision making.  Also, private companies often require audited financial statements to assure existing and potential customers about the future financial soundness of the company.
· A FASB member opined that the generous access that financial statement users have to a private company’s management and additional information is an important factor that differentiates the private company sector from the pubic company sector, where severe restrictions are placed on access to management.  
· The level of access that a surety has to management was discussed.  A member of the PCFRC indicated that the surety-construction contractor relationship is a partnership and the level of access that a surety has to management is the surety’s choice.  Since a construction company depends heavily on its bonding, a surety has the leverage to demand access to management and additional information.  Another PCFRC member clarified that the level of access a surety has is tied to the cyclical nature of the construction industry. In good economic times, construction companies have the upper hand and can obtain surety bonding relatively easily. As such, the surety’s access to management and ability to demand further information is limited. In economic downtimes, surety bonding is harder to obtain and consequently a surety has more leverage to demand access to management and additional information.

· EITF Issue 10-A, When to Perform Step 2 of the Goodwill Impairment Test for Reporting Units with Zero or Negative Carrying Amounts
· The PCFRC discussed their recent recommendation letter on EITF Issue 10-A with FASB members. See the section below titled “Goodwill and Impairment Testing of Goodwill” for further information.
· Revenue Recognition
· The PCFRC discussed their recent recommendation letter on Proposed ASU, Revenue from Contracts with Customers, with FASB members.  In particular, customer credit risk was talked about. The PCFRC stated that requiring the entity to reduce the amount of promised consideration to reflect a customer’s credit risk could be costly and unnecessarily complex for private companies and provide little benefit to their financial statement users. Some FASB members agreed that the guidance on customer credit risk should be revisited.
· Leases
· The PCFRC discussed the Proposed ASU, Leases, with FASB members and offered its opinions on the proposed guidance. See the section below titled “Lease Accounting” for further information.
· Disclosure about an Employer’s Participation in a Multiemployer Plan
· The PCFRC discussed its recent recommendation letter on the Proposed ASU, Disclosure about an Employer’s Participation in a Multiemployer Plan with FASB members. That letter can be viewed at http://www.pcfr.org/downloads/PCFRC__final_letter_on_prop__ASU_-_Disclosure_-_Employers_Part__Multiemployer_Plan.pdf
· FASB Discussion Paper on Effective Dates and Transition Methods
· The best approach to setting effective dates and transition methods related to the projects on the FASB-IASB Memorandum of Understanding was discussed with FASB members.  See the section below titled “FASB Discussion Paper on Effective Dates and Transition Methods” for more information.

Goodwill and Impairment Testing of Goodwill
The PCFRC recently issued a letter (http://www.pcfr.org/downloads/PCFRC__final_letter_on_goodwill_step1_impair_test_proposed_ASU.pdf)  to the FASB addressing EITF Issue 10-A, When to Perform Step 2 of the Goodwill Impairment Test for Reporting Units with Zero or Negative Carrying Amounts, which recommended that the Board consider alternatives to the manner in which Step 1 of the goodwill impairment test is required to be performed. The PCFRC raised concerns regarding the impact of the requirements of Issue 10-A given the capital structure of some privately held companies. Many preparers of nonpublic entity financial statements indicate that the current requirement for performing Step 1 is overly burdensome due to the relative amount of preparation efforts and costs, and that the costs incurred outweigh the benefits to their users. As a result of these concerns, the PCFRC recommended that the Board consider a qualitative approach or other alternative approaches for assessing goodwill for potential impairment.
[bookmark: _GoBack]The PCFRC discussed that recommendation with the FASB.  Moreover, the PCFRC expressed their concerns to the FASB about the overall applicability of goodwill and goodwill impairment testing to the private company sector.  The Committee believes that differential accounting is needed in the private company sector for goodwill accounting and noted that the International Financial Reporting Standard for Small- and Medium-sized Entities (“IFRS for SMEs”) provides differential accounting for goodwill compared to full IFRS.

Based on this discussion and on other input, subsequent to the PCFRC meeting the FASB expressed support for adding a project to its agenda to explore alternatives to the manner in which reporting entities are required to assess goodwill for potential impairment. The project discussed by the FASB only relates to step one of the two-step goodwill impairment test, which requires a reporting entity to compare a reporting unit’s fair value to its carrying amount. 

The FASB Chairman decided to add a project to the Board’s agenda that will explore alternative approaches to the manner in which nonpublic entities are required to assess goodwill for potential impairment. The FASB Chairman decided not to include as part of this project the consideration of alternative treatments in the recognition and measurement of goodwill.  The FASB intends to complete its deliberations by March 31, 2011.

Revenue Recognition

On October 29, 2010, the PCFRC  issued its recommendation letter (http://www.pcfr.org/downloads/PCFRC__final_letter_on_revenue_recognition_ED_10-29-10.pdf) to the FASB on Proposed ASU, Revenue from Contracts with Customers.  At that time, the PCFRC was still discussing some issues in the Proposed ASU and informed the FASB that it may issue a supplemental letter.  The PCFRC continued their discussion of those remaining issues at this meeting. Specifically, those issues concerned Respondent Questions 8, 9 and 16 of the Proposed ASU.  PCFRC draft supplemental recommendations and comment points discussed include:
· The PCFRC is concerned that the proposed guidance on costs that relate directly to a contract and the recognition of those amounts as assets may lead to inconsistency in application and financial reporting.  In addition, the Committee is concerned that the proposed guidance may lead to inconsistency in the reporting of cost of sales for long-term manufacturing contracts (job shop manufacturer versus a company that manufactures for inventory.)  Further clarification, application guidance, and more examples of costs that would be eligible for capitalization should be provided by the FASB.
· The PCFRC is uncertain as to why revenue recognition is dependent upon whether or not a license is exclusive or nonexclusive.  Moreover, the Committee believes that the guidance on distinguishing exclusive and nonexclusive licenses is ambiguous.  As such, inconsistent application and diversity in financial reporting may result as well as an increased risk of structuring and manipulation.  Further clarification as to why revenue recognition is dependent upon the exclusivity or nonexclusivity of a license and additional guidance on how one differentiates between exclusive and nonexclusive licenses should be provided. 

Lease Accounting

The PCFRC continued its discussion about the FASB’s proposed ASU, Leases, and developed recommendations and comment letter points.  The Committee’s recommendation letter was issued to the FASB on December 22, 2010. The letter can be viewed at http://www.pcfr.org/recommendations.html

FASB Discussion Paper on Effective Dates and Transition Methods

The PCFRC discussed the FASB’s Discussion Paper, Effective Dates and Transition Methods and developed its preliminary recommendation points.  Through the Discussion Paper, the FASB plans to gather information it needs to establish appropriate effective dates and transition methods for projects on the FASB-IASB Memorandum of Understanding (“MOU”). The PCFRC’s preliminary thoughts include:
· The Financial Instruments, Revenue Recognition, and Leases standards should be issued together (“big bang” approach), given the inter-relatedness of those projects.  Also, time and cost savings related to training may be achieved if those standards are issued together.  Nevertheless, the PCFRC is concerned about whether the accounting profession has the ability to absorb these standards if they are issued concurrently.
· When the new standards are issued, private companies should be given a twenty-four month effective date delay beyond the effective date required for public companies.
· Private companies should have the option to implement the standards earlier.
· Deciding upon effective dates and transition methods for the upcoming MOU standards is difficult at this early stage.  More information about the effort that will be needed to implement the standards would be helpful.

The PCFRC expects to issue its recommendations and comments on the Discussion Paper in late January (comment deadline is January 31, 2011).

FASB Project on Consolidations

FASB staff provided an update to the PCFRC on the joint FASB-IASB project titled Consolidation: Policy and Procedures.  The IASB has completed deliberations on the consolidation model separately from the FASB, and has published a staff draft of their proposed changes to its consolidation requirements. The FASB held two public roundtable meetings to listen to the views of, and obtain information from, interested U.S. constituents about the IASB’s proposed consolidation standard.  The FASB will consider U.S. stakeholder input and decide whether to proceed with an exposure draft that is consistent with the IASB’s published requirements.

EITF Issue No. 10-E, Accounting for Deconsolidation of a Subsidiary That Is In-Substance Real Estate

FASB staff provided the Committee with an update about EITF Issue No. 10-E.  Detailed information about this Issue can be obtained at http://www.fasb.org/jsp/FASB/Page/SectionPage&cid=1218220137528#10-E.
The EITF’s working group on this project will meet in January.  The PCFRC will monitor this project and decide whether it needs to send representatives to attend the working group sessions.

Reporting Discontinued Operations

FASB Staff informed the PCFRC about the status of the joint FASB-IASB project on 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.  In January 2009, the PCFRC issued a letter to the FASB on this project.  In that letter, 
the PCFRC agreed with the proposed definition of a discontinued operation and recommended that the final standard include the actual definition of an operating segment and the wording referred to in FASB Statement No. 131 instead of referring the reader to FASB Statement No. 131.  The FASB’s proposed definition of a discontinued operation has changed since the PCFRC’s letter.  As such, the FASB will re-expose the proposed guidance. At that time, the PCFRC will review the new definition and proposed disclosures and issue a recommendation letter, as necessary.

IFRS for SMEs Implementation Group (“SMEIG”)

The PCFRC’s Tom Groskopf, who is a member of SMEIG, updated the Committee about the SMEIG’s status and activities.  The SMEIG has two main responsibilities:  1) consider implementation questions raised by users of the IFRS for SMEs, develop proposed guidance in the form of questions and answers and request the IASB to approve the Q&As for issuance; and 2) consider, and make recommendations to the IASB on the need to amend the IFRS (i) for implementation issues that cannot be addressed by Q&As, and (ii) for new and amended IFRSs that have been adopted since the IFRS for SMEs was issued or last amended.

Mr. Groskopf informed the Committee that the SMEIG has received approximately 50 unsolicited requests for guidance on various IFRS for SMEs topics that it is considering.  The PCFRC remains interested in the implementation of IFRS for SMEs since it is a separate accounting and financial reporting standard for private companies and can be utilized in the U.S.
[bookmark: objective]Next PCFRC Meetings
The Committee has set the following tentative meeting dates for 2011:
· May 5-6 (Norwalk, CT)
· June 23-24 Minneapolis, MN)
· September 22-23 (Las Vegas, NV)
· November 17-18 (Norwalk, CT)
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