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All Private Company Financial Reporting Committee (“PCFRC” or “Committee”) members were in attendance except Mike Cain, James Stevenson, Jim Smith, and Chris Rogers.
Financial Accounting Standards Board (“FASB”) Staff:  Paul Glotzer, Liz Gagnon, Kevin Catalano, Ron Bossio, and Pat Donoghue
American Institute of Certified Public Accountants (“AICPA”) Staff:  Bob Durak and Dan Noll
Impairment of Nonmarketable Equity Securities and Equity Method 
FASB staff updated the PCFRC on the FASB’s and IASB’s work on the impairment of equity securities. The Board has tentatively decided to require non-marketable equity securities to be measured at fair value and provide a practicability exception for nonpublic companies. The Board tentatively decided that the practicability exception would permit nonmarketable equity investments to be measured at cost less any other-than-temporary impairment plus upward adjustments in fair value being recognized when information about a change in price is observable.  The FASB staff plans to bring back further analysis to refine the measurement of the practicability exception.  FASB staff asked the PCFRC for input on the current guidance for other-than-temporary impairment of cost method equity investments as described in Topic 320 of the FASB Codification.  Also, FASB staff asked Committee members if the current impairment guidance for nonmarketable equity securities needs improvement, if changes are needed to the accounting for equity-method investments, and if they agree with the proposed change to the criteria for equity method of accounting as noted in the Accounting for Financial Instruments Exposure Draft.  
Individual comments from PCFRC members included the following:

· The practicability exception would work well for private companies. 
· It would be very difficult to fair value a cost-basis investment without a FIN 46(R)-like information out exception.
· Defining “nonpublic entities” is important so that all entities that should benefit from the practicability exception, like conduit bond obligors, are included in the scope.
· There may be a problem with extending the practicability exception to community banks.
· Requiring impairment adjustments on nonmarketable equity securities is comparable to requiring a level three type fair market value adjustment. Such an adjustment is not relevant. The financial statements can disclose that the securities are measured at cost.
· The Board’s tentative decision to require the impairment adjustment to be reported in net income and not in other comprehensive income seems appropriate.
· The surety industry is historically accustomed to lower of cost or market accounting and typically discounts marketable securities by 75% in their analyses. One concern to surety analysts would be any increase in the value of a marketable security and the tradability of the security.

FASB staff asked PCFRC members about their thoughts on today’s cost less impairment model versus the equity method. Committee members on the call expressed a preference for utilizing the practicability exception rather than the equity method of accounting if the reporting entity does not have significant influence.  For investments in which a reporting entity clearly has significant influence, the equity method is appropriate. Common situations often encountered in the construction industry, such as 50-50 or 1/3-1/3-1/3 joint ventures, should follow the equity method.

A Committee member commented that LLC and LLP investments that do not reach a 20% interest level currently use the capital account as the valuation methodology and that such a methodology is preferable.
Transition Methods Related to MOU Projects

FASB staff asked for input about transition methods related to the revenue recognition and leasing projects and inquired if one consistent transition method across projects would be operational.  
In the opinion of a financial statement user member of the PCFRC, the transition preference would be full retrospective application for two years if the cost is not prohibitive.  For the revenue recognition project, the PCFRC member stated that his private company customers may not experience much of an impact. As such he can request a retrospective application through supplemental information from management if necessary. Related to the leasing project, the PCFRC member stated that this project will significantly affect his private company customers.  Accordingly, the retrospective application of the leasing ASU would be important in establishing a new leverage norm. It will also be critical in judging the year over year change in leverage and the renegotiation of loan covenants.
Another financial statement user member of the Committee stated that based on her private company customer base, she prefers two years of comparable data for modeling purposes and as such retrospective application of the revenue recognition and leasing standards for one prior year is needed.

A practitioner member of the PCFRC emphasized that the PCFRC’s prior recommendation on transition related to the leasing project was based on the original tentative decisions and direction of the FASB. Much has changed in the project since that time and therefore the PCFRC’s viewpoint of transition would need to be reassessed.

A preparer member of the Committee contributed his viewpoint that a two year effective date lag for private companies related to every key project was important given the cost and extensive system changes that would be incurred.
Given the timing of the FASB staff’s work, a poll of PCFRC members will be taken to gather their opinions on transition methods related to key MOU projects.  That feedback will be sent to FASB staff.  In addition FASB staff will be conducting a conference call on the leasing project on April 26 to provide a project update and gather feedback from private company constituents.  FASB staff invited PCFRC members to participate.  Members of the AICPA’s Technical Issues Committee were also invited.
Balance Sheet Offsetting Project
FASB staff informed the Committee that the comment deadline on the balance sheet offsetting project was coming up and asked if the PCFRC would be commenting.  The PCFRC decided not to comment because they view it as is a project affecting mostly financial institutions and not the Committee’s core constituency.

Selected Issues about Hedge Accounting

The PCFRC reviewed its recommendation letter on the FASB’s Invitation to Comment, Selected Issues about Hedge Accounting, and decided to make the following additional points in the letter:
· Generally, requiring mark-to-market accounting for interest rate swaps at private companies would not produce relevant information for private company financial statement users and would add needless cost to preparers.
· Disclosure of the commitment and perhaps the termination liability would be sufficient to meet the needs of the users of the financial statements.
· In situations where it is probable that a private company is going to exit the swap, then recording the liability and expense would be appropriate.

· If the intent is to hold an instrument for collection or pay the contractual cash flows, a fair value measurement basis would be irrelevant to the users of the financial statements.

Next PCFRC Meetings

The Committee has set the following meeting dates for 2011:

· May 5-6 (Norwalk, CT)

· June 27-28 (Minneapolis, MN)

· September 22-23 (Las Vegas, NV)

· November 17-18 (Norwalk, CT)
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