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Las Vegas, Nevada
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

· David Lomax

· Steve Lords

· Chris Rogers

· Steve Shelton

· Jim Smith

· James Stevenson

PCFRC members excused from meeting:

· George Beckwith
Financial Accounting Standards Board (“FASB”) Member:  Marc Siegel
FASB Staff:  Paul Glotzer, Jeffrey Mechanick. In addition, various staff members called into the meeting to discuss certain projects.
American Institute of Certified Public Accountants (“AICPA”) Staff:  Dan Noll, Bob Durak
Note that all discussions of FASB projects reflect the project’s status as of the date of this meeting. Check the FASB website for further updates.
FASB Member Update on Certain Current Topics
Marc Siegel informed the PCFRC about the following matters:
· The FASB continues to take steps to better engage private company constituents in the standard-setting process and better ensure that their viewpoints are being incorporated into the FASB’s projects.

· The FASB’s main focus continues to be centered on completing the MOU projects of revenue recognition, leases, accounting for financial instruments, and insurance contracts.

· In response to the feedback received on the goodwill impairment project, the FASB added a short-term, narrow-scope project to the FASB’s agenda to simplify the manner in which an entity tests other indefinite-lived intangible assets for impairment.

· The Financial Accounting Foundation (“FAF”) will be releasing their plans for the future of private company accounting standard setting in response to their outreach on the topic and their analysis of the report of the Blue Ribbon Panel on Standard Setting for Private Companies. (Subsequent to this meeting, the FAF issued their proposal on October 4, 2011.) (http://www.accountingfoundation.org/cs/ContentServer?site=Foundation&c=Page&pagename=Foundation%2FPage%2FFAFSectionPage&cid=1176158985794)
· The Securities and Exchange Commission issued for public comment possible options for incorporating International Financial Reporting Standards (“IFRS”) in the U.S. public-company financial reporting system. The comment period has ended. The SEC’s proposals can be viewed at http://www.sec.gov/spotlight/globalaccountingstandards/ifrs-work-plan-paper-052611.pdf.  
Revenue Recognition

The PCFRC received an update from FASB staff and Marc Siegel on this project.  In addition, the PCFRC reviewed a comparison of how the proposed revenue recognition model has been modified from the initial Exposure Draft. Since the PCFRC’s last meeting, the FASB has worked on the issues of transition, effective date, and early implementation related to the revenue recognition project. See the FASB’s project page for the latest status of this project (http://www.fasb.org/cs/ContentServer?c=FASBContent_C&pagename=FASB%2FFASBContent_C%2FProjectUpdatePage&cid=900000011146)
PCFRC members inquired of Marc Siegel and FASB staff about a number of implementation issues with the proposed revenue recognition guidance including:

· Identifying and accounting for performance obligations in the software industry

· The impact of the proposed guidance on the healthcare, software, telecommunications, and real estate industry and the possible need for implementation guidance (e.g., webcast) in those industries.

· Combining contracts not with the same customer

· Accounting for transactions at Continuing Care Retirement Communities

· Possible disparities between income recognition and cash flows
The PCFRC will summarize their questions and issues and present them to FASB staff for discussion at the next PCFRC meeting. In addition, PCFRC members will review the examples in the proposed revenue recognition standard and determine if there are sufficient private company examples included.
Accounting for Financial Instruments

FASB staff informed the PCFRC about recent developments with this project. Discussion centered on tentative decisions about financial statement disclosures specifically those concerning liquidity risk, interest rate risk, liquid funds, and borrowing availability.

Some PCFRC members expressed concern that the many pieces of the Financial Instruments project were becoming difficult to keep track of. It was suggested that disclosures related to liquidity should be included in the Disclosures about Risks and Uncertainties project to help ensure that private company constituents become aware of the disclosures.
PCFRC members also expressed their concerns about making sure that private companies who are involved in certain activities, such as seller financing, are not required to provide the interest rate risk disclosures that financial institutions would be required to provide under the proposed guidance.
View the status of this project at http://www.fasb.org/cs/ContentServer?c=FASBContent_C&pagename=FASB%2FFASBContent_C%2FProjectUpdatePage&cid=1175801889654
  
Consolidation: Investment Companies

The FASB staff informed the PCFRC that the FASB conducted a fatal flaw review of the proposed guidance on this project and a proposed Accounting Standards Update (“ASU”) is expected to be exposed for public comment in October 2011. The project status can be viewed at http://www.fasb.org/cs/ContentServer?c=FASBContent_C&pagename=FASB%2FFASBContent_C%2FProjectUpdatePage&cid=1176157178020
Investment Properties

The FASB staff informed the PCFRC that like the Investment Companies project, this project has been through a fatal flaw review by the FASB and a proposed ASU is expected to be issued in October for public comment. Of interest to the PCFRC, the FASB decided that the proposed ASU would include an example illustrating that an entity investing in real estate properties to collect rental income long term, but that does not have an exit strategy for its investments, would not qualify as an investment property entity. View the status of this project at http://www.fasb.org/cs/ContentServer?c=FASBContent_C&pagename=FASB%2FFASBContent_C%2FProjectUpdatePage&cid=1176156713837
Insurance Contracts 

Some PCFRC members expressed concern about certain private companies, which are not insurance companies, being included in the scope of this project. Because the proposed standard would apply to insurance contracts rather than a particular class of entities considered to be an insurance company, private companies may be unintentionally scoped into the requirements of the proposed standard. As currently written, the proposed standard may be interpreted to scope in a number of transactions such as warranties and guarantees. PCFRC members suggested that clarity is needed to differentiate between a service agreement (e.g., private company that services oil furnaces in need of repair) and insurance contracts. Some PCFRC members suggested that the standard may need to include entity criteria in its scope to address the scope these issues. View the status of this project at http://www.fasb.org/cs/ContentServer?c=FASBContent_C&pagename=FASB%2FFASBContent_C%2FProjectUpdatePage&cid=1175801889812
Leases

FASB staff provided an update to the PCFRC about the Leases project. Important issues related to private companies being addressed include practicality exceptions for short-term leases, related party leases, and disclosures.

FASB staff has discussed with the FASB alternative private company accounting for leases with terms between 12-36 months.  Previously, some PCFRC members stated that such leases should be recorded on the balance sheet but undiscounted, to reduce complexity and cost. Other PCFRC members would prefer that such short-term leases not be recorded on the balance sheet, but if they were, the undiscounted approach would be best. FASB staff stated that they are working on what accounting model to recommend to the FASB for these 12-36 month leases.
FASB staff also stated that they are discussing with the FASB practical expedients for lease disclosures related to private companies. 
View the status of this project at http://www.fasb.org/cs/ContentServer?c=FASBContent_C&pagename=FASB%2FFASBContent_C%2FProjectUpdatePage&cid=900000011123
Private Company Accounting Initiatives

FASB staff updated the PCFRC about progress made on developing a differential framework for private companies.  The framework would act as a decision-making tool to consider appropriate modifications and exceptions to GAAP for private companies.  The FASB staff will continue to work with the Private Company Resource Group in developing a differential framework for the FASB’s consideration. As part of its due process, the FASB will expose for public comment a draft of the proposed differential framework to solicit input from all interested parties.
Disclosure Framework

Marc Siegel updated the PCFRC about progress on this project.  The European Financial Reporting Advisory Group is working on a similar project as are the accounting boards in New Zealand and Scotland. The FASB is looking at the work those bodies are doing and seeing how it may facilitate work on the disclosure framework in the U.S.  Marc made some observations about the project:
· Many disclosures in the public company sector are outside of the FASB’s standard-setting authority (e.g., MD&A).

· The work being done on the differential framework for private companies (see above) may be the best avenue to achieve improvements in financial statement disclosures related to private companies.

· An Invitation to Comment or a Discussion Paper may be issued by the FASB in either the fourth quarter of 2011 or the first quarter of 2012 as the next step in this project.

Financial Executives International (“FEI”) Letter to the FASB on Comprehensive Income
PCFRC members were informed about a letter sent by FEI’s Committee on Corporate Reporting to the FASB about its insights into certain interpretive and implementation issues that have arisen with respect to ASU 2011-05, Comprehensive Income. That letter can  be viewed at http://www.financialexecutives.org/KenticoCMS/Knowledge-Center/Comment-Letters/CCR-Responds-to-FASB-on-ASU-2011-05.aspx
Private Company Roundtable
FASB staff conducted a round table discussion of certain accounting and financial reporting issues that are of concern to private company constituents. This roundtable is similar to the ones the FASB staff will be conducting with private company representatives in October 2011. Following are some key topics that were discussed and points made:
· FASB staff asked the PCFRC for input on accounting for variable interest entities (“VIE”) and what issues, if any, private companies are facing.  Some PCFRC members stated that challenges remain in understanding the VIE guidance and in determining whether or not it applies in specific circumstances. They suggested that further implementation guidance and practical examples would be helpful. 
· The lender/user members of the PCFRC stated that the guidance is still problematic for them insofar as the requirements tend to create “noise” in the financial statements by consolidating entities into the financial statements that obscure the financial data of the primary operating entity that lenders need to focus on in their decision making. These PCFRC members stressed the need for allowing private companies to present parent-only financial statements under GAAP. The surety/user member of the PCFRC reiterated his support for maintaining the variable interest entity accounting requirements for private companies.

· PCFRC members discussed the interplay of the variable interest entity accounting requirements with the proposed lease accounting project and the desire to include many of these VIE-type transactions under the scope of the lease accounting standard rather than the Consolidation (FASB Codification section 810) standard.
· Some PCFRC members indicated that the level 3 fair value measurement roll-forward is not problematic for private companies.

· Some PCFRC members discussed with FASB staff issues about the merits of recording intangible assets on the balance sheet, difficulties in valuing intangible assets, and difficulties with allocating value to intangible assets related to mergers and acquisitions.

· The PCFRC spoke to FASB staff about the accounting for interest rate swaps.  Interest rate swaps are common among private companies, especially instruments that swap floating interest rates to fixed interest rates. The PCFRC reiterated its recommendation that a simplified approach to the accounting and reporting for interest rate swaps and their related caps and collars be considered for private companies. Any proposed changes should avoid a high volume of accounting over the long life of these instruments. Measuring hedge effectiveness and allocating gain or loss to net income and other comprehensive income over the life of these instruments would be costly and time-consuming for private companies. The accounting would not produce information that would be relevant or decision-useful to private company financial statement users, who focus on cash flow and eliminate hedge effectiveness valuations from their analyses. Ideally, the accounting for these instruments should result in recognizing the interest on the basis of the swap –usually variable to fixed interest, therefore recognizing interest on a fixed basis.

· PCFRC members were asked about accounting for stock compensation and stated that private companies seem to have adapted to the guidance over the years and saw no need to reopen the issue.

· The PCFRC suggested that the FASB’s October private company roundtables include a discussion about “plain-English” standards and overall financial statement disclosures for private companies.

Next PCFRC Meetings and Administrative Matters
The Committee has set the following tentative meeting dates for 2011:

· November 17-18 (Norwalk, CT)
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