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T he Private Company Fiiiiincial Reporting Committee (PCFRC) began it.s work
as an officiai part of FASB's standards-setting process in January 2007. The
PCFRC's role is to provide systematic inpiil oti proposed and existing stan-
dards from a private company pei-spective. Tlie formation of the PCFRC is.

arguably, the most significant development to date in the long-running debate about
private company reporting in the United States.

Oijinions are divided about the need for separate private company reporting standards.
Opponents of separate standards, such as Barry Jay Epstein (sec "Information
Ovei'ioad Can Threaten Sound Decision-Making," The CPA Joumal. March 2007) argue
that amending GAAP for private companie.s is unnecessary and potentially harmful to
these companies and the CPAs who serve them. Many interested parties, instead, view
the creation of the PCFRC as an opportunity lo improve the relevjuice of GAAP to pri-
vate companies, tailor financial reporting to the needs of stakeholders, and reduce the
burden of complex standards.



The PCFRC and hs Role
The PCFRC is jointly sponsored by

FASB and the AICPA. The two bodies
announced the committee's formation and
the naming of its first chair (Judith H.
O'Dell) in December 2006. The PCFRC's
mission is:

To consider differences in prospective
and existing GAAP accounting standards
related to private companies based on
user needs and cost/benefit considera-
tions, and make formal recommenda-
tions to the Financial Accounting
Standards Board.
The committee consists of the chair—

whose position is part-time and paid—
and 12 volunteer members appointed to
one-year terms. Committee members may
be reappointed for up to three consecutive

years. Membership is structured to include
four financial statements users, four pre-
parers or owners, and four CPA practi-
tioners. The user group includes two
lenders, one private-equity investor, and
one representative of the surety industry.

The PCFRC's first meeting was May
10-11. 2007, in Chiaigo. it plans four to six
meetings per year at locations to be deter-
mined by the chair. Its 2008 schedule has
included meetings in New York (January).
San Diego (April), and Atiantii (June), and
will conclude with meetings in Boston
(September 18-19) and New Orleans
(November 13-14). The committee also
works via conference call, as needed.

Meetings are open to the public, and
aiLdience members may address the com-
mittee during an open town-hall piirtion.

EXHIBIT 1
IASB's Proposed Recognition and Measurement Simplifications for SMEs

IASB
Standard

IAS 39

IFRS 3

IAS 38

lASs 28
and 31

IAS 12

•- IAS 41

IAS 19

: ÍFRS2

IAS 17

IFRSl

Issue

Financial
instruments

Goodwill
impairment

Research and
development costs

Associates and
joint ventures

Income taxes

Agricultural
activities

Defined-benefit
plans

Share-based
payments

Leases

Transition to IFRS

Proposed Simplifications

Report most investments at fair value, with changes
in fair value included in net income; report qualifying
investments at cost or amortized cost; and use a
simplified form of effectiveness testing for hedges.

Test goodwill for impairment only when an indicator
of impairment is present

Expense all research and development costs as
incurred.

Use either the cost method or the fair-value method,
with changes in fair value included in net income.

Recognize deferred income taxes based on timing
differences.

May use the cost-depreciation-impairment model,
where fair values of biological assets are not readily
determinable.

Immediately recognize actuarial gains and losses in
net income.

SMEs unable to determine the fair value of equity
instruments granted may continue to apply the
intrinsic-va lue method.

Lessees in a capital lease should initially recognize
assets and liabilities at their fair values,

SMEs unable to provide restated information based
on full IFRS for the comparative year may omit this
information.

The PCFRC website, www.pcfr.org.
includes a registration page for parties plan-
ning to attend a meeting, meeting sched-
ules, agendas, summaries of prior meetings,
and other committee documents. The
PCFRC has also established a mechanism
to interact with its constituents: Interested
parties may join the committee's Resource
Group by registering at the website.
Resource Group members receive infor-
mation and materials by e-mail and may be
invited to provide input to the committee.

The PCFRC has identified three objec-
tives. First, its members will serve as
resources to FASB's standards-setting
operations. The committee outline
describes these interactions as "informal,
confidential input" to FASB staff
Second, the PCFRC will issue foniial rec-
ommendations to FASB regarding pnispec-
tive new standards. The committee will
identify projects of particular interest to pri-
vate company constituents, will meet to
discuss and deliberate issues, and will make
formal recommendations to FASB. Third,
the committee will evaluate existing GAAP
to identify standards that need to be mod-
ified for private companies. All fonnal rec-
ommendations come from the committee
as a whole and require a two-thirds
majority vote.

Earlier Studies on Private Companies
FASB formulates GAAP for all busi-

nesses, public and private, and employs an
open prexess designed to elicit and incor-
porate input from constituents. Public com-
panies and lai'ge public accounting firms
have participated actively, arguably becom-
ing the dominant voices in this process.
The AICPA. through its Private Companies
Practice Section (PCPS, pcps.aicpa.org),
often considers the needs of private com-
panies and their statement users, and
whether FASB's open pnxess is serving
those needs. Prior to issuing the PCFR
Task Force Report in 2005, the AICPA
conducted or sponsored other studies of
private companies and their statement users
(e.g.. 1976. 1980. 1983. and 1996).

The AICPA studies produced a fairly
consistent set of recommendations tor stan-
dards-setting bodies. Three relate to FASB,
and the fourth lo the AICPA. First, FASB
should simplify complex requirements in
GAAP for the benefit of all companies.
The board should pay particular attention
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to reducing the complexity of disclosure
requirements. Second, FASB should main-
tain a "single GAAP" approach for all
companies, but provide more modifications
and exceptions for small or private com-
panies. Third, FASB should improve the
representation of small or private compa-
nies in its standards-setting process. Finally,
the AlCPA should provide clear guidance
for small or private companies that present
financial statements on bases other than
GAAP (e,g.. cash basis, income tax basis).

FASB sponsored a major study of the
needs of private company financial state-
ment users in the early I98()s. The report.
Financial Reporting hy Private
Companies: Analysis and Diagnosis.
revealed a division of opinion regarding
satisfaction with the existing model, where-
by private companies apply the same ver-
sion of GAAP as public companies. A
majority of both the public accounting
practitioners and private company man-
agers participating in the study agreed with
the propositions that a separate set of
GAAP. targeted at private companies,
would enhance the usefulness of financial
statements and would reduce compliance
costs. In contnist. the commercial bankers
participating in the study were nearly unan-
imous in their expression of satisfaction
with private companies using existing
GAAP (i.e., a single GAAP serving both
public and private companies). These
AlCPA and FASB studies have played a
major role in shaping the development of
current U.S. standards and practices.

Current U.S. Practice
Private aimpanies in the United States are

not required to issue financial statements.
The PCFR Task Force Report of 2005
reveals that approximately 30% of private
companies release no financial statements to
extemal usen;. U.S. private companies that
choose to issue financial statements have
three altematives: 1 ) apply GAAP in full:
2) report under GAAP, but depart IVom one
or more requirements: or 3) adopt an "other
comprehensive basis of accounting"
((X'BOA). In other words, U.S. private com-
panies are free to assess the costs and ben-
efits and to choose the reporting altemative
tlial Ix̂ st satisfies their users' needs.

Reporting altematives. Private-company
stakehoideri have expressed dissatisfaction
with both the current reporting altematives

and the limited role in standards-setting that
FASB's process aftbrds them. Many private
companies that issue financial statements
choose to apply GAAP in full. Over time.
FASB has embedded modifications and
exceptions for small or private companies
into its standards, A search of the Financial
Accounting Research System infobase
( www.fasb.org/fars/index, shtml#infobases )
finds a total of 35 such modifications or
exceptions. Most of them explicitly target
private companies, Of the 35 differences. 25
relate to pronouncements that remain in
effect. Analysis of these 25 reve;ils that the
most common difference is a delay in the
effective date (eight cases), followed close-
ly by an exemption from disclosure
requirements (seven ca.ses). In five ca.ses.
GAAP allows private companies to use sim-
pler measLirements.

Two cases in which FASB has simpli-
fied measurements for private companies
concern mandatorily redeemable financial
instruments and share-ba.sed payments.
SFAS 150. Accounting for Certain
Einancial Instruments with Characteristics
of Both Liabilities and Equitw and FASB
Staff Position (FSP) 150-3, Effective Date.
Disclosures, and Transition for
Mandatorily Redeemable Financial
Instruments of Certain Nonpublic Entities
and Certain Mandatorily Redeemable
Noncontrolling Interests under FASB
.Statement No. 1.50. together permit pri-
vate companies to continue presenting most
mandatorily redeemable financial instru-
ments as equity items, measured at histor-
ical issue prcKeeds. Absent a public mar-
ket for their shares, many private compa-
nies issue these instruments as the prima-
ry (or sole) fomi of equity, SFAS Í23(R),
Sliare-Based Payment, provides relief to
private complies in measuring the cost of
share-based payments. These simplifica-
tions suggest that FASB may be more open
than in the past to differences in presenta-
tion, measurement, and recognition.

The second reporting altemative for pri-
vate companies is to apply GAAP. but
depart from one or a few specific require-
ments. Studies indicate that many private
companies view GAAP (or certain aspects
of it) as overly complex, costly to imple-
ment, and of limited value to extemal users.
Some companies respond by applying
GAAP requirements selectively. Common
departures include not recognizing defenied

income taxes, not accruing employee
benefit costs, and not consolidating vari-
able-interest entities (VIE), Reporting with
departures is a legitimate altemative for pri-
vate companies, provided their extemal
users are willing to rely on statements
that omit selected GAAP requirements.

According to the PCFR Task Force
Report, as many as 15% of the private
companies thiit piupare statements for exter-
nal users have chosen tliis ;iltcniativc at some
point. Few view it as the ultimate solution
for private company repiirting, however,
because GAAP departuirs have the poten-
tial to confuse finiincial statement readers
;ind dilute the ¡x-rucived quality ol GAAP.

The third reporting alternative is
OCBOA, which the AlCPA formally
established in 1976 to serve the needs of
private companies whose extemal financial
statement users do not demand GAAP-
basis statements. These extemal users often
rely more on first-h;uid knowledge of the
business, or personal guiu^antees from the
owners, than on conventional financial
statement analysis. The recognized bases
of accounting under OCBOA include the
cash, mtxlilied cash, and income tax bases.
Surveys such as ihe PCFR Task Force
Report show that, although some compa-
nies use OCBOA and some external
users accept it. OCBOA is viewed as a sec-
ond-class reporting model for companies
with significant extemal users.

Small business perspective. FASB
formed the Small Business Advisory
Group in 1984 to generate input from a
small business perspective. The group's
impact appears to have been limited. Only
two pronouncements (SFASs 79 and 95)
make ;uiy reference to it, and these sim-
ply state that the board consulted with
the group. In 2004, FASB created the
Small Business Advisory Committee
(SBAC). again to offer input on standards-
setting projects from a .small-business per-
spective. The SBAC meets twice per year.

SOX and the Changing Role
of the AlCPA

The Sarbanes Oxley Act of 2002 (SOX)
focuses on public companies and pro-
vides reason for FASB to do the same,
SOX requires public companies to fund
FASB's activities. "'Taxing" public com-
panies to support FASB can only increase
those companies" expectations for the
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board to address issues that affect public
companies. In addition, SOX requires
FASB to pursue convergence of U.S.
GAAP with Internationai Financial
Reporting Standards (IFRS). which, by its
nature, target.s public companies wishing
to access capital in foreign markets.

SOX has impacted the AICPA as well.
SOX created the Public Company
Accounting Oversight Board (PCAOB),
which has displaced the AICPA as the
official issuer of standards Ibr audits of pub-
lic companies. Whether by design or coin-
cidence, the AiCPA has renewed its focus
on private companies and has undertaken
yet another study of preparen;' and users'
needs foi- financial reporting information.

This study included a comprehensive
survey of three major groups: extemal users
(lenders, investors, and sureties), insiders

(owners and managers), and CPA practi-
tioners. Tlie resulting PCFR Task Force
Report, issued in 2005, confirmed that all
three groups support GAAP, albeit with
concerns about specific requirements.
Extemal users identified several GAAP
requirements as having medium to low rel-
evance to private companies: pensions,
VIEs, share-based payments, and intangi-
bie assets. CPA practitioners identified sev-
eral GAAP requirements as being a medi-
um to high challenge for private compa-
nies to apply: VIEs, fair value basis, share-
based payments, pensions, and deferred
income taxes.

It is worth noting thaï, unlike earlier stud-
ies, majorities of all three constituent groups
in the PCFR Task Force Report expressed
support for developing a separate GAAP
to serve private companies. Fifty-one per-

EXHIBIT 2
PCFRC Issues Identjfied in Meeting Summaries

Issue

Addressed in
Recommendation

Letters
Input to FASB Initiatives
LiabilitJes and Equity

Financial Statetnent Presentation

Leases

Subsequent Events

Derivative Financial Instruments and Hedging—SFAS 133

Business Combinations

Revenue Recognition

Considering the Effects of Prior-Year Misstatements When
Quantifying Misstatements Jn Current-Year Rnancial Statements
—Proposed Staff Position 154-a

Definition of a Private Company

Concept of a Reporting Entity

Accounting for Contingencies—SFAS 5

FASB Codification Project

Collaborative Arrangements^—EITF D7-01

FASB Standards Release Process

/

/

/
/

/
Input on Initiatives of Other Standards-Setting Bodies
International Convergence (SEC project)

Small and Medium-sized Entities (IASB project)

Initiatives of the PCFRC

Accounting for Uncertainty in Income Taxes^FIN 48

Consolidation of VIEs—FIN 46(R)

Share-Based Payment—SFAS 123(R)

/(tvtfo letters)

cent of lender respondents favored devel-
oping a separate GAAP. In contrast, only
9% of the lender respondents to the
FASB-sponsored 1983 survey indicated dis-
satisfaction with the application of the exist-
ing sitigle GAAP to private companies.

The PCFK Task Force Report reached
the following conclusions:
• The existing reporting alternatives for
private companies are not meeting exter-
nal users' needs;
• A separate GAAP is required to prop-
eriy serve these needs;
• FASB's process requires substantive
changes to better capture the views of pri-
vate companies and their statement users;
and
• The AICPA should work with FASB
and its oversight body, the Financial
Accounting Foundation (FAF), to address
these issues.

After releasing this report, the AICPA
began working with FASB to design pro-
cess changes consistent with the task
force's conclusions. In June 2006, they
issued a joint invitation to comment that
recommended the creation of a jointly
sponsored private company reportjng com-
mittee. The proposal divei^ed from the task
force recommendations on one important
point: the issue of creating a separate
GAAP for private companies. The joint
proposal clearly stated that a single GAAP
will be maintained for all companies,
with the potential for new modifications
and exceptions as the need is demonstrat-
ed. ITie proposal also explicitly acknowl-
edged FASB as the source of authorita-
tive financial reporting standards in the
United States.

The proposal generated 158 comment
letters. TTie vast majority expressed strong
support for the proposed process changes,
and many suggested specific standards that
the new committee should consider for
review. The standards mentioned most fre-
quently pertained to VIEs, share-based pay-
ments, and mandatorily redeemable finan-
cial instruments. Given the favorable
response, the two bodies moved to estab-
lish the PCFRC in late 2006.

International Developments
EñbrLs to address the reporting needs of

small or private companies have moved
more rapidly outside the United States.
Leading examples are the United Kingdom.
Canada, and the Internationa! Accounting
Standards Board (IASB), with its Small
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and Mediuni-si7fid Entities (SME) project.
Each has the potetitial to provide valuable
lessons, both ptJsitive and negative, to U.S.
standards setters.

United Kingdom. The Unitöi Kingdom
initiated a differential reporting system in
1997 in the fomi oí the Financial Reporting
Standard tor Smaller Entities (FRSSE),
which applies to private companies
falling below specified thresholds in
sales, assets, and employees. FRSSE is a
stand-alone set of standards for these com-
panies, and is organized in im easy-to-use
format. It mainly provides disclosure relief,
although it also exempts qualifying com-
panies from presenting a statement of cash
flows, recognizing equily-settled share-̂
based payments, or applying the temporary
difference approach to income taxes.
With the European Union monitoring the
lASB's SME project, tlie role of FRSSE
in the United Kingdom could chiuige soon.

Canada, Canada implemented a differ-
ential reporting system in 2(X}2. TTie coun-
try's Accounting Standards Board (AcSB)
is authori/.ed to establish simplified rcptirt-

ing options for companies that have no pub-
lic accountability. Private companies elect
these options issue by issue, and each elec-
tion requires unanimous consent from own-
ers. To date, the AcSB has itpproved eight
elective options, several of which relate to
recognition and measuremcni. With
Canada's decision to require public com-
panies to convert to IFRS in 2011, the AcSB
is reviewing its strategy with respecl to
developing standards for private companies.
Canada is monitoring the SME project with
considerable interest.

IASB's proposed SME .standards. The
IASB issued a preliminary views document
in 2iX)4. proposing the development of a
separate, simplilied version of IFRS for pri-
vate coiiipanies. More than 100 countries
now permit or require the use of IFRS.
Developing countries that have adopted
IFRS for public company reporting often
also require that private companies use
them. This approach can lead to problems,
however, because IFRS mainly serves pub-
lic companies that are seeking capital in
foreign markets.

The IASB received a strongly suppt.)rt-̂
ive response to its proposal, and in
February 2(X)7 it issued draft standards.
"Pro|X)sed IFRS fur Small and Medium-
sized Entities." The proposed SME stan-
dards are based upon the same conceptu-
al framework as full IFRS, but they offer
private companies advantages in temis of
length. organi/atit>n, and the requirements
themselves. At 320 pages, the proposed
SME standards iu^ less than 15% of the
full IFRS. SiiiiiUir to FRSSE, the proposed
SME' standards have a simple, slrdightfor-
ward structure, organized by financial state-
ment and the specific items within each.
The proposed SME standards provide
numerous modifications and exceptions,
most dealing with disclosure and presen-
tation issues. In addition, they include 10
simplifications of recognition and mea-
surement requirements (see Exhibit I).

The proposed SME standards target
companies with 50 or fewer employees luid
significant extemal users. Of course, indi-
vidual jurisdictions will have the final say
on whether these standards can be used.
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and by whom. The exposure draft prohibits
public companies from using SME stan-
dards and claiming compliance with them.
The comment period ended October 1,
2007, and the IASB is reviewing and dis-
cussing the feedback received. For updates.,
refer to the IASB website (www.iasb.org).

The PCFRC vvill likely continue to mon-
itor and evalúale these important develop-
ments occurring outside the United
States. At the committee's first meeting, a
representative from the Canadian Institute
of Chartered Accountants (CICA) gave a
briefing on the developments taking place
in Canada. In addition, the PCFRC has
formed a task force to study the IASB 'S
SME proposal and identify any aspects that
might work well in the United States.

The PCFRC's Initial Progress
At its first meeting, in May 2001. the

PCFRC decided that its approach to con-
sidering prospective and existing GAAP

will be to TtKus initially on user needs.
Members representing the lending, pri-
vate equity, and surety industries shared
their thoughts on user needs. The meeting
highlights mention ihat implementation
costs wilt also be considered when the anal-
ysis of user needs fails to provide clear
direction.

At its first meeting, the PCFRC also
selected 11 issues to form its initial agen-
da. It has since added eight more.
E.xhibit 2 lists these issues, organized
according to the driver of the committee's
decision to add the issue to its agenda (e.g..
input to a FASB initiative, input on an
initiative of another standards-setting body,
or an itiitiative of the PCFRC). Although
most of the 19 issues stem from current
FASB projects, the committee has also
identified three existing standards that it
wants to review: FASB Interpretation (FIN)
48, Accounting for Uncertainty in Income
Taxes; FIN 46(R), Consolidation of

Variable Interest Entities; and SFAS
I23(R), Share-Based Payment.

For some issues, the committee has
formed task forces or working groups to
assist with determining the need for com-
mittee input and the nature of any formal
recommendations. For others, the com-
mittee has simply agreed that certain mem-
bers will monitor the issue for new devel-
opments. Although the PCFRC plans to
reach out informally to constituent
groups, it has acknowledged that time pres-
sures will preclude major research efforts
on many topics.

The PCFRC has been very active thus
far. generating eight recommendation let-
ters in less than a year. Exhibit 3 shows the
topic of each letter, along with the publi-
cation date and any action by FASB in
response to the committee's input.

01' the eight recommendation letters, five
target a specific standard or standards-set-
ting project. The first letter, issued May 16,

EXHIBIT 3
PCFRC Recommendation Letters Issued

Topic/Issue Date
Issue Status

(adapted from PCFRC website)

FASB Project on Subsequent Events May 16, 2007 FASB tentatively accepted recommendations (1) to require that private
companies disclose a financial statement cutoff date and (2) not to
converge with international standards on refinancing short-term
obligations and curing covenant breaches.

Considering the Effects of Prior-Year
Misstatements When Quantifying
Misstatements in Current-Year
Financial Statements (Proposed Staff
Position 154-al

June 10, 2007 Project dropped from FASB agenda.

Accounting for Uncertainty in Income
Taxes (FIN 481

Sept. 24, 2007 FASB proposed Staff Position FIN 4S-b, delaying the effective date for
certain nonpublic enterprises to fiscal years beginning after Dec. 15, 2007.

SEC Concept Release on Allowing
U.S. Issuers to Prepare Financial
Statements in Accordance with IFRS

Sept. 28, 2007 PCFRC input acknowledged in FAPs response to the SEC's concept release.

Effective Date of FIN 48 for Nonpublic
Enterprises (Proposed Staff Position
FIN 48-b)

Jan. 17, 2008 FASB issued Staff Position FIN 48-2 on Feb. 1, 2008.

Definition of a Private Company Feb. 1, 2008 FASB considering PCFRC recommendation to define private companies
in terms of "issuer/nonissuer" status.

Improvements to FASB's Standards
Release Process

Feb. 1, 2008 FASB considering PCFRC recommendations to structure standard
release and effective dates to facilitate private company adoption.

Financial Statement Presentation
(Joint FASB-IASB Project)

Feb. 8, 2008 FASB considering PCFRC concerns about private company representation,
project focus, and cosVbenefit issues.
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2007. relates to FASB's "Subsequent
Events" project, the objective of which is
to ctxlify in GAAP the reporting require-
ments for events that occur subsequent to
the balance sheet date, bui prior to the
issuance of financial statements. The
PCFRC's letter asserts that the concept of
an "issuance date" is not relevant to pri-
vate companies because they often possess
complete, audited financial statements
that will be distributed at different times to
different users. The committee recom-
mended thai private companies be required
to disclose a specific date on which man-
agement concluded its efforts lo analyze
and disck)se subsequent events. Based on
this input. FASB has tentatively decided to
add a requirement for private companies
to disclose their cutoff date for reviewing
subsequent events in the accounting poli-
cies note.

Two recommendation letters relate to
FIN 48. The Tirst, dated September 24.
2007. asked FASB to defer the effective
date t)f the new standard for private com-
panies. This letter also requested guidance
on applying FIN 48 to pass-through enti-
ties, a business fonn common among pri-
vate companies. FASB releíLsed a draft staff
ptisition in November 2007, proposing to
delay the effective date for private com-
panies to fiscal years beginning after
December \5. 2007. The PCFRC sent the
board a second letter, dated January 17.
2008, urging FASB to proceed quickly
with finalizing the staff piisition, which it
did two weeks later.

A letter from the committee dated
February I. 2008. responded to FASB"s
request for input on the proper definition of
the temi "private company." The PCFRC
recommended defining this terni via refer-
ence to the set of companies that do not
meet the definition of "issuer" given in the
U.S. Code. TTie committee favors the term
"nonissuer" over the lASB's "small and
medium-sized entities" and FASB's "non-
public entities." FASB is considering the
committee's view on this matter.

The PCFRC's letter dated Febmary 8.
20()8, addresses the joint FASB-IASB pro-
ject on financial statement presentation.
The letter conveys three points: I ) the Joint
intemational Group fonned to assist with
this project does not include adequate
representation from private companies; 2)
this group does not include enough lenders
and suretie.*;, whieh are key users of pri-
vate company financial statements; and 3)

FASB has not provided sufficient evidence
to demonstrate the deficiencies of the cur-
rent reptirting model, or the merits of the
proposed one. from a private company
point of view. The letter also offers a rec-
ommendation that FASB add a question to
the "Preliminary Views" diK-ument it is
drafting to seek input on the possibility of
private companies being exempted from
the scope of this project. The board is eval-
uating the committee's recommend;ition.

The other letters the PCFRC has issued
thus far atldress broader aspects ot" stan-
dards setting, inciuding the nature, issuance.
and form of U.S. GAAP applicable to
private companies. As part of its letter
dated June 10. 2007, on proposed FSP
154-a, "Considering the Effects of Prior-
Year Misstatements When Quantifying
Misstatements in Current-Year Financial
Statements." the PCFRC objected to incor-
porating SEC guidance into FASB stan-
dards hy reference, recommending that, if
the board must rely on SEC documents,
then the language of those documents
should be repaxluced in the FASB pro-
nouncement. The committee added a gen-
eral caution against allowing public com-
pany regulation to drive a standaixls-setting
process that serves both public and pri-
vate companies.

In its September 28, 2007, letter to
FASB. regarding the SEC concepts release
on the possibility of U.S. public companies
being given an option to use IFRS, the
PCFRC expressed support for standards
convergence. It ventured beyond the
focus of the concepts release, however, to
ask FASB to consider developing a US,
version of the lASB's SME propî isal.

Finally, in a letter to FASB dated Fehmary
I. 2(K)8. the PCFRC volunteered advice on
FASB"s standards release process, recom-
mending chiinges it believes wtjuld benefit
private companies and their constituents. The
committee recommended that the board
establish an official release period each
year to standanJizj; the timing of issuance
of pronouncements and their effective dates.
The committee also asked the board to
consider granting private companies an auto-
matic defemJ (e.g.. 12 months) of the effec-
tive date. FASB has yet to ofler ftxmal com-
ments on any of the committee's broader
recommendai ions.

In summary, the PCFRC has set an
ambitious agenda. The committee has
addressed issues with short timeframes ajid
is beginning to investigate longer-term

issues. FASB's decisions to incorporate the
views of the PCFRC on subsequent events
and income tax uncertainties illustrate the
Uxird's commitment to considering the pri-
vate company |̂ >erspective in its delibera-
tions. Nonetheless, important questions
remain as to the PCFRC's ability to
achieve its ultimate objective of shaping
GAAP to better serve the needs of private
company constituents.

Open Questions
The potential significance of the PCFRC

to private company constituents is clear. At
the sanie time, there remain many uncer-
tainties with regard to the linancial report-
ing of private companies. In the authors"
opinion, there are lour major issues with
the potential to shape private company

EASB's decisions to incoipofate the
views of the PCFRC on suhsequent
events and income tax uncertainties
illustrate the hoard's commítment to

considering the private company
perspective in its deliherations.

GAAP going forward.
Responsibilities and resources. The

PCFRC's mission is complex and poten-
tially expansive. Perhaps its most impor-
tant challenge will be serving the dual
objectives of relieving private companies
from onerous GAAP requirements, while
maintaining the primacy of users' needs
for fmLincial infomiation. Making GAAP
more relevant to private company stake-
holders will enhance the jwrceived value
and legitimacy of the PCFRC with finan-
cial statement users. However, alleviating
the burden of complex standards is a key
deliverable for priviUe companies and their
independent CPAs. The committee has
chosen wisely to prioritize users" needs. To
achieve its objeetives. the PCFRC must
avoid being perceived as merely another
lobbying group seeking relief from unpiip-
ular aspects of GAAP.
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Another challenge stems from the fact
that even though it is an oftlcia! participant
in FASB's process, the PCFRC operates
without the benefit of the board's sub-
stantial infrastructure. Committee members
are volunteers. The AlCPA and FASB pro-
vide support, but the details are unclear in
the PCFRC outline. The key question is
whether the ambitious agenda set at its ini-
tial meetings will prove too onerous for a
volunteer committee without dedicated
staff support.

Finally, interested parties should be aware
that the PCFRC operations are likely to be
far less formal than the extensive due-pro-
cess requirements that guide FASB. The
advantage of a less-formal prtxxîss is evi-
dent in the speed with which the commit-
tee has been able to identify issues and gen-
erate resptinses. The potential drawback is
that constituents may raise questions about

Another afBa of uncertainty is

the potential for intenational

developments to take
private-company reporting

in different directions.

how the committee selects the topics it
chooses to address and how it arrives at its
recommendations to the board.

For example, the PCFRC outline states
that the chair .sets the committee's agen-
da, with input from a strategic planning
subcommittee. Beyond this statement, there
is little to explain how the committee
selected FIN 48, FIN 46(R). and SFAS
I23(R) as its priorities among existing stan-
dards. Likewise, interested parties may
want to understand more about the com-
mittee's efforts to discern the needs of
users. Will reliance on the four user
members, possibly augmented by the users
in its Resource Group, be pcreeived as suf-
ficient outreach? Or will the PCFRC need
to establish a more systematic process for
ensuring broad input?

FASB responsiveness to PCFRC rec-
ommendations. The PCFRC has moved
quickly to engage FASB on several
issues and has experienced .some early suc-
cesses. The board's prompt decision to
delay the effective date of FIN 48 for pri-
vate companies should encourage private-
company constituents, as should its tenta-
tive acceptance of the PCFRC's recom-
mendations on subsequent events. But sig-
nificant uncertainty remains concerning
whether the committee's recommendations
will lead to meaningful amendments of pri-
vate-company reporting standards. In par-
ticular, will FASB be receptive to mea-
surement and recognition exceptions for
private companies, or will it maintain its
historical pattem of limiting exceptions to
mainly effective dates and disclosures?
Only time will provide the answers.

Even if FASB were willing to make sub-
stantive revisions to GAAP in response to
PCFRC proposals, other issues might limit
progress on private company concems.
FASB's lengthy agenda, attributable large-
ly to its convergence initiative, could
keep both FASB and the PCFRC busy
with prospective GAAP issues over the
next few years. As a result, the commit-
tee's opportunity to consider existing
standards—and FASB's willingness to
reconsider those standards—could be lim-
ited in the near term.

User reactions to GAAP exceptions for
private companies. Historically, financial
st^emeni users have expressed a strong pref-
erence for GAAP-basis financial statements.
OCBOA reports have been received with
less enthusiasm, and selective departures
fiom GAAP generate concems among many
users. If the PCFRC's efforts lead to more—
and mese significant—GAAP exceptions fbr
private companies, financial statement
users could respond negatively.

FASB is certainly aware of the poten-
tial lo dajnage the GAAP "brand" by incor-
porating t(K) many exceptions for private
companies. The issue is especially signif-
icant because the board has explicitly
rejected the creation of a separate GAAP
for private companies. Although this
decision will undoubtedly resonate with
proponents of a single system, it means that
accommodations can be provided lo pri-
vate companies only by amending GAAP
and risking its credibility. As with ques-
tions about FASB's responsiveness to the
PCFRC, only dme and experience will pro-
vide the answers.

International convergence and the
adoption of IFRS. Another area of uncer-
tainty is the potential for international
developments to take private-company
reporting in different directions. As noted
earlier, SOX requires FASB to actively
pursue convergence with IFRS. At the
same time, the board has resolutely
opposed the creation of a separate GAAP
for private companies, preferring to embed
exceptions into a single GAAP, This
position stands in contrast to the IASB,
which has drafted a complete, separate set
of financial reporting standards for SMEs.
The divergence in their positions seems
likely to, at the very minimum, complicate
the convergence process.

Earlier this year, the SEC began allow-
ing foreign private issuers to report under
IFRS without any reconciliation to U.S.
GAAP, The SEC also invited comment on
the possibility of allowing domestic com-
panies to elect IFRS as an altemative to
U.S. GAAP. This strong ofTicial embrace
of IFRS raises further questions about
which approach to private company
financial reporting is likely to prevail. Will
the United States adopt the IASB's SME
standards? If not, is it possible these stan-
dards could emerge as a new form of
OCBOA?

An Ambitious Start, but Big Questions
The creation of the PCFRC is arguably

the most significant step toward separate
private-company reporting standards since
FASB assumed responsibility for estab-
lishing GAAP. White the new committee
has made an ambitious start, the lengthy
history of this issue and the pressure of cur-
rent events rai.se many questions about the
direction GAAP will take for all U.S. com-
panies, both public and private. Anyone
with an interest in the future of standards
setting should pay careful attention to the
PCFRC's activities. •
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