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Background

In July 2011, the FASB staff issued a FASB In Focus article, "Private Companies: The Path to a Differential Standard-Setting Framework." The article describes the staff’s initial assessment (the draft white paper that was previously reviewed by members of the PCFRC) of the differences between users of private company financial statements and users of public company financial statements and their information needs, as well as other factors for consideration in developing cost-effective standards.  The staff’s initial assessment identifies six differential factors that could help in determining when exceptions and modifications to GAAP for private companies may be appropriate.  The staff previously reviewed these six differential factors and obtained input from members of the PCFRC during the committee’s previous meetings. 
The initial staff assessment is a very important input in the development of a new decision-making framework for evaluating when and how to modify U.S. GAAP for private companies. The ultimate objective is to develop a decision-making framework to use in determining whether and when to adjust recognition, measurement, disclosure, display, effective date, and transition method requirements for private companies reporting under U.S. GAAP. The framework is not intended be an entirely new conceptual framework that would lead to fundamentally different financial statements between private companies and public companies. Rather, development of a decision-making framework is critical to the successful consideration of accounting and reporting alternatives that are more cost effective and less complex for preparers of private company financial statements, but that satisfy the needs of their financial statement users.
Development of the framework also demonstrates the FASB’s commitment to better serving the needs of both users and preparers of private company financial statements without sacrificing the quality and fundamental level of comparability that are the touchstones of the U.S. accounting system and U.S. capital markets. Also, the creation of a decision-making framework was one of the key recommendations included in the report of the Blue-Ribbon Panel on Standard Setting for Private Companies which was issued to the Trustees of the Financial Accounting Foundation (FAF) in January 2011.
As previously noted, the FASB formed a 10-member working group called the Private Company Resource Group to review the accuracy and completeness of the staff’s initial assessment and to advise the staff in developing the decision-making framework. The Private Company Resource Group includes users, preparers, and auditors of private company financial statements, along with an academic representative, the chairman of the PCFRC, and two other members of the PCFRC (George Beckwith and Mike Cain).  
In October 2011, the FAF issued a request for comment on its Plan to Establish the Private Company Standards Improvement Council (PCSIC). Under this proposal, one of the responsibilities of the PCSIC would be to develop, jointly with the FASB, criteria for determining whether and when exceptions or modifications to U.S. GAAP are warranted for private companies, which then would be exposed for public comment.
FASB staff continues to work with the Private Company Resource Group to make recommendations on developing a draft decision-making framework to determine whether and when to adopt exceptions or modifications to U.S. GAAP for private companies. The Discussion Paper on this topic, which had been scheduled to be released for public comment during the fourth quarter of 2011, has been postponed, pending the outcome of the FAF’s final decision about its proposed plan involving the PCSIC following the end of the comment period in January 2012. If and when the proposed PCSIC is seated, it is expected that it will take into consideration the draft framework that exists at that time and work with the FASB to create a decision-making framework which would be released for public comment and then redeliberated prior to finalization.

In the absence of a completed decision-making framework, the Board will continue to take into consideration the differential factors included in the staff’s initial assessment when deliberating whether there is a basis to allow practicability exceptions, exemptions, or effective date deferrals for private companies and not-for-profit organizations. Until a final decision is reached by the FAF about its proposed plan, the Board will also take into consideration the content of the draft decision-making framework during its deliberations.
To date, the staff has drafted the following modules of the private company decision-making framework which are currently being reviewed by the Private Company Resource Group:

· Disclosures

· Display (Presentation)

· Effective date

· Transition method

The more challenging module for recognition and measurement is currently under development.
Each draft module contains (a) a narrative description of the criteria to be assessed in evaluating whether there should be differences in accounting standards for private companies, (b) an illustrative flowchart depicting the narrative description, (c) examples, (d) a table referencing which of the six differential factors underlies the decision-making criteria included in the module, and (e) a basis for the staff recommendations that underlie the content included in the draft module.  
The narrative description in the draft modules is designed to represent a brief document for assessing whether and when differences in accounting standards should be permitted for private companies. The flowchart in the draft modules is designed to represent a more succinct and user-friendly tool to illustrate the accompanying narrative description in the module. The examples in the draft modules are intended to further illustrate how the staff intends for the decision-making framework to be applied. The table in the draft modules which references the six differential factors is intended to link the results of the staff’s initial assessment to the decision-making criteria included in the module. The basis for the staff recommendations in the draft modules is to further describe the considerations taken into account by the staff in developing the module, and to memorialize for future reference the reasons why the staff arrived at the conclusions included in each draft module. 

Question: Decision-Making Framework
1. Are there examples of specific accounts or transactions that the staff should take into consideration in developing the draft recognition and measurement module of the decision-making framework?  

