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September  29, 2008
Mr. Robert Herz

Chairman
Financial Accounting Standards Board

401 Merritt 7

Norwalk, CT 06856

Re: FASB Exposure Draft, Conceptual Framework for Financial Reporting: The Objective of Financial Reporting and Qualitative Characteristics and Constraints of Decision-Useful Financial Reporting Information
Dear Mr. Herz:
The Private Company Financial Reporting Committee (“PCFRC”) provides the following comments about the Exposure Draft referred to above.
General
The PCFRC supports the development of a conceptual accounting framework and the need to define the objective of financial reporting and the qualitative characteristics and constraints of decision-useful financial reporting information.  The FASB and the IASB have done a first-rate job in considering the elements of financial reporting and the factors that make financial information decision-useful.  In particular, the PCFRC appreciates the inclusion of “cost” as a pervasive constraint in reporting financial information.  Cost is a critical financial reporting constraint in the private company sector insofar as private companies possess fewer financial and professional resources than public companies.  Sufficiently discussing the cost constraint and placing it in the main text of the Exposure Draft is important from the private company perspective.
Presented below are responses to the questions asked by the FASB in the Exposure Draft.
Specific Responses to Questions Asked in the Exposure Draft

Chapter 1, The Objective of Financial Reporting

1) The Boards decided that an entity’s financial reporting should be prepared from the perspective of the entity (entity perspective) rather than the perspective of its owners or a particular class of owners (proprietary perspective). (See paragraphs OB5–OB8 and paragraphs BC1.11–BC1.16.) Do you agree with the Boards’ conclusion and the basis for it? If not, why?
The PCFRC agrees with the Board’s conclusion and the basis for it.
2) The Boards decided to identify present and potential capital providers as the primary user group for general purpose financial reporting. (See paragraphs

OB5–OB8 and paragraphs BC1.19–BC1.22.) Do you agree with the Boards’ conclusion and the basis for it? If not, why?
The PCFRC agrees with the FASB that identifying a group of primary users of financial reports provides an important focus for the objective and the other parts of the conceptual framework.  However, the PCFRC believes that the primary user group for general purpose financial reporting should include sureties and insurers. Sureties and insurers are not capital providers, but they do have financial information needs similar to capital providers, such as lenders and equity investors.   
Paragraph BC1.19 states:

“Present and potential capital providers are the most prominent users of an entity’s financial reports. They have the most critical and immediate need for the information in financial reports.”
The PCFRC believes that in the private company sector sureties and insurers are no less prominent users of an entity’s financial reports and have a no less critical or immediate need for the information in financial reports. 

In addition to including sureties and insurers among the primary user group, the Conceptual Framework should define how those parties use financial reporting.

The PCFRC suggests that paragraphs BC1.31 and BC1.32 should be moved from the appendix to the main body of the document.  These two paragraphs address important realities pertaining to the private company sector and need to be assigned more prominence in the document.

3) The Boards decided that the objective should be broad enough to encompass all of the decisions that equity investors, lenders, and other creditors make in their capacity as capital providers, including resource allocation decisions as well as decisions made to protect and enhance their investments. (See paragraphs OB9–OB12 and paragraphs BC1.23–BC1.29.) Do you agree with that objective and the Boards’ basis for it? If not, why? Please provide any alternative objective that you think the Boards should consider.
The PCFRC agrees with that objective and the basis for it.

Chapter 2, Qualitative Characteristics and Constraints of Decision-Useful Financial Reporting Information
1. Do you agree that:

a. Relevance and faithful representation are fundamental qualitative characteristics? (See paragraphs QC2–QC14 and BC2.3–BC2.24.) If not, why?

b. Comparability, verifiability, timeliness, and understandability are enhancing qualitative characteristics? (See paragraphs QC16–QC26 and BC2.25–BC2.34.) If not, why?

c. Materiality and cost are pervasive constraints? (See QC28–QC33 and C2.58– C2.64.) If not, why? Is the importance of the pervasive constraints relative to the qualitative characteristics appropriately represented in Chapter 2?

The PCFRC believes that relevance, faithful representation, comparability, verifiability, timeliness, and understandability are all essential qualitative characteristics that make financial information useful. These characteristics should not be separated and categorized as either fundamental or enhancing qualitative characteristics.  Relegating comparability, verifiability, timeliness, and understandability to secondary importance behind relevance and faithful representation diminishes the perceived importance of those four essential characteristics.  Labeling comparability, verifiability, timeliness, and understandability as complementary to relevance and faithful representation fails to do justice to the important role that those four characteristics play in the usefulness of financial reporting.  Moreover, the separation of qualitative characteristics into two categories may be unnecessarily distracting and academic. 
As stated at the beginning of this letter, cost is a critical financial reporting constraint in the private company sector.  Private companies possess fewer financial and professional resources than public companies.  Accordingly, assessing whether the benefits of reporting financial information are likely to justify the costs incurred is especially crucial for private companies.  The PCFRC recommends that paragraph BC1.32 of Chapter 1, which addresses cost constraints, be moved from the appendix to the main body of the document.
2) The Boards have identified two fundamental qualitative characteristics— relevance and faithful representation:

a. Financial reporting information that has predictive value or confirmatory value is relevant.

b. Financial reporting information that is complete, free from material error, and neutral is said to be a faithful representation of an economic phenomenon.

(1) Are the fundamental qualitative characteristics appropriately identified and sufficiently defined for them to be consistently understood and useful? If not, why?

(2) Are the components of the fundamental qualitative characteristics appropriately identified and sufficiently defined for them to be consistently understood and useful? If not, why?

See the response to Question 1 of Chapter 2 above for the PCFRC’s recommendation regarding the qualitative characteristics of financial information.  Specific to this question, the PCFRC believes that the characteristics of relevance and faithful representation appear to be sufficiently defined and their components appear to be appropriately identified and sufficiently defined in the document.
3) Are the enhancing qualitative characteristics (comparability, verifiability, timeliness, and understandability) appropriately identified and sufficiently defined for them to be consistently understood and useful? If not, why?
See the response to Question 1 of Chapter 2 above for the PCFRC’s recommendation regarding the qualitative characteristics of financial reporting.  The PCFRC believes that the qualitative characteristics of financial information have been appropriately identified and sufficiently defined.

4) Are the pervasive constraints (materiality and cost) appropriately identified and sufficiently defined for them to be consistently understood and useful? If not, why?
The PCFRC believes that the pervasive constraints have been appropriately identified and sufficiently defined.

********************************************************************************************

The PCFRC appreciates the FASB’s consideration of these comments on the Exposure Draft.  Please feel free to contact me if you have any questions or comments.

Sincerely,
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Judith H. O’Dell

Chair

Private Company Financial Reporting Committee
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