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January 24, 2006 
 
 
 
Chairman Robert H. Herz 
Financial Accounting Standards Board 
401 Merritt 7 
Norwalk, CT 06856-5116 
 
Dear Chairman Herz and Board Members: 
 
At the last annual meeting of the National Association of State Boards of Accountancy (NASBA), a 
panel discussed the subject of who should be the standard setter for private company generally 
accepted accounting principles.  One of the panelists was Edward Trott, a member of the Financial 
Accounting Standards Board (FASB).  The panel was scheduled in the meeting’s agenda because of 
the significance of this topic to NASBA, the US state boards of accountancy and the general public.  
Since it is the state boards of accountancy that are charged with insuring the technical competence of 
their licensees, it is appropriate that the boards speak out for clarity in the standards those licensees 
must follow.  NASBA’s Professional and Regulatory Response Committee (the Committee), having 
listened to the debate and read various opinions on this subject, offers the following comments.  
 
The Committee recognizes that generally accepted accounting principles for both publicly held and 
privately held companies and other entities are set by the FASB.  The FASB was first charged with 
this responsibility in 1973, when it was formed specifically to succeed to and undertake the standard 
setting responsibilities of the American Institute of Certified Public Accountants (AICPA), a private 
membership organization representing auditors and preparers of GAAP financial statements, as the 
US standard setter.   
 
The funding of the FASB’s activities was significantly changed with the passage of the Sarbanes-
Oxley Act (the Act).  Future funding would be provided from an assessment of publicly held 
companies.  In fact, while funding is obtained from publicly held companies, the Committee notes 
that the Act did not take any authority from the FASB to continue to set accounting standards for all 
companies (as it has done since 1973), including those which are privately held.  Further, the FASB 
has expressed its intention to continue to set privately held company GAAP.  The NASBA 
Committee also notes that the FAF/FASB has a Small Business Advisory Committee to provide 
advice on the views and needs of small businesses. 
 
In February 2005, the AICPA issued the report of its Private Company Financial Reporting Task 
Force.  The Task Force recommended, in part, “a cooperative effort that includes representatives of 
the key constituents of private company financial reporting, be undertaken to. . .determine who 
should establish private company GAAP.”  The Report goes on to say that the Task Force 
recommends that “outreach be extended to the [FASB] and its Financial Accounting Foundation...or 
that a commission, representative of the key constituents of private company financial reporting be 
formed.” 
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Establishing separate, stand alone, standards for privately held companies would not be in the best 
interests of the public or the capital markets, the NASBA Committee believes.  Two GAAP 
standard-setting entities would create confusion among stakeholders.  Two different conceptual 
frameworks may evolve and inevitably result in unnecessarily different standards for publicly held 
and privately held companies.  The usefulness of financial statements would be diminished.  Rather 
than promoting convergence of standards -- a desirable goal -- promulgation of a second set of 
standards could promote divergence.   
 
In addition, the Committee believes that the FASB presently has the authority to set GAAP 
standards, and that GAAP standard setting should not revert in part to a “commission” formed in 
the private sector that may or may not have the requisite independence. 
 
Within the present conceptual framework, there are distinctions in methods of reporting certain 
transactions based on ownership, size or characteristics of a company.  Issues relating to the special 
needs of privately held companies have been addressed by the FASB for several years.  The 
Committee believes that additional special needs can be accommodated by the FASB within the 
existing conceptual framework and FAF/FASB structure.  
 
The Committee supports a proposal for the FASB to establish a task force or advisory group to 
provide assistance to the FASB in considering the special needs of privately held companies.  Under 
this scenario, the FASB would be acknowledged, explicitly or tacitly, by the requesting group to be 
the sole standard setter for US GAAP, and the FASB would also be able to consider the needs of 
privately held companies within the perspective of reporting for all companies. 
 
The FAF/FASB established a Small Business Advisory Committee in 2004 to address privately held 
company GAAP concerns.  An expansion and intensification of the activities of this type of structure 
under the authority of the FASB is the most desirable approach. 
 
The Committee firmly believes that the FASB should remain the sole entity for setting US GAAP for 
both publicly held and privately held companies.   
 
The Committee further recommends that any structure or entity established to address the need for 
privately held company GAAP be under the sole jurisdiction of the FASB with participation by 
appropriate stakeholders including NASBA, representing the state boards that have the regulatory 
authority to establish GAAP, and the AICPA. 
 
We appreciate the work of the FASB and thank you for considering these comments. 
 
Sincerely, 
 

 
 
Diane M. Rubin, CPA 
Chair, NASBA 
 

 
David A. Costello, CPA 
President and CEO, NASBA  


