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| nt ernati onal Accounti ng Standards Board
Attn.: M. Paul Pacter

Director of Standards for SME' s

30 Cannon Street

London ECAM 6XH, United Ki ngdom

Ladi es and Gentl enen:

This letter is in response to your prelimnary views
on devel opi ng standards for small and nmedi um enterpri ses.

For over forty years | have been working in the
financial side of an international religious order in the
Cat holic Church. The |ast twelve years have been at the
headquarters in Rone, where efforts to install a single
set of accounting norns have been proceeding internally.
For an order that works in over 125 countries, this is
not a trivial matter.

For several years it has appeared that the | ASB
of fered the best hope of finding professionally sound
norms that would cross boundaries. This hope grew
not ably when the decision to seek convergence between
FASB and | ASB norns was announced. (FASB norns can go
beyond U.S. charitable entities if potential U S funding
sources or lenders require reports based on U S. GAAP.)
VWil e convergence woul d not be sonmething quickly
accomplished, this seenmed to be an excell ent deci sion,
and one could |look forward to its inplenentation.

Now, however, one may wonder if this hope has been
m splaced. |If there is a possibility of a second set of
st andards under | ASB auspi ces, convergence will deal with
one of these sets, but not necessarily with the other.
In that case, there would still be nmultiple sets of
standards from sources that are highly regarded. One
side-effect of a second set of | ASB standards for snall
and nediumentities could be to underm ne, or at |east
limt, the convergence project. For those who oppose
convergence, the adoption of a second set of standards by
| ASB coul d becone a powerful argunent against al
attenpts to converge.

The uni que product | ASB has to offer the accounting
world is its single set of sound, carefully devel oped
accounting standards that can cross boundaries. The
value of this single set is hard to inagi ne because it
will help so many people. Establishing, inmproving, and
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then protecting this single set are the reasons for the
exi stence of I ASB. Undercutting this set by publishing a
second parallel set of standards, or exceptions to

st andards, would be |ike contam nating the currency of a
country. As the adage says, the bad noney [any non-
convergent set of standards] wll eventually drive out

t he good noney. So ny main recommendation (and an answer
to your very basic question 1.1) is that, as you proceed,
you not unwittingly corrupt your set of standards.

This is not to say that the application of standards
at small and nediumentities will or should be free of
difficulty. But | believe there is a solution to that
probl em wi t hout resorting to a second set of standards
for small and nediumentities.

If I my, | would like to cite the experience of the
Fi nanci al Accounti ng Foundation (FAF) in the 1970’s. As
you al ready know, this foundation is the parent body of
two boards, FASB and GASB. | recall participating in
di scussions |leading to comment l|letters at neetings of
financial officers of U S. non-profit entities on whether
it would be better to be under FASB or GASB, or whether a
third board woul d be needed for the charitable sector.
Per haps “CASB” or sonething simlar could be started.

The CASB option faded quickly because there was
little or no publicly expressed need to conpel non-profit
charities to set up and finance a separate charitable
board. That left the choice between FASB and GASB

Sonme non-profit entities favored bei ng under GASB.
They argued that many accounting issues facing education,
heal th-care, welfare, and other non-profit institutions
in the private sector were often quite simlar to, though
not always identical wth, those facing public-sector
institutions doing simlar work.

Ot her non-profit entities preferred being under
FASB. They mmintained that a governnentally oriented
board woul d probably not give sufficient attention to the
di fferences between the public- and private-sector
institutions, and that the governnental board would be
|l ess likely to have nuch experience or expertise in the
private sector. At least in ny personal experience, this
| atter view was predom nant; eventually it prevailed at
the FAF in Norwal k, Connecticut. The division of
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responsibility between the two boards was fixed so that
all governnental entities would be under GASB, and al
non- governnmental entities would be under FASB.

Again in nmy own experience, this arrangenent has
wor ked well. FASB did establish a non-profit departnent
and i ssue sonme standards pertaining alnost entirely to
t he needs of non-profit organizations; FASB was al so
receptive to comments on exposure drafts.

Some exanpl es of these |argely non-profit standards
are SFAS 93 (depreciation), SFAS 116 (contri butions),
SFAS 117 (financial statenents), and SFAS 124 (reporting
all securities at fair value). Sonetinmes FASB has al so
i ssued standards that explicitly state that they do not
apply to non-profit entities, for instance, SFAS 141
(busi ness comnbi nations).

As a result, non-profit entities in the U S. have
| earned to distinguish those standards that do apply to
them fromthose that do not. The sane is true of for-
profit entities. But all of the standards form part of
one set, and all of themare intended to follow from one
group of concept statements. (The standards may not
al ways succeed in complying fully with the concept
statenents, but conpliance is the intent. Subsequent
anmendnments can renmedy any deficiencies.)

The crucial point for 1ASB that | wish to draw from
this perhaps | engthy description of the FAF background is
that a single set of standards with a varying breadth of
applicability but with a comopn conceptual basis is both
possi bl e and preferable by far to two sets of standards
that may not nmesh with one underlying conceptua
f ramewor k.

Let me stress that | amnot at all suggesting that
you discard a project to deal with application problens
found mainly in smaller and nediumentities. Wat | have
suggest ed woul d, however, affect your approach to such a
pr oj ect .

As you go ahead, | would nmake anot her recomendati on
based on the FAF experience: that non-governnental non-
profit entities be included anong the smaller and nmedi um
organi zations. The distinction of constituencies between
GASB and FASB has, as | stated above, worked very well.
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| f private non-profit entities in the U S. had gone under
GASB, | fear that many, especially the smaller ones,
coul d have been overwhel ned by the encunbrance system
that is necessary to track appropriations in sone
governnental accounting systens. Yet those entities that
truly needed an audited report for |enders or donors
woul d have had little choice but to go along with GASB
nornms. Their alternatives would have been to nerge with
a |l arger and perhaps nore sophisticated organi zation or
to go out of existence. But neither of these decisions
ought to be driven primarily by accounting standards.

In my opinion, |ASB al ready has in place standards
t hat woul d cover nobst of the needs of non-governnent al
non-profit entities. The only noteworthy gap seens to be
in the area of contribution accounting. Therefore, it
shoul d not add appreciably to the 1 ASB workl oad to
i nclude the non-governnental entities that are charitable
and non-profit in nature within the scope of small and
medi um entities.

If you have any questi ons about these coments,
pl ease do not hesitate to let nme know.

Very truly yours,

Henry T. Chanberlain, S. J.



