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executive summary

This report represents the findings of a panel established at the suggestion of the Securities and Exchange Commission because of its concerns about the ability of investors to adequately value companies in the “New Economy.”  While not experts, the panel members are individuals with significant experience as senior corporate executives, investment bankers, venture capitalists, and academics.

The primary objectives of the panel were to determine (1) whether current company disclosure provides members of the investment community with the information they need to assess company value and (2) what, if anything, the government and business organizations should do to improve company disclosures.  In the course of exploring these topics, the panel also addressed a third issue: (3) the impact of disclosure on two specific concerns about the market, its recent extreme volatility and the lack of a level playing field between large and small investors.

As the panel discussed these issues, we agreed upon a common frame of reference that helped us in developing our conclusions.  In looking at question one, we agreed that the fundamental drivers of value in the new economy remain a company’s potential to generate profits and cash flow.  While assessing profit and cash flow potential is much harder today as technological change creates new business models and new winners and losers at a breathtaking pace, investors still must ultimately assess these core drivers of value.  With regard to question two, we agreed during this period of rapid change and high uncertainty, prescriptive disclosure regulations can have more unintended and undesirable side effects than during stable times.  Accordingly, the panel believes that a better approach to facilitating disclosure improvements is the creation of an environment that makes it easier for companies to disclose more without undue concern about legal risks.

With these perspectives in mind and based on our analysis and discussions, we concluded the following:

1.
Currently, investors do not have all the information they ultimately need to value very high growth companies.  The current formal reporting system (GAAP and SEC disclosures) was designed primarily to record historical financial transactions and is limited to a narrow range of relevant information.  In particular, this system does not provide guidance about reporting intangibles assets, which are so critical in evaluating Internet companies and other high growth companies.  These intangible assets range from easy to identify assets such as technologies and brand names to less defined intangibles such as business processes and customer relationships.  Some companies have voluntarily provided supplemental information to help investors, but these efforts vary widely in quality and uniformity.

2.
One of the principal barriers to moving forward with better reporting is the absence of a framework or language for supplemental reporting that could be immediately implemented.  Many academics and practitioners have proposed new frameworks or partial solutions, but none has gained clear acceptance by the financial and business community.  With this limitation in mind, the panel believes that the best way to address the situation is a two pronged approach:

· Recognizing that economic change and uncertainty will not go away soon and that it will probably take time for a new disclosure framework to be developed and adopted, the government should seek to achieve a better balance between the need to protect investors from false and misleading disclosures and the need to encourage innovative communications by companies.  One way to improve this balance is to significantly expand the safe harbor provisions for most disclosures of non-financial information. Furthermore, the SEC can facilitate well-intentioned experimentation by carefully choosing its enforcement stance.

· For the longer term, the panel encourages the establishment of a formal effort to develop a systematic approach to supplemental disclosures, particularly around intangible assets and related operating metrics.  The effort should involve the SEC, the FASB, the AICPA and the accounting firms, as well as investors, academics and key industry groups.  The panel does not envision a wholesale replacement of GAAP, but rather a coherent framework and language for supplemental disclosures to help investors assess the future profit and cash flow potential of companies.  The panel is wary of lots of little changes to current reporting requirements that could cause more harm than good.  Accordingly, we should not jump to interim solutions that are not complete and thoroughly syndicated. 

3.
Improved reporting, while helping investors value companies will not eliminate market volatility (although some reduction may be achieved), nor will it level the playing field between large institutional investors and small individual investors.  The reason that improved reporting does not solve these issues is largely because company reporting is only one of many factors that influence these particular market characteristics.  For example, in the current environment, a high level of uncertainty about future company performance will remain even if investors know more of what managers know.   This uncertainty will drive volatility regardless of what companies report to investors.

In addition to the conclusions and recommendations above, the panel discussed a number of specific ideas that we ultimately rejected or did not achieve consensus.  For example, we debated the idea of third party verification of non-financial disclosures.  We ultimately concluded that the difficulties and substantial costs of third party disclosures would not outweigh the relatively small improvements expected.  We also discussed ideas such as additional disclosures about management and founding investors, but did not achieve consensus.

� For the final version of this document, we will work with one or more lawyers to ensure that references to legal issues are properly stated. We will also have the text reviewed by a professional editor.





D:\My Documents\Knowledge Development\SEC TaskForce\Post 0927 Doc\SEC Doc Draft 1029 short.doc
To panel members:  This draft is for discussion.  It is an attempt to summarize what we think we have heard from the panel members.  It does not purport to reflect your collective view until you have reviewed and agreed with it.


