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JOUN R, ROBERTS
126 NORTH PRICE ROAD
SAINT LOUIS, MISSOURI 63124

March 25, 2008 —
RECEIVE
Ms. Nancy M. Morris MAR 3 1 2005
Federal Advisory Committee Management Officer e
Securities and Exchange Commission OFFICE UF THE SECRETAR

100 F. Street N.E. ) .
Washington, DC 20549-1090 7

Dear Ms. Morris:

By way of background, I retired in 1998 as a Senior Partner at Arthur Andersen after
thirty-five years with our Firm and having served as the Managing Partner of our St.
Louis, Memphis and Little Rock practices.

Presently I serve on the audit committees of three New York Stock Exchange listed
public companies (chair of two audit committees and chair of the governance committee
at the third). This letter is motivated by a recent event which has further increased my
concern that the proliferation of complex accounting “rules” and their application in
practice is resulting in financial statements that may not reflect the real economic results
of a business in the time frame being reported. Further the voluminous nature of required
disclosures makes financial statements difficult to understand even for the most
sophisticated readers/users. '

Background of Recent Event

Centene Corporation, where 1 have been a Board member and Chair of the Audit
Committee since 2004, is a multi-line healthcare services company with a focus on
government services. Our Board and Management are committed to providing
transparency, clarity and appropriate conservatism in Centene’s financial reporting. We
recently had a revenue recognition issue that was at the very least troublesome, and we
believe created short and long-term loss of clarity to investors with a resultant loss in
value for our shareholders. The facts of the situation are:

1) After a period of negotiation we received a contract amendment from the State
of Georgia that provided for a rate increase retroactive to July 1, 2007. As
requested by the State we executed the contract on November 16" signifying
our acceptance of the tendered agreement and returned it to the State. The
revenues to be realized under this amendment are material to Centene’s
financial results.

2) For reasons unclear to either party he State signed and returned the contract
amendment without modification on January 21, 2008. The fact the contract
was offered by the State to us in November and we accepted it created, in our




mind and based upon legal advice, a binding obligation on the State as well as
Centene.

3) Importantly, revenue recognition guidelines as we understood them led us to
believe that our acceptance of the amendment tendered by the State and our
performance there under constituted:

a. Persuasive evidence that an arrangement existed,

b. An arrangement fee that was fixed or determinable,

c. Delivery or performance had occurred by December 31, 2007 and
d. Collectability was reasonably assured.

4) Additional evidence supporting our reasoning occurred when the State issued,
on February 5, 2008, a letter to Centene confirming facts and that we had an
arrangement with them on November 3, 2007.

5) The State of Georgia has also stated that the revenue should be recognized in
the fourth quarter of 2007 for State statutory reporting purposes.

6) Our independent public accountants advised us that the revenue must be
recognized in the first quarter of 2008 based solely on the fact that the State of
Georgia did not sign the contract amendment until January 21, 2008 even
though Centene had completed one hundred per cent of its obligations under
the contract by December 31, 2007. They appeared to be relying on revenue
recognition guidelines promulgated for software companies vs. recognizing
the common sense economic reality in our case. However in reliance on their
status as “experts” and not wishing to create a “disagreement” Centene
acquiesced to the recommended accounting treatment.

1) Owing to the confusion this created in the analyst community, the company
lost 30% of its market cap and resulted in a great deal of shareholder
dissatisfaction. Equally important we could not show pro forma data or (the
“what ifs”).

My point in the lengthy recitation of this situation is not to seek a different accounting for
Centene (we have crossed that bridge) but to use it as one of many illustrations of some
of the problems with our accounting and financial reporting model today.

Today’s Problems

First, it seems to me that we have abandoned a set of fundamental accounting
“principles” in favor of a plethora of “rules” designed to deal with actual or perceived
abuses or to achieve certain viewpoints currently held by rule makers and/or regulators.
Unfortunately this complex set of rules also provides opportunities for creative financial
engineers to craft transactions around specific rules with little regard for the underlying
economic reality. 1 would propose that we adopt a clear set of the principles underlying




accounting concepts and then assure that the practice of applying whatever rules are
promulgated there under are applied consistently with those principles.

Secondly, independent public accountants have become so fearful of any criticism by
cither the PCAOB or the SEC that they are no longer able to exercise sound professional
judgment but instead ook for “rules” that may justify a particular accounting treatment
no matter how far removed from providing clarity in reporting to shareholders and
investors.

Next, analysts and investors are forced to deal with widely fluctuating financial resuits in
the wake of a set of rules and regulations which imply that three month and twelve month
reporting periods are unique, separate and distinct economic periods subject to precise
definition and accounting for financial results. This in turn forces management of public
entities to focus on short term results (to protect stock values) rather than longer term
strategic initiatives that could be much more valuable for committed shareholders (as
opposed to stock speculators).

In addition, under the guise of “full disclosure”, GAAP financial statements have become
so voluminous and full of arcane “information” that they are largely unintelligible to alt
but the most sophisticated accountants and analysts. The ordinary investor (who the SEC
is intended to protect) is left confused and intimidated, forced into the hands of financial
advisors, who are often more concerned about the fees they earn than the welfare of their
clients. Real usefulness and clarity have been lost.

Finally, it seems that the SEC and other regulators should shift their emphasis from
accounting as a critical factor in stability of the capital markets (the rear view mirror
approach) to challenging the real economic underpinning of emerging financial trends
and transactions. More havoc has been dealt the financial markets by the supposed
creativity of investment bankers, hedge funds, short sellers and speculators (who remain
largely unregulated, if at all) than by all of the accountants.

It must also be recognized that the financial markets are driven more by the anticipation
of future performance that by historical financial results. To paraphrase an old saying
“the past is but prologue to the future”.

1 appreciate your taking the time to hear me on this important matter and would be happy
to discuss my thoughts further at your convenience.

Respectfully submitted,

L Achuks

J R. Roberts




