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DRAFT COMMENT LETTER

Comments should be sent to nsfo@nsfo.ru by May 10, 2006

By e-mail: commentletters@iasb.org.uk

May XX, 2006

Kil-woo Lee
Project Manager
International Accounting Standard Board
30 Cannon Street 
London EC4M 6XH
United Kingdom
Re: Exposure Draft ED 8 Operating Segments
Dear Mr. Lee,

National Accounting Standards Board of Russia (NASB) appreciates the opportunity to submit comments on ED 8 Operating Segments (hereinafter, “ED8” or “the Paper”).

NASB generally supports ED8, as it is in line with the objective of the convergence project to create a single set of global accounting standards.  However, a number of our constituents have expressed concerns with various parts of the Paper.

Question 1 – Adoption of the management approach in SFAS 131
We believe that the management approach to segment reporting is appropriate.  The following comments were made by some of the meeting participants:

· Comparability may be lost among operating segments of companies with different managerial criteria, business structure, accounting policies even in the same industry.  Other board members did not support this view, as management accounting practices in various industries tend to converge with IFRS.  Besides, the proposed approach is an improvement compared to current practice.

· Some meeting participants doubted greatly low costs of the first time application of ED8 if it is adopted.

· It may be difficult to audit segment disclosures, as come entities regard their management accounting systems as a commercial secret.  Companies may refuse to present relevant information to external auditors or provide insufficient information.

· Management approach should be used in the Management Commentary, not in the notes to the financials.  Financials themselves should be fully IFRS compliant.

· Operating segment information is based on internal business information, which is far away from strict criteria that financial reports are based on. Condensed balance sheet and profit and loss, cash flow statement of a parent company and major subsidiaries would be an appropriate supplement to consolidated financial statements. This information would not be costly, could be easily provided, and would be in line with other financial statements, and it has all items mentioned in ED8.

· One of the major constrains that the entities would face in preparing segment reports is allocation of administrative and commercial expenses between segments, that is why principles of allocation should be disclosed.  
Question 2 – Divergence from SFAS 131
We did not come to a firm position as to how ED8 should depart from SFAS 131.  The following views were expressed:

· It was surprising to some of our constituents to find quantitative thresholds in ED8, while other IFRS refrain from using quantitative indicators even for materiality. The proposed approach appears rules-based rather than principles-based.  US GAAP is itself moving towards the principles-based framework, so it may be useful to discuss with the FASB potential removal of the quantitative thresholds from SFAS 131.
· It is not quite clear, how SFAS 131 (even if terminology of IFRS is used) will be applied by the international community.  We are convinced that existing IAS 14 needs to be expanded with the information about customers, gross margins, expenses, interests paid and taxes.  However, the fact that GAAP is relatively well enforced in the post-Enron US environment does not mean that it well be equally well enforced in the rest of the world.
· It may conceivably be useful to consider additional disclosure of specific items and amounts, for example, parent and major subsidiaries condensed balance sheets, profit and loss and  cash flow statements. This information would help investors to assess risks, attributable to certain segments, namely to legal entities (geographic areas, product lines), which could differ greatly from the group risks.

Question 3 - Scope of the standard
We support the extension of the scope of the standard to entities that hold assets in a fiduciary capacity for a broad group of outsiders.
Question 4 – Level of reconciliations
We agree with the level of reconciliation provided in the draft IFRS.
Question 5 – Geographical information about assets
Geographic information about non-current assets will be relevant for further analysis, as well as total assets and/or current assets (particularly inventories for trading companies, shipbuilding companies and aircraft/spacecraft manufacturers), if segment turnover, profit and loss would also be disclosed.  Geographical disclosure of deferred taxes attributable to particular segments may also be useful.
Question 6 – Consequential amendments to IAS 34 Interim Financial Reporting
We agree with the proposed consequential amendments to IAS 34.  Apparently, costs of segment reporting will increase if it is made in interim financial reports, but not that much given the management accounting approach.

Other comments

Cross-references to other IFRS are needed in ED8.

Yours sincerely,

Mikhail Kiselev

Chairman

National Accounting Standards Board
National Organization for Financial Accounting and Reporting Standards (NOFA) Foundation

109012, Russia, Moscow, PO Box 13
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