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DRAFT COMMENT LETTER

Comments should be sent
to nsfo@nsfo.ru by October 15, 2006
By e-mail: commentletters@iasb.org
October XX, 2006

Li Li Lian
Assistant Project Manager

International Accounting Standard Board

30 Cannon Street 

London EC4M 6XH

United Kingdom

Re: Discussion Paper Preliminary Views on an improved Conceptual Framework for Financial Reporting – The Objective of Financial Reporting and Qualitative Characteristics of Decision useful Financial Reporting
Dear Ms. Li Li Lian,
National Accounting Standards Board of Russia (NASB) appreciates the opportunity to submit comments on the Discussion Paper Preliminary Views on an improved Conceptual Framework for Financial Reporting – The Objective of Financial Reporting and Qualitative Characteristics of Decision useful Financial Reporting (hereinafter “the Paper”).

The NASB members have considered the Paper and would like to express their support to the joint project by the US FASB and the IASB aimed at improvement of the Conceptual Framework for financial reporting. We appreciate the proposals made by the boards in order to clarify the meaning and consistency of the document and improve its quality. We would like to present our views and comments on some of the issues discussed in the Paper as follows:
Substance over Form

The Paper proposes not to include substance over form as a component of faithful representation. Some members of the NASB have noted that it is unclear from the paragraph QC 17 of the Paper why substance over form requirement should be considered in a different way from neutrality, completeness or verifiability. The economic phenomena have a number of features, including their economic substance and legal form. In many cases there are no differences between economic substance and legal form, but in some there are. It is clear that information based on legal form of the economic phenomena rather than on its economic substance is useless in making investment, credit and similar resource allocation decisions. Therefore applying of substance over form concept is critical. 
If substance over form is not stated explicitly in Framework, there is a risk that in certain circumstances this principle will be violated. It is particularly important for emerging markets and countries with civil law system, where substance is traditionally subordinated to form and few local professionals question representation faithfulness of such financial reporting. If the boards intend to develop standards that will be correctly understood and applied globally, the boards need to promote substance over form. 

A concept as important as substance over form cannot just be implied in the Framework. Its omission will be like removing a step in a ladder. People may remember about this step and keep it in mind, but they will fall if they try to use it. What is not written on paper does not exist.

Verifiability

The Paper proposes to include verifiability as a specific component of faithful representation. This may improve the quality of financial statements and reduce audit risk. Some members of the NASB noted that when verifiability is considered as an inherent component of faithful representation, a company’s management and auditors will focus on rules rather than principles. The standard setters then will have to satisfy their demand for detailed rules. 
We generally support the concept of verifiability. However, introducing verifiability simultaneously with removing substance over form creates an impression that the converged standards will be rules based, and complicates introduction of substance over form in the countries where this principle has not been used before.
In view of the foregoing, we believe that substance over form should be explicitly stated as a component of faithful representation in the new Conceptual Framework.  Thank you for the opportunity to present our views.

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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