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DRAFT COMMENT LETTER

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

By e-mail: commentletters@iasb.org

September XX, 2006

IAS 23 Amendments

International Accounting Standard Board

30 Cannon Street 

London EC4M 6XH

United Kingdom

Re: ED of Proposed Amendments to IAS 23 Borrowing costs
Dear Sir or Madam,

National Accounting Standards Board of Russia (NASB) appreciates the opportunity to submit comments on the Exposure Draft of proposed amendments to IAS 23 Borrowing Costs (hereinafter, “ED” or “the Paper”).

NASB generally supports the objective of the convergence project to create a single set of global accounting standards.  We believe that IAS 23 is an example of a standard where removing one of the currently available options will contribute to comparability of financial performance. Nevertheless, there are arguments pro and contra the current IAS approach as compared to US GAAP.  Part of the Board’s rational is that the direct borrowing costs are to be capitalized as it is a real business practice, and any alternative will lead to confusion and incomparability. However other Board members noted inconsistency between the proposed amendments and requirements of IAS 1 and IAS 16. IAS 1 requires to present financial costs on the face of the income statement separately.

Question 1.  This Exposure Draft proposes to eliminate the option in IAS 23 of recognising immediately as an expense borrowing costs directly attributable to the acquisition, construction or production of a qualifying asset. Do you agree with the proposal? If not, why? What alternative would you propose and why?
We generally agree that one of the currently available options should be eliminated, as this would enhance comparability of financials statements of different companies.  Companies that currently capitalize interest generally support the IASB proposal, as they view interest as an expense directly attributable to the acquisition, construction or production of qualifying assets.

A number of our board members disagree with the proposal to eliminate the option in IAS 23 of expensing borrowing costs directly attributable to the acquisition, construction or production of a qualifying asset for the following reasons:

1) IAS 16 requires capitalization of the costs directly attributable to bringing the asset to the location and condition necessary for it to be capable of operating in the manner intended by management.  It is questionable whether interest generally can be viewed as directly attributable in this sense in many cases.

2) Expensing interest costs is in line with prudence concept and with the requirement of IAS 1 to present financial costs in the income statement as a separate line item.

3) Neither equity charge (equity multiplied by the cost of equity) nor dividends are capitalized in a manner similar to interest.  Thus, capitalization of interest reduces comparability of qualifying assets’ costs between companies with different financial leverage and different way of financing.

However, the NASB members generally agreed that interest should be capitalized for the funds specifically borrowed for construction projects, i.e. if that interest is a directly attributable cost.  A number of board members argued that applying capitalization rate is unduly complex and misleading, and thus should be eliminated for the following reasons:

1) Weighted average capitalization rate on generally borrowed funds is an indicator that such borrowings are not directly attributable to the qualifying asset, and thus are overhead expense.  Overhead expenses under IAS 16 are not capitalized.  So, weighted average capitalization rate on generally borrowed funds appears to be an arbitrary figure, and thus, should not be applied.

2) The cost of allocating interest to qualifying assets may be substantial, especially for companies with multi-tier holding structures that are typical for emerging markets.  It appears that costs of allocating interest exceed the benefit of such information to the users.

Question 2.  This Exposure Draft proposes that entities should apply the amendments to borrowing costs for which the commencement date for capitalisation is on or after the effective date. However, an entity would be permitted to designate any date before the effective date and to apply the proposed amendments to borrowing costs relating to all qualifying assets for which the commencement date for capitalisation is on or after that date. Do you agree with the proposal? If not, why? What alternative would you propose and why?

This proposal appears reasonable.

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

Tel/fax: +7  (495) 510-5046
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