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Relationships with the State
Exposure Draft of proposed amendments to IAS 24

Dear Sir/Madam,

| am writing on behalf of the CNC to give you owntments on the above-mentioned Exposure
Draft (ED).

Our detailed comments are set out in the Appendix.

We support the objective of exempting entities oaled, jointly controlled or significantly
influenced by the same state from the disclosugeirements of 817 of IAS 24, to the extent that
the difficulties or the cost of producing the infaation might outweigh its relevance to users of
financial reporting.

We are, however, concerned that the scope of tamptton, as proposed in the ED, is too broad.
The proposed exemption would apply to all relatiops between entities controlled, jointly
controlled or under significant influence of a stathe latter may also be related for reasons other
than control, joint control or significant influemdy the state (e.g. where the entities were ajread
related parties prior to the state taking contra aontinue to be so afterwards) and information on
the related transactions may well be relevant trausf financial reporting. For this reason, we
would prefer the exemption to apply when two eesitare only related because they are controlled,
jointly controlled or significantly influenced bi¢ same State.
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In addition, we agree with the proposed extenddthitlen of a related party although we have
reservations about its application to close membgkesperson’s family in the circumstances set out
in paragraph 9(b) (ix) of the ED. The latter coricép judgmental, implies obtaining inside
information on the interested parties and, as aeguence, will be difficult to apply consistently.

We hope you find these comments useful and wouldliégsed to provide any further information
you might require.

Yours sincerely,

/,% e

Jean-Francois Lepetit




APPENDIX

Question 1 State-controlled entities

This exposure draft proposes an exemption fromadigees in IAS 24 for entities controlled, jointly
controlled or significantly influenced by the statespecified circumstances.

Do you agree with the proposed exemption, and thldisclosures that entities must provide when
the exemption applies? Why or why not? If not, wiaild you propose instead and why?

1.1 We agree in principle that entities controllednjty controlled or significantly influenced by
the same state should benefit from an exemptian fiisclosures under IAS 24.

1.2.However, we note that the exemption proposed ircDdeads to a loss of relevant information
on certain transactions for users of financial rapg. Entities may be related parties for reasons
other than that of control, joint control or sigo#nt influence of a state (e.g. where the entities
were already related parties prior to the statengakontrol and continue to be so afterwards) and
information on the related transactions may bevegiefor users. However, such information will
be exempted from disclosure under the proposalbarED, as long as there is also control, joint
control or significant influence of a state. We Wbtherefore prefer the exemption to apply when
two entities are relate@NLY because they are controlled, jointly controlled sognificantly
influenced by the same state.

1.3. The ED does not propose a full exemption from pimg information on transactions between
state-controlled entities. Instead the requiremehizaragraph 17 of IAS 24 would be replaced by
the less detailed ones in paragraph 17B of theR&aDagraph 17B requires disclosure of the identity
of the state entity, the nature of the relationshie types of significant transaction including
guantitative or qualitative indications of theirtemt. It is therefore still necessary to identifie t
other state-controlled entity and the nature oé hlationship that exists. It is our understanding
that this identification is a source of difficukie in particular in certain jurisdictions wheratst
controlled entities are very widespread. The EDppses a limitation of disclosures to transactions
which are significant in respect of the financi@tements. We believe that the information given to
users would be more relevant if disclosure wastéithto transactions that are both significant and
influenced by the relationship with the state dneotstate-controlled entities. We suggest that it
should be left to preparers to exercise their juelginto determine when such influence exists.



Question 2 Definition of a related party

The exposure draft published in 2007 proposed #seevdefinition of a related party. The Board

proposes to amend that definition further to engig two entities are treated as related to each
other whenever a person or a third entity has jaiontrol over one entity and that person (or a
close member of that person’s family) or the trerdity has joint control or significant influence

over the other entity or has significant voting gown it.

Do you agree with this proposal? Why or why not@df, what would you propose? instead and
why?

2.1. The ED introduces an amendment whereby two entiiesrelated to each other whenever a
person or a third entity has joint control over @mtity and that person (or a close member of that
person’s family) or the third entity has joint caoitor significant influence over the other entity
has significant voting power in it. This amendmésntproposed in order to reinstate a case
inadvertently omitted from the previous exposuietdr

2.2.We are in agreement with the proposal, subjedtedifficulty of applying paragraph 9 (b)(ix)
of the ED where “a person or a close member of pleason’s family (a) has significant influence
over the entity or significant voting power in rica(b) has joint control over the reporting entlty.
particular, we wish to draw attention to difficeki that would arise in applying this amendment in
relation to (a) the notion of “a close member codttiperson’s family” and (b) the concept of
significant voting power.

2.3.The notion of “a close member of that person’sifghnaises (a) a problem of definition: who
are precisely close members of family? (b) prattdi#iculties in establishing whether such a
relationship exists.

2.4.The standard leaves it up to the preparer to jwdyether certain family ties constitute “close
members of the family”. In addition, the preparesuhd need to have inside information on the
private lives of the people potentially concerned this requirement. For these reasons, this
requirement may be difficult to apply. We note withspect to Example 4 of the lllustrative
examples that, according to the judgment of thpgmer on whether X and Y are close members of
the same family based on the information availablaim, Entity A and Entity B may or may not
be related entities.

2.5.The concept of “significant voting power” should tefined as different interpretations may be
possible. In practice it may well be difficult farreporting entity to determine whether “a person o
a close member of that person’s family” has “siigaift voting power” in the entities it deals with.

Question 3
Do you have any other comments on the proposals?

3.1. The definition of a “state” which appeared in thebFuary 2007 ED has been omitted without
explanation from the current draft. We are awagd #tate organisations in different jurisdictions
may take on diverse forms and that it is theretbifecult to establish a common definition. We are
also aware that preparers will be faced with thécdity of determining in their own jurisdiction
whether a particular organisation can be regardetbtate”. We therefore suggest that the IASB
consider what form of guidance could be gitenhese preparers.
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