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Re: Exposure Draft "ED10 Consolidated Financiate3tents"

Dear Sir or Madam,

| am writing on behalf of the Conseil National deGomptabilité (CNC) to express our views on the
above-mentioned Exposure Dratft.

The IASB initiated its project on consolidated ficaal statements with the objective of a single
standard on consolidation to replace the consalidaequirements in IAS 27 and SIC 12. In April
2008, in response to the global financial crisid #me recommendations of the Financial Stability
Forum, the IASB decided to accelerate the consmbidaproject and proceed directly to the
publication of an ED.

The CNC had expressed its full support for the dbje of developing a new control model
(definition of control and related application gadte) that can be applied to all entities (strwctur
entities and others) ; however the CNC does noiewelthat the proposed ED achieves this
objective and even wonders whether such obje®iaehievable, although that does not mean that
we believe the IASB should not try
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The CNC strongly supported the IASB in its effotts address as a matter of priority certain
elements of the project, such as the additionalaksres, as these are urgently required by ugers o
financial statements in the context of the glob@drdicial crisis.

The CNC is far less convinced that the same urgapgjies to the reconsideration of the control
model as, even if certain inconsistencies couldpbrceived between IAS 27 and SIC 12, the
implementation of these standards was globallysfsatiory and their revision is therefore less
urgent.

For various reasons explained below, the CNC caecluhat the ED, as drafted, does not represent
an improvement over the existing Standard (excapthie new disclosure requirements).

Whereas it is mentioned in 8§ 9 of the introductdrED10 that the aims of this project were i) to
address the inconsistencies between the applicafidAS 27 and SIC 12 due to diversity in
practice and ii) to reduce the structuring inceggithat those inconsistencies might have created,
the CNC finds it difficult to identify the clarifation brought by this new project as the Board did
not demonstrate how the application of ED 10 woakblve those inconsistencies.

The CNC is not convinced that the new proposedrobebncept will always result in the right
entities being consolidated with the risk that @iertstructured entities consolidated under SIC 12
would no longer be consolidated under the new StahdPlease refer to issues developed in
guestion 7 regarding the assessment of controktiuatured entity).

The current draft includes a number of inconsisemnavhich lead us to believe that the new

Standard will result in practical implementatiordanterpretation difficulties over and above those

raised at present by IAS 27 and SIC 12 and wdlliltein increased diversity of practice and is not

robust enough to enable consistent applicatideade refer to question 3 which describes the lack
of clarity and consistency related to the assessmithe power criteria, the assessment of the
return criteria and the link between power andrretuto issues developed in question 4 on the
guidance regarding options and convertible instnisi@nd in question 5 on the guidance on

agency arrangements).

Some of those inconsistencies may be drafting probl only which could be solved easily,
however, we are convinced that some are more seaad result, in particular, from a lack of
adequate coordination with other IASB projects.

For these reasons the CNC recommends that the 1di8ile the project into two parts:

- a short-term priority project dealing with issuedated to the financial crisis (essentially
additional disclosures).

- a long-term project which would start from schatat the conceptual level and be fully
coordinated with other IASB projects. Such a loag¥t project should include:

- a far more thorough analysis of what could woekter with IAS 27 / SIC 12
- what are the users needs and therefore the otgedaf consolidated financial statements

- links with the definition of assets and liab#ii, the new derecognition project, control of an
asset vs control of an entity, control vs risks eswlards.



Such a long-term project should also deal withabeounting for joint ventures and associates. It
should be organized as a real joint project with FASB in order to achieve a converged approach
between IFRS and US GAAP

Further details are provided in the Appendix IHis tetter.

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

Yours sincerely,

/,% e

Jean-Francois Lepetit



Appendix |

Questions 1 -2

Do you think that the proposed control definiticould be applied to all entities within the scope of
IAS 27 as well as those within the scope of SIC-E2®t, what are the application difficulties?

Is the control principle as articulated in the di&RS an appropriate basis for consolidation?

As mentioned in our cover letter, the CNC considéet, in order to answer question 1 and 2
correctly, the fundamental objectives of consobdatinancial statements need to be defined first,
and that the core principle set out in 8 1 i.eréporting entity presents financial statements that
consolidate its assets, liabilities, equity, incomepenses and cash flows with those of the estitie
that it controls” is not clear enough in respedhef stated objective.

The CNC's position is that the current ED is ndfisently robust in its link to the following majo
issues which must be dealt with first, based onadlhyectives which would have been decided for
the consolidated financial statements.

= Control of an _asset vs control of an entity:

The Exposure Draft does not elaborate on the éiffees which may exist between the control of an
asset and the control of an entity.

Whereas the consolidation and derecognition prejast closely related in a number of areas, we
would like to underline that the debate concerrhgarticulation between the two projects is still
ongoing at the IASB: in one of the agenda paperth@fderecognition project presented but not
discussed at the 2009 February Board meetingstdieof the IASB clearly specified that in some
circumstances, depending on the order used for aghygication guidance of the proposed
derecognition and consolidation projects, the tesauld lead to different conclusions and that
further clarifications are needed.

=  Assessment of power vs risk and rewards approach:

The CNC points out that it is also important tangrthe Discussion Paper Preliminary Views on an
improved Conceptual Framework for Financial Repagrin the discussion.

In the memorandum summarising the comments recdieed constituents on the Reporting entity
Discussion Paper, presented to the Board in Nove@®@8, it is mentioned that most respondents
agree with the view that the risks and rewards m@ehe notions included in that model) should
be used to complement the controlling entity model.

The CNC's position is that, as concerns the comatidin project, the following point has not been
satisfactorily developed and should be further &xblnto :

in what way should the risks and rewards to whiate@orting entity can be exposed and which
could have an impact on future cash flows be asddasorder to define the borders of a group?

Therefore, the CNC considers that the preliminaglgade is not conclusive enough to replace the
notion of control as defined by IAS 27 and the colnhdicators in SIC 12 with respect to "Special
Purpose Entities" with a single definition of cantthat would be sufficiently robust to be applied
consistently to all entities.
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Moreover, the manner in which the proposed Standerdurrently drafted (a general principle
developed for "traditional” entities and differeatlditional specific principles for structured
entities) appears to be more a juxtaposition of thfferent approaches than a new consistent
Standard governed by a clear principle allowingsohidation of all types of entities using one
single consolidation principle.

Please refer to issues developed in questionsaBd#.

Question 3
Are the requirements and guidance regarding thesas®sent of control sufficient to enable the
consistent application of the control definitiomPdt, why not? What additional guidance is needed
or what guidance should be removed?

While we welcome the intention of the IASB to preiclarifications/guidance that would help
preparers in applying the control definition andatddress some particular situations, we believe
that, to be useful, guidance should be unambiguand sufficiently clear to avoid any
misinterpretation on the manner the concept deeelap the standard should be applied. This
seems not to be the case.

The CNC considers that there are inconsistencieBoarinaccuracies between the proposed
definition of control in paragraph 4: "A reportimgtity controls another entity when the reporting
entity has the power to direct the activities dadttbther entity to generate returns for the repgrti
entity" and the guidance provided in the appemdliassess control in different situations.

In certain cases, we believe that the inconsisésnanay be easily resolved by re-drafting the
current project, nevertheless in other cases onceras are more fundamental and result from the
fact that the single principle proposed by the expe draft is not robust enough to enable
consistent application. Particularly, some of tbaaepts of the general definition of control which

are set out in the guidance may present some dlicticans in respect of some of the situations

developed in the draft (dual role, structured esg)t

The lack of clarity and the inconsistencies we hiaeatified in the current project as it is drafted
are described below and relate to:

- assessment of the power criteria
- assessment of the return criteria
- the link between power and returns

=  Assessment of the power criteria

- Power to direct/ability to direct versus demoasion of the ability to direct through the effeetiv
exercise of that power

The CNC considers that the application guidancehef power criteria is not consistent when
considering situations that should be assessethslyni

Some paragraphs of the Exposure Draft clearly teféhe need to demonstrate the ability to direct
the activities while others do not require sucheandnstration even if the power is not effectively
exercised (Please refer to question 4 which deseriur concerns with the difference made
between a passive shareholder and an option holder)
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Furthermore, the CNC thinks that drafting incoresisies may exist as far as for assessing the
power criteria, in some paragraphs the term usétHas the power" (paragraphs 4, 22, 24, 27)
whereas in others the term used is "Can have theqparagraphs 9, 23, 29). Similarly, while
some paragraphs of the Basis for Conclusions (BCo4Y clearly refer to the ability to direct the
activities as a condition of control and make dimicsion between the ability and the effective
exercise of power (BC 47), others seems to redquatthe power must be exercised (see BC 50).

- Power to direct the activities by determining #teategic operating and financing policies

The way paragraph 22 is written may contradict offeragraphs of the guidance or some of the
comments provided in the Basis for Conclusions.

Indeed, it is indicated that the power to deternthne strategic operating and financing policies is
only one way to direct the activities (BC 44) aheé tondition set out in that paragraph does not
seem to be a sufficient condition in assessing mdrean entity that holds options can direct the
activities (please refer to question 4).

The CNC therefore suggests adding “for exampledaragraph 22.

- Majority of the voting rights but no control

Paragraph 25 indicates that a reporting entityressgnted from having the power to direct the
activities of an entity that is placed under legigbervision and does not control that entity.

The CNC suggests to the Board to include a clatifim that the term «legal supervision » as
stated in that paragraph means that the entityuigest to control of a government, court,

administrator or regulator if it is the intentiof the Board to carry forward the guidance already
provided under IAS 27. This would avoid any misiptetation when applying the guidance.

- Guidance on protective rights

Paragraphs Bl to B2 provide preparers with guidamcéhe manner to address protective rights
that other parties may hold over an entity ancestiaat this cannot impede a reporting entity from
having control.

The CNC supports the Board’s proposal to includshsguidance on protective rights (paragraphs
B1-B2) when assessing the impact of veto rightscontrol over an entity. However, the CNC
believes that the draft should have consideredwhele guidance provided in EITF 96-16 on
participating rights as this would reduce subsetju@sinterpretations (in particular, EITF 96-16
provides guidance about assessing whether patiiogpaghts are substantive or not).

=  Assessment of the return criteria

- Variability of the returnversus absolute returns

Whereas some paragraphs of the ED (the definitiaontrol in paragraph 4 and 19) seem to refer
to the exposure of the total returns generatedtter reporting entity (ie absolute economic
outcome) some other paragraphs indicate that thesasient should be performed by reference to
the variability of those returns (ie assessing syp® to variability of the returns involves lookiat

a risk weighted analysis of those potential returns

Furthermore, the definition of returns refers te tequirement for the fees to vary, which implies
that any fixed fee does not constitute an elemergtarns. This is contradictory with the guidance
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of 8 20 which refer to returns and includéiged fees in conjunction with variable returnsrro
related arrangements’

As a result, the CNC is concerned about the wayréherns component of control should be
assessed. In other words, the CNC is wondering vghtite underlying rationale and whether for
assessing the control one should appreciate tragegtevariability attached to the returns received
or the greatest absolute returns as there mayrhe sases where a reporting entity is exposed to a
low level of the total returns (because of sigmifit upfront fees, or fixed fees) but is nevertheles
the most widely exposed to the variability of thostirns.

- Variability of returns Vs Risks and rewards

Although it is understood from discussions with B\Staff that the intention of the IASB is that
variability of positive and negative returns isuadly a requirement that returns have an element of
risk associated with them, the CNC would like topbse that the Exposure Draft as drafted does
not specifically state that returns must have askociated with them. Conversely, some of the
guidance provided do not seem to require such swcegion as some fixed up front fees for which
no risk is expected to be incurred, may be includetie returns definition (see paragraph 20).

The CNC suggests that the Standard clearly explainsragraph 11 how risks and returns are
related to the control definition, and clarify tivay some fees should be taken into account when
assessing the second component of the controligi@fiisee the comments below).

- Returns from related arrangements that are or@oecommensurate with the services performed

There seems to be a lack of consistency betweeagggorh 11(b) and the paragraphs B5 to B8.
Paragraph 11 (b) seems to include fees relatedrémgements that involve the performance of
services or not and that may be commensurate \Witket services or not while the guidance
provided in the paragraphs B5 to B8 indirectly cade that fees that are fixed or variable, but
negotiated on an arm’s length basis, and commeteswith the services performed (BC 54) should
not be taken into consideration when assessingaloiihis is also confirmed by paragraph BC 54
which adds that “returns differ from fees paid ktleange for services”.

The CNC believes that this inconsistency shouldddressed by clarifying the scope of the returns
that are part of the definition of control (pargguall) as it might create confusion when analysing
the nature of returns generated for the reportiriye

- Positive and negative returns

According to paragraphs 10 and BC 52, the ternufref’ has been used in the control definition
instead of benefits to clarify that those couldpositive as well as negative. Furthermore, the CNC
understands from paragraph B8 that the fact thaagemt is not exposed to the negative returns
(because it is unlikely to be required to contrébt the entity by refunding the fees previously
obtained) is an indicator that the fees it receidesnot satisfy the returns criteria included ie th
control definition.

The CNC is wondering to which extent this guidasbeuld be applied by analogy to situations
where there is no such clarification. For exampléhe case of a fixed exercise price option holder
who is only exposed to the loss of the option ptem)j whereas he might benefit from all the
positive impacts when the option has been exatcise

! If the option is not exercised because of thetibof the market value of the underlying shares
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= Link between Power and Returns

The CNC believes that the draft gives too much ielig the power criteria when assessing control
over a structured entity especially in the casesreitsuch power is difficult to determine (Please
refer to question 7).

Question 4

Do you agree with the Board’s proposals regardipgoas and convertible instruments when
assessing control of an entity? If not, please ril@sdan what situations, if any, you think that
options or convertible instruments would give tipdi@n holder the power to direct the activities| of
an entity.

Overall, the CNC finds the discussion about optiand convertible instruments confusing and
contradictory, thereby making it difficult to conde what role such instruments have in the
assessment of control.

Furthermore the CNC believes that the principleosgtin paragraph 8 that a « reporting entity need
not have exercised its power to direct the acésitdf an entity to control that entity » is not kg
consistently in situations which appear to be simil

Whereas for the passive investor, assessment aérpisvbased on the ability to vote and choose at
any time to direct the activities by exercising tlating rights, for the option holder, assessmsnt i
based on the effective exercise of power (becausigat case power can only be evidenced by the
fact that decisions made by the board of directmgespond to the wishes expressed by the
investor). In other words, the option holder wil tequired to show that it effectively has the powe
through the nature of the decisions that are made.

Besides the fact that the CNC is convinced thatdémonstration that a board of directors is
influenced by the option holder would be highlyguaakental, it believes that the existence of control
would be excessively difficult to assess in sudase.

The CNC is also convinced that there should be atenal difference between the power held by a
passive investor and the power obtained by theenadfla « control » option and agrees with the
comments provided by the dissenting members oBted.

The CNC recognises that when assessing the povesn tnolding options or convertible
instruments, a reporting entity should considettadl facts and circumstances, however for options
currently exercisable, the CNC wonders if thiserfdn should not be enough by itself. The power
is the ability to do something or to impede/restredmeone from doing something that we do not
concur with. Furthermore, the power should not ddpgpon the occurrence or non occurrence of
an event that is not under control. On that basgsare not comfortable with the Board’s proposal
that options should not be taken into account sessing control when they allow the holder to
influence the decision made by the governing batlg. consider that an option that is currently
exercisable gives the holder the ability to obtairany time the voting rights that are necessary to
direct the entity’s activities.
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Question 5
Do you agree with the Board's proposals for situetiin which a party holds voting rights bath

directly and on behalf of others parties as an &agelh not, please describe the circumstances in
which the proposals would lead to an inappropitatesolidation outcome.

—

The CNC has concerns about whether paragraphs B8 tehich set out guidance on determining
when an agency relationship exists are articulateigh in order to be helpful in assessing when a
reporting entity controls another entity.

Paragraph B4 indicates that the unconditional rigltemove an agent ensures that the principal has
the power to direct the activities and that rigttgemove a party only in circumstances such as
bankruptcy or on breach of contract are protediigets. It should be clearer that removal rights is
only one of the indicators along with others tacbasidered in a control assessment.

The CNC points out that application guidance retatio dual role (in particular, paragraph B11
which provides guidance to assess the power olatddoéh directly and on behalf of an agent) is
included in the guidance relating to agreements wiher vote holders rather than the agency
relationship guidance.

As suggested by BC 9tyhich gives the example of a fund manager acting fiduciary capacity,
having a direct investment in the fund it is manggia situation of dual role may exist even when
the power is not assessed by voting rights.

The CNC'’s position is that for mutual funds, wheyn law, contractual agreement or fiduciary
responsibility, an agent acts in the best interektle principal, by the extension of the mearohg
the voting rights, the agent’s power might be edelliin the assessment of control. Otherwise (if
8B11 may not be applied to investment funds), tNEGtresses that a huge number of funds would
be consolidated when, it would not be economiaalgvant.

The CNC considers that paragraph 31 which descti®$act and circumstances to be considered
assessing the control of a structured entity sholaldfy that B11 also has to be taken into account

Question 6

Do you agree with the definition of a structureditynn paragraph 30 of the draft IFRS? If not,
how would you describe or define such an entity?

As the main objective of the ED is to propose glsirtonsolidation principle that should be applied
to all entities, the CNC considers that structugatties need not be specifically defined to besabl
to assess control and thus the consolidation ceiriu

However, we recognise that such a definition iseseary in order to make clear what types of non
consolidated structured entities in which the répgrentity has involvement fall within the scope
of particular disclosures.

Besides, the CNC is concerned about whether theemuindirect proposed definition would
succeed in capturing precisely the structurediestior which enhanced disclosures are required,
and recommends that the definition be developemhégyrporating some of the guidance provided
in BC106.
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Question 7

Are the requirements and guidance regarding thesas®ent of control of a structured entity in
paragraphs 30-38 of the draft IFRS sufficient talde consistent application of the control
definition? If not, why not? What additional guidanis needed?

The CNC considers the guidance for establishindittkebetween the two criteria of the definition
set out in paragraph 4 of the draft standard ,the.« power » and « returns » for assessing the
control of structured entities, to be subject wcdssion and interpretation.

- Emphasis of the power critera

The CNC considers, with respect to the assessmfegbrdrol in structured entities, that the
emphasis placed on the need to direct the acsvitiehe definition of control and the guidance set
out subsequently in paragraphs 31 to 36 may dishertassessment of control which should be
carried out more “in substance” as stated in pardg8 of SIC 12: " an SPE shall be consolidated
when the SUBSTANCE of the relationship between rityeand the SPE indicates that the SPE is
controlled by that entity*.

The CNC considers that once decisions have beaitifidd in the operation of the structured entity
that influence returns and that the power to deddhared amongst different stakeholders, putting
emphasis on the criterion of power to direct atiigias in the current project may be interpreted a
a possible reason for not consolidating an entity ia concerned that the current wording might be
used for structuring opportunities. (An exampleadituation in which the decisions related to the
activities which influence the returns on a vehiofanvestment are shared between several banks
and illustrating our comments is enclosed in agpeh ).

- Interpretation of paragraph 33

The CNC considers that paragraph 33 which refeteeaorrelation between power and variability
of returns is drafted in a way that could be intetpd as a presumption according to which the
reporting entity which is more exposed than anyothird party to the variability of returns which
are potentially significant for the structured gnthas the power to direct the activities of the
structured entity and as a consequence controlsetitdy, could be in contradiction with certain
Basis for Conclusion such as BC 56 which states"tha right to receive return is not a sufficient
condition for control"and BC 121 which state thatf"a reporting entity has no means of directing
or managing the activities or assets and liabisitaf an entity, it does not have any ability tieetf

its returns from its involvement with that entitgydawould not control the entity even though it
might be exposed to risks associated with the stred entity”

The CNC is of the opinion that if the idea develbjo® paragraph 33 was interpreted by some as a
presumption then its application could lead to prapriate conclusions for consolidation, in
particular in the case of mutual funds where aiigmt holding is held by a group directed by an
irrevocable management company when the group digmossibility of influencing the decisions
taken by the management company but, more tharotugy investor, is exposed to the variability
of returns from the fund.

Consequently, the CNC considers that the idea is paragraph should not be seen as A
presumption BUT rather as an indicator amongstrstfag assessing control of a structured entity
and recommends that the drafting of paragraph 38Wwsed and clarified.
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- Treatment of silos

Furthermore the CNC considers that ED10 providesffitient clarification of the treatment of
“silos”.

The CNC notes that ED 10 indicates that in thenitgdn of a subsidiary in appendix A, an entity
included in a legal structure is sometimes callégdil@” in national accounting standards without
giving further details, and wonders about the cqueaces and implication of this footnote
included with the definition of subsidiaries.

The CNC notes that SIC 12 made no mention of thesalaation of silos representing
compartments of a legal entity, and that this pbad not been resolved by ED10.

The CNC stresses that as a minimum it appears s@geso give guidance in ED10 on the
definition of a silo and emphasises the fact tiat additional guidance necessary to determine
whether to consolidate the assets of a silo segghraif for the benefit of specific investors will
need to be consistent with the derecognition ptojec

Question 8

Should the IFRS on consolidated financial statemegmude a risks and rewards ‘fall back’ test? If
so, what level of variability of returns shouldthe basis for the test and why? Please state haw yo
would calculate the variability of returns and wjou believe it is appropriate to have an exceptjon
to the principle that consolidation is on the basisontrol.

As indicated in the cover letter the CNC suppottexiobjective to develop one control model that
applies to all entities (structured entities ankeos) ; for this reason the CNC is not in favour of
introducing a risk and rewards fallback test wha power criteria is difficult to assess for
structured entities as such a test would creatsdhee problems as the application of SIC 12 under
the existing IAS 27 / SIC 12 standards.

However the CNC, after reviewing ED10, consideet guch a unique control model has not been
achieved by the Exposure Draft and may even neichevable ; it therefore recommends that the
IASB reconsider the model. The CNC believes thidge¢be done :

- by requiring the reporting entity, to first idemntits “direct rights and obligations” (“direct risk
and rewards”) resulting from its involvement witther entities as currently proposed in ED 9
and ;

- by introducing a risk and rewards notion as partleé variability of returns in the definition of
the control of structured entities.

Question 9
Do the proposed disclosure requirements describegl 23 provide decision-useful information?

Please identify any disclosure requirements thattiionk should be removed from, or added to, [the
draft IFRS.

The CNC is pleased to note that ED10 indicatesrtam objectives of the disclosures required and
considers that these disclosures represent ais@gmifimprovement over the current standard.

The CNC considers that the current project includesdifferent types of disclosures:
- disclosures directly related to the consolidationjgrt and
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- more general disclosures related to the reportimgyé&s business risk which is not really
linked to the consolidation project but to busingsks taken by the reporting entity through
its involvement in non consolidated entities.

Our detailed comments on both sets of requirenreetslescribed thereafter.

Disclosures directly related to the consolidationjgct

The CNC is broadly in agreement with the main dibjes mentioned for the following disclosures
directly related to the Consolidation project:

- disclosures allowing users of financial stateradntassess the judgements that management has
made in assessing the control and the related atioguconsequences (paragraph 48a). We
consider that these disclosures fall in the scopé81.122 which requires that a entity shall
disclose the judgements that management have mabl@ave the most significant effect on the
amounts recognised in the financial statements.

- disclosures allowing users of financial stateraetat assess the nature and financial effect of
restrictions that are a consequence of assetsianitities being held by subsidiaries. (paragraph
48c). We consider that these disclosures addraksiser needs.

- disclosures carried forward from IAS 27 about #ueounting consequences of changes in the
reporting’s entity ownership interest in a subgigidat do not result in a loss of control (parpira
48 e and f).

However, we are not convinced of the decision-usefis of disclosures proposed regarding the
interest that the non—controlling interests havetha group’s activities (paragraph 48b). This
“Parent entity economic “ type of disclosures seémnsontradict the Board’s previous decision to
move to an “economic entity approach” ( pleaserref@aragraph BC 131 and 132).

We consider that this nature of disclosures wilheressarily significantly increase the volume of
consolidated financial statements.

The CNC has also identified inconsistencies andé@ccuracies in the ED as it is currently drafted.

Whereas B30 indicates thafTd meet the disclosures objectives in § 48, a tapprentity_must
disclose the information set out in § B32-B4831 specifies thatit is the reporting entity who
“decides, in the light of its circumstances, how mdeetail it provides to satisfy the requirement of
this draft IFRS”and paragraphB33- B34 indicate that! a reporting entity_shalldisclose...such
information that mighinclude ...”

The CNC considers that it is not clear whether diselosures are intended to be mandatory or
indicative, and recommends that the term “must’duseB30 be removed and substituted with a
less strong word.

Moreover, the CNC thinks that this part of the Hidw@d be redrafted in order to emphasise and
make clear that paragraph B31, which the CNC censids fundamental, covers all of the
disclosures required by the standard.

The CNC points out that paragraphs B33 and B34iregiisclosures to be provided in aggregate to
assist users in evaluating the accounting consegsesf the assessment for entities controlled with
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less than half of the voting rights and for engitieot controlled if the reporting entity is the
dominant shareholder with voting rights.

The CNC considers that supplying the informatioqureed in aggregate is of very little interest to
users and therefore the implementation cost of disgdtosures is disproportionate.

In accordance with the intent in IAS 1, the CNComemends that the disclosures required by
paragraphs B33 and B34 be given individually farsth specific cases when the judgements made
by management have the most significant effect s amounts recognised in the financial
statements rather than in aggregate for all théestvhich fall within the scope of B32 a) b).

Lastly, the CNC feels that paragraph B36, whiajunees disclosures when the date to prepare the
financial statements of the subsidiary differs frthra date to prepare the consolidated financial
statements, has nothing to do under the headimgerest that the non-controlling interests have
the group’s activities’and should be moved to another section of the ED.

Disclosures about unconsolidated structured estitiat the reporting entity does not control, Iput i
which the reporting entity has involvement.

Even if it is not convinced that such disclosuresudd be part of a consolidation standard as they
relate to the risks of the reporting entity ast jdirits involvement in non consolidated structured

entities, the CNC considers that the recent fir@naiisis has shown the utility for the users of

consolidated financial statements of such disockxs on “off-balance sheet items” and business
risks.

However, the CNC considers that paragraph B38 gavesuch too broad definition of structured
entities for which the reporting entity must givdddional disclosures as such definition may
encompass all structured entities with which gq@orting entity has any type of transactions.

Moreover, paragraph B38b refers to contractual ol contractual commitments ; to the extent
that reputational risk has been excluded, it wdadduseful to have examples of non contractual
commitments.

Furthermore, the CNC is extremely concerned abbetwolume and degree of details of the
proposed disclosures and recommends that requiterbemationalised and considerably reduced:

- as already mentioned, clarify that paragraph B3Zcall of the disclosures required by the
standard,

- include the “relevant” notion which is only refedrdo in paragraph B46 in all of the
paragraph on structured entities,

- specify clearly that the list of disclosures regdishould not be understood as an exhaustive
list but rather as an indicator of disclosures tmatld be useful for users to assess the risks to
which reporting entities are exposed due to theiolvement in non consolidated structured
entities.

For the CNC, this approach is justified since sathe disclosures required are already disclosed
according to other standards (IAS 28, IAS 31, IFR$AS 37). This redundancy could impair the
quality of published information. Furthermore, sowfethe disclosures may not be relevant for
certain activities.
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Disclosures required by paragraphs B44 (a), (b) @dB46 (a) and (b) are voluminous, not
necessarily very useful for decision making andlgot obtain if they can be obtained at all.

Paragraph B40 requires certain disclosures inioaldb unconsolidated structured entities that the
reporting entity has set up or sponsored. Thesddwos are not defined in the exposure draft.

Paragraph B42 requires a reporting entity to dselthe information in B41 for the current
reporting period and the preceding two reportingigus. The CNC disagrees with such
requirements which are not explained in the basriscbnclusions and which are considered
irrelevant if no other information is requested tioe third year.

Question 10
Do you think that reporting entities will, or shdulhave available the information to meet the
disclosure requirements? Please identify thosein@gents with which you believe it will be
difficult for reporting entities to comply, or thate likely to impose significant costs on repagtin
entities

The CNC is concerned about the fact that:

- the information required might be difficult to tain from non controlled entities in which the
reporting entity is involved,

- significant changes will have to be made to répgrsystems,

- providing information under local GAAP when themcontrolling entity does not report under
IFRS will be of little interest.

Question 11
Do you think that reputational risk is an approf@ibasis for consolidation? If so, please describe
how it meets the definition of control and how sachasis of consolidation might work in practide.
Do you think that the proposed disclosures in 8 B#Ag sufficient ? If not, how should they be
enhanced?

The CNC's position is that reputational risk is imoitself an appropriate basis for consolidation.

The CNC agrees with the disclosures required bggraph B47 If during the reporting period, the
reporting entity has, without having a constructigbligation to do so, provided support to
structured entities that were not consolidatedhat time of providing support”.

However, The CNC considers that 8B46e iii) whichntiens that*in relation to support that has
been provided by a reporting entity to structureditees during the reporting period, a reporting
entity shall disclose whether there are currenention to provide support or other assistance to
structured entities in obtaining any other typesopport‘ might not be clear enough about whether
the information is required only for the entitywich a support has been provided or for all simila
structured entities.

2 In particular disclosures required by paragrapéd B46a), B46b)
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Question 12

Do you think that the Board should consider thenitéfn of significant influence and the use |of
the equity method with a view to developing prop®sss part of a separate project that might
address the concerns raised relating to IAS 28?

The CNC is aware that the accounting procedureadsociates might require some reconsideration
to address some practical issues identified so Apart from those reconsideration, the CNC
considers that any potential deliberation on theanting for such investments should be part of a
broader project on the definition of a reportingitgnand the objectives of the consolidated
financial statements. Such a project should follbeznormal due process.

The CNC is not convinced by the arguments propdsethe Board in paragraphs 29 to 31 and
strongly believes that there is a clear need taemddthe situations where an investor/reporting
entity has involvement with an entity beyond thatgoassive investor but does not control that
entity (joint control, significant influence, andtentially other involvement).

At this stage of the IASB's deliberations, the Cbilieves that the use of the equity method should
be carried forward for such investments that oimmmade in the perspective to develop the core
business and are fully part of the business mofleh® reporting entity. An investment in an
associate is definitely not similar to an investingm a financial asset as the financial and
operational objectives are fundamentally different.
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APPENDIX II : Example of assessment of control whempower has been shared

In order to assess the control of a structuredyemgaragraph 31 specifies tHdt is necessary to
identify how returns from the entity's activitiese sshared and how decisions, if any, are made
about the activities that affect those returns”.

For example:

A structured investment vehicle was created in orog@urchase long-term investment grade assets
(at low risk as for example AAA and BBB- assetsading to Standard & Poor's) funded through
short-term US commercial paper. The objective ef$hvV is to hold the investments until maturity.

The functioning of the structure is organised betwéhe investors, Bank A and Bank B in the

following manner:

Remuneration / Compensatio

=]

Investors

Purchase US Commercial Papers to finance
Special Purpose Vehicle

fiired financing costs

Bank A

Gives its advice concerning assets selection

YWeriacommission whick
corresponds to the differen
between the yield on the san
assets and the global costs
vehicle commission (exces

global costs

L
e
ne
; -

5S

spread). Represents all the
excess performance of the
vehicle assets compared |to

Commits to lending to the vehicle when the as

are downgraded but still remain investment grade.

The loan facility is guaranteed by the downgra
assets along with the setting up of a silo (with
possibility for Bank A to purchase or sell the asge

The aim of this guaranteed loan is to be able tb
any downgraded asset from the vehicle at any
in order to conserve the quality of the vehicle.

The loan is renewable on an annual
(prudentially advantageous for Bank A).

b

Any non-renewable of the loan by Bank A wol
lead to the liquidation of the vehicle and Bank
would have to compensate Bank B.

s€iged commission

ded
th

ex
lime

ASIS

uld
A

Grants a liquidity line.

The aim of this line is to ensure that the vehisle
refinanced in the event of treasury notes drying u

If the assets are no longer investment graded
line cannot be used any more.

Fixed fees

D

©

the
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Bank B Structures the deal Fixed fees

Makes the decision concerning the purchase of
assets chosen by Bank A with the possibility [for
Bank B to refuse the assets suggested by Bank A

Grants a daily CDS (Credit Default Swap) |dBach daily CDS is paid by
investment grade assets to hedge the overniBhhk B at fair value
migration risk of financial assets from investmémt
non-investment grade

Decides on the drawing of the loan from Bank A| by
the vehicle when the assets are downgraded (While
the assets remain investment graded)

Assessment of control according to paragraphs 30-36

= Purpose and design (832)

The objective of the vehicle is for Bank A to bah&fom returns on long term investment grade
assets by minimising their cost of financing thattkshe emission of US Commercial paper and to
benefit from a most favourable prudential treath{eff balance sheet assets).

* Returns (833)

The variability of the return on the vehicle's dassgoes essentially to Bank A via its variable
commission of advice ("excess spread"). IndeedythB#r commissions are either fixed, or at market
price as it is the case for the CDS. We could awrsthat the CDS absorbs the maximum risk
attached to the vehicle because it hedges theofislowngrading of assets beyond the investment
grade status. However, the compensation granteBattk B in return of the insured risk is
readjusted permanently on a daily basis, on thereagiion of the risk by the market.
Consequently, the deterioration of the quality sdeds affects more the variability of Bank A than
that of Bank B, the more the quality of the asséthie vehicle degrades, the more the remuneration
of CDS paid to Bank B are expensive and less viariate the commissions for Bank A.

= Power to direct the activities (834)

Only Bank B has the power to decide to buy as$efisliows that a formal analysis of the power to
direct the activities criterion could make one dade that it is Bank B which is in the power to
direct the vehicle's activities. In this case, @nnsuch as it is not Bank B which is the most exdose
to the variability of the returns on the vehiclee wmay conclude on the basis of paragraphs 30 - 36
that neither bank has to consolidate the vehicle.

If the notion of control was assessed more in sutost, the power of decision of Bank B would
doubtless be considered less determining. Basjciallg Bank A - via its advisory power which
influences the returns on the vehicle. Of coursankBB can refuse an investment but this
possibility of refusal is more akin to the decisimnan insurer who can decide to refuse to insure
certain risks (notion of eligible claim in an inaace contract credit) as a real power of decision.
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Conclusion:

The CNC considers that the necessity of integrathmg power to direct the activities in the
assessment of control can lead to inappropriateclgsions of consolidation compared to an
analysis of the control in substance (i.e. withgiuing a character determining to the analysishef t
power to direct the activities).

When the way of making decisions in a structurdtyemfluences returns, the risk of total absence
of consolidation necessarily exists from the momiatt the decisions will have been shared
between the various stakeholders.

The CNC is concerned that, in this type of situgtiime direction taken by the Exposure Draft on
the notion of power to direct the activities inegds with the assessment of the control which
should focus more on the substance of each vehli®eiisk being that entities may be structurally
set up with the purpose to by-pass this same iomtexvhich is presented at present as a criterion
necessary for consolidation.
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