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UNITED KINGDOM

Dear Mr Zalm,

Ref: IASCF Constitution Review — Part 2

On behalf of the Conseil National de la Comptabi(itereafter CNC), | would like to thank you for
this other opportunity to comment on the Consitutdd the IASCF, and to put forward some concrete
directions in order to reinforce the accountabitifythe IASB. In this respect, | would like to draw
your attention to the following fundamental issues.

Whilst the IASB’s work plan is indeed made avaitalib the public, the requests for comments
numerous, the hearings frequent and the websiteiggly documented, such dialogue is, in a way,
limited. Neither the way projects are added to wwekplan, nor the way priorities are set clearly
defined. And very often, they don't meet users’axtptions.

Three bodies need to see their role reinforcecchiese this objective. First, the role assigneth®
Trustees needs to go beyond that of the monitaimgocedures to which they are in effect restdcte
the Trustees need to have a direct say in the agsstting, in the definition of priorities with et

to the projects on the agenda, as well as in thieweof the IASB’s work and responses. In order to
maximize the Trustees’ efficiency in this respebg recently reformed SAC will provide its direct
and active support. Regarding the SAC, | wish f®success but consider that it does need to facus
strategic issues and define the fundamental dmestin technical terms. The Trustees actions should
be subject to the control of the Monitoring Boahergafter MB), whose role should be to ensure that
the Trustees carry out their role effectively relyag agenda-setting and prioritisation. Due process
should provide for the Trustees or the MB ensutimat responses are formulated to the counter-
arguments developed by the IASB’s constituents taed ASB should be required to respond to the
SAC's position.

Furthermore, | would like to reiterate that it isnflamental that the membership of the MB be
extended to official organisations that ensure rfaia stability on the one hand and to those
responsible for prudential supervision of reguldtedncial industries, in view of their implicatiand
contribution to the stability and efficient perfaante of the financial markets. | can only regret th
the exclusion of the Worldbank and the IMF from thi8’s membership was decided without
providing any form of explanation, especially sintee IASCF had considered including their
membership in the previous consultation duringsiimamer of 2008 .
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By no means is it our intention to question the lsaindependence. However, a wider implication of
all of the constituents should reinforce the leg#cy of the accounting standards and contributedo
first objective assigned by the Constitution to tASCF which is to promote the standards for the
widest economic area possible.

The articulation of the Trustees’, the SAC'’s, theaRl's and the MB’s respective roles needs to be
simple and understandable. Their prerogatives teée reinforced, with the Board remaining at the
center of the system and the sole body in chargieeafechnical development of accounting standards.

The current proposals clearly do not meet the albgEs mentioned, thus more ambitious changes need
to be put forward.

The detailed answers to the fourteen questiondaskiie consultation document are provided in the
enclosed Appendix. | am of course available to edpan any of the issues raised in this letter if
needed.

Yours sincerely,
Chairman of the Conseil National de la Comptabilité

- al

Jean-Francois LEPETIT



Appendix

1- Objectives of the organisation

1) Does the emphasis on helping “participants ie thorld’s capital markets and other users make
economic decisions”, with consideration of “the sjaé needs of small and medium-sized entities and
emerging economies”, remain appropriate?

Since the objective of accounting is to give anoaot of an entity’s realised financial performance,
the objective of developing a set of internatioaetounting standards is indeed to enable investors
and other users of financial statements to maksides.

However, in our mind, it does not follow that agisnset of accounting standards be developed whilst
attempting to take into account the specific neddwedium-sized entities, for those entities who ru
their business in a territory which has a well-elished, robust accounting framework, with a proven
record, for both individual and consolidated acd¢stin

Finally, the objective being to provide informatitlncapital providers acting on financial markéte
IASB should therefore continue to focus on the carapility of the consolidated financial statements
for those entities who already apply IFRS. It skoalso devote its resources to meet this objective,
taking into account its rather full agenda (finahcirisis, 2011 target date, ...).

2) Should the Constitution make specific referdndbe emphasis on a principle-based approach ?

A system based on principles is more economicalerstandable and robust. Thus it also commends
accounting practices which are more respectful @dnemic reality and avoids an overload of
requirements, which may lead to contradictions araltrations. Achieving the objective of high
quality standards is only possible when all theegypf constituents respect the same set of praxipl
Therefore, referring to generally accepted accognprinciples within the Constitution will most
certainly lead in the right direction.

Achieving this objective however supposes thatr#view of the Conceptual Framework be continued
so that any new standard or amendment to a stacdarlde confronted to the principles defined in the
Conceptual Framework, thus reducing any risk obirststency.

In view of the convergence process in place with@BAP, which are rule-based, a principle-based
approach as well as consistent application ishallnhore necessary and should prevail over antieabus
requirements.

3) During the previous review of the Constitutiamm& commentators recommended that the IASB
should develop financial reporting standards fort-far-profit entities and the public sector. The
Trustees would appreciate views on this point amtbéd whether the IASB should extend its remit
beyond the current focus of the organisation.

In view of its very full agenda and the number sdues that need to be dealt with as a matter of
priority, such an extension of the IASB’s mandatenibt appropriate. The IASB has neither the
resources nor the skills to deal with public seed not for profit entities; nor is it appropridate
increase its resources to achieve such an objective

! Surveys carried out in France on a significant ganof medium-sized entities have evidenced vetie li
appetite from those medium-sized entities to mavimternational standards and only a few minoritgressed
their need to have accounting data that is compmraternationally. Furthermore, the cost/benedtia of such
data for such medium-sized entities would not beodigable since the complexity of IFRS would require
significant implementation efforts and investments.



4) Should the Constitution be amended to allowtHerpossibility of closer collaboration with a wide
range of organisations, whose objectives are coiblgatvith the IASC Foundation’s objectives? If so,
should there be any defined limitations?

The wide implication of all of the constituentfumdamental to reinforce the legitimacy of accouogpti
standards and fulfill the first objective assigridthe Constitution to the IASB which is to promote
the standards over the widest economic area pessibl

Financial stability-related issues are not necdgsdifferent from or antinomic to those related to
financial reporting, as long as the information\pded to a long term investor is taken into account
as opposed to only the information provided to@tsterm investor.

In such a context, the contribution of official angsations ensuring prudential supervision over
regulated financial industries on the one hand famehcial stability on the other hand should be
sought, so that accounting standards and prudeatalation are apprehended in a combined manner,
thus making them more robust and legitimate.

2- Governance of the organisation

5) The Trustees would welcome views on whethelatijuiage of Section 3 should be modified to
reflect more accurately the creation of the MorniitgrBoard [Group] and its proposed role.

Mentioning the MB’s role would prove useful. Pass 18 and following of the Constitution in it$ 1
February 2009 version which are dedicated to theadtBally refer to the role of the Trustees.

As regards the MB, we regret that its role is retd and that, in particular it may not engagein
discussion with the Trustees on general interesteis such as the impact of proposed accounting
standards on the economy. Its membership is tddatdge as, in view of their role, implication and
contribution to the stability of financial marketsfficial organisations in charge of the prudential
supervision of regulated financial industries avéincluded. We also regret that the meetings natl

be held on a regular basis and that the proposed ®tud internal rules lag behind the revised
Constitution. Finally, as opposed to the proposatbe draft internal rules, it would be usefultttize

MB be granted a budget which will enable it to ifuifs role.

3- Trustees

6) The Trustees are appointed according to a lardiled geographical distribution. Is such a fixed
distribution appropriate, or does the current dibtrtion need review ?

Geographical diversity of Trustees is fundamertd@wever, geographical areas where IFRS are the
most widely applied should have sufficient représtion in order to continue to ensure their
constituents’ wide support.

7) Sections 13 and 15 set out the responsibilidfale Trustees. The intention of these provisions
protect the independence of the standard-settirgrgss while ensuring sufficient due process and
consultation; the fundamental operating principlé the organisation. In addition to these
constitutional provisions, the Trustees have tagps to enhance their oversight function over the
IASB and other IASC Foundation activities. The T&es would welcome comments on Sections 13
and 15, and more generally on the effectiveneiseaf oversight activities.

Workplan and timetables should systematically b@esu to public consultation. This would enable to
. better understand users’ needs, provide justificeas to why a given project should be carrietl ou
(is it to solve a loophole in the standard, to ioyer it in view of established practice, to reinfoits
consistency with other standards ?..), define atdpsiorities, pursue those projects for which a
Discussion Paper is necessary, or set realistidlides. Such consultations could be organised by th
SAC who would then set up working groups to assistthis task.



The Trustees should ensure that the results of soicbultations are taken into account. In partigula
they should ensure that answers are formulatetigacounter-arguments developed by the IASB’s
constituents, explaining why such arguments weretaken into account. The MB should then
evaluate the effectiveness of the Trustees’ review.

Also, constituents or the MB should be able to maf@jor general interest-related issues to the
Chairman of the Trustees.

8) The Trustees would welcome comments on the ggegand the future of the organisation’s
financing.

The bases of a reformed financing system have Ipe¢rin place. More time and hindsight are
required to assess how effectively it is performing

4- IASB

9) The Trustees would welcome views on the IASi#ada-setting process and would appreciate it if,
in setting out views, respondents would discusspatgntial impact on the IASB’s independence.

The IASB’s workplan needs to be defined with maemgparency and not simply be the result of the
Board’s own willingness to deal or not with a qu@st In our mind, this does not put the IASB’s
independence into question in terms of developiegsing or interpreting a standard.

As previously mentioned, the Trustees’ role is ently limited to a formal review of the workplan.

10) The Constitution describes the principles aleinents of required due process for the IASB. The
IASB’s procedures are set out in more detail in #W8B Due Process Handbook. If respondents do
not believe the procedures laid out in the Constitu are sufficient, what should be added? If

respondents believe that the procedures requiremtach time, what part of the existing procedures
should be shortened or eliminated? The Trusteesldvalso welcome comments on recent

enhancements in the IASB’s due process (such &snmolementation reviews, feedback statements,
and effect analyses) and on the IASB Due Processlibtk.

In order to reinforce the legitimacy of accountistgndards, consultation principles and due process
need to be reinforced through a much stronger gapiin on the part of the Trustees. A better
management of the timing of consultations is neddeavoid that consultations are simultaneously
carried out on a number of major subjects, and ¢basultations are launched with very little notice
and with very short deadlines which do not enablestituents to carry out an in depth analysis ef th
issues.

The reasons for which observations and major cortsrmaade during the consultation process are not
taken into account should be explained, withouwg #ffecting the IASB’s independence in any way.

There is also a case for the implementation of aityucontrol review of the standards issued by the
IASB, through an independent consultation procele Trustees should carry out such this exercise,
with the support of staff that is independent frivat of the IASB.

11) Should a separate “fast track” procedure be atexl for changes in IFRSs in cases of great
urgency? What elements should be part of a “festkt procedure?

Such a procedure is definitely useful (it has beeae use of for the first phase of the Constitution
review as well as for the revision of IAS 39 in Gmér 2008). It must however be flexible (criteria
enabling its implementation should not paralyse phecess), decided on a case-by-case basis after
either the MB’ or the Trustees’ intervention, inder to ensure that it answers the concerns of a
majority of constituents. Public consultation iswever, mandatory whatever the degree of urgency.



5- SAC

12) Are the current procedures and compositiorteims of numbers and professional backgrounds,
of the Standards Advisory Council (SAC) satisfagcds the SAC able to accomplish its objectives as
defined in Section 38 ?

The reformed SAC has just been implemented andtdagperate for a little while before any
judgment can be made regarding the proceduresaicepas well as its membership. However, a
membership of 45 already appears to be a maximusufth an institution.

The Trustees should ensure that the IASB followsmphe opinions expressed by the SAC regarding
its workplan and its priorities. The MB would thdre entrusted to checking that the Trustees
effectively carry out their oversight role in tisspect.

13) Attached to this discussion document are ¢hmg of reference for the SAC, which describe the
procedures in greater detail. Are there elementhefterms of reference that should be changed?

The SAC'’s agenda should be prepared by a restrocteunittee so that it focuses on a limited number
of strategic issues. Four or five topics at theagtmust be on the agenda for a meeting. Thesestopi
should be introduced by short and simple papeesiigally prepared for the SAC by other people
than the IASB’s staff. The papers should lead i tebate which would enable clear position to be
formulated towards the IASB, who should then beuregl to respond to the SAC’s position.

In advance of the meetings, supplementary educatasions could be organised for those SAC
members who wish to attend, as well as preparatocyments could be written. In the long run, the
SAC should be granted a minimum level of indepehdesources.

6- Other issues

14) Should the Trustees consider any other issgepaat of this stage of their review of the
Constitution?

It would be helpful to reconsider the timing ofeaffive dates. Some developments of or amendments
to standards are applicable a short while aftar theing issued by the IASB and/or by the European
endorsement process, which may result in a ceeael of legal instability and makes the restateimen
of comparative information difficult. The minimurmte span between the date the standard is issued
by the IASB and that of its effective date couldex¢ended and the amendments could be made to
require prospective application.



