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Dear Madam, Dear Sir,

I am writing on behalf of the CNC to comment on IA8B DP "Leases".

The CNC does not support the single accounting hpdeosed in the DP that results in
the lessee recognising, for all lease contractsmtangible asset representing its right to
use the leased asset for the lease term and ktyiddi its obligation to pay rentals.

The CNC considers that, in order to provide deowiseful information to users of
financial statements, the accounting for leaseraotg should reflect the economics of the
contracts namely that:

a. certain lease contracts are "in-substance" purshaishe leased asset that the

lessee should accounted for as purchases of siasitmts (owned assets);

while other lease contracts are acquisitions ajlat to use the leased asset for
which the lessee should recognise an asset repiresén right to use the leased
asset and a liability to pay rentals over the naneellable period;

In this regard, the CNC observes that the IASBatively decided in June 2009
that a lessee may revalue its right-of-use assenhvS 16 or IAS 38 permits to
do so, using the revaluation model in IAS 16 olAB 38 depending on the nature
of the leased asset (property, plant or equipmemtangible asset). This tentative
decision illustrates the limits of the model propd$y the IASB in the DP, as this
model still requires the lessee to refer to theenlythg asset while it is supposed
to have acquired only a right of use.

In addition, as regards the application of the nhpdeposed in the DP to a lease contract
which would be qualified by the CNC as the acqiasibf a right to use the leased asset:
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a. The CNC considers that the renewal, termination/ar¢purchase options of such
contracts should be accounted for separately. thdbe entity has no obligation
under these options; it only has a right to exerthiese options. Please refer to our
answer to question 13;

b. The CNC considers that the obligation to pay rend&ker the non-cancellable
lease term should be discounted using the intesigsimplicit in the lease if this is
practicable to determine; if not, at the lesseetse@mental borrowing rate. Please
refer to our answer to question 6;

c. The CNC considers that the lessee’s incrementabiang rate, when used,
should not be reassessed. Please refer to our attsgueestion 10;

d. The CNC considers that for lease rentals that areantingent on changes in an
index or rate, the obligation to pay rentals ower mon-cancellable period should
include the most likely estimate of the contingeamitals payable. The estimate of
the contingent rentals payable should be reassesdgéor changes in facts and
circumstances that significantly impact the ecorgsnaif the contract. Changes in
the obligation to pay rentals arising from suclssessment should be recognised
as an adjustment to the carrying amount of theHoffuse asset. Please refer to
our answer to question 16;

e. The CNC considers that for lease rentals contingerthanges in an index or rate,
the lessee would initially measure the obligatpay rentals using the index or
rate existing at the inception of the lease. Chamgé¢he amount payable arising
from changes in the indices would be recognisqatafit or loss. Please refer to
our answer to question 16;

f. The CNC considers that residual value guarantemddive measured under the
same approach that the CNC defends for lease sehtlare not contingent on
changes in an index or rate (see paragraph d. alf@ease refer to our answer to
guestion 21;

Furthermore, the CNC questions the due procedsptoject and the publication of a
DP limited to lessee accounting. How is it possibieer such conditions for constituents
to appropriately express their views if the progbsedel does not address both the
accounting by lessees and lessors?

The CNC considers that an incomplete model prev@atseholders from having an
appropriate overview of the project. In additidme CNC is of the view that it limits the
robustness of the overall model, as shown by therdBs tentative decisions at its June
2009 meeting on the accounting for lease contiactessors. The CNC considers that it
is essential that the IASB publish a DP on the ifijgesubject of lessor accounting as soon
as possible.

In this context, the CNC believes that there isretdvant at this point in time to address
questions 25 to 29 of this DP.

Moreover, the CNC stresses that the views expraasghis comment letter might have to
evolve in the light of the IASB’s future decisiowken dealing with lessor accounting.

In addition, the CNC has a number of concerns ath@utASB’s proposed model:



a. The CNC is not convinced that the IASB has appetply analysed if the
proposed model provides users with decision-usefaimation that meets their
needs. Please refer to our general comments inn&lppé;

b. The CNC is not convinced that the proposed modeffective in responding to
opportunities to structure transactions, which heen identified by the IASB as
one of the major criticisms of the existing accaugpimodel. The CNC is
particularly concerned that the proposed model diatithe IASB does not
appropriately address the issue of the distindbetmveen lease contracts and
service contracts, simply replace the existing jpdgy to structure transactions
by using the distinction between finance leaserestg and operating lease by the
possibility to use the distinction between leasetiats and service contracts.
Please refer to our answer to question 1;

c. The CNC considers that the IASB should clearlyifysthat the difference
between a lease contract and an “executory” sepgog&act is as it is not
appropriately addressed in the DP, albeit crucidhe rationale. Executory
contracts create reciprocal obligations betweermp#rges and do not generally
result in the initial recognition of assets andiliies. The CNC believes that if
this distinction is not clearly established, thed®igoroposed in the DP may result
in an extension to other services contracts by @fayntamination, extension to
which the CNC is opposed. Please refer to our answguestion 1;

d. The CNC is not convinced that the IASB has appaiply considered the costs
/benefits ratio of this project and taken full m&@sof its impacts for preparers,
particularly in terms of information systems oreirital controls. The CNC
requests the IASB to implement a robust testinthe$e costs for preparers in the
light of its expected benefits and to considerartipular the continuous
reassessments of the liability required by the psed model as a result of the
continuous reassessment of the discount rate, ¢is¢ likely term of the contract,
the probability weighted approach for contingemtaés and the residual value
guarantees. The CNC questions most particularlyrihéel proposed when
accounting for certain very short term lease catdrePlease refer to our answer to
question 2;

Our detailed answers to the Discussion Paper’stigmssare set out in the Appendix 1 to
this letter.

We hope you will find these comments useful andladitwe pleased to provide any further
information you might require.

Yours sincerely,

Jean-Francois Lepetit



Appendix 1
General comment on the value of information providd to users by this model (GC1)

1. The CNC observes that users’ needs have not beesutfhly discussed in the DP and
that the comments made in this regard in DP 1.1 argparticularly brief.

2. The CNC is not convinced that the IASB has appsatply analysed users’ needs.

3. The CNC understands that all users do not necgseagd the same information.
Nevertheless, the CNC understands that adjustmeadg by users are in most cases
an attempt to capture the unrecognised “core” agsetising information provided in
the notes and that this information consists ofhpayts for the non-cancellable term
and that such payments are not discounted. Howtheemodel in the DP proposes to
recognise the present value of the obligation torpatals for all lease contracts,
including the rentals of optional periods.

4. The CNC urges the IASB to thoroughly discuss thieang topics with users:

a. Do users expect the liabilities for all lease cacis to be recognised in the
statement of financial position? Or only the liéhgk for certain contracts, for
example, “core” assets leases? Should the liabéjpyesent rentals for the
minimum lease term or include rentals for optigpetiods too? Should the
liability be undiscounted or discounted? Are usesdly interested in a
“liability” approach or would they prefer a “whoésset” approach?

b. What is the level of reliability expected by usksn this information? The
CNC observes that the model proposed in the DRases volatility in the
statement of financial position and in the incoraesnent. Is this really what
users want?

5. The reconsideration of users’ needs is essenttause it is the only way to validate
that the DP meets these needs. It would ensur@isieas do not require additional
information, albeit in a different form for examglgough non financial information
or ratios. In this case, the CNC believes thatwiaald question the relevance of the
information provided by the proposed model.

Chapter 2: Scope of lease accounting standard

Question 1

The boards tentatively decided to base the scoffeegiroposed new lease accounting standard
on the scope of the existing lease accounting atasdDo you agree with this proposed
approach? If you disagree with the proposed apprqaease describe how you would define
the scope of the proposed new standard.
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General comment

6. The CNC agrees with the IASB’s proposal to basestiope of the proposed new lease
accounting project on the scope of the existingSF€ase accounting standards.

7. However, the CNC considers that the IASB should@skla certain number of issues
relating to this existing scope before the pubiaabf the future ED "Leases",
namely:

a. The CNC considers that the IASB should justify difference between a lease
contract and a service contract. Indeed, the CNiévss that the provisions of
the DP “Leases” would affect the recognition ancasugement of other
contracts currently considered as executory flA%B does not clearly set out
the "boundaries” between these different contrddie. CNC is opposed to
such an extension (please refer to our detailedemis Q1.1 below);

b. The CNC considers that it is essential that theBA8dresses the issues
arising from the application of IFRIC 4. The CNdibees that, if these
clarifications are not provided, the DP would résulreplacing the existing
issue of the distinction between a finance leaskaanoperating lease by that
of the distinction between a service contract atehae contract (please refer
to our detailed answer in Q1.2 below);

c. The CNC considers that the IASB should provide thalaal guidance on how
to distinguish payments for services from paymémtshe right to use an
asset. The CNC agrees with the arguments set aelhASB in DP 2.6 (d);

d. The CNC believes that the IASB should reconsideretkisting scope
exclusions of IAS 17, justify them and more pafcly clarify the accounting
treatment for contracts on intangible assets (pleafer to our detailed answer
in Q1.3 below);

8. In addition, the CNC is opposed to any changedcaethisting scope of IAS 17 that
may result from an IASB’s unilateral decision tanigrlAS 17 into alignment with
SFAS 13 (please refer to our detailed answer il @&low).

Q1.1. The CNC considers that the IASB should clearljustify what the difference
between a lease contract and an “executory” servigontract is

9. The CNC considers that the DP does not adequaddigsas what the fundamental
differences between a service contract and a leaseact are.

10.Indeed, the fundamental question that must be ames\Ws: what distinguishes a lease
contract from a service contract? Why does thetfadtthe lessee controls the right to
use the asset differentiate a lease contract froexacutory contract such as an
employment fixed-term contract, an audit engageneamtain supply contracts or
stand-by credit facilities?
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11.The DP does not answer this question. The CNC wveséhat the IASB has discussed
in the Appendix C6 of the DP, the possibility of@tecutory contract approach under
which all lease contracts would have been accouoteas executory contracts. The
argument put forward by proponents of this appraac¢hat the right to use the asset
by the lessee is conditional on making payment&utite lease and that similarly, the
lessee’s obligation to make payments is assumbd tmnditional on the lessor
permitting the lessee to use the asset througheuetse term.

12.This executory contract approach was rejected &yAlSB because "it fails to
recognize the assets and liabilities of the leseaaiely because of the value of the
information it provides. The CNC notes that no @ptaal justification has been put
forward by the Board.

13.The CNC believes that the IASB should clearly dighlihe conceptual reasons
justifying why lease contracts are not executonytiacts.

14.The CNC is concerned that this project may havatanded consequences on other
executory service contracts and may call into goresheir existing accounting
treatment if this distinction is not clearly esiabkd.

Q1.2 — Need for clarification of application of IFRC 4

15.The CNC notes that the IASB intends to clarify phevisions of IFRIC 4 as stated in
DP 2.20 (b).

16.The CNC believes that these clarifications are s&agy. Indeed, contrary to DP 2.10
(b), the CNC is concerned by the difficulties stiticountered by constituents in
applying IFRIC 4, particularly regarding the specdsset notion. For example:

a. What does the concept of fungible assets meamésetcontracts?

b. How to distinguish a right to capacity (service tant?) from a right to use an
asset?

c. Isthe use of a portion of an asset a lease cdriracservice contract?

17.Furthermore, the CNC notes that the distinctionvben a service contract and a lease
contract will be all the more essential, as thepgbdposes to recognize an asset and a
liability for all leases. The CNC considers thastwill result in a greater pressure on
the scope of IAS 17 (and therefore of IFRIC 4).

18.The CNC considers that if the IASB does not addii@issneed for clarification, the
DP would probably result in replacing the existdifjiculty to distinguish between a
finance lease and an operating lease by anotHerutlly, eg to distinguish between a
service contract and a lease contract.
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19.1n addition, as set out in DP 1.12, the CNC und@ics that an important objective of
this project is to put an end to the opportunitestructure. In this regard, the CNC is
not convinced that this topic is as crucial asfpaward by the IASB in the DP.
Indeed, the CNC believes that structuring usualstes to very specific transactions
that are likely to represent a small number of @mts. This topic should thus be
reassessed in the light of the volume of the ol/lrasing activity.

20.However, it should not be excluded, if the prineiplere to recognize assets and
liabilities for all leases, that entities that wemetivated to structure operations would
continue. Clarifying the distinction between seevéontracts / lease contracts, would
have the merit of limiting the possibilities of oggng to such practices.

Q1.3 - Reconsideration of the existing IAS 17 scomxclusions for the leases for
certain intangible rights and to explore for or usenatural resources

21.The CNC understands that the IASB intends to radenshe existing IAS 17 scope
exclusions. DP 2.13 illustrates it by giving themple of leases to explore for or use
natural resources.

22.The CNC recommends that the IASB should not litsitéview of the existing scope
to leases related to natural resources and shtadadcansider leases of intangible
assets.

23.The CNC notes that certain leases of intangibletasse specifically excluded from
the scope of IAS 17 but that the conceptual basighis exclusion is not discussed. In
addition, as confirmed by paragraph B7 of the DI, ¢xclusion does not apply to all
leases of intangible assets.

24.This situation is confusing and raises a certamier of practical issues resulting in
inconsistent accounting treatments. In practicatragts on intangible assets are,
depending on their nature, accounted for in aceweavith IAS 38 (for example,
when these contracts are specifically excluded fldg117), in accordance with IAS
17 or as a service contract (when these contraetsa specifically excluded from
IAS 17 and provide the lessee with a non-excluslat to use the underlying
intangible asset).

25.The CNC recommends that the IASB reconsiders thsores for these exclusions,
establish their rationale and clarify the accoumtirratment of contracts on intangible
assets (by nature of underlying intangible assktshg the next step of this project.

26.The CNC is also convinced that this analysis wdbaesult in a constructive
assessment of two topics at the heart of this proje

a. the distinction between control of an intangiblsedsand control of a right to
use this intangible asset (e.g. IAS 38 vs. FutlDe'[Eeases”)

b. and the distinction between a service contractaaledise contract.
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Q1.4 - Reconciliation of the scope of IAS 17/SFASS1

27.The CNC understands that the IASB is planning tomeile the scope of the standards
applicable to leases in IFRSs and US GAAP.

28.Paragraph 2.3 of the DP states that this approacidwesult in all contracts that are
accounted for at present as lease contracts becoyiated for as leases under the
proposed new standard.

29.Therefore, the CNC expects such reconciliation @sedo be limited to an analysis of
the differences between IAS 17 and SFAS 13. The @ii€es with such a
reconciliation. On the other hand, the CNC woulgage a process resulting in
arbitrary changes in the scope of IAS 17 in ordduring it in line with SFAS 13.
Should such changes be made in the absence oflamfiemtal reconsideration and
discussion with constituents of the issues in i@hatvith the scope of the existing
IFRSs on leases?

Question 2

Should the proposed new standard exclude non-sset keases or short-term leases? Please
explain why. Please explain how you would definesthleases to be excluded from the scope
of the proposed new standard.

30.The CNC does not agree, on a conceptual basisagtope exclusion of certain
leases based on the criteria of non-core assetdeashort term leases.

31.The CNC considers that such exclusions pose twiolgmos:

a. The first is conceptual: the CNC observes it wdgddifficult to develop a
principle that would justify the exclusions envisdg

b. The second is practical: such a principle, wete lie developed, would require
additional criteria to be defined to ensure itssist@ent application, criteria that
would in our opinion be arbitrary

32.However, the CNC is not convinced that the IASB &yagropriately considered the
cost / benefits ratio for the preparers of therimfation provided to users for non-
renewable very short-term contracts (contracts astlexpected term of a few months
and that are not renewed in practice through srmoatracts).

33.The CNC recommends that the IASB examine how tipicgtion of the overall
principle of materiality applies to such contradtsing the next phase of this project.
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Chapter 3: Approach to lessee accounting

Question 3
Do you agree with the boards' analysis of the sigimd obligations, and assets and liabilities.
arising in a simple lease contract? If you disagpésase explain why.

34.The CNC does not agree with the IASB’s analysisgifts and obligations, and assets
and liabilities arising in a “simple” lease contragy. that the lessee purchases the
right to use the leased asset for a certain period.

35.The CNC considers that, in order to provide deaigiseful information to users of
financial statements, the accounting for leaseracot# should reflect the economics of
these contracts namely that:

a. certain lease contracts are "in-substance" purshafsthe leased asset that
should be recognized as would the purchase of ¢esil@ased asset be
recognized by the lessee with a correspondingastdyearing financial
liability, in compliance with existing IFRSs;

b. while other lease contracts are acquisitions aflat to use the leased asset. In
such cases, the lessee should recognise an inkeagiet representing its right
to use the leased item with a corresponding intdrearing liability to pay
rentals over the non-cancellable lease term, ptedemthin trade payables
(refer to our detailed answers to question 5 alldviing).

36.The CNC believes that this distinction is cruciatieed, from an operational point of
view, a lessee who enters a lease with the intemtidinance the acquisition of an
asset is not in the same situation as a lessedasdecided to acquire a temporary
right to use an asset, thus responding to its faeftexibility. However, the proposed
model does not allow for this distinction. As aulgsinformation provided to users
would be similar in these two completely differsittiations.

37.The CNC considers that the IASB should develoggatfor distinguishing between
these two categories of lease contracts, so tedtuthre lease accounting model
would provide decision-useful information reflegiithe economics of contracts in all
cases.

38.In this regard, the CNC observes that the IASBdagsgtin June 2009 that a lessee may
revalue its right-of-use asset when IAS 16 or IA838rmits so, using the revaluation
model in IAS 16 or in IAS 38 depending on the natoin the leased asset (property,
plant or equipment or intangible asset). This deniglustrates the limits of the
IASB’s proposed model, as this model still needsefer to the underlying asset while
the lessee is supposed to have acquired only taiglse.
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39.Furthermore, the CNC also notes that at this stéagjee discussion on lessor
accounting, the rationale used is quite differaastit is considered that the lessor
providesa service to the lessee over the lease term. The CNC questie
consistency of these decisions and encourage#8i o develop as quickly as
possible a comprehensive and coherent model oliatiog for lease contracts for
both lessees and lessors. See for more detaiesponse to question 25.

Question 4

The boards tentatively decided to adopt an apprtatdssee accounting that would require “he
lessee to recognize:

(a) an asset representing its right to use thetedsm for the lease term (the right-of-use asset)
(b) a liability for its obligation to pay rentals.

Appendix C describes some possible accounting apgpes that were rejected by the boards:.
Do you support the proposed approach? If you su@poalternative approach, please descr be
the approach and explain why you support it.

40.As mentioned in question 3, the CNC does not agrtethe proposed approach, and
is in favour of a principle of recognition thatiiased on a distinction between leases
that correspond to in-substance purchases of amsgtigeases that correspond to the
acquisition of a right of use.

41.Regarding the other approaches that have beendevediby the IASB and not
retained, the CNC has the following comments:

a. The whole asset approach: the CNC notes that seers argue that this
approach increases comparability, for example wdoenputing ROCE, as
entities that purchase assets and those who leaserecognise the same
assets. In addition, the CNC notes that in cedativities, when an entity does
not have the same business model as the othdesntdr example, by leasing
its strategic business assets whereas the othgegpurchase them, users
restate the financial statements of the formerssim aecognise the economic
value of the so-considered “missing” assets. Howegdiscussed before, the
CNC is not convinced that a whole asset model s@piate and provides
decision-useful information on the economic naforeall lease contracts, as all
leases do not correspond to in-substance purcbédes leased assets;

b. The executory contract approach: the CNC is nfdvour of an approach that
would treat all lease contracts as executory, rgraots that, according to
existing practice, would not result in the accoogtior an asset and a liability
for the unperformed part of the contract (ie far temaining term of lease);
however, as discussed in question 1, the CNC cerssttiat the IASB should
clearly expose the criteria establishing the di$iom between service contracts
(executory) and leases.
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c. The approach adopted in IAS 17: the CNC agreestWw&hHASB that the
existing model results in not recognising liabé&ifor contracts presently
classified as operating leases, whereas the aftégtively incurs a liability
(for the purchase of the asset or the purchadeeafight to use, depending on
the nature of the lease).

Question 5

The boards tentatively decided not to adopt a carapts approach to lease contracts. Insteid,
the board tentatively decided to adopt an appredeireby the lessee recognizes:

(a) a single right-of-use asset that includes sigitiquired under options

(b) a single obligation to pay rentals that inclsid®ligations arising under contingent rental
arrangements and residual value guarantees.

Do you support this proposed approach? If not, why?

42.Preliminary comment : Our responses to questions 5 to 23 relate to contracts that are
acquisitions of the right to use the leased asset. With regard to leases that arein-
substance purchases of the leased item, the CNC considers that these contracts should
be accounted for under the existing provisions of IFRSs applicable to the acquisition
of the leased asset (refer to our response to question 2).

43.For leases that are acquisitions of the right tothe leased asset, the CNC does not
support the so-called “a single asset and a sliajdéity” approach that consists in
recognising an asset and a liability including plagments for rentals for optional
periods and / or the exercise price for the actiorsof the asset where the exercise of
these options is "most likely".

44 .For these contracts, the CNC is in favour of a rhodehich:

1. the obligation to pay rentals is limited to rentfalisthe non-cancellable lease
period and the renewal, purchase or cancellatidiommgpare accounted for
separately. For further details, please refer toresponse to question 13;

2. the initial and subsequent obligation to pay rentatludes contingent rentals,
except in the case of contingent rentals basedondex or rate. The latter
are included only in initial measurement of theigdition on the basis of the
index or rate existing at the commencement of treract. For further
details, please refer to our response to queston 1

3. the initial and subsequent obligations to pay Henteclude the residual value
guarantees determined on a "most likely” basis.féndher detail, please refer
to our response to question 21.
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Chapter 4: Initial measurement

Question 6
Do you agree with the boards' decision attemptéasure the lessee's obligation to pay rentals

at the present value of the lease payments disedwsing the lessee's incremental borrowing
rate?

If you disagree, please explain why and descrilve yamu would initially measure the lessee's
obligation to pay rentals.

Our response to this question relates to a lease contract that corresponds to the
acquisition of theright to use the leased asset. For further detail, please refer to our
preliminary comment to question 5.

45.The CNC agrees with the IASB’s proposal to meatwebligation to pay rentals at
the present value of these payments.

46.However, the CNC does not support the IASB’s praptsdiscount the obligation to
pay rentals using the lessee’s incremental borrgwarte.

47.The CNC believes that the discount rate used twdi® these payments should
reflect the economy of the transaction e.qg. theiastiipn of a right to use an asset
over a period of time and the fact that a secusifyrovided throughout the leased
item. The interest rate implicit in the lease detdameets this requirement.

48.Therefore, the CNC recommends the existing pronssf IAS 17 for finance leases
to be applied, namely the use of the lease’s imiptiterest rate to discount the
obligation when this is practicable to determind @mot, the use of the lessee’s
incremental borrowing rate.

Question 7
Do you agree with the boards’ tentative decisiomtitally measure the lessee’s right-of-us::
asset at cost?

If you disagree, please explain why and descrilve ymu would initially measure the lessee’s
right-of-use asset.

Our response to this question relates to a lease contract that corresponds to the
acquisition of the right to use the leased asset. For further detail, please refer to our
preliminary comment to question 5.

49.The CNC agrees with that proposal which approgdsiatdlects the link between the
right to use the leased asset and the liabiliguich contracts and the principle to
measure initially an asset at the fair value ofdbmesideration paid, in this case, the
obligation to pay rentals.
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Chapter 5: Subsequent measurement

Question 8

The boards tentatively decided to adopt an amakrtisst-based approach to subsequent
measurement of both the obligation to pay rentadsthe right-of-use asset.

Do you agree with this proposed approach?

If you disagree with the boards’ proposed approplgase describe the approach to
subsequent measurement you would favour and why.

Our response to this question relates to a lease contract that corresponds to the
acquisition of the right to use the leased asset. For further detail, please refer to our
preliminary comment to question 5.

Q8 .1 — Subsequent measurement of the obligation pay rentals on an amortised-cost
based approach

50.The CNC agrees with the IASB’s proposal to adopamuortised-cost based approach
as defined in paragraph 51af the DP, to subsequently measure the obligatiqray
rentals.

51.However, this does not mean that the CNC agre¢shbabligation to pay rentals
should follow all the IFRSs provisions applicalddinancial liabilities measured on
such a basis.

52.Indeed, the CNC believes that the liability is specwith regard to its link with the
corresponding asset and the nature itself of théract and that this should be taken
into consideration when determining the provisiapplicable to this liability. For
further details, refer to our responses to quedidhair value option) and question 10
(reassessment of the discount rate).

Q8.2 — Subsequent measurement of the right-of-useset

53.The CNC agrees with the IASB’s proposal to adopamortised-cost based approach
for the right-of-use asset. The CNC considersshah an approach adequately
reflects the economics of the transaction, i.e attguisition of a right (an intangible
asset) by the lessee.

54.The CNC observes that the term "economic life"seduin paragraph 5.40 of the DP in
relation to the period of amortisation of the rigiftuse asset whereas IAS 17 refers,
for finance leases, to the provisions of IAS 16A8 38, which both use the term
"useful life". The CNC recommends that the IASBrif§ethe practical impacts of this
change in terminology.

! DP 5.17 states « under this approach, the lessallaccrue interest on the outstanding obligaiopay
rentals »
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Question 9
Should a new lease accounting standard permisadd® elect to measure its obligation to pay
rentals at fair value? Please explain your reasons.

Our response to this question relates to a lease contract that corresponds to the acquisition of
theright to use the leased asset. For further detail, please refer to our preliminary comment
to question 5.

55.The CNC does not support a fair value option ferdabligation to pay rentals. In
addition, the CNC has not identified clearly wheat idvantages of such an option
would be. The CNC recommends that the IASB clati/reasons for this proposal.

Question 10

Should the lessee be required to revise its olbigad pay rentals to reflect changes in its
incremental borrowing rate? Please explain yousaes.

If the boards decide to require the obligationdg pentals to be revised for changes in the
incremental borrowing rate, should revision be maideach reporting date or only when there
is a change in the estimated cash flows? Pleadaiexur reasons.

Our response to this question relates to a lease contract that corresponds to the
acquisition of theright to use the leased asset. For further detail, please refer to our
preliminary comment to question 5.

56.As discussed in question 6, the CNC favours theotifiee lease’s implicit interest rate
for discounting the obligation when this is praabte to determine and if not, the use
of the lessee’s incremental borrowing rate.

57.Where the lessee’s incremental borrowing rate ésluthe CNC does not favour a
systematic reassessment as proposed in the DRCNGeshares the views of the
FASB on this topic.

58.Indeed, the CNC observes that such a reassessnmesttgonsistent with the
provisions applicable when an entity borrows fuatla variable interest rate to
purchase an asset. In this situation, the inteagstof the financial liability is not
reassessed in case of change. The CNC also natesutth a reassessment is costly
and will impose considerable burdens on preparers.

59.1n addition, more generally, the CNC is opposethking into account the credit risk
in the subsequent measurement of financial liadxslit
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Question 11

In developing their preliminary views the boardsided to specify the required accounting for
the obligation to pay rentals. An alternative aggtowould have been for the boards to require
lessees to account for the obligation to pay rentaaccordance with existing guidance for
financial liabilities.

Do you agree with the proposed approach takendpdlards?

If you disagree, please explain why.

Our response to this question relates to a lease contract that corresponds to the
acquisition of the right to use the leased asset. For further detail, please refer to our
preliminary comment to question 5.

60.The CNC agrees with the IASB’s proposals to speti§/required accounting for the
obligation to pay rentals in the future standasat thould deal with the recognition
and measurement of lease contracts.

61.The CNC considers that this approach is appropirmategard to the link that exists in
a lease contract between the obligation to payaleand the right-of-use asset and
that result in specific features for this liability

Question 12

Some board members think that for some leasescitrease in value of the right-of-use asset
should be described as rental expense rather thartiaation or depreciation in the income
statement.

Would you support this approach? If so, for whiehdes? Please explain your reasons.

Our response to this question relates to a lease contract that corresponds to the
acquisition of theright to use the leased asset. For further detail, please refer to our
preliminary comment to question 5.

62.The CNC does not support to describe the decreasdue of the right-of-use asset as
rental expense rather than amortisation or degrenian the income statement.

63.The CNC considers that recognising a rental expenge income statement would
not adequately reflect the fact that the lesseelfased a right-of-use asset,
subsequently measured on an amortised-based qostap.
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Chapter 6: Leases with options

Question 13

The boards tentatively decided that the lesseeldmecognise an obligation to pay rentals fcr a
specified lease term, ie in a ¥B8ar lease with an option to extend for five yetrs,lessee mu
decide whether its liability is an obligation toypEO or 15 years of rentals. The boards
tentatively decided that the lease term shouldhbentost likely lease term. Do you support the
proposed approach?

If you disagree with the proposed approach, pleaseribe what alternative approach you
would support and why.

Our response to this question relates to a lease contract that corresponds to the
acquisition of the right to use the leased asset. For further detail, please refer to our
preliminary comment to question 5.

64.The CNC considers that the lessee should recogniséligation to pay rentals for the
minimal rental term/non cancellable lease term.ée, cancellation and /or
purchase options should be accounted for separately

65.Renewal and purchase options should give riseddiadal assets and liability when
exercised, reflecting the fair value of the adaiibrights and obligations conveyed to
the lessee.

66.When accounting for options conveyed to the legbeeexercise of the renewal or
purchase options should generally not be anticipatiee fair value of the options
themselves acquired at the beginning of the lezrse Will be reflected in the MLP
required by the lease.

67.1f the value of a renewal or purchase option cambasured at the inception of the
contract, the option should be accounted for séplgritom the right-of-use asset. A
portion of the present value of the rental paymersld be deemed to relate to the
purchase of the option. The difference betweerpthsent value of the rental
payments and the value of the option would be deameelate to the right-of-use
asset. The carrying amount of the option is nossgbently reassessed nor amortised.
The carrying amount of the option is subject toamment testing during the period
up to the exercise date and, if the option is aged; the carrying amount at the
exercise date would be added to the right-of-usetder the optional period (renewal
option) or to the value of the asset (purchaseoaptind would be amortised as
appropriate.

68.If the value of the option cannot be measuredeairtbeption of the contract, the
option would not be accounted for separately. Tiesgnt value of the future rentals
payments would be deemed to relate to the rightsefasset.
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Additional comments

69. Under the “a single asset and liability” approacbpgosed in DP, the lessee recognizes a
liability for the rentals payable in the option&rpds and /or for the exercise price when
the exercise of these options is most likely. TINOCQonsiders that this approach is
conceptually flawed and does not meet the IFRSsinements for the accounting of an
option on a non-financial item.

70.Indeed, the lessee has no contractual obligatitmnegard to an option to extend or
terminate a lease or to purchase the lease itetihthalessee decides to exercise such
an option. As a consequence, the lessee’s obligatipay rental during an optional
period or to acquire the leased asset under aarogtes not meet the definition of a
liability until the lessee exercises the optioneTption conveys a right to the lessee
and not an obligation. The lessee should measig@ption at its value, i.e. the
consideration that the lessee paid for this opdioth not through the amount of rentals
that would be incurred when the option is exercidér CNC also notes that options
do not systematically have a value as for examplenanthe option gives the lessee the
right to renew the contract at market conditions.

71.The CNC does not deny that the value of these ptisay be complex to determine.
However, the CNC considers that there is no re#isainjustifies the rejection of an
appropriate accounting treatment because of ittty while favouring an
accounting treatment that is conceptually flawed.

72.The CNC contemplates a possibility to reconcilegigarate accounting for options
and a pragmatic approach which consists in deteéngnihe value of these options by
comparing the amount of rentals for a contractudirig options with the amount of
rentals for a contract without such options.

73.In addition, the CNC questions the value of theiinfation provided by the “a single
asset and liability” approach.

74.This approach does not reflect:

a. The flexibility resulting from lease contracts winewal or cancellation
options. As discussed previously, the lessee doekave any obligation as a
result of the option but an asset, the right teveor to cancel the initial
contract, that it may choose to exercise or not;

b. The fact that the options also reflect how theipaito the contract have
decided to share the economic risks of this cohtrac
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75.The CNC questions also the relevance and decisefulness of a model that
provides users with the same information for (it assumption that the exercise of
the option is “most likely”) :

a. A three-year lease with a two-year renewal option;
b. A seven-year lease with a cancellation option diteryears;
c. A non-cancellable five-year lease.

76.The CNC observes that DP 6.23 states that “thedBoated that additional
disclosures may be required to enable users terdiffiate between leases that include
options and leases that do not", which tends tistilate that the proposed model is not
sufficient to provide users with relevant infornaattiin the statement of financial
position.

77.The CNC believes that disclosures are not sufftaien adequate to address this issue
and that the IASB should reconsider the approacthBomeasurement of the lease
obligation.

Question 14

The boards tentatively decided to require reassasisaf the lease term at each reporting date
on the basis of any new facts or circumstancesn@dsin the obligation to pay rentals arisirg
from a reassessment of the lease term should bgnised as an adjustment to the carrying
amount of the right-of-use asset.

Do you support the proposed approach?

If you disagree with the proposed approach, pldaseribe what alternative approach you
would support and why.

Would requiring reassessment of the lease termigaysers of financial statements with more
relevant information? Please explain why.

Our response to this question relates to a lease contract that corresponds to the
acquisition of theright to use the leased asset. For further detail, please refer to our
preliminary comment to question 5.

78.The CNC considers that the obligation to pay remabuld only be accounted for the
non-cancellable period. The renewal, cancellatimwh/eor purchase options should be
accounted for separately. For further detail, peasger to our answer to question 13.
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Question 15

The boards tentatively concluded that purchaseongthould be accounted for in the same
way as options to extend or terminate the leaseyddicagree with the proposed approach?
If you disagree with the proposed approach, pleaseribe what alternative approach you
would support and why.

Our response to this question relates to a lease contract that corresponds to the
acquisition of theright to use the leased asset. For further detail, please refer to our
preliminary comment to question 5.

79.The CNC agrees with the argument set out in DP th&bpurchase options can be
viewed as the ultimate renewal option.

80.Thus, with regard to the approach defended by th€ ,Ghe CNC considers that
purchase options should be accounted for separatdlye same manner as renewal or
cancellation options. For further detail, pleaderm® our answer to question 13.

Chapter 7: Contingent rentals and residual value garantees

Question 16

The boards propose that the lessee’s obligatigayarentals should include amounts payable
under contingent rental arrangements. Do you suippeproposed approach?

If you disagree with the proposed approach, whatrative approach would you recommen
and why?

Our response to this question relates to a lease contract that corresponds to the
acquisition of theright to use the leased asset. For further detail, please refer to our
preliminary comment to question 5.

Contingent rentals that are not based on a rate andex
81.The CNC considers that:

a. Initial and subsequent measurement of the lessgbdigation to pay rentals
should include amounts payable under contingertdranrangements;

b. Changes in the lessee’s obligation to pay rent&ésg from reassessments
should be recognised as an adjustment to the ngraynount of the right-of-
use asset.

82.The CNC agrees with the IASB that the lessee hasaanditional obligation to pay
the additional rentals when the future event reggithe payment occurs (for example
when a certain level of sales is exceeded). Tinesleissee has effectively incurred a
liability for an amount that is uncertain and shibbé estimated. The issue is a
measurement issue, not a recognition issue.

16/21



83.The CNC also agrees with the IASB that a chandkarestimate of contingent rentals
should be viewed as a change to the originallyregd cost of the right-of-use asset
and thus, should be accounted for under an appaglar to that adopted in IFRIC
1.

84.However, contrary to the IASB, the CNC consideet the lessee should measure
initial and subsequent contingent rentals on tteéshaf the most likely contingent
rental payments and not on the basis of a prolyaieighted estimate of the rentals
payable. The CNC also notes that this view is atest with the FASB’ decision on
this topic. In addition, as already stated in @sponse to question 8 with respect to
“ED of proposed amendment to IAS 37”dated Octoler2®05, the CNC favours a
“probable outcome” approach for the measuremesingfle liabilities. In addition, the
CNC has not seen more arguments or evidence iD#jshan there were in the ED
“IAS 37" that a probability-weighted approach prdes a better information for the
measurement of a single liability than a most ikegbproach.

85.1In regard to the reassessment of the estimatesafdhtingent rentals, the CNC
considers that it should be required only whenctienges in facts and circumstances
are such that the economics of the contracts gréfisantly modified. The CNC
believes that this approach would both provide slentuseful information, e.g.
information only in the event of significant chasgend limit the burden on preparers
resulting from systematic reassessment at eachtiegpdate.

Contingent rentals that are based on a rate or inde

86.The CNC considers that if lease rentals are coatihgn changes in an index or rate,
the lessee should initially measure the obligatepay rentals using the index or rate
existing at the inception of the lease. Changesrnounts payable arising from
changes in the indices would be recognised in fpoofioss. Indeed, the CNC believes
that the subsequent changes in the index repraseadditional cost for the entity that
do not indicate any corresponding increase in #ieevof the originally assessed cost
of the right-of-use asset.

Question 17

The IASB tentatively decided that the measureméttielessee’s obligation to pay rentals
should include a probability-weighted estimate afitngent rentals payable. The FASB
tentatively decided that a lessee should measuntngent rentals on the basis of the most
likely rental payment. A lessee would determinertteest likely amount by considering the
range of possible outcomes. However, this measatgdanot necessarily equal the probability-
weighted sum of the possible outcomes.

Which of these approaches to measuring the lesebbmtion to pay rentals do you support?
Please explain your reasons.

87.Please refer to our answer to question 16.
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Question 18

The FASB tentatively decided that if lease rensaéscontingent on changes in an index or rate,
such as the consumer price index or the primedsteate, the lessee should measure the
obligation to pay rentals using the index or ratisteng at the inception of the lease. Do you
support the proposed approach? Please explainrgasons.

88. Please refer to our answer to question 16.

Question 19

The boards tentatively decided to require remeaseint of the lessee’s obligation to pay
rentals for changes in estimated contingent rgrgginents. Do you support the proposed
approach? If not, please explain why.

89.Please refer to our answer to question 16.

Question 20

The boards discussed two possible approachesdgmising all changes in the lessee’s
obligation to pay rentals arising from changesstineated contingent rental payments:

(a) recognise any change in the liability in profitloss

(b) recognise any change in the liability as amstthent to the carrying amount of the right-
of-use asset.

Which of these two approaches do you support? ekegslain your reasons. If you support
neither approach, please describe any alterngppeach you would prefer and why.

90.Please refer to our answer to question 16.

Question 21

The boards tentatively decided that the recogngioth measurement requirements for
contingent rentals and residual value guaranteasiéloe the same. In particular, the boarcis
tentatively decided not to require residual valuargntees to be separated from the lease
contract and accounted for as derivatives. Do yyaewith the proposed approach? If not,
what alternative approach would you recommend amgPw

Our response to this question relates to a lease contract that corresponds to the acquisition of
theright to use the leased asset. For further detail, please refer to our preliminary comment
to question 5.
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91.The CNC considers that residual value guarantemsddive accounted for under the
same approach that the CNC defends for contingedls that are not based on an
index or rate, namely:

a. the initial and subsequent lessee’s obligatioratp nentals should include
amounts payable under residual value guarantelesa¢sti on a most likely
basis as defended by the FASB and not on a pralyalvgighted basis as
proposed in the DP;

b. the changes in the lessee’s obligation to pay Ieatésing from changes in the
contingent rentals should be recognised as arsimadigunt to the carrying
amount of the right-of-use asset as proposed iD&e

c. reassessment of the estimate of the contingerdlsesttould be required only
when the changes in facts and circumstances ahetlsatthe economics of the
contracts are significantly modified and not orystematic basis as proposed in
the DP.

92.The CNC considers that the obligation to pay anwrhander the residual value
guarantee is unconditional as the lessee comméh tb pay a difference of value if
the value of the leased item at the end of thesleabelow a specified value as per
contract. As a consequence, the lessee has nopatbsbility but to pay this amount
when the criteria specified in the contract are.mbe residual value guarantee is in
practice one of the components of the cost ofitfil@-of-use asset and as such, should
not be accounted for separately from the contraet derivative.

Chapter 8: Presentation

Question 22

Should the lessee’s obligation to pay rentals leegmted separately in the statement of
financial position? Please explain your reasonsadddditional information would separate
presentation provide?

Our response to this question relates to a lease contract that corresponds to the acquisition of
theright to use the leased asset. For further detail, please refer to our preliminary comment
to question 5.

93.The CNC considers that in such contracts, undeclhntie entity does not, in
substance, finance the purchase of the leasetlaggsurchases only a right-of-use
asset, the liability that the entity incurs is adinancial liability but has the nature of a
trade payable. Therefore the CNC recommends tkeatlthgation to pay rentals is
classified as « trade payable » in the statemefmarficial position.
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Question 23

This chapter describes three approaches to présentd the right-of-use asset in the statement
of financial position. How should the right-of-uasset be presented in the statement of
financial position?

Please explain your reasons.

What additional disclosures (if any) do you thimk aecessary under each of the approaches?

Our response to this question relates to a lease contract that corresponds to the acquisition of
the right to use the leased asset. For further detail, please refer to our preliminary comment
to question 5.

94.The CNC considers that the approach consistingesfgmting the right-of-use asset on
the basis of the nature of the leased asset batatepy from other owned assets is the
most reasonable.

95.Indeed, although the right-of-use asset is an gitd@ asset, this approach reflects that
the right-of-use asset is not an owned asset iBeivt identical to the other assets)
even if the leased asset is economically used dgiity during the non-cancellable
period as the other owned assets of the same nature

Chapter 9: Other lessee issues

Question 24
Are there any lessee issues not described in iggsigsion paper that should be addressed in
this project? Please describe those issues.

96.No

Chapter 10: Lessor accounting
General comment

97.The CNC considers that a project dealing with lesm®unting can and should only be
handled on a comprehensive basis, e.g by analflsnigase contracts and their
consequences from both the lessee and the legsonts of views. Such an approach is
the only way to ensure that the future model fas&eaccounting is robust and consistent.

98. The discussions held on lessor accounting by tleeddoare at a starting point.
Nevertheless, as discussed in question 3, the Gi$€rees that the tentative decisions
taken during the IASB’s board meeting in May seeradnsider that the lessor has an
obligation to provide a service to the lessee dytire lease term which is contradictory
with the general principle of the DP under which lbssee purchases a right-of-use asset
from the lessor at the inception of the lease.
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99.1n regard to the next phase of this project, thecQinsiders essential that the IASB
publishes a separate DP for lessor accounting@asaopossible in order to provide
constituents with ample time to properly expressrthiews on this subject.

100. In this context, the CNC believes that there riosrelevant at this point in time to
address questions 25 to 29 of this DP.

101. The CNC would also stress that the views expressttds comment letter might
evolve in the light of the decisions that may destaby the IASB when dealing with
lessor accounting.

Question 25

Do you think that a lessor’s right to receive réntander a lease meets the definition of an
asset? Please explain your reasons.

Question 26

This chapter describes two possible approachesswmt accounting under a right-of-use model:
(a) derecognition of the leased item by the lessor

(b) recognition of a performance obligation by kaesor.

Which of these two approaches do you support? ekegslain your reasons.

Question 27

Should the boards explore when it would be appat@ifior a lessor to recognise income at the
inception of the lease? Please explain your reasons

Question 28

Should accounting for investment properties beuitket! within the scope of any proposed naw
standard on lessor accounting? Please explainrgasons

Question 29

Are there any lessor accounting issues not destibthis discussion paper that the boards
should consider? Please describe those issues.

102Please refer to our general comment on lessor atiogu
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