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Paris, May 17, 2021

Mr Ross Smith
Technical director International Public Sector
Accounting Standards Board
International Federation of Accountants
277 Wellington Street, 4th floor
Toronto
Ontario M5V 3H2 CANADA

Référence : DGFiP-MIS RESP DOCT/2021/05/3371

Re: Response to Exposure Draft 75, Leases
Dear Mr. Smith,

The General Directorate of Public Finances (DGFiP) of the Ministry of the Economy, Finance and
Recovery thanks the IPSAS Board for the opportunity to comment on Exposure Draft 75, Leases {(ED75).

The DGFiP participated in the response made by the French Public Sector Accounting Standards
Council (CNoCP). However, it would like to complete the response of the Council, in order to underline
the difficulties raised by ED75 from the point of view of the preparers and the property manager.

First of all, while the DGFiP understands the IPSAS Board's concern to publish a standard in accordance
with its general strategy of alignment with IFRSs, the scope of ED75 and, consequently, its implications
for the public sector remain uncertain, as long as phase 2 of the project has not been completed. In
those circumstarnices, the approval of ED75 seems premature.

Secondly, the DGFiP believes that the asymmetry between the lessor and the lessee with respect to
the recognition of the underlying asset is a sensitive issue for the public sector, in general, and for the
French public sector, in particular.

This is mainly because this asymmetry can destabilize the real estate policy of the French Central
Government. Indeed, the accounting treatments under ED75 for the lessor and for the lessee can lead
to situations in which the underlying asset would not be recognized by either the lessor or the lessee.
Such a scenario would be challenging for the real estate strategy which is managed, in France, in a
comprehensive and consolidated manner for the Central Government and the public entities it
controls, based on the inventories of each of these entities.

Moreover, public entities at national leve! are all under one same controlling “sovereign power”.
Therefore, we believe that this asymmetry would hamper the ability to have a global vision for these
entities, be it through Government Finance Statistics (GFS), through consolidated accounts, or through
any other form of aggregated accounts. The asymmetry under ED75 would indeed lead to new major
reprocessing, sometimes difficult to implement and necessarily expensive, to maintain a reliable
consolidated vision going forward. This consolidated vision is, in our opinion, the only one capable of
allowing comparability allegedly pursued by aligning with IFRS 18. In this regard, we observe that the
consequential amendments that would have to be made, should ED75 be approved, do not cover
IPSAS 22, Disclosure of financial information on the General Government Sector, |PSAS 35,
Consclidated Financiai Statements, IPSAS 36, Investments in Associates and Joint Ventures, IPSAS 37,
Joint Arrangements, and IPSAS 38, Disclosure of Interests in Other Entities.



Thirdly, the DGFiP identifies another difficulty in the implementation of ED 75 linked to the
determination of the deficit and debt of general government. For the Member States of the European
Union, the methodology of the statistical compilation of public deficit and debt in GFS, issued from
public accounts sources, is ruled in particular by ESA 2010. However, the provisions of ED75 diverge
from the current rules of ESA 2010. The possible implementation of ED75 by EU MSs would then lead
to significantly restate accounting sources currently carried out to calculate their public deficit and
debt. These restatements would essentially lead to cancel all the transactions recognized under ED75.
The quality of these restatements would then strongly depend on the ability to identify the
transactions recognized under ED75,

Finally, the DGFiP regrets that the IPSAS Board did not perform an assessment of the implementation

of IFRS 16 in the private sector in order to properly evaluate the difficulties and consequences of its

application and to substantiate the assumed-added value of the standard.

indeed, the implementation of ED 75 for the lessee would necessarily lead to the reprocessing of a

significant number of transactions. As an illustration, in 2020, and only for those leases in which the

French Central Government is a lessee, restatements would be necessary for:

¢ approximately 26,500 operating leases relating to over 44,300 properties, including more than 1,800
abroad, for annual rental expenses of €1,162 million;

¢ 20 finance leases relating to 20 properties recognized as tangible assets in Central Government’s
accounts for €1,370 million in consideration of financial liabilities for €178 million.

Though for French public entities that are dismemberments of the Central Government, the number

of transactions in which these entities are lessees and the number of related properties are not

available, the DGFiP believes that the cost of implementation would also be significant. Indeed, the

annval expenses for those operations amount to an estimated €831 million in 2020.

In addition, we understand that IT developments would also be necessary, since the implementation

of IFRS 16 has led most companies in the private sector to review their information systems.

At the same time, we are not convinced that the overall cost of the transition would be offset by the

gain in financial reporting quality expected from the implementation of ED7S, In fact, in France

mechanisms are in place that allow for the verification of the relevance and sustainability of rental

operations over other forms of operations, especially for the Central Governments and its public sector

entities.

The CNoCP letter is attached as an appendix to this letter, as we share the responses of the Council
with respect to the specific matters for comment.

Yours sincerely,

Head of the Central Government’s
Accounting Departm
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La Prisidant Paris, April 13, 2021

Mr Ross Smith

Technical divesinr
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Intarnationsl Fedesation of Accountants
277 Walingtan Stract, 41h foar
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Orrario M3V aHz CANADA

Fa: HRospomsm to Exposurs Drati 75, Loasos

Caor M Seith,

Tha Fronch Public Socior Accourting Standsrds Council ICROCP} welbomes e oppartunity In comment
on the Exposus Ora: 75, Loasos published i January 2021 (EDT5).

Tha CholP understands that the IFAS signmant pocess pravsibd in the Loses poject =3 comparsd 1o
the: formeer proposals in EDE4. That baing said, we ne parial o the second phiasa of the peoject andifothe
Fequest For Informatinn o gein insights imo opesetions simiar o leases thet e spadific ko the public
sector. Wia cnpect that this showid halp soling soms implame nintion difficadtiaa.

In2018, upon cammenting on EDS4, we commandsd the IPSASE for the efiorts put in soiting recuircenents
that would enhanoe symmatry betwean tha ke zsor and the besea an tha recogniton.of the undorying nsacl.
Unforiunaioly wih the rew peoposals in EDVD, users of nexia! staiomants cannot figore out how
undarlying aseed i recogrised naifor in tha kasor's ner i the kswsa's Snandial steiemenis. a3 cumanly
propoaed n the o235 ot linencs basa from the lessor’s porspe otive. Symmety is sciusfly oriicaf bo monitor
the uvas of public msowces and promots transparency it public fnancs snagemert. Additionally,
symmairy would allow for wwilt reporting undar the nationsl sysioms of aooounts. As & lest commant with
repest o he comparison with EDE4, wo also walcomed offoriz mads in clabomting propoesis for
onosmicny bases.
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Wa therifors deaply regred that the propesals in EDE4 for bssor sosounting wem fundomenialy modied
and that the standned-setting prodoss Sd not allow for tuther public oonsulnticn on the consequences af
that chang e of diection.

Wiz we abo conemed thal the classification al tha isbiy as Snancial or nonfrizncis® i not exphicitly
oddmssad in EDTS.

Aswa onginelly proposed in 2018, wa would spprdnk # e Basrd could consiisr emmpting public secor
entiis from appling the propossd accounting requiternots jor bases betwesn antitos of tha public sersor.
Tha siandsd would thenanly apply mandssorfiy Bo leass arsngsmarits bebwesnprivae and pubbc entifiss.
Yi'a bolowa that sudch ancnamption would f tho cost-honsdit corstraint.

Yi'a would alzo recomme nd that the Besrd should undarding in the cons Ead that smengements thad tmnsler
conteod of the undardying assot are oul of scopa in the dutrs siandecd. AddiSonal guidernce on when
arangemernts sk ot of he undarhring aasel wouid abo bo welooma

Evertunily, wa thaught we would shaws the aciual poaition in the French Canird Govesnmant scocrting
sardardy in tha faca of the compka by of the right of usa model, wnd also becavss it mey afiect the soopo
of the public dede, we do rot infend 1o changs our cument Rouiements bewsd on IPSAS 19 distincion
betwoan opemting and france kiases for both e keaor and the keseo.

Wa addoss onch Spocific Maiter for Comment in i s%ached appends .

- Yours sinmiraly,

hchal Pends
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APFENDIX

Spadific Matier for Commant 1

Tha IPSASE ded dod il propose an [FRS 16-aligrsd Stenderd in ED 79 {soa paragraphs B2 1-Bl 6]
Lo yowr agreo with how tha IPSASE has rodifiod [FRS 15 for the pedlic secior (soe rarsgaphs BOFF—
BCsqIT If rot. pleass axplin yoer reasors. K you agree. poase pravide ay nddiional remsons not
alraady discussedin o Basis for Condusicns

Az an owrzl] commant, we strengly bolewrs that the requinenonts in IFRS 16 with remped b0 lesses
ancoumting e owarly complos fr public sodior andties and that tha costs of mporing Erancil
inflormation on that bask mnweigh the benefits of such inkemation.

Thembom, and as abandy staisd in our comrnent biior to EDS4 Leases in 2018, wa would recommand
thed the Boand should conaidor smemgpling public sedor entitor om appling the acoounting
requisaments of the fulus sandesd for basos bewes namiiss of the publc sector, The standard would

On o mom detailed laval, wawoul] meommnanid snhencing consisfency babweonthe dafniienof 2 base
i poragzeph 5 and he "dentdying & Lonxe” seoion in peragrph 10, We would suggest eigning the
defestian on the wording in paragraph 10; he dafiniion would then mind as follows:

A bnso is o contmol, or pe1 of & contract, that comeys e right 1o cortrol the uss ol m
idanifiod assci |the undbrying aoset] for a poriad of ime in euchengs dor sormideretion.”

Tris inconaislency coukl hews consequoroes on the implemeantation of the guidance A G10 that saks
tha thei cxisianoa af tha right to control the wsa should ba assonod Brough the costnmer heving both
the righi 1o obinin the economic bonafis or the sevibe polential and the oght 1o died ta wme of the
amat From a pmcticsl and imphimantation perspectine, snd especielly whon carsidaning whothor sn
erangornent i a koo, nconssion mienoes iotha right o s mzhs § dEfcul indocide whather the
enalysi should focus-on the right to wae, tha right 1o contrdl the uas or the nighl 1o direct the use.

Speaitia Haeitar for Commant 2

The P24 58 dedided i propose the noforton of tha izr valoe debrsion fram IFRS 15 and IPSAS 13
Lonscs, which diffars from the Jidfinibon eroposed i1 ED 77, Measurcrment (o0 parsgraphs BO43-
BCa3l Do you mpes wilh the PS4SEs docsianT If rot, please avplain your eesans. I you agrea,
ploase provida any addibonal rexsons ol wlready discussedin the Besis for Condisions.

Oi this wary specific mafior, wo noba 1 paragraph B4 statios thes tha use of s new dafirition af
Fair vakse signifcanty changes the baze dassificalion and tha timing of recognising qeins and losms



for =ak and nscbadk ransactions. We would spprecisie F e Bosrd could ba mone spedfic ns 1a the
extent of “signifcarily” ns compansd io the bonslE of aving one same definion.

duddiionely, wa would zuggest thal ane same want should noz ba e d Ip refle of Wwo difflermnt realiios
to mwoid corfusion dor users and prepiae .

Speaitio Mattar for Commant 3

The [PSASE decided fo propess & refar fo both “economic bandits” and "sarvico polonial’, whors
sxromizia, in o agplicaion idance sosdan of ED 75 cnidandfjing a kbase (soo paragyaphs B04E-
BG8l Do poo agres with the [PSUSE's dodision? I rof, please arplein pour ressons. IF you agnee,
tlense prowvish any sddiionsl rersons ret alroady demmsedin the Besis for Condisians

W agrs with o proposal io ndd "sorvics poientinl” to “economic benaft="whan exsciming whether a
canireat cormeyns ha right 1o conimd the use of an ideniificd ewsed, au this mirrors te destription of o
resowrce, basi of the dofiniion of an aszat in the Conpaptusf Framework; this enhantes consizienoy
within tha IPSA% suita of sianderds.



