Mazars’ newsletter on accounting standards

Beyond the GAAP

No. 59 - September 2012

Following the summer break, it's back to school for the IASB, with even more
new projects. Its work plan now includes three new limited amendments projects
and three new research projects. Notably, the Board has decided to publish a
revised exposure draft on phase Il of IFRS 4: Insurance contracts.
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Happy reading!
Michel Barbet-Massin
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Another significant event this autumn is the publication of a review draft on the
general hedge accounting model (micro-hedging), after four years of work by
the IASB. The review makes some big changes from the current IAS 39, in line
with the amount of fime taken to get therel

Edouard Fossat

Mr Hoogervorst gives speech on the concept of
prudence

On 18 September 2012, IASB chairman Hans Hoogervorst
delivered a speech on “The concept of prudence: dead or
alivee” at a conference organised by the Federation of
European Accountants (FEE). In his speech, Mr Hoogervorst
said that although the concept of prudence had been
removed from the Conceptual Framework in 2010, it is
present in all standards and plays a key role in developing
new ones, partficularly those relating to the recognition of
financial instfruments. His speech is available on the IASB
website via the following link:

http://www.ifrs.org/Alerts/PressRelease/Pages/prudence-
speech-Sept-2012.aspx

New Office Director for Asia-Oceania

On 13 September 2012, Mitsuhiro Takemura was appointed
as the 1ASB’s new Office Director for the Asia-Oceania
region. Mr Takemura, who is currently a Partner af Deloitte,
already has experience in standard-setting from his role as a
Technical Fellow of the IASB and a former member of the
technical staff at the Japanese Accounting Standards
Board.

Mr Takemura'’s role will be crucial in facilitating cooperation
and involvement in the IASB’s activifies in the Asia-Oceania
region.

This announcement suggests that the IASB is keen to
develop and strengthen its links with other regions of the
world, beyond the US and Europe.
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» IAS 28: Equity method of accounting: accounting for
ofher net asset changes (see following news item);

2> IASB updates work plan

The Board made a number of important decisions in >
September, requiring updates fo its work plan as of
1 October 2012.

IFRS 11: Acquisition of an interest in a joint operation;

Finally, the IASB has added (or restored) the following
three research projects fo its work plan:

The main changes to projects already on the work plan

» Rate-regulated activities: the idea of a standard on
were as follows: rate-regulated activities is not a new one. It was
» IFRS 9: Accounting for macro hedges: the publication added to the IASB’s work plan in December 2008,
of the Discussion Paper, which was originally and then suspended in September 2010 due to a
scheduled for the second half of 2012, has been lack of consensus among the Board memlbers on
postponed fo the first quarter of 2013; how to take the project forward. At the September
» Leases: the new exposure draft on the recognition of 20]? mee.’rin.g, the Boor.d decided _TO res.’ror’r the )
leases has been postponed yet again, and is now project, aiming to publish a new Discussion Paper in
scheduled for the first quarter of 2013 (see following 11 6EeEnE el el 2015
pages for the Board's decisions); > IAS 41- Bearer biological assets: the publication of a
» Insurance contracts: the Board has finally decided to Iimifed.-scope exposure dro'ft o [zelier Dislages]
publish a new exposure draft, scheduled for the first o.ss.efs |s.scheduled T I (el e 2.013' I.AS ol
half of 2013 (see following news item); distinguishes between “consumable biological
assets” and “bearer biological assets” but does not
> Annualimprovements 2010-2012: the final standard, reflect this in the accounting treatment. The goal of
which was previously scheduled for the first quarter of the project is to determine whether a specific
2013, is now expected in the second quarter (cf. accounting freatment is required for mature bearer
Beyond the GAAP No. 57, June 2012); biological assets;
» The interpretations “Levies Charges by Public > Conceptual Framework: a Discussion Paper,

Authorities on Entities that Operate in a Specific
Market” and “Put Options on NCI" are scheduled for
the 1st and 2nd halves of 2013 respectively (for more
details on these proposed interpretations, see Beyond
the GAAP No. 57, June 2012);

covering elements of financial statements, the

concept of a reporting entity, measurement,

presentation and disclosures, is scheduled for

publication in the first half of 2013.
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> IAS 8: Effective date and transition methods: the ()
publication of the exposure draft is still scheduled for
the second half of 2012. However, the staff will
recommend that the Board should put this project on
hold, pending broader discussions of required
disclosures as part of the Conceptual Framework
project;

> IFRS 4 Phase Il - Towards a new
exposure draft

Redeliberations on the proposed Insurance Contracts
stfandard have been ongoing for some time.

However, prior to the meeting on 26 September 2012, no
decision had yet been reached on how to take forward
phase Il of IFRS 4, i.e. whether to publish a review draft or
a revised exposure draft.

» Post-implementation review of IFRS 3: the review of
IFRS 3 has been postponed for one quarter, and will
now be launched in the first quarter of 2013.

The Board has now tackled this question and has
decided to publish a revised exposure draft.

The IASB has also added three limited amendments
projects fo its work plan, with a view to publishing an

exposure draft for each of them by the end of the year: Given the significant changes made from the July 2010

exposure draft, the Board decided that a new exposure
draft was necessary for the latest proposals, even if this
prolongs the process sfill further.

» IFRS 10 and IAS 28: Sales or contributions of assets
between investor and its associate/ joint venture (for
more deftails on this project, see Beyond the GAAP No.
58, July 2012);
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However, given the fight schedule and the Board’s wish to

Yightightsd

issue the final standard as soon as possible, the Board has
decided to only seek feedback on a limited number of
issues, on the grounds that the other topics have already
been the subject of sufficiently in-depth discussions and
redeliberations.

The targeted questions in the new Exposure Draft will relate
to proposed requirements for:

» freatment of participating confracts;

> presentation of premiums in the statement of
comprehensive income;

» treatment of the unearned profit in an insurance
confract;

» presenting, in other comprehensive income, the effect
of changes in the discount rate used to measure the
insurance contract liability; and;

» the approach fo fransition.

The publication of the new exposure draft is scheduled for
the first half of 2013.

We will keep you updated with the details of the new
exposure draft over the coming weeks.
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> IASB proposes amendment to
accounting treatment of other changes
in an investor’s interest in an associate’s
equity under IAS 28

IAS 28 is clear on the accounting treatment to be used by
an investor for some elements of the associate’s equity,
such as (a), the associate’s profit or loss; (b) the associate’s
other comprehensive income; and (c) dividends distributed
by the associate.

In contrast, the standard is not clear on the accounting
freatment of other elements which have an impact on the
associate’s equity, such as (a) the repurchase (or issue) of
shares by the associate; or (b) fransactions between the
associate and minority shareholders in its subsidiaries
(repurchase of minority interests or sale of shares in
subsidiaries to minority shareholders); or (c) the conversion
of the associate’s debt instruments to equity by third
parties.

In practice, the IASB has proposed that these other
changes in the associate’s equity, which affect the
carrying amount of the investor’s proportionate interest in
the associate, should be recognised through equity (rather
than through profit or loss or OClI).

2 Leases: impairment of right-of-use
asset. What are the accounting
consequences under the SLE
approach?

As a brief reminder: the Boards had previously decided
that there are two types of lease, each with its own rules
regarding the time at which the lessee should recognise
lease expenses (cf. Beyond the GAAP No. 57, June 2012).

These are as follows:

» The “Interest and amortisation” (I&A) approach,
under which recognition of total lease expense will
be front-loaded, i.e. will decrease over the duration
of the contract.

» The “Single lease expense” (SLE) approach, under
which total lease expense is recognised on a
straight-line basis over the duration of the contract
(the enfity must adjust the amortisation expense of
the right-of-use asset, such that the interest expense
on the debt, which decreases over the duration of
the contract, plus the amortisation expenses of the
right-of-use asset, are equal to the total straight-line
lease expense over the duration of the confract).

During this meeting, the Boards reiterated that if the right-
of-use asset is impaired, this should be recognised in line
with AS 36.

With regard to the SLE approach, the Boards focused on
lessee accounting and more precisely on how the lease
expense should be recognised following an impairment
of the right-of-use asset.

The following tentative decisions were made:

» The entity shall contfinue fo recognise the remaining
lease expense (i.e. after impairment of the right-of-
use asset) on a straight-line basis over the remainder
of the lease;

» However, the total lease expenses for a given period
may not be less than the interest expense for that
period.

» Thus, in the exireme case that the right-of-use asset
is fully depreciated, the total lease expense to be
recognised would equate to the decreasing interest
expense. In this situation, the total lease expense
over the remainder of the lease would de facto
decrease and would thus not be straight-line.
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» the timing of recognition of interest expense would

) - - » When a sale has not taken place, the sale and
remain the same whatever the situation.

leaseback tfransaction must be accounted for as a
» The amortisation expense is adjusted if the asset is financing arrangement.
impaired, such that the total lease expense is
recognised on a straight-line basis over the remainder
of the lease.

> When a sale has taken place, the transaction shall
be accounted for as a sale followed by a
leaseback.

> if the right-of-use asset is impaired in such a way that >
the amortisation expense is no longer sufficient to
balance out the interest expense, then the total lease
expense will no longer be straight-line over the
remainder of the lease, but instead will decrease.

0000000000
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< Leases: sale and leaseback transactions

If the transaction comprises several lease elements,
an assessment of whether or not a sale has taken
place must be carried out separately for each
element.

This month, the Boards added the following clarifications on
sale and leaseback transactions:

» To determine whether or not a sale has taken place,
entities shall refer to the control criteria set out in the
Revenue Recognition project.

> The existence of a leaseback does not, in and of itself,
prevent the tfransaction from being recognised as a
sale and a leaseback.

» Thus, if the seller/lessee in a sale and leaseback
fransaction has the ability to direct the use of the asset
and obtains substantially all of the remaining benefits
from the asset, a sale has not taken place. This is the
case when:

o The duration of the lease covers the major part of
the economic life of the asset; or

o The present value of the lease payments equates
to substantially all of the fair value of the asset.

Subscribe to Beyond the GAAP ceeececccece

Beyond the GAAP, MAZARS' monthly newsletter on accounting standards is 100% free.

To subscribe, send an e-mail to doctrine@mazars.fr including:
Your first and last name,
Your company,
Your e-mail address
You will begin receiving Beyond the GAAP the following month by e-mail in pdf format.

If you no longer wish to receive Beyond the GAAP, send an e-mail to doctrine@mazars.fr with “unsubscribe™ as the subject of your message
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A Closer Look !
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Revision of hedge accounting under IFRS: review draft
published on general hedge accounting

After four years in the pipeline, the IASB has completed the hedge accounting phase of its project to replace IAS 39.
The concrete evidence of progress appeared on 7 September 2012 in the form of a review draft on the general hedge
accounting model (micro hedging), published on the IASB’s website. Here, Beyond the GAAP sets outf the key changes
infroduced by the review draft in comparison with the current IAS 39.

2 Progress to date on the hedge accounting phase of IAS 39

What approach has the IASB taken?
The hedge accounting section is the third phase of the project to replace IAS 39 with IFRS 1.
The IASB has chosen to break down its proposals on hedge accounting into two parts:

» General hedge accounting model (micro hedging)

» Hedging in the context of open portfolios (macro hedging)

The review draft covers only the proposals on micro hedging and is a quasi-definitive version of the final standard, which
is scheduled for publication at the end of 2012.

How does the review draft interacts with macro hedging?

The IASB staff said at the end of July 2012 that macro hedging would be the focus of a separate standard, so as not to
delay the publication of IFRS 9.

Therefore, the review draft removes all the paragraphs of IAS 39 which related to hedge accounting, except those
relating to fair value hedging of a portfolio’s foreign exchange risk exposure (81A, 89A and AG113-AG132). Issuers of
financial statements may continue to apply these provisions until the future standard on macro hedging becomes
available.

At the same time, the IASB is contfinuing to work on the accounting principles for macro hedging and is expected to
publish a Discussion Paper on the subject in the first half of 2013.

Why did the IASB decide to publish a review draft?

Publishing a review draft before the final standard is not an obligatory part of the IASB’s due process. By including this
optional stage, the standard-setter is hoping to achieve three main goals:

» To give stakeholders the opportunity to comment on the clarity and intelligibility of the document. On this point,
readers should note that the IASB’s expectation is that feedback shall focus only on the form, as the Board
completed its redeliberations at the end of 2011;

» To allow the US standard-setter (FASB) to study the IASB’s proposals on general hedge accounting with a view to
convergence; and

» To give ifself the time required to complete outreach activities with stakeholders.

! The two other phases are 1 - Classification and measurement, and 2 — Impairment
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< General hedge accounting under IFRS 9

What is the stated objective of IFRS 9?

The stated objective of IFRS ¢ is fo ensure that hedge accounting reflects the reporting entity's risk management policy.
To this end, the standard proposes several positive changes for enfities, including:

» Anincrease in the range of hedged items which are eligible;
More flexible criteria for effectiveness;
The introduction of the concept of “rebalancing”;

Approach to analyse time value and forward elements as hedging costs;

YV V VYV V

Extension of the fair value option when hedge accounting is not applicable.

What are the criteria for using hedge accounting under IFRS 9?

Under IFRS 9, hedge accounting remains optional and is subject to certain requirements. As under IAS 39, the future
standard requires the following five criteria to be met in order for hedge accounting to be used:

» 1:The type of hedging relationship must be eligible;
2: The hedging instrument must be eligible;
3: The hedged item must be eligible;

4: The effectiveness criteria must be met;

YV V VY V

5: The hedging relationship must be documented from inception.

2 The impact of IFRS 9 on types of hedging relationship and their accounting treatment

What is the impact of IFRS 9 on types of hedging relationship?
IFRS 9 maintains the same three types of hedging relationship as IAS 39:
» Fair value hedge (FVH);

» Cash flow hedge (CFH);

» Hedge of a netfinvestment in a foreign operation (NIH).

These three types of hedging relationships are applicable in the same situations as under the current IAS 39.

What is the impact of IFRS 9 on the accounting for hedging relationships?
In most cases, the accounting tfreatment remains the same as under IAS 39.

It should however be noted that basis adjustment2 is now required for cash flow hedges when the hedged transaction
involves recognising a non-financial asset or liability in the statement of financial position; this was an accounting
method choice under IAS 39.

2 Basis adjustment involves including the hedging gain or loss in the initial carrying amount of the hedged non-financial asset or liability in the statement of

financial position.
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2 The impact of IFRS 9 on eligible hedging instruments

What impact does IFRS 9 have on the eligibility of derivatives as hedging instruments?

IFRS 9 does not change the conditions under which a derivative may be designated as a hedging instrument (provisions
related to internal derivatives, written options, etc).

However, the future standard does clarify that a combination of two separate options — a purchased and a written
option — constitutes an eligible hedging instrument as long as the combination of the two options does not constitute a
net written option3. As long as this condition is met, a combination of a purchased cap option and written floor option
may be designated as a hedging instrument under IFRS 9, even if the two options are separate contracts with different
inception dafes.

What impact does IFRS 9 have on the eligibility of non-derivative financial instruments as hedging
instruments?

Under IAS 39, non-derivative financial insfruments were only eligible as hedging instruments for foreign exchange
hedges.

IFRS ¢ infroduces the option of designating any non-derivative financial insfrument as a hedging instrument, as long as it
is measured at fair value through profit or loss.

The following points should also be noted:

» Debfts measured at fair value using the fair value option in IFRS 9 are noft eligible as hedging instruments, as their
credit risk component is adjusted through OCI rather than through profit or loss.

» The review draft also clarifies that an infragroup foreign currency loan may not be designated as a hedging
instrument for foreign exchange risk.

2 The impact of IFRS 9 on eligible hedged items

Hedging risk components (non-financial instruments)

Under IAS 39, a non-financial instrument may be designated as hedged item in its entirety or for ifs foreign exchange risk
only.

The review draft relaxes these rules significantly by permitting a risk component to be designated as a hedged item, as
long as it is:

» separatfely identifiable; and
> reliably measurable.

We feel that this significantly expands the possibilities for commodity risk hedging (e.g. the lead element of a battery, in
certain situations).

Hedging aggregated exposures
The review draft permits the option of hedging aggregated exposures composed of an exposure and a derivative.

This means that the accounting freatment can better reflect the entity’s risk management each time that a freasurer
adds a derivative to an existing strategy.

3 Readers will remember that under IAS 39, combinations of options were not eligible as hedging instruments if one of the contracts was a written option.
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Hedging on a net basis

IFRS 9 permits the option of hedging on a net basis, once again allowing for a better match between accounting
freatment and risk management for entities which frequently use this type of arrangement in order to reduce hedging
costs.

However, this new option is strictly limited to specific situations:

> Inthe case of cash flow hedges, hedging on a net basis is only permissible if it is a hedge of foreign currency risk.
The hedging documentation must specify the reporting periods in which the hedged items are expected to have
an impact on profit or loss.

» The performance of the hedging instrument must be presenfed in a separate line item in the statement of profit or
loss; in ofther words, recognition of hedged cash flows on a net basis at the hedged rate is not permitted.

Layer approach extended to fair value hedges
IFRS 9 permits the use of a layer approach on condition that:

> the “layer” can be idenfified; and
> the designation of a “layer” component reflects the entity’s operational risk management.

Thus, for example, an entity may wish to hedge the last €20m of a debt with a nominal amount of €100m. If this debt
includes a prepayment option, the layer approach is permitted as long as the effectiveness calculation takes account
of this opftion.

Hedging risks which have no impact on profit or loss is still forbidden

Under IFRS 9, it is sfill forbidden fo hedge risks which have no impact on profit or loss. However, the future standard does
infroduce one exception, permitting fair value hedges of investments in equity instruments measured at fair value
through other comprehensive income as set forth in IFRS 9.

The following types of exposure are still not eligible for hedging accounting under IFRS:

» The entity’'s own treasury shares (including shares repurchased in the context of share-based payments under
IFRS 2) ;

»  Future dividends from subsidiaries;
» 1AS 19 actuarial gains and losses.

This issue may also be complex for insurers in the confext of IFRS 4 Phase Il on recognifion of insurance liabilities.

Hedging closed porifolios: more flexibility and new criteria
The current criteria for designating a group of instfruments as a hedged item under IAS 39 are as follows:
» eachitemin the portfolio shares the same hedged risk; and

» the change in fair value aftributable to the hedged risk for each individual item in the group shall be expected to
be approximately proportional to the hedged risk of the group of items.

IFRS 9 replaces these with the following new criteria:
» eachitemisindividually eligible to be a hedged item; and
> theitems in the group are managed together on a group basis as part of the entity’s risk management.

The removal of the "approximately proportional” criterion is a big step forward, particularly for fair value hedges of
equity portfolios using index-linked derivatives.
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Sub-LIBOR issue still not resolved

IFRS 9 still forbids the hedging of a risk component which could generate cash flows greater than the total flows of the
hedged item (known as the “sub-LIBOR issue”). This rule lies at the heart of the European carve-out of IAS 39.

The review draft stipulates that this applies to both financial and non-financial items.

» Financial items: it is not possible fo hedge the LIBOR component of a debt instrument which bears inferest of LIBOR
minus 20 basis points with a floor af zero basis points;

» Non-financial items: it is not possible to hedge the benchmark crude oil component of a specific type of crude oll
from a particular oil field that is priced at benchmark crude oil minus €10 with a floor at €15.

Hedging inflation risk

IFRS 9 no longer contains an outright ban on hedging inflation risk component which in not contractually specified.

However, the standard points out that there is a strong presumption that inflation risk is not separately identifiable and
reliably measurable. It is therefore incumbent on the entity to prove the opposite with reference to specific
characteristics of the market environment.

For example, a sufficiently liquid inflation-linked bond market may in certain cases mean that the inflation risk is
separately idenfifiable and reliably measurable.

Hedging credit risk

IFRS 9 introduces a flexible fair value option so that an instrument’s credit risk hedging can be reflected in the entity’s
financial statements. Thus, for example, an entity using a CDS to hedge the credit risk on a financial insfrument may
optionally measure the entirety of the hedged instrument aft fair value through profit and loss. This is subject to the
following condifions:

» the name of the credit exposure matches the reference entity of the credit derivative4; and

» the seniority of the hedged instrument matches that of the instruments that can be delivered in accordance with
the credit derivative.

This fair value option, which is restricted to credit risk hedges, may be exercised prospectively at any time and is not
limited to the date of initial recognition of the instrument.

A fair value option for own-use contracts

“Own-use” confracts are those which involve purchasing or selling of non-financial items (goods) resulting in the
physical receipt or delivery of goods in order to meet the entity’s production requirements. These contracts fall outside
the scope of IAS 39, meaning they are not accounting for as derivatives.

Some industrial companies use derivatives to hedge these confracts for the purchase or sale of goods, as part of their
risk management strategy. The high volume of fransactions and the constant changes in net exposure mean it is very
difficult to apply hedge accounting. To make things easier, IFRS 9 has extended the fair value option for own-use
confracts.

Using the fair value option enables to reduce the accounting mismatch between:
» own-use confracts which are off-balance-sheet commitments; and

» hedging derivatives which are recognised at fair value through profit or loss.

4Thus, this opfion does not permit hedging using a portfolio or index-linked CDS.
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2 The impact of IFRS 9 on effectiveness criteria

IFRS 9 makes big improvements to the criteria for effectiveness and reduction of volafility in profit or loss linked to
hedging operations.

What are the new effectiveness criteria under IFRS 9?

The 80%-125% range, which was often felt to be arbitrary, has been eliminated. It has been replaced by three
effectiveness criteria which take greater account of the entity’s risk management policy:

» 1:There is an economic relationship between the hedged item and the hedging instrument (inverse correlation).

» 2: Changes in the value of the derivative are not primarily due to changes in the credit risk of the parties to the
derivative transaction?.

> 3:The hedge ratioé corresponds to the ratio which is actually used by the entity in its operational risk management,
and does not show an obvious imbalance (e.g. an imbalance which would create structural hedge
ineffectiveness).

These criteria should be considered at the inception of the hedging relationship and at each closing date. In addition,
the entity must also carry out an effectiveness test if a significant event changes the balance of the hedging
relationship during the reporting period.

Readers should also note that it is still necessary to quantify hedge ineffectiveness for the period and recognise it in
profit or loss.

What is rebalancing?

Rebalancing involves adjusting the hedge ratio?® of an existing hedging relationship to bring it back into line with the
effectiveness criteria (cf. criterion 3 above). In our opinion, rebalancing will primarily apply to hedging relationships
which operate on a proxy basis.

Let us take the example of an entity which is hedging an MXN (Mexican peso) exposure, using USD derivatives.
» The entity has made this decision for cost reasons (the USD derivatives market is more liquid);
> Itis also able to identify a stable relationship (correlation) between the two currencies;

> The entity will therefore use its correlation analysis fo assess the quantity of USD required to hedge its MXN exposure
with a view to minimising ineffectiveness;

» The relationship between the quantity of USD and the quantity of MXN constitutes the hedge rafio;

» Rebalancing allows the entity to adjust the hedge ratio in the event of a subsequent change in the correlation
between USD and MXN.

Rebalancing is obligatory when the hedge ratio is such that the hedging relationship no longer meefts the effectiveness
criteria, but the objectives of the hedging relationship remain the same. The purpose of rebalancing is fo correct
structural changes in the hedge ratio. Temporary variations in the current ratio do not necessarily require adjustment of
the ratio. It will often be necessary to resort to subjective judgement in this domain.

For accounting purposes, rebalancing is treated as an extension to an existing hedging relationship. Adjusting the ratio
does not entail a discontinuation of the existing hedging relationship. It should however be noted that the entity must
calculate the ineffectiveness of the hedging relationship and recognise it in profit or loss before changing the hedge
rafio.

5In practice, this makes it difficult to designate as a hedging instrument a derivative entered into with a party with severe financial difficulties.
¢ Hedge ratio: the relationship between the quantity of hedged items and the quantity of hedging instruments.
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value) of an option as the hedging instfrument. This meant that under IAS 39, the time value of opfions generated
volatility in profit or loss that was not connected to the entity’s risk management. Under IFRS 9, if an option is designated
as a hedging instrument on the basis of its infrinsic value alone, ifs fime value must be treated as a “cost” of hedging for
accounting purposes.

An option is documented in a hedging relationship on the basis of
its intrinsic value

Main characteristics of the option aligned with those of the hedged item?

«Aligned » No: mandatory « Non-aligned »
= portion ‘ separation ; portion
I [ ]
Initial time value (premium) shall be treated as a « cost » of the hedge |

subseguent changes in fair value of the option’s time value recognised in OCI

Hedged item related to a transaction or to a time-period?
Transaction Time-period
r related 1 related

The hedged transaction leads to
recognise a non-financial
instrument

The hedged transaction leads to
recognise a financial instrument

Recycling from OCI to P&L
to amortize the option’s
initial time value (premium)
over the life of the hedging
relationship

The option’s initial time value is The option’s initial time value
transferred from OCI to be included

Changes in fair value of
the non-aligned time

value are recorded in
P&L, as ineffectiveness

in the initial carrying value of the symmetrically to the hedged
non-financial item item

How is the forward element of forward contracts accounted for under IFRS 9?

IFRS ¢ infroduces an option which permits entities to account for the forward element of a forward contract as a “cost”
of hedging, when the forward contract is designated as a hedging instrument on the basis of its spot element alone.
The enftity may decide whether or not to do this on a transaction by fransaction basis.

A forward contract is documented in a hedging
relationship on the basis of its spot component

4

No

Election to account fo forward points as a « cost » of the hedge?

« Non-aligned »

Main characteristics of the forward portion

contract aligned with those of the Ma“d":?r!l
hedged item? separation

« Aligned »
portion

Subsequent changes in fair value of forward points are recorded in OCI Changes in fair value of

forward points are
recorded in P&L

Recycling from OClto P&L to amortize initial forward points over the life
of the hedging relationship
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o Other changes introduced by IFRS 9

Hedging documentation

IFRS 9 retains the requirement to document hedging relationships. The documentation must include the following
elements:

» The strategy and objectives of the hedging policy;

Identification of the hedged item;

Identification of the hedging instfrument;

|dentification of the risk being hedged;

A description of the methods used for prospective effectiveness fests;

An analysis of the sources of hedge ineffectiveness (new requirement);

YV V V VYV VY VY

The method of determining the hedge ratio (new requirement, cf. paragraph on rebalancing).

An entity may not simply choose to discontinue a hedging relationship

IFRS ¢ stipulates that an entity may not discontfinue a hedging relationship if:

>
>

the hedging relationship still meets the entity’s risk management objectives; and

the hedging relationship still meets the eligibility criteria (after rebalancing has been taken into account).

As such, it is not permitted for an entity to choose to discontinue a hedging relationship. However, if the entity decides
to settle in cash the hedging derivative, the relationship will de facto be prospectively discontfinued.

What disclosures shall be made in the notes?

Given that the effectiveness criteria have been made more flexible in order to take greater account of the entfity’s risk
management policy, it is necessary to provide more information on the hedging policy in the notes to the financial
statements.

Therefore, IFRS 9 also infroduces amendments to IFRS 7, in the form of additional disclosures required in the notes:

» The risk management strategy;

» The amount, timing and uncertainty of future cash flows (new requirement);
» The impact of hedge accounting on the financial statements;

» Specific information on dynamic hedges (new requirement);

» Specific information on credit risk hedges (new requirement).

These disclosures are only required if the entity uses hedge accounting. The information may be presented in the notes
to the financial statements or incorporated by cross-reference.

<> Date of first application and transition requirements

What is the date of first application for the hedging section of IFRS 9?

The review draft sefs forth a mandatory effective date to annual periods commencing on or after 1 January 2015.

The IASB stated in July 2012 that early application of the hedging section of IFRS ? will only be permitted once the
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“Classification and measurement” and “Impairment” phases of the Financial Instruments project are complete.

This decision is in line with the position of the European Union, which wants all the phases of the IFRS ? project to be
completed before reaching a decision on its application in Europe.

European companies may therefore have fo wait until 2015 (or even 20162) before they can apply the provisions of
IFRS 9 on hedge accounting. However, the publication of the review draft allows issuers to start considering the impact
of the future IFRS 9 on their risk management, organisation of the freasury department and accounting treatment of
hedging operations.

What are the transition requirements?

The standard specifies prospective application, with limited exceptions for the provisions on the time value of options
and the forward element of forward contracts, which shall (or may in certain cases), be applied retrospectively.
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Ongoing joint redeliberations on Revenue Recognition

In September 2012, the IASB and the FASB continued their redeliberations of the Revenue Recognition project following
the publication of the second exposure draft on the subject in November 2011.

This month, the following fopics were discussed:
» constraining the cumulative amount of revenue recognised;
» collectibility;
» fime value of money;
» contract issues - distribution networks.
All the decisions presented below remain tentative.

It should be remembered that the final standard is due for publication in the first half of 2013 for application no earlier
than current financial years af 1 January 2015 (this date, given in the 2nd ED, will probably be postponed, given the
fimetable for redeliberations).

< Constraining the cumulative amount of revenue recognised

According to the second exposure draft, if the consideration to which the entity expects to be entfitled is variable, the
cumulative amount of revenue from ordinary activities that the entity recognises at the date in question should not
exceed the amount to which it is reasonably assured to be entitled.

The concept of variable consideration is defined in the 2nd exposure draft, which indicates the amount of
consideration promised in a confract can vary because of discounts, rebates, refunds, credits, incentives,
performance bonuses, penalties, contingencies, price concessions or other similar items.

Though this principle has been generally well-received by stakeholders, they have nevertheless asked for clarifications
as to its application in practice. In particular, what is the scope of this constraint, i.e. when should the transaction price
be considered as variable?

The IASB and the FASB have tentatively decided to clarify the meaning of ‘variable consideration’ fo indicate that the
constraint should apply to a fixed price contract in which there is uncertainty about whether the entity would be
entitled to that consideration after safisfying the related performance obligation. This uncertainty does not affect the
collectibility of the sums in question (a subject addressed elsewhere in the exposure draft).

An illustration is provided by the staff in paper 7A prepared for the September meeting. An entity enters
info a contract with a customer to provide legal services (a single performance obligation satisfied over
fime). If the court decision is not in favour of the customer, the entity will receive no consideration.
However, if the entity is successful, it will be entitled to a fixed fee. The constraint on the cumulative amount
of revenue of would apply in this case.

Other practical topics were discussed without reaching a conclusion, including the question of whether an entity’s
experience of the same kind of performance obligations is predictive of the consideration to which it will be entitled for
safisfying these obligations. These discussions will be confinued at future joint meetings between the IASB and the FASB.
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2 Collectibility

According to the second exposure draft, an entity must not take any account of the effects of a customer’s credit risk.
Thus, a customer receivable should be accounted for in accordance with IAS 39 / IFRS 9. Estimations of uncollectible
amounts recognised in profit or loss would be presented both initially and subsequently as a separate line item
adjacent to the revenue line item. This proposal has been widely criticised by the stakeholders.

Further, the second exposure draft’s provisions on the presentation of profit or loss do not apply to contracts with a
significant financing component (see below). These contracts should in effect be subject to *bifurcation’ into a revenue
component and a financial component (expense or income, depending on the entity that receives the financing),
adjusting the promised consideration using a discount rate which reflects the credit characteristics of the party
receiving the financing. Impairment losses on these contracts would therefore be presented on a more general line in
the profit and loss account relating to the impairments of financial assets other than receivables relating to contracts
which do not contain a significant financing component (i.e. not on a separate line adjacent to the revenue line item).

In September, the two Boards were unable to reach a final decision on the approach of the future Standard to
customer credit risk and presentation in the income statement. At a future meeting, the IASB and the FASB will have to
decide whether to require consistent presentation in the income statement for all confracts with customers (i.e. whether
or not there is a significant financing component). They must also decide whether to infroduce a revenue recognifion
threshold for collectibility, so that revenue is only recognised when it is highly probable that it will be collected.

The two Boards have tentatively decided to present any impairments recognised in the current period and any
subsequent changes in their amount in a consistent manner.

They have also tentatively decided to provide additional guidance in the future Standard about how to determine
whether a confract with a customer exists based on the customer’s commitment fo perform its obligafions under the
confract (i.e. its commitment to pay the entity).

2 Time value of money

The second exposure draft states that in determining the fransaction price, an entity shall adjust the promised amount
of consideration to reflect the fime value of money if the confract has a financing component that is significant to the
contract (see the concept of bifurcation referred to above for contracts with a significant financing component).

The IASB and the FASB tentatively decided to approve this proposal during their September 2012 discussions.
The two Boards also tentatively decided:

» to clarify the application of the indicators in the second ED for determining whether a contract has a significant
financing component;

» 1o clarify that, if the transfer of goods or services to a customer is at the discretfion of the customer, an entity should
not adjust advance payments for the effects of the time value of money (for example, in the case of prepaid
phone cards). In these cases, payment in advance does not amount to financing from the customer to the entity;

» toretain the proposed practical expedient in the ED according to which an entity need not adjust the promised
amount of consideration to reflect the tfime value of money if the entity expects at confract inception that the
period between payment by the customer of all or almost all of the consideration and the transfer of the promised
goods or services to the customer will be one year or less. The two Boards have clarified that this practical
expedient should also apply fo contracts with a duration of greater than one year if the period between
performance and payment for that performance is one year or less; and

» to clarify that the proposed revenue Standard would not preclude an entity from presenting as revenue interest
income that is recognised from confracts with a significant financing component, when this inferest income
reflects the ordinary activities of the enfity (banks).
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< Contract issues - distribution networks

The IASB and the FASB discussed the parficular issues raised by distribution network arrangements. In those
arrangements, an entity may fransfer control of a product it manufactures fo its customer, for example a retailer. The
manufacturer may also promise other goods or services as sales incentives to encourage sales to end customers.
Arrangements of this type are typical of the automotive sector.

The second exposure draft states that a performance obligation is a promise in a contract with a customer to transfer a
good or service to the customer. Performance obligations include promises that are implied by an entity’s customary
business practices, published policies or specific statements if those promises create a valid expectation of the
customer that the entity will fransfer a good or service.

The IASB and the FASB have tentatively decided that where the promise to transfer those goods or services that are
regarded as sales incentives was made in the initial confract with the intermediary, or if it was implied in the
circumstances described above, these promised goods or services should be accounted for as a performance
obligation, since they are a part of the overall exchange fransaction with the customer. In practice, this means that
part of the fransaction price must be allocated to these additional goods or services (even if they are promised
implicitly), and that the corresponding share in the revenue must be accounted for when control of these goods and
services is transferred to the customer (i.e. when the promise is safisfied).

However, if the promise was made after the transfer of control of the product to the intermediary, the Boards tentatively
decided that the promise would not be a performance obligation. In practice, this means that the promise should be
freated as a reduction in the transaction price, as “consideration payable to a customer” (a concept featuring in the
second exposure draft).
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Impact of latest amendment to IFRS 7 on 30 June 2012
financial statements

The amendment to IFRS 7 on disclosures on transfers of financial assets was adopted by the European Union in
November 2011 (OJEU no. 1205/2011, 23 November 2011) and is mandatory for financial periods commencing on or
after 1 July 2011.

This means that for many issuers of financial statements, the closing of accounts at 30 June 2012 marked the first period
for which this amendment was effective.

We therefore felf it would be interesting to analyse the impact of this amendment on disclosures in the notes to the
financial statements published on June 30. The results of this study are presented below.

2 Areminder of the provisions of IFRS 7

As a reminder, this amendment aimed to help users of financial statements to:

» understand the relationship between transferred financial assets which are noft fully derecognised and the
associated liabilities; and

» assess the nature of an entity’s continued involvement in derecognised financial assets, and the associated risks.

What the standard says

Entities shall disclose information on the following (IFRS 7 § 42A to 42H):
»  Transferred financial assets which are not fully derecognised;

>  Transferred financial assets which are fully derecognised but in which the entity has continuing
involvement; and

»  The timing of transfers of financial assets, to highlight “window dressing” tfransactions (for
derecognised assets).

The entfity shall provide the required disclosures in a single note to the financial statements.

For more details on the amendment to IFRS 7, see Beyond the GAAP No. 56, May 2012.

2 Details of the sample

Our study covered the 71 companies on the CAC 40 and Euro Stoxx 50 indexes as of 30 June 2012.

Two issuers were not affected by the amendment to IFRS 7 as they had an earlier closing date (31 March), and had not
opted for early application. They were therefore removed from the sample.

The final sample was thus composed of 69 companies, of which:

» 68 published interim financial statements at 30 June 2012 (of which 66 chose to publish condensed financial
statements, as permitted under IAS 34); and

» 1 published annual financial statements af 30 June 2012.
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The 69 issuers in the sample operated in the following sectors:

B Corporates

H Insurance companies

[ Banks

> Did the companies provide disclosures on transfers of financial assets at 30 June
20127

We identified 14 companies (20% of the sample) which provided specific information on transfers of financial assets in
their financial statements at 30 June 2012, the first period for which the amendment was effective.

® No indication of
amendment to IFRS 7

M Indication of amendment to
IFRS 7 but no specific
information

I Explicit statement indicating
a first application of this
amendment on December
31, 2012

B Specific information on
transfers of financial assets
IFRS 7

Of these 14 issuers:
» 13 published condensed interim financial statements, and 1 published annual financial statements;
> 12 were industrial and services companies (“Corporates”) and 2 were banks.

Our analysis of the financial statements did not permit us to assess how many of the groups had in fact transferred
financial assets during the period.
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2 How were the disclosures presented in the notes?

None of the issuers presented the information on transfers of financial assets in a single separate note o the financial
statements. The information was spread across several different notes.

The 12 industrial and services companies (“Corporates”) presented the required information in the following places:
> the note on net financial debt and financial liabilities (7 companies out of 12);
» the note on loans and receivables (5 companies out of 12);
» the note on working capital requirements (2 companies out of 12);
» the note on the financial result (2 companies out of 12); and/or
» the note on the cash flow statement (1 company out of 12).
The two banks which provided specific information on transfers of assets included it in:
> the note on client loans and receivables (1 bank out of 2);
» the note on financial liabilities at amortised cost (1 bank out of 2); and/or

» the note onrisks and the risk management policy (1 bank out of 2).

< What type of information was disclosed by the companies at 30 June 2012?

The 14 companies which disclosed information on transfers of financial assets gave details of the following types of
fransaction:

2
Trade receivables Loan securitisation(*) Tax receivables
factoring program factoring(**)

(*) Loans subject to securitisation are related to 2 banks and to the financing of a car manufacturer's
sales.
(**) Transfers of tax receivables are related to R&D Tax Credit or VAT

MAZARS




A Closer Look !

[
O
They also disclosed the following accounting information:
T 1
Transfers of financial Transfers of financial Seasonality of transfers of
assets not integrally assets integrally financial assets

derecognised derecognised

Readers will recall that one of the new requirements under the amendment fo IFRS 7 is fo provide disclosures on:
» transfers of financial assets which are fully derecognised; and
» the fiming of fransfers of financial assefts.

None of the companies in our sample provided information on the dates of transfers of assets which resulted in
derecognition (IFRS 7 § 42G).

2 Financial assets which were transferred but not derecognised: what elements of
good practice were identified?

The financial statements at 30 June 2012 published by Alcatel Lucent, Lafarge and PSA clearly show:
» the nature of assets which were transferred but not derecognised (IFRS 7 § 42Da); and

» the carrying amount of the assets transferred and the associated liabilities (IFRS 7 § 42De).

Alcatel Lucent

c/ Receivables transferred that are not derecognized in their entirety

Receivables related to French R&D tax credits (i.e. “Crédits d’Impo6t Recherche”) were sold to banks but not
derecognized from the statement of financial position as we are substantially keeping all risks and rewards related to
those receivables, due to the ability of the buyer to retroactively cancel the sale in certain circumstances and to the
existence of a selling price adjustment if the receivable is redeemed before or after its contractual maturity (i.e. three
years). It represented an amount of €163 million as of June 30, 2012 (€ 83 million as of December 31, 2011 and €
82 million as of June 30, 2011) included in our financial debt (other financial debt).
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The Group entered into multi-year securitization agreements with respect to trade receivables as described in the
Note 17 of the Group consolidated financial statements of the 2011 Registration Document.

Under these programs, some of the French, North American, British and Spanish subsidiaries agree to sell trade
receivables. These trade receivables sold remain on the statement of financial position and totaled 520 million euros
as of June 30, 2012 (855 million euros as of June 30, 2011 and 537 million euros as of December 31, 2011).

The current portion of debt financing received from these programs includes 383 million euros as of June 30, 2012
(692 million euros as of June 30, 2011 and 404 million euros as of December 31, 2011).

The European securitization agreements are guaranteed by subordinated deposits and units totaling
137 million euros as of June 30, 2012 (163 million euros as of June 30, 2011 and 133 million euros as of

December 31, 2011).

PSA

NOTE 13 - LOANS AND RECEIVABLES - FINANCE COMPANIES

(in million euros)

Retail, Corporate and Equivalent
Credit sales

Long-term leases

Leases subject to buyback commitments
Other receivables

Ordinary accounts and other

Total net Retail, Corporate and Equivalent

Corporate Dealers

Wholesale Finance Receivables
Other receivables

Other

Total net Corporate Dealers

Remeasurement of interest rate hedged portfolios
Eliminations

30 June 2012| 31 Dec. 2011
10 153} 10171
4 684 4727
233§ 2301
172] 183
104] 92

17 448| 17 474
6 190) 5879
717 627
393 334

7 300) 6 840
97] 73
(183) (80)
24 662] 24307

Total

Retail, Carporate and Equivalent finance receivables at 30 June 2012 include €3,240 million in securitised finance receivables that

were still carried on the balance sheet at the period-end (€4,008 million at 31 December 2011)

Liabilities comesponding to securities issued by securitisation funds are shown in Note 18 "Financing liabilities - finance

companies".

18.1. FINANCING LIABILITIES

(in million euros)

Securities issued by securifisation funds
Other bond debt

Other debt securities

Bank borrowings

Customer deposits

Amounts due fo Group manufacturing and sales companies

Total

30 June 2012] 31 Dec. 2011
3139 3963

413 413

13 247] 12 690

5503 4995

22 302 22 061

584] 482

22 886 22543

(330) (257)

22 556 22 286

Note that the financial statements at 30 June 2012 published by Alcatel Lucent and Lafarge also include a description
of the nature of the risks and rewards linked to the ownership of the transferred assets to which the company is exposed

(IFRS 7 § 42Db).

2 Financial assets which were transferred and fully derecognised: what elements of

good practice were identified?

ENI and Pernod Ricard published information on the nature of their confinuing involvement in financial assets which
were fransferred and fully derecognised (IFRS 7 § 42Bb).
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ENI

5 Trade and other receivables

During the course of the first half of 2012, Eni transferred to factoring institutions certain trade receivables
without recourse due by June 30, 2012 for €1,605 of which €1,588 million without notification (€1,779
million as not notification at December 31, 2011, due within 2012). Transferred receivables mainly related
to the Refining & Marketing segment (€1,266 million) and to the Gas & Power segment (€263 million), the
Chemical segment (€43 million) and the Engineering & Construction segment (€33 million). Following the
contractual arrangements with the financing institutions, Eni collects the sold receivables and transfers the
collected amounts to the respective institutions. Furthermore, the Engineering & Construction transferred
without notification certain trade receivables without recourse due by June 30, 2012 for €308 million
through the Eni’s company Serfactoring SpA (€188 million at December 31, 2011, due by 2012).

Pernod Ricard

NOTE 15 Breakdown of trade receivahles

In financial years 2011 and 2012 the Group continued to implement
its programmes to sell the receivables of several subsidiaries.
Receivables sold under these programmes totalled €500 million at
30 June 2012 and €425 million at 30 June 2011. As substantially all
risks and rewards associated with the receivables were transferred,
they were derecognised.

Derecognised assets where there is continuing involvement

Fair value of continuing Maximum

In euro million (Carrying amount of continuing involvement involvement exposure
Continuing involvement Amortised Held to Available Financial liabilities
cost maturity for sale at fair value

Guarantee deposit - factoring and securitisation 26 - - - 26 26

Pernod Ricard chose fo communicate the information in the form of a table showing:

» the carrying amount of the assets and liabilities recognised in the statement of financial position which represent
the company's continuing involvement in the transferred financial assets, and the relevant line items in the
statement of financial position (IFRS 7 § 42Ea);

» the fair value of the assets and liabilities which represent the company’s continuing involvement in the fransferred
financial assets (IFRS 7 § 42Eb); and

» the amount which best represents the company’s maximum exposure to the risk of loss relating to its continuing
involvement (IFRS 7 § 42Ec).

It should be noted that, of the ten companies that disclosed a transfer of assets which were fully derecognised, none of
them explicitly stated:

» information on the undiscounted cash outflows that would or might be required to repurchase the derecognised
financial assets or other amounts payable to the transferee with respect the fransferred assets (IFRS 7 § 42Ed); or

» a maturity analysis showing the remaining contractual maturities of the company’s continuing involvement (IFRS 7 §
42Ee).

2 What lessons can be learned from the initial application of the amendment to IFRS 7
in the 30 June 2012 financial statements?

The initial application of the amendment to IFRS 7 had a limited impact on the financial statements at 30 June 2012
published by CAC 40 and Eurostoxx 50 companies.
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As regards the half-yearly condensed financial statements, it would seem that issuers decided not fo change the
disclosures on transfers of financial assets; this may well be due to a lack of significant operations over the period. Thus,
several companies seem to have decided to postpone the efforts required for full application of the amendment to
IFRS 7 until the publication of the annual financial statements at 31 December 2012.

However, our review of financial disclosures to 30 June 2012 has, as shown above, allowed us to identify some examples
of good practice for both disclosures of financial assets which were transferred but not derecognised, and disclosures
of financial assets which were transferred and fully derecognised. These examples of good practice will be of use with
regard to the publication of annual financial statements at 31 December 2012.

In order to illustrate the level of information which may be provided at the annual closing of accounts, Beyond the
GAAP has reproduced below the notes to the half-yearly financial statements of Suez Environnement (a company
which fell outside the scope of our sample) relating fo a significant operation of transfer of assets resulting in full
derecognition, which took place in the first half of 2012.

Suez Environnement

Context

Sinca 2002, SUEZ ENVIROMNEMENT hes implementad a program far
the sales aof commercial receivables to & spedal purpose vehicle
(5P) called "Fong's Cormmuin de Crésnces” in Franch. The receivables
transferred related to inveices linked to the Waste Erope ectivity in
Franca, Belgum and the Natherlands.

This program had a &-year initial duration and was renewed in 2007
for 5 additional years thet endad June 18, 2012,

The risks @sscciated with sacuritizad receivebles, manly cradt
risk and the risk of lste payment wara retainad by the Group, the
receivebles sald could nat be derecognized in the sense of A5 39
(Financis instniments: Recognition and Measurament and ware

intainad on thec i i financial position. sums
received for the sales were thersfare entered against a debt on the
Group's consolidatad statement of finencial position.

Description of the program

The program ending June 18 2012 was renewed and modified
in order to set up conditions alowing for derecognition of the
receivablas under 145 39.

The main charactaristics of the program are es follows:

& naw SPV was created, called “Fonds Commun de Titrisation” (ar
FCT) to replace the previaus ang;

the preavisting sscuritzation program wes subject to & “Smple”
renewal;

& compartrrent: dedicated to the Group raceivebles was created
within the FCT;

anthe impl iondate, part of fromithe former
seCuritization program were transferred to the new compartment;
the cther part continued to fund the former 5PV compartment and
will switch progressivaly to the new compartment aver the course
of the naxt few months;

the FCT usadin the program is financing the new compartment by

is5Uing 3 types of Nstrumants:

= chares known as “sanior”, issuad on the markets through a
dedicated channe;

= adeposit known =5 "mazzanine”, undanaritien by tha Graup;

= shares known as "subordinated”, undenwritten by an investor

taking partin the program and with contrected imvolvemantwith
the Group.

These shares are prasentad here in order of payment prioriy
relative to each cther: the senior shares are therefore the first to
be reimbursed and the subordinated shares are the last.

the Group subsidaries imvaleed remain in charge of recavering the
i againstr i
The zales of receivables by Group subsidiaries are made at their

namingl value, minus & discount that covers the cost of financing the
raceivables, the risk of late payment end the credit risk.

The main commitrments of the Group to the FCT are the following:

sat-up of & security deposit for the compartmant, esming interest,
and designed to caver, if the FCT reserves and the "subordinated”
shares aver came 1o run cut, &y defaults and lste payments on
transiermad receiables exceeding the emount estimated during
tha transfer and imvoiced through the discount appied o the
tranglar price, to a set maximurn limit (Cash Collateral 1 ar CC¥;
thiz deposit is effective from the launch of the program and
comasponds to the "mezzanine” depoeit prasentad above;

set-up of 3 security depesit for the compartment, earning
interast, and dasigned to presenve the comect execution of &l
financial phligations of Group entities party to the program, to a
et maximum limit (Cash Colsterdl 2 or CC2; this daposit is only
affectivaif certain e vent or riggarscccur linked tothe downgrading
of SUEZ EMVIRONNEMENT COMPANY or to tha non-respact by the
Group of its confractual obligations. AtJune 30, 2012, this security
deposit had not yet baen formad.

enistence of 8 mechanism known e “ewcass fag™ through which,
in certain casas, the FCT can give back part of the excess cash
accumulated in the compertment when racovering receivebles
itranesferred at discount prices). This mechanizm correspands to
a part af tha rermuneration of the Group subsidiaries for collecting
recaivables (see below);

an option, for all Group subsidaries, to jointly raquest buyhack &t
fair value of the receivebles held by the compartment in a single
and unigue transactin, in case of program ametization, planned
{with & S-pear temn) or accelerstad, and after agraement with the
holders of “subordinated” shares. To date, accelersted amortization
of tha programiis not expacted before its maturity date;

issue of 8 guarentes for the risk of modification of tax provisions;

preservation by esch Group subeidiary of the management and
collection of recat it d tothe c

to this effect, & menegement end collection agreement was
signed by each of the subsidianies acting as collector and the
compartrent, this provision being remunaratad by the FCT

The Group remains expased to the risks linksd to the recaivables
transfiarned within the irmit of the security deposits. It also receives
part of the bansfits from the FCTwvia the callection of an excass fae
in its role as sarvicar.

However, the discount sppied to the sdes and the sidng of
the “subordinated” shares dlow dmost &l possible losses
of the comparment to be absorbed. The probability that the
“mezzaning” depodt is impactad is very low. Finally, the halders of
the "suhomdinated” shares benefit from almost &l the advantages
through excess fees more fawourable than those attributable to the
Group and the granting of the iquidation profit

Accounting treatment

The naw compartment of the FCT is not controlled by the Group and
is therefore not consolidatad.

Accordng to 185 39 and bazed on the tarms of the new program
&nd the quantitstive analyses implemented, the Group transferrad
elmost all the risks and advantages inharent to the ownership of
the raceivables sold. The raceivables rensferred within the scops of
the naw program are therafore fully derecognized from the Group's
conzoldated statement of financial position.

In mANanz af auros

Total of raceiveblas sold

Lozs arising from zae

Boak valua paid for CC1

MNET CASH RECEIVED ON START DATE
Fair value of CC1

Bk value of CC2

Residual maturity of CC1

Remunerstion receivad for CC1

Remunerstion of services for manegameant end recowery of raceivables trensfermed

Tha loss erising from the =ale of thesa receivables, through the
applied discount, is recorded in the income statement, under
financial expansas (sae Note 4).

Tha security depodit paid and representing the "mezzaning” shares
underwritten by the Group is recorded under the item "Loans and
recaivables carried at amortized cost” on the Group's consoldatad
statement of financial pasition. s remunerstion is recorded i the
income statement, urder financial income (s Mote 4.

Tha remuneratian of prowidad for ard racovery

of receivables transfarrad is shown in the income statzment, under
financial income (222 Nata 4).

Figures at June 30, 2012

The new securitization program has been the chject of the first sale
af recaivables an June 26, 2012

This sale included part of the outstending raceivables trarefarrad
under the former program, &= wel &s receivables pocurming since the
leszt transfer of the farmer program.

The data relating to this first transfer are presented below:

1765 (a)
15.3) ib)
75 i0)
164.1 (ah+(bi-le)
75
.
LA
not significant
not significant

* Mo Secunty dEpGSK KW &5 0027 had baan Tmed &5 oflune 30, 2012

A3 a reminder, Group subsidiaries not imvolved in the new program
havee sold their aligible raceivables under the renaweal of tha former

Program.

MAZARS

These sales were given the same socounting trestment as before:
the receivables are tharefore not derecognized from the Group's
corzolideted stetement of finencial position and a8 lisbility was
aooounted for, ageinst the cash proceeds from the sales.



Events and FAQ !

O
2 Frequently asked questions

» Setfting up a profit-sharing scheme for management
personnel: the accounting freatment of share
warrants with a repurchase commitment by the entity.

» A conditional, deferred additional consideration,
payable in shares, in the confext of a business
combination: should the corresponding entry be a
financial liability or an equity instrumente

» The accounting treatment for a foreign exchange
gain from the settlement of an intragroup advance.

The methods for calculating “full badwill”.

The accounting consequences, in an investor’s
accounts, of the repurchase of minority interests by an
associate.

» The date of recognition for compensation for breach
of a licence agreement.

Upcoming meetings of
the IASB, IFRS Interpretations
Commitiee and EFRAG

Coo0oo0000000O00

IASB Committee EFRAG

15-19 October 2012 13 - 14 November 2012 7 -9 November 2012
19 - 23 November 2012 22 - 23 January 2013 12 - 14 December 2012
17 - 21 December 2012 12 - 13 March 2013 16 - 18 January 2013
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an opinion issued by Mazars.  Despite the meticulous care taken in preparing this publication, Mazars may not be held liable for any errors or omissions it might contain.
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