COUR DES COMPTES

Audit Court Opinion on the
State’s Annual Financial
Report 2010

Summary

May 2011

B Notice

This summary is designed to make it easier to

understand, and to comment on, the full Audit Court
Opinion, which is the only document binding on theCour
des Comptes



Contents

1 - The Mission entrusted to theCour des Comptes............. 3
2 — The State’s Financial Statements..........oumveeeeeeeennnnn. 5

3 — Audit Court Opinion on the State’s Annual Financial
RePOIt 2010.. ...t 10



1- The Mission entrusted to the Cour des
Comptes

Lawfulness, Sincerity and Faithfulness of the Finacial
Statements

Article 47-2 of the Constitution sets forth the rmiple that the accounts of public
administrations are to be lawful and faithful, oiifg a true and fair image of the latter’s
management, assets and financial situation.

Article 58, paragraph 5, of the Constitutional By+ on Budget Acts (known as the LOLF in
its French initials) of 1 August 2001 entrusts @mur des Comptesith the task of certifying
the lawfulness, sincerity and faithfulness of that&s accounts.

The Audit Opinion issued by th@our des Comptegims to assist the Parliament, which must,
under Article 37-1ll of the LOLF, approve the CaitGovernment’s accounts. The Audit
Opinion is also designed for a broader range ofsuse

The accounts are deemed lawful if there has been ropliance with the obligation,
defined in the French National Accounting Code, tdadhere to rules and procedures in
force” (Article 120 - 2).

Sincerity of the accounts ensures their ability to‘convey the knowledge that those
responsible for drawing up the accounts have of thesality and relative materiality of
recorded events” (Article 120- 2).

The concept of faithful representation lays down arverarching requirement that only
general ledger accounting can fulfil: through the @plication of accounting rules in good
faith, the accounts must offer a relevant and fairview of reality; where necessary,
additional information is to be appended in the Nags to the Financial Statements.

Audit Opinion on the Financial Statements

The Audit Opinion is a substantiated written opmigssued by an independent body, under
its own responsibility, on the accounts of an gntit entails the collection of all necessary
elements so as to ensure beyond any reasonabléttiatthe financial statements, in all their
material aspects, comply with a given set of actiagrrules and principles.

The Cour des Comptesonducts its audit pursuant to the provisionshef Erench code on
audit courts and in reference to the InternatioBshndards on Auditing set by the
International Federation of Accountants (IFAC).

These standards require that the certifying bodkecoall evidence with a view to obtaining
reasonable (and not absolute) assurance thatrthecial statements are free of any material
misstatements. They stipulate the criteria by wigh reasonable assurance is to be sought
(for example, the exhaustiveness and exactitudeeobrds, their correct entry into the
accounts and the separation of financial periods).

The Audit Opinion may come in of four formats:
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— unqualified Opinion;

— Opinion with one or more qualifications regardoggtain aspects of the accounts, deemed
non-satisfactory;

— an unfavourable Opinion, when the proportion of fimancial statements deemed non-
satisfactory is excessive;

— a non-Opinion, if the certifying body is unabtesatisfactorily perform the audit and issue
an Audit Opinion

The Audit Court Opinion is not taken to be a commenhon the situation of the State’s
finances and assets. It is a reasoned and informessessment of the reliability of the
accounts, which need to be able to provide users tiwvigrounds for forming such an
opinion.

It is therefore a prerequisite if the financial staements are to be used by:

— citizens, who will thus have access to more compéeaind reliable information;

— Parliament, which must approve the accounts and wilbe able to use the Audit
Court Opinion to analyse the situation of the Cental Government’s finances
and assets as well as the results of its managemeautd to refer to it both in its
legislative capacity and in its auditing capacity;

— the Government and administrations, which will be #&le, thanks to the
operational steering and management tools of the iséces offered by the
accounting reform, anticipate future expenses, optiise their management,
gauge the scope of risks and commitments faced blget Central Government,
and measure the cost of policies implemented;

— financial analysts, rating agencies and investors.



2- The State’s Financial Statements

Book-keeping and establishment of the financial staments

The State’s financial statements trace the opersitiof State services, establishments or
institutions which do not have an independent legatus (ministries, public authorities,
ancillary budgets, etc.).

Unlike cash-based accounting, which merely recdrddgetary expenditure and revenue
transactions on an annual basis, the accountseoCémtral Government incorporate, on the
one hand, the results of its management and, omttier hand, the situation of its assets,
debts and multi-year commitments. They thus offdyetter understanding of the costs of
public policies and structures, and provide opergi tools for the steering and management
of services.

The Central Government’s financial statements el balance sheet (known as the
statement of net worth), an income statement (cmingrthree sections: the statement of net
burdens; the statement of net sovereign revenueshalance of transactions for the financial
period), a cash flow statement and the Notes td-th@ncial Statements. These Notes, which
are a vital part of the financial statements, piteva corpus of useful information for a clear
understanding and interpretation of the accounts.

Pursuant to Article 30 of the LOLF, the financitdtements are drawn up in accordance with
the accounting principles and rules applicable e private sector, except where the
specificity of State activities makes this impossijkalthough such instances are to remain
limited. These rules and principles are set forththe Central Government Accounting
Standards.

The State’s financial statements are prepared utideresponsibility of the centralising
accountant. They are approved by the Director Génefr Public Finances and are then
subject to approval by the Minister for the Buddetblic Accounts, the Civil Service and
State Reform.

The State’s 2010 financial statements: key figures
As at 31 December 2010

A situation of negative net worth of €73illion, stemming from the difference between
assets and liabilities, and which reflects the aadation of deficits year upon year:
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A net loss of €112 billion, stemming from a shdfttia tax revenues (€254 billion) and
revenues from other sources (€119 billion, inclgdéy3 billion in reversals of provisions)
with regard to overall costs borne by the Centravé&nment in 2010 (€485illion), which
can be broken down as follows:
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Total assets increased by €b4lion, owing chiefly to:

— hydraulic concessions entered into the accowntthé first time in 2010 (+€44illion) and
the revaluation of Banque de France in the puldapants (+€24 billion);

— reduced cash and liquid assets (-€17 billiorg, lével of which was higher in late 2009
owing to the circumstances at that time.

Total liabilities increased by €13@Gillion, mainly due to heavier financial debt (+€8&#lion)
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and cash and liquid liabilities (+€44 billion).

A net loss which has worsened by an additional lgllidn as compared with the situation in
2009 (-€100 billion), due mainly to increased tfars to local authorities (+€29 billion),
despite the net increase in tax revenues in 20604(billion).

A net situation which has shifted €92 billion fuethinto the negative, with the impact of the
2010 deficit (€112 billion) mitigated by the intagjon of assets and the effects of some error
corrections (+€2illion).

The State’s 2010 Financial Statements: cash flowagement

The State’s net cash flow (cash assets less cablities) went from -€21 billion on 31
December 2009 to -€85 billion as at Bkecember 2010; a variation of -€64 billion.

Indeed, the State’s activities resulted in net ks requirements (inflows less outflows) of
€102 billion:

— €422 billion in funds collected, including taxaad dues (€334 billion) and dividends
received (€12 billion);

— €524 billion in disbursements, including expeundit related to staff (€121 billion),
intervention expenditure (€183 billion), refundsdareimbursements on taxes and dues
(€66 billion) and interest paid (€42 billion).

Moreover, government investment transactions reduih an additional net cash flow
requirement of €44illion:

— €11 billion in disbursements for acquisitions of tarlgiand intangible fixed assets;

— €46 billion in outflows in connection with thea®’s financial transactions, including
disbursements made within the framework of futuxpeaditure (€32 billion), the loan to
Greece (€4.5oillion), the advance payments authorised in 2@lthé Services and Payment
Agency (€6.5billion) for pre-financing Community agriculturakpenditure;

— €13 billion in inflows, notably those relatedrepayments to the Central Government of the
loans awarded to automobile manufacturers (€2.Homjl and the advance payments
authorised in 2009 to the Services and Payment &g€€6.7 billion) for pre-financing
Community agricultural expenditure.

These cash flow requirements (totalling €14iion) were met in the following manner:

— €82 billion through financial indebtedness (fioi@h debt of €193 billion acquired in the
fiscal year, €111billion repaid in the same period);
— €64 billion through Treasury funds.



The State’s 2010 Financial Statements: main off-bahce sheet
information

Information relating specifically to 2010

Launch of the future investments programme (€3ohj,;

— Reform of local taxation (€3Billion transferred to local authorities);

— Loan to Greece (€4.5 billion);

— Agreed guarantee for the new European Finantadlil®y Facility (ceiling of €111 billion);

— Effects of pension reform on the Central Govemimne

— The organic law reclassifying the Social Debt &edtion Fund (CADES) as part of the
social insurance system.

Significant events occurring after 31 December 2010

— Early repayment of automobile sector loans: €6idnillrepaid in full to the Central
Government between January and April 2011;

— France’s loan guarantee for the loan to Irelandbfibn);

— Additional loan to Greece (€Billion).

Taxation-related liabilities

— Taxes collected by the State and transferreditd parties such as local authorities or
social insurance entities: €114 billion in 2010 t(of a total of €385 billion collected, or
30 %), as opposed to €144 billion in 2009 (out40&E billion collected, or 36 %);

— Tax loss carry-forward provisions: corporate s&a¢&815 billion), income tax (€12 billion);

— Deferred taxation of capital gains from salestares: €12illion.

Commitments undertaken as part of agreements

— Guarantees agreed under the budget: €138 billicat 81 December 2010, as compared
with €150 billion as at 31 December 2009;

— Guarantees t@oface(credit insurance): €78 billion;

— Guarantee for the interest rate stabilisation ptace (€6 billion);

— Guarantee to ensure protection for individualessvholders ofivret A, livret bleu and
‘sustainable development’ savings accounts (€260, holders of livret d’épargne
populaire (€54 billion);

— Liability guarantees: multilateral development bsurfklose to €50 billion), temporary art
exhibitions, etc;

— Financial commitments: home-ownership savings sesei®5 billion), loans to be paid out
to foreign States (€1.billion), etc.



Civil servant and military pension commitments

— €1,200 billion in commitments, representing aufatfunding requirement of €49illion
(all funding yet to be sourced, given projectedifatdeficits of the regime);

Other pension commitments

— Officials from the French postal service: €16lion in commitments, representing a future
funding requirement of €110 billion;

—Special State-subsidised regimes: €210 billicimiare funding requirements;

— Other pensions and benefits (veterans, victimsaof etc.): €63 billion in commitments.

Other State commitments

— Budgetary liabilities not liquidated as at Bcember 2010 (€96illion), concerning
chiefly Programme 146 for equipping the forces (88f8on), Programme 854 on loans to EU
member States (€12 billion), Programme 178 on itrginand employing the forces
(€7 billion), and Programme 110 on economic and finalindevelopment aid (€5 billion);

— 2007-2013 State-Region project contracts: €ohilin liabilities, or 50% of the total sum
forecast;

— Social liabilities: housing assistance (approxetya€90 billion in commitments), RSA
income support (liability undetermined), adult digigdy allowance (approximately
€17 billion in liabilities)

— Public service concessions: 354 contracts cuyremder way, including 334 relating to
dams and 17 relating to overhead lines

— Public private partnership contracts: 7 detentamilities, 4 police stations, Zendarmerie
stations, the diplomatic archive centre, etc.

Financemant das ratrates du régime des fonctionnairas de 'Etat et des militairas
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3- Audit Court Opinion on the State’s
Annual Financial Report 2010

Findings from the Cour des Comptes’ audit

Two qualifications from 2009 fully lifted, conceny:

— the Social Debt Redemption Fund (CADES);
— the other fixed assets and inventories of civilisties.

Four qualifications from 2009 partially resolved:

— procedures for establishing the list of implementagencies (qualification regarding
the identification and valuation of the agencies);
— the State’s commitments vis-a-vis the Frenchmayjl network Réseau Ferré de
France- RFF), the State’s commitments regarding the tadishbility allowance (or
AAH in its French initials) and housing assistanoen-inclusion of the national
housing aid fund (FNAL) and the RSA income suppontd (FNSA) into the State’s
accounts, exemption from contribution on overtimed &nancial information annexed
to the financial statements (qualifications onnnémtion expenditure and liabilities);

— the capitalisation threshold applied by the Miyisof Defence (qualification on
Ministry of Defence assets);

— the provisions for asbestos removal (qualificati@garding State’s real estate
assets).

Corrections requested by the Cour des Comptes akeh tinto
consideration

The “net” impact of the corrections that the adstirdtion implemented following the
Cour des Comptésaudit findings is greater than that of the cotimts from previous
programmes:

— -€9.6 billion on the balance of transactionstfa 2009 fiscal year (as opposed to -€2.1
billion on that of 2009 and -€5.5 billion on thdt2008);

— +€32.2 billion on the Central Government's netrtwoas at 31 December 2009
(compared to +€15.4 billion as at 31 December 2608 +€20.8 billion as at 31
December 2008).

These adjustments attest as much to the work rémgaio be done — five years after the
LOLF entered into force — if the financial staterseare to be truly in compliance with
the applicable Central Government Accounting Stedgjaas to the importance of the
verification work undertaken annually by tl@our des Compteso help ensure their
reliability.
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But disagreement persists over other correctiogaasted, which
were not taken into consideration

Had these modifications, suggested by @mur des Comptesbeen undertaken, they
would have led, notably:

— to a net balance of transactions for the fisearymproved by €1.8 billion;

— to a deterioration in the Central Government'swerth as at 31 December 2010 by an
additional €12.8 billion;

— to a number of reclassifications on the balammets(€0.5 billion, absolute value) and
income statement (€0.1 billion, absolute value).

A significant number of uncertainties and limitaiso

The remaining uncertainties and limitations, paitag to a still sizeable series of items in
the financial statements, could have a major firdnmpact, but it is not possible, by
definition, to draw a firm conclusion.

Given the sum total of these discrepancies, uncertdies and limitations, the Cour
des Comptes is able to certify that, with regard to the appli@ble accounting rules
and principles, the State’s Annual Financial Reportfor the fiscal year ending 31
December 2010, approved 1May 2011, is true and correct and offers an accurat
image of the State’s finances and assets, with tlexception of seven substantive
qualifications:

. The State’s financial and accounting informatiorsystems;

. The ministerial internal control and audit mechanisms;

. Sovereign revenues;

. Agencies and other financial fixed assets of ti&tate;

. Ministry of Defence assets;

. Intervention expenditure and liabilities;

. The State’s real estate assets

|
~NOoO b~ WDN PR

Since its first audit of the public accounts in @0€heCour des Comptéspproach has
been to offer support in the gradual implementatibthe accounting reform.

This approach has led to a gradual lifting of salveualifications, which dropped in
number from 13 substantive qualifications on th@&@ublic accounts to 12 (including
nine substantive) in the accounts for 2007 and 2@60&%wed by nine qualifications
(including eight substantive) for those pertainitgg 2009, and, finally, seven (all
substantive) for the 2010 accounts.

In 2010, the administrations have made even margress when it comes to identifying
accounting risks and the process of ultimatelyding these under firmer control.

The year 2010, however, saw the reorganisatioeratdrial administration, the overhaul
of public policies and the progressive rollout bk tintegrated management software
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package, Chorus. This context meant that some eofetideavours aimed at enhancing
accounting reliability were hindered, at times édagbly; the network of local internal
accounting audit specialists was destabilised; @red administration’s resources were
concentrated on the adaptations relating to thefeems.

As a result, th&€€our des Comptesbserved marked differences across the accouitts, w
some financial aggregates becoming steadily mdrabte, while other others failed to
make sufficient progress, or even plateaued, wigard to accounting quality
requirements.

A major issue today is the appropriation of the rm@eounting software package, Chorus,
by all of the managerial services, the successfigration of the general accounts to
Chorus, planned for January 2012, and the swifteaelment of guaranteed reliability of

the various data to be entered into it.

Naturally, Chorus is but one manifestation of th&rent computerised accounting

environment (Accord and Palier LOLF) and will neot itself be enough to ensure
implementation of all of the provisions of the LOLF
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Qualification No.1:

The State’s financial and accounting informatiosteyns

— The characteristics of the Central Government’s ifancial and accounting information

systems impose an overarching limitation on the spe of the audit that theCour des Comptes

could conduct for the 2010 fiscal year. There aretif numerous uncertainties regarding the

ability of the Central Government’s new IT tools totake into consideration the corpus of
observations expressed by theCour des Comptes since 2006 when auditing the public
accounts.

Information systems insufficiently integrated

— The ability to shift the balances from the trialdvece of the accounts to the original individual
transactions, and vice-versa, is far from systamati
The weak links between applications limit the poidity of cross-checking accounting data,
and even show up inconsistencies in some cases.

Computer applications unsuitable for general ledgerk-keeping

— The functional shortcomings and characteristicthe accounting and management computer
applications limit theCour des Comptésability to audit the file from which the Central
Government Annual Financial Report is derived.

The Cour des Comptess unable to issue an opinion on the exhaustiwemdsthe Central
Government’s non-financial debts to third parti@sppliers, social insurance entities, local bodies,
etc.), which totalled €21 billion as at ecember 2010, because there is no usable auxiliary
accounting system in place.

The very design choices inherent in the Chorus gntgpnanagement module lead to uncertainty
regarding the valuation of real estate assetsairState’s books.

TheCour des Compteis incapable of verifying, within reasonable tifnemes, the effectiveness
of the numerous manual checks set up by the admaitis to remedy certain existing tools’
inability to guarantee the integrity of the dataytltonvey.

The conditions in which many budgetary programmedetwent migration to Chorus and the
under-utilisation of its accounting functions in1B0pose a major risk for its ability to handle the
Central Government’s general accounts in 2012.

The process of compiling the appended financialrmation fails to display sufficient security
measures and is not auditable, notably because datk of suitable information systems.

There are currently more than 10,000 accounting s@mas in use and the number of
entries exceeds 36 million, of which more than twthkirds bear no relation, for
technical reasons, with the account balances.

- The Chorus project — for which rollout is programmed for 2008-2012 and of which
the cost exceeds €1.3 billion — aims to cluster tfienctions of as many currently-used
management applications as possible (at least 80)ta one integrated management
software package, which should enable improved inggation of the accounting
information.

- Migration of the Central Government’s accountingin its entirety to Chorus is
planned for 1 January 2012
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Qualification No. 2:

Ministerial internal control and audit mechanisms

— Improvements were again noted in 2010, not only whtregard to the progressive rollout
of ministerial internal control mechanisms, but al® as concerns the structuring of
internal auditing. The ministries are still not able, however, to make sufficiently
substantiated assessments on the level of accountiand financial risk management.

Ministerial internal control processes

In all of the ministries, dedicated governancedtmes for internal accounting checks are now up
and running, with the exception of just two mirietr(Education, as well as Higher Education and
Research).

This initial rollout phase has not yet reached mtpaf perfect balance. The decentralised services
of some ministries are not always sufficiently ilwea in the risk identification and management
process. In parallel, the territorial administratieeform and the rollout of Chorus have caused
considerable upheaval for the network of local egpondents.

In many ministries, identification of risks relatéal the territorial re-organisation and rollout of
Chorus remains patchy. Risk management activigganding Chorus tend to be most often of a
general nature and their effectiveness is far fcemtain, especially in decentralised services.
Several processes, which tBeur des Comptesxamined in depth in 2010, display significant
shortcomings.

The fact that the level of maturity of internal msiierial control mechanisms varies greatly makes
it all the more necessary and urgent to ensurettieaSecretaries General are provided with the
tools that will enable them to offer a substantiaassessment of the effectiveness and efficacy of
the procedures implemented.

Ministerial internal audits

The number of internal audit services whose worlklddde used by th€our des Comptes
pursuant to the provisions of International Staddan Auditing 610, was limited to the two
financial ministries and the Ministries of Defen&gology and Agriculture.

While, in a small number of cases, the internalitafushction has indeed been identified and is,
although still insufficiently mature, under devetognt, the majority of ministries had not yet
approved an operational strategy for developingrttegnal audit function as at the end of 2010.

Internal accounting control refers to any organisedformalised and permanent measures or
processes, selected by management and implementgddificers at every level so as to ensure
the proper conduct of their activities with a viewto providing reasonable assurance as to the
lawfulness, truthfulness and accurate correspondercbetween the entries and the facts they
represent (“true and fair view”).

- Given its position, which is independent to the sual reporting lines, the internal financial
and accounting audit service aims to oversee the-house accounting checks, which are
designed to deliver on the government’s accountinguality objectives.

- As an external auditor, the Cour des Comptes mudie able to base its own verifications on
a reliable system of internal checks and auditing.
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Qualification No. 3:

Sovereign revenues

— Accrual accounting of sovereign revenues is possilif the following conditions are
satisfied:
- a taxation system designed in a way which enablesllection of the information
necessary for assessing the State’s liabilities atiibse of taxpayers;
- an information system capable of seamlessly manag all useful accounting
information;
- a regulatory environment which respects the priniples of accrual accounting,
consubstantial with the LOLF, as far as is possible
These conditions were not met for most of the taxi@n provisions in force as at 31
December 2010.

Lack of appreciable improvement

Accounting management of taxation of professionabme (€179 billion in 2010) has shown no
progress in 2010.
There is also a high level of risk as concernsatt@unting management of personal taxes.

Justification for accounting entries and balant¢dsrssufficient

The account justification process is not guidedabgrocedure robust enough to guarantee the
accounting quality of the records.

Inexistent or insufficient formalisation of the ¢mls in place seriously limits the scope of the
audits that theCour des Comptesan conduct, since it is not possible to systeralyi return to

the unit-level data on which the accounting entaesbased.

Impact of taxation instruments presented in the t@én
Government’s accounts in a way that does not refésdity

An insufficient analysis of the taxation mechanisimgorce, at times coupled with a complete

lack of tax declaration data, means that the fuppact cannot be systematically recorded in the
public accounts, in conformity with the Central @avment Accounting Standards.

When new taxation initiatives are being designed established, the administration fails to learn
from the shortcomings of most of the existing maims, which have been highlighted regularly

since 2006, so as to improve the quality of thermifation entered into the general accounts.

The information contained in the Notes to the Fam@nStatements in the table of allocated taxes
and duties fails to adequately represent the altmtaof gross revenues between the Central
Government’s budget and the funding of third-paegipients.

In 2010 net sovereign revenues amounted to €271linh, stemming mainly from value added
tax (49 %), corporate taxation (20%) and personalncome tax (18%), up 5 % from 2009 as a
result of the increased VAT revenues and the expiten of the exceptional measures taken as
part of the economic stimulus plan.

- As at 31 December 2010, the net total of taxpaydiabilities was listed as €47 billion on the
State’s balance sheet under assets, while fiscahbilities stood at €17 billion, listed under
liabilities.

- Taxation collected by the State and transferredd third parties, such as local authorities or
social insurance bodies, amounted to €114 billiom 2010.
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Qualification No. 4:

Agencies and other financial fixed assets of tlaeSt

— In the Central Government’s 2010 financial staterants, significant uncertainties affect the
valuation of its implementing agencies and some @k other financial fixed assets, as well as
the exhaustiveness of the inventory of the latter.

The State’s agencies

The positive dynamics of having external certifioatof agencies’ accounts is again severely
limited because their closure of accounts occuwdate in the year.

Despite considerable progress, the internal acoayunerification mechanism set up by most of
the agencies remained insufficient as att3cember 2010.

Government agencies’ real estate holdings werealays correctly listed under assets on their
balance sheets as at 31 December 2010, and inaiesjweere also noted regarding the main
items under liabilities.

The majority of the agencies fail to always compith the accounting instructions applicable to
assets (component-based approach, cultural goistis;itymonuments, etc.).

The Cour des Comptegs still not in a position to issue an opinion tive reliability of the
procedure for reconciling reciprocal debts andnetabetween the Central Government and its
agencies.

The fact that the accounting standards appliechbyQentral Government and its implementing
agencies differ affects the quality of their valaatin the financial statements as at B&cember
2010.

Other financial assets and interests of the State

Audits conducted on some of the entities’ accounggencies excluded — revealed that they are
affected by the same uncertainties as those igehiii the case of agencies.

Two scope-related issues point to a significaneuainty: representation in the accounts of funds
without legal personality and the clarification aeding the accounting treatment of 1,043 public
health-care institutions.

Uncertainty remains as to the exhaustiveness ofstiope for State loans that benefit from
subsidisation in the form of reduced interest rated deferred repayment periods, as well as to the
valuation of these at the end of the fiscal year.

The information provided in the Notes to the FinahStatements concerning unaudited financial
participations and interests is insufficiently dieih

As at 31 December 2010, the value of the State’sdincial fixed assets was €283 billion,
representing 32 % of the balance sheet total. Thesassets include 876 financial
participations, valued at €219 billion, claims reléing to these participations, totalling
€43 billion, loans and advances with a net value €f1L7 billion, and other financial assets
valued at €4 billion.

- Among the State’s participations, 775 are auditedby the Central Government itself,
and these amount to a value of €118 billion; of ttse, 571 entities, valued at €60 billion,
fulfil a public service mandate under tight controlfrom the Central Government — their
main source of funding — and these entities are tlsuclassified as implementing agencies
of the State.
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Qualification No. 5:

Ministry of Defence assets

— Endeavours to ensure maximal reliability that begn in 2007 and were continued in 2010
have been continued with the simultaneous rolloutfdChorus, which has proved difficult and
required a great deal of effort on the part of theministry. Despite all the energy mobilised,
some major difficulties remained at the closure othe 2010 fiscal year. The ministry has
undertaken to deal with these outstanding challengethrough a new action plan.

Material misstatements continue to hound Defencentories

The valuation as at 31 December 2010 of the Armwitimns inventory was not able to be
justified.

Reconciliation of inflows in the electronic invengdfiles with the total amount of purchases in
storage, as listed in Chorus, has not been pertbrme

There is a risk of double-counting in fixed ass@td inventories in the case of deductions made
regarding aircraft that are being withdrawn frortivacservice.

Some inventories are entered into the books withegathat have been deduced using methods
that fail to comply with Standard No. 8 of the GahGovernment Accounting Standards.

Inventory of assets and liabilities still insuf@eit

Shortcomings in the inventorying and accountingahe assets and liabilities have led to an on-
going uncertainty.

As at 31 December 2010 the scope of inventory aoiveg assets that the Ministry of Defence has
made available to the manufacturing sector wasiays exhaustive.

The accounting treatment of State-to-State corgragiplied as of 2006, fails to correctly portray

the State’s true responsibility when it comes ts tfpe of commercial operation.

Fixed asset valuations not very reliable

Numerous fixed assets that are commissioned appeidre financial statements at unjustified
values.

Some of the fixed assets under construction orldpreent are still being valued on the basis of a
method that is incompatible with the applicablecarting standards.

Ancillary expenses are insufficiently taken intonsmleration in the valuation of tangible and
intangible assets acquired.

The depreciation schedule for fixed assets andniovies is applied inconsistently and only
partially.

Equipment delivered to the armed forces in 201Gt listed as being in progress as at
31 December 2010.

As at 31 December 2010, the Ministry of Defence fxl assets in service, excluding real estate
holdings, amounted to a gross value of €116 billioor €51 billion, net value. Those in progress
totalled €32 billion (gross and net value). Inventides exceeded €34 billion in terms of gross
value, or approximately €31 billion, net value.

- These assets are extremely diverse in nature, aatbo vary greatly in terms of their length of
service; there are limitations to the information ystems employed to inventory and value
them.
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Qualification No. 6:

Intervention expenditure and liabilities

— When it comes to the exhaustiveness of the assatsl liabilities stemming from the State’s
role as an economic and social regulator that arengered into the public accounts, a series of
discrepancies and uncertainties persist

Uncertainty as to the exhaustiveness of the intgiwe liabilities
inventory

There is significant uncertainty surrounding theéaastiveness of the inventory of liabilities to be
entered as intervention measures, which were mditemiby theCour des Comptesand which
represent an expenditure of €25 billion in 2010p@s0sed to €44 billion in 2009.

Uncertainty also surrounds the exhaustiveness tefviantion liabilities relating to mechanisms
handled by the State’s decentralised services

The Central Government’s liabilities under the VATf€at Fund
(FCTVA) not provided for

Last year's disagreement between W@eur des Comptesand the preparer of the financial
statements concerning the event generating the&dhbvernment’s liability under the FCTVA
remains unresolved.

The Central Government becomes liable to pay fleemtoment that the local authorities disburse
the eligible expenditure sums, and not upon readifte reimbursement claim for those sums.
The administration’s decision to consider the naicef the reimbursement claim as the liability-
generating event is inconsistent with ®dus operandfor other, comparable, intervention
mechanisms, as well as with prevailing practicprofate and public enterprises.

The Cour des Comptelbas assessed the Central Government’s liabilggrding the FCTVA as
amounting to €6.5 billion as at 31 December 201@eneas only €0.4 billion had been provided
for upon the closure of the accounts.

Debt Reduction and Development Contracts

Debt Reduction and Development Contracts (a formdetht relief for highly indebted poor
countries) are not always accounted for in the @érBovernment’s financial statements in a
manner that reflects their true characteristics.

The method employed by the preparer of the findistédements is to erroneously depreciate the
claim over the other country, whose debt is thienao be annulled.

In the aggregate, intervention expenditure totals £11 billion for the 2010 fiscal year, while
intervention liabilities stand at €75 billion as at31 December 2010.

- Intervention expenditure refers to all expensesfoa social nature or which relate to economic
development, and these comprise:

- transfers to households, totalling €35 billion (busing assistance, adult disability allowance, €jc.
to businesses, totalling €13 billion (exemptions dm dues, measures to foment employment, etc.); to
local authorities, totalling €110 billion (overall contribution to operating costs, compensation
following the reform of locally-levied business taxetc.); and to other local bodies, totalling €25
billion.

- provisions for transfer costs (liabilities), totdling €28 billion.

- various liabilities which could not be accuratelyquantified are described in the Notes to the
Financial Statements.
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Qualification No. 7:

The State’s real estate assets

— At the end of the second financial year in whicheal estate data are handled in Chorus RE-
FX, serious doubts still surround the valuation othe State’s real estate holdings.

— Indeed, contrary to expectations, the real estatdata from the previous heterogeneous
systems have not been satisfactorily made reliabte consistent.

Inventorying the assets

The pre-Chorus applications are still being usedid@entorying and managing the real estate
holdings, which runs counter to the key objectifetdising the new software package: to enable
the creation of one single database for manageafiené State’s property.

The information which ought to enable a clear vieinthe situation regarding management of
government real estate, in accordance with regylgboovisions, is not currently sufficiently
available. Such information is entirely lacking foearly three-quarters of the assets comprising
the real estate holdings.

Asset valuation

The sub-standard quality of the data containedhen RE-FX module leads to an uncertainty
concerning the valuation of the State’s real estagets, given that this data is required if thakbo
value of the marked-to-market assets is to be ctyrdiscounted.

The assessment methods employed by France Domesnbaged on scales that are largely
inappropriate for government property holdings.sTisi true, for example, for most of the assets
located abroad whose market value has barely budged the opening balance sheet of 1
January 2006.

The lack of regular on-site evaluation of the mdr@market real estate assets means that
uncertainty weighs on their book value entry agtgssn the Central Government’s balance sheet.
At least 10.7 % of the marked-to-market assetgesgmting €4.9 billion, have not undergone an
on-site evaluation since the 2006 opening balaheets

The unsatisfactory quality of the relationship betw the physical and accounting inventories
implies a risk of calculation errors when determinthe revaluation surplus and the valuation of
fixed assets; this risk confirms the irregularitidentified by theCour des ComptesThere are
unjustified discrepancies between the value oftasseorded in the physical inventory and those
in the accounting inventory, which ti@gour des Comptegalues at €1.3 billion (in absolute value)
as at 31 December 2010.

Disagreement as to the classification of assetsngelg to the Military Fuel Service (SEA in its
French initials) means that an uncertainty surrgutig valuation of these assets on the State’s
balance sheet as at 31 December 2010.

The accounting treatment of subsequent expendiuregovernmental monuments (expenses
aiming to enhance their permanence or usefulnesstil overshadowed by uncertainty.
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The State’s real estate assets, as they appear hetpublic accounts as at 31 December
2010, show a net book value of €66.4 billion, asgsed to €65.3 billion at the end of 2009
(on apro forma basis).

- This assessment is based chiefly on market valu&ome assets, the use of which by third
parties would only be possible at heavily discounterates (as is the case with historic
monuments), are valued at one symbolic euro. Deteah facilities are assessed at the
depreciated replacement cost.
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