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January 15, 2003

Mr Fabrice Demarigny
Secretary Generd

CESR

11-13 Avenue de Friedland
75008 PARIS

FRANCE

By emall to: secretariat@europefesco.org

Dear Mr. Demarigny

Re:  CESR Conaultation on the Enforcement of Accounting Standards in Europe

We agppreciate the opportunity to comment on the CESR Consultation on the
Enforcement of Accounting Standards across Europe (“the Consultation Paper”).
Goldman Sachs is a leading globa invesment banking and securities firm  that
provides a wide range of sarvices worldwide to a substantid and diversfied client
base that includes corporations, financid inditutions, governments and high-net-
worth individuals. We have substantia operations in Europe.

As an intenaiond firm usng ad prepaing financid information we support
CESR's objective of edtablishing a coherent accounting standards enforcement system
across Europe.

We want to commend the Committee for the work done on the Consultation Paper
and recognise the necessty for a co-ordinated set of principles by which European
member dates can implement the enforcement of International Financia Reporting
Standards (“IFRS’). In particular we are pleased that the Committee has drafted
principles that can be gpplied by each member dae in a manner compliant with its
juridiction’s legd framework, acknowledging that different legd environments exist
across Europe and that a centrdised enforcement body would, at this time, be
ingppropriate.

Ovedl we agree with the principles presented in the Consultation Paper. However we
wish to comment on certain areas and these are set out below.



Enforcement Body

We have concens as to the entities that will request and receive confidentia
information during the enforcement process. Principles 1,2 and 4 refer to “competent
independent  adminidrative authorities’ as those entities respongble for enforcement
of compliance of financid information. Likdy candidates for this role would be
regulatory bodies dready exising in member dates. If this were to be the case, there
would be ggnificantly more information avaladle about regulated companies than
non-regulated companies. The sharing of this extra information between a regulatory
body and an enforcement body would create an unlevd playing fied. Accordingly, it
should be made clear that information gained as a regulator should not be shared with
abody enforcing the application of accounting standards.

Role of Auditors

In the discusson following Principles 1 to 6 on page 6 d the Conaultation Paper, it is
dated that ‘auditors are required to act as a firsd externd line of defence againgt
misstatements by expressng ther opinion on the financid information based on ther
audit. We would note that an auditor's responshility is genedly limited to a
company’s shareholders.  For ingtance, in the UK, the audit opinion is prepared solely
for the company’s members in accordance with UK companies legidation. PwC have
recently changed ther audit opinion to expresdy date thet they do not accept or
assume responshility in the event of the audit opinion being used for any other
purpose or by any other persons. Accordingly, we consider it ingppropriate to place
reliance on audit opinions in order to provide assurance to potertid investors and the
wider market.

In addition, Principle 5 dates that the enforcement body should have the power to
“require supplementary information from companies and auditors’.  The information
provided to auditors is confidentid and governed by agreements between themselves
and the company’s shareholders.  In addition, the cost of requesting information from
auditors would likely be borne by the company itsdf. Fees charged by auditors in
these circumstances could be consderable.  For these reasons we consider that
requests for information should dways be directed to the company in the firs
ingance. Reguests for information from auditors should only be made in exceptiond
circumstances and aways subject to clear guiddines.

Materiality of Misstatements

We refer to Principle 16 which sates that ‘non-materia departures from the reporting
framework may not necessarily trigger public correction even though they normaly
deserve an action as wel’. The definition of materid, dso in Principle 16, states that
mistatements are materid if they are ale to affect an investor's decison and may
have a negative impact on market confidence. Public adjusments for nonmeateria
items would have a dgnificat and potentidly materid negaive impact on a
company, yet correction of the misstatement would have no benefit to investors or
market confidence (based on the definition of materidity). Therefore, dthough we
agree with the genera reasoning behind Principle 16, we consder that it should be
made clear that non-material misstatements should never warrant public disclosure.



The uniformity of the goplication of the definition of mateidity should dso be
addressed. As each member date will have a separate enforcement body differing
judgements on the materidity of an adjusment may lead to inconggencies in the
enforcement of misstatements across the member states.

Reporting by Enfor cement Bodies

Principle 21 provides that enforcers should periodicaly report to the public on
policies and decisons teken in individual cases. Except as provided in Principle 16
for materid mistatements, we congder that dl informaion regarding individud
cases should be on a no-names basis. In addition, as sated in the paragraph following
Principle 21, care should be taken that the enforcement body is not seen as an
interpreter of accounting standards. The respongbility for standard preparation and
interpretation should remain with the IASB and IFRIC where sdting and interpreting
standards is subject to due process.

Thank you for the opportunity to provide you with our feedback. If you have any
questions regarding our comments, please do not hestate to contact myself on +44 (0)
20 7774 3804 or Kristy Robinson on +44 (0)20 7552 5210.

Yours sincerdly,

Stephen Davies
Managing Director
Goldman Sachs International



