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Summary of the discussions at the

Public hearing on CP30 Draft CEBS Disclosure Guidelines: 
Lessons learnt from the financial crisis
Ms. Beaudemoulin welcomed participants to the CEBS premises for the hearing on CP30 and explained that this event is aimed to provide a forum to discuss stakeholders’ comments on this paper as well as possible ways of addressing them.
With this in mind Ms Beaudemoulin, who is a member of CEBS’s Expert Group on Financial Information (EGFI) and Chair of the EGFI’s Subgroup on Transparency, gave participants a presentation covering not only the background of the CP but also a detailed view of general comments as well as reactions on the specific principles included in the CP. 
The following note summarises (and follows the structure of) the presentation given at the meeting and the discussions at the public hearing.
Background
In terms of background, Ms Beaudemoulin referred to the series of assessments that CEBS has carried out in the past two years on disclosures banks made in their financial statements with regard to activities affected by the crisis. 
These assessments resulted in the development of a set of 16 principles aimed at assisting banks in improving their disclosures regarding activities under stress albeit without amending, duplicating or adding to existing disclosure requirements. 
While focusing on stressed situations CEBS felt that the principles are also useful in ‘normal’ situations and times. 

The 16 principles have been regrouped into 3 different parts dealing respectively with: 
· general principles that CEBS deem necessary to achieve high quality disclosures;

· the content of disclosures on areas or activities under stress; 
· presentational aspects. 
At the date of the hearing CEBS had received 11 responses, most of which (6) were from banking associations, followed by audit firms and associations (3) and individual financial institutions (2). Since then 1 additional response (from an auditors’ association) has been received. Input has also been received from CESR.
General comments:
As regards general comments received, Ms Beaudemoulin noted that most respondents are supportive of CEBS’s endeavours to help financial institutions improve their risk disclosures. In particular, respondents welcome the use of high-level principles / good practice disclosure and the fact that the principles are not compulsory.

However, there were also a number of comments that have been raised by several respondents:
· There are concerns that the guidelines are too detailed and increase the already significantly large amount of disclosures;
· Also there is a perceived need to clarify:

· how the guidelines interact with other disclosure requirements;
· the scope and objective of the guidelines and what is considered a situation of “stress”.
Most of these concerns were shared by participants. CEBS representatives noted that it will aim to address these points by clarifying the scope of the principles and in that context, what is considered to be a stressed activity. Moreover it is intended to clarify that the principles do not add or get in the way of existing requirements. 
In addition it was questioned whether some of the principles (e.g. principles 1, 4 and 6) do not go beyond what is requested in existing disclosure requirements and thus go against one of the underlying premises of the CP.
One participant also noted that most principles are already present in some form or another in other disclosure requirements. Ms. Beaudemoulin noted that these principles are deemed to be particularly important and conducive to achieving high-quality disclosures and therefore deems it important to highlight these principles in a free-standing document. 

Comments on section I: General principles (principles 1-6)
Principle 1: Financial institutions should provide timely and up to date information irrespective of the timing of their normal publication calendar 

A few respondents see this principle as a new requirement engaging not only a bank’s responsibility but also implying costs. Some respondents also expressed concerns that this principle will lead to higher publication frequencies.

CEBS representatives clarified that the principles do not aim to increase the frequency of disclosure of certain reports (e.g. Pillar 3). 
Rather, institutions are encouraged to ensure that in certain instances it may be necessary to make targeted ad hoc disclosures irrespective of the normal publication schedule. 

It was noted that CEBS will aim to clarify this principle in that regard.

Principle 2: In order to enhance the quality of information, financial institutions should provide adequate information on areas of uncertainty

A few respondents are concerned about a possible excessive expansion of information on sensitivity analyses. They questioned the value for the users of financial statements and how this information could be provided in practice?
In that context CEBS representatives stressed that some IFRS already require disclosures on sensitivity analyses in certain areas respect and that this information is deemed very useful. At the same time CEBS representatives recognised the fact that forward-looking information (such as forecasts on results or on risk exposure-related losses) could be sensitive. This is an issue that will have to be discussed further.
Participants did not have any additional concerns and agreed with the suggestion that this principle could be clarified in a way not to give the impression that this forward-looking information has to follow certain formats or given scenarios. 
Principle 3: Financial institutions should provide comprehensive and meaningful information that fully describes their financial situation

Some respondents voiced concerns about the request for coordination with competent authorities and/or for continued compliance with relevant disclosure obligations in case a bank would be confronted with sensitive information in stressed circumstances. These respondents felt that actual disclosure is a matter of management discretion and judgement (as regards level of detail). 
Participants again seemed to agree with these concerns and noted that where an institution faces an issue it will already be in contact with its supervisor and that there is no need for this requirement. 

In contrast, there was also a demand for criteria about what how to determine which information could be omitted. There were no views issued by participants of the hearing on this issue.
This issue will have to be further discussed.
Principle 4: Disclosures should allow for comparisons over time and between institutions

The proposed principle has raised some concerns about increases of varying disclosure formats and additional disclosure burden.

CEBS representatives agreed that attention must be paid not to increase the quantity of information already required, but also believes that it must be done on the criteria of usefulness which undoubtedly is satisfied in the case of comparative information.
Some participants also noted their disagreement with the comparability across institutions on the grounds that disclosures have to reflect individual profiles and situations and that there could be a trade-off between comparability and adequacy of disclosures. 
CEBS representatives noted that the principle does not advocate for strict standardised formats - although in a persistent crisis situation, tables such as those developed by the FSF and the SSG proved useful. Rather, institutions are encouraged to look at disclosures of peers and to explore voluntary efforts at institution level to achieve a higher degree of comparability, notwithstanding the fact that certain situations might be entity-specific or that stressed situations might be of a short duration. It will be aimed to clarify this point when revising the principle.

While some participants noted that the monitoring and improvement of disclosures should be left to external auditors respectively to market discipline, CEBS representatives re-affirmed the role of supervisors in those areas.
Principle 5: Financial institutions should seek to early adopt new disclosure standards and best practice recommendations from standard-setters and regulators

A few respondents explicitly supported the principle to seek early adoption, although some stressed that regulators should not interpret IFRS standards. Some respondents also point out possible risks of early adoption to quality and the practical difficulties (notably the upgrading of IT systems). Respondents also mentioned the importance of the iterative process that is used to develop new disclosure processes

Hearing participants generally were in agreement with these concerns but questioned whether the principle aimed at final , or also at draft standards. 

CEBS representatives noted that it will be suggested to clarify that this principle should in principle apply to final standards / requirements that are aimed at stressed situations. 

Against that background, it was also clarified by CEBS representatives that they believe early adoption to be desirable and that banks should made their best efforts to meet this principle without compromising quality. The principle could clarify that it is not CEBS’s intention to interfere with a bank’s plans on adopting new IFRS standards in general.
Principle 6: Financial institutions should specify whether and to what extent information has been verified by external auditors

As regards principle 6 a number of respondents asked for guidance how this principle should be applied in practice. Some respondents also suggested that financial institutions provide insight on their internal monitoring / assurance processes (organisational independence, coverage of audit plan, oversight of the internal audit function)

In response to these comments, CEBS representatives noted that they preliminarily consider it good practice for financial institutions to address in their disclosures the question of the verification of information. The draft principles NOT require verification.
Reactions from some hearing participants confirmed that this principle is not entirely clear and could benefit from stressing the objective behind the principle. While it is acknowledged that in some cases – especially in annual reports or financial statements in general – the place where disclosures are provided says a lot about whether it has been verified or even audited, this is not the case for all types of disclosures. 
Comments on section II: Content (principles 7-11)

Principle 7: Financial institutions should elaborate on the position and importance of the activities under stress within their business model

Some respondents questioned the form that information on business models should take and how it would interact with management commentary. There were also questions about the appropriate level of detail, the extent of forward-looking information needed (if any), location…

Respondents also felt that information on business models has to be tailored to each particular situation but also need to be sufficiently detailed to allow external users to gain sufficient insight on the overall situation of the financial institution. 

At the hearing the discussion focused (both for principle 7 and 8) on forward-looking information and participants noted that such information is never audited and given that it is based on hypothetical assumptions potentially misleading and even prone to make certain situations graver. Participants noted that this is linked to the discussion on principle 2.

Principle 8: Disclosures should include clear and accurate information on the impacts on results and on risk exposures of the activities under stress.
The discussion on this principle has been done together with principle 7.
Principle 9: Disclosures should also include information regarding the impacts on the institution’s financial position

Respondents noted that IFRS 7 contains already sufficient disclosure requirements about liquidity risk. CEBS representatives noted in that respect that they rather feel that quantitative information on liquidity risk in IFRS 7 are limited. 

This principle did not give rise to additional comments at the hearing.

Principle 10: Financial institutions should communicate appropriately on the management of risk to activities under stress

One respondent cautions against the possibility of creating “self-fulfilling prophecies”. 
One respondent also seems to imply that once activities under stress are recognised they are also managed and under control and thus do not warrant to be the subject of further focused disclosures, which could even aggravate an entity’s situation. 
CEBS representatives did not necessarily concur with this view but this issue will be further discussed.

Principle 11: Financial institutions should be as specific as possible with regard to sensitive accounting issues

One respondent cautioned against the risk of extensive scenario disclosures around sensitive accounting issues which could lead to undermining the quality of financial reporting. 

CEBS representatives noted that by nature sensitive accounting issues require special attention. Yet, it is felt that high quality disclosure is linked to the amount of information disclosed. Rather this is an area where it is felt that there is scope for significant improvements by reducing disclosures explaining accounting standards to the benefit of information how these standards are effectively being applied.

Comments on section III: Presentational issues (principles 12-16)

Principle 12: Disclosure should as far as possible be provided in one place with appropriate cross-references where necessary

Some respondents consider that it is up to each financial institution to decide how to present information. CEBS representatives noted that they agree with this comment but encourage financial institutions to consider benefits to users when  all information relating to the SAME stressed circumstances is provided in one place. The principle does however not intend to regroup disclosures from various regulations / standards in one document.

Some respondents also noted that cross-references should be at management’s discretion and could raise issues between audited / non-audited information. In that respect it was noted that it is CEBS’s view that the relationship between audited / non-audited information is not affected by cross-references.
This principle did not give rise to additional comments at the hearing.

Principle 13: Disclosure should be provided at an appropriate level of granularity of transparency

One respondent pointed to the risk that this principle could lead to an even greater information overload. Another respondent mentioned that the level of granularity must be weighted against the length of the remittance periods.

CEBS representatives noted that they agree with the comments and believe firmly that it is up to the financial institution to strike the right balance between timeliness and the right level of detail. It was also reiterated that CEBS will clarify that the principles do not add or get in the way of existing requirements.
Principle 14: Financial institutions should seek an appropriate balance between quantitative and narrative information

Only supportive comment were received on this principle. No additional comments were raised at the hearing.

Principle 15: Financial institutions should continue to develop an educational approach

One respondent argued that education is not a primary goal of financial statements and that executive summaries could distract users from a full reading of financial statements. Other respondents welcome the suggestion to institutions to consider the inclusion of executive summaries and to “tell a story” about their activities. These comments were largely shared by hearing participants. 

CEBS representatives noted that it is intended to clarify that institutions should seek to strike the right balance between long educational developments for non-experts and adequate disclosures for knowledgeable users. CEBS representatives also insisted on the need to look for consistency throughout disclosures.

It was also mentioned that Pillar 3 disclosures provide a picture of an institution’s risks at one point in time. 
This point will have to be further discussed.

Principle 16: Financial institutions which are not exposed to the activities under stress should clearly specify that fact when it is likely to provide useful information for users in their decision-making

Respondents expressed concerns that a positive statement on the absence of involvement from the financial institution may have adverse effects on readers (i.e. could create suspicion – in particular in situations where the going concern is at stake – or result in manipulations) and may engage the legal responsibility of the institution.

CEBS representatives agreed that this principle requires management judgment as to when an explicit statement of non-involvement – or low-involvement - is needed in order to prevent the effectiveness of the disclosure being undermined by unnecessary “noise”.
Hearing participants agreed that this principle could lead to possible negative consequences and that CEBS should aim to clarify this principle to say what exactly should be discussed. It was also suggested that industry associations could play a role in identifying issues that should be covered.
Next steps
As part of the revision of the principles, CEBS will prepare a feedback document (within 3 months after the consultation period ends) discussing the received comments and setting out CEBS’s reactions. In that context CEBS will also carry out an impact assessment the results of which will be submitted to CEBS for approval together with a final proposal. The final outcome, which will also benefit from the results of the next transparency assessment, can be expected in the second quarter of 2010. 
