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CEBS guidelines on Supervisory Disclosure

Executive Summary

1. This paper sets out CEBS' guidelines for implementing a common
European framework for supervisory disclosure. The framework is
intended to make supervisory practices more transparent, which
should in turn promote the legitimacy and credibility of supervisors
from the perspective of the institutions that they supervise. This paper
should therefore be of key interest to supervised institutions.

2. The need for transparency is all the more pressing in the context of
increasing integration of European financial markets in Europe, which
requires consistent implementation of EU legislation and convergence
of supervisory practices. CEBS members recognise that supervisory
disclosure promotes sound governance and is a powerful tool for
convergence of supervisory practices across Europe.

3. The importance of supervisory transparency and accountability has
been stressed by the Basel Committee on Banking Supervision and by
the new European legislation!, which will require supervisors to make
disclosures that permit meaningful comparisons of supervisory rules
and practices across Europe.

4. The guidelines developed by CEBS implement a framework for
supervisory disclosure at both the European and national levels.

5. The framework will make it easier to compare national texts that
implement the Capital Requirements Directive (CRD), and to compare
the ways in which Member States exercise the options and national
discretions available to them in the CRD. In addition, the framework
will enable institutions to compare the criteria and methodologies that
supervisors use in evaluating and reviewing them. Finally, it will
provide aggregate statistical data on key aspects of the
implementation of the CRD.

6. The scope of the framework has been limited to the provisions of the
CRD that implement Basel II. The framework is based on tthe

1 See the European Commission’s proposal for a new Capital Requirements Directive (‘the CRD’), which will
replace the existing Consolidated Banking Directive (2000/12/EC) and Capital Adequacy Directive (93/6/EEC),
Article 144. (MARKT/1050/04)
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Commission’s proposal of the CRD dated 14 July 2004 and will need to
be revisited to reflect the final version of the CRD.

The form of disclosures plays an important role in allowing meaningful
comparisons. The proposals set forth in this document seek to permit
meaningful comparison in the following ways:

e Disclosures will be accessible via the Internet, using both the CEBS
website and national websites, which will be linked to each other.

e CEBS recommends using a common format, consisting of a series of
simple and similar information tables in standard formats which can
be posted on websites. These tables have been designed to show
two complementary levels of detail: summary tables on the CEBS
website for ease of cross-country comparisons, linked to tables on
the websites of national authorities that provide more detailed
information.

CEBS has provided tentative templates for these tables. The templates
are subject to change, to reflect the final version of the CRD and the
final outcome of other CEBS work streams.

A demonstration of the functionality of the framework is available on
the CEBS website at www.c-ebs.org/SD/SDTF.htm.

The framework is written in English, the working language of CEBS.
The information displayed on the CEBS website will be disclosed in
English. Information on the national websites of non English-speaking
countries will be available in English on a best-efforts basis. In any
case, the information should be made available in national language
prior to any translation.

The framework will be implemented by CEBS and the national
authorities in charge of the supervision of credit institutions and
investment firms by year-end 2006 as a target date for qualitative
information, and by mid-2008 for the statistical data, recognising that
some of the intended content may not yet be available at the time.

The CEBS draft guidelines went through a three-month public
consultation and overall received a positive response. Attached to this
paper is a feedback table which contains a summary of the key points
arising from the consultation and the responses made to address
them. It includes an annex reflecting CEBS’ views on the detailed
comments received. With regard to the internet mechanics of the
framework, new functionalities have been added to reflect the
comments made. The website demo has been amended accordingly
(see. www.c-ebs.org/SD/SDTF.htm).



http://www.c-ebs.org/SD/SDTF.htm
http://www.c-ebs.org/

III.
IV.

V.

Table of content

Introduction
Transparency of supervision
A.Definition
B.Objectives
Basic principles
Main features
A.Internet architecture and format of publication
B.Content of disclosure
1.Rules and guidance
2.0ptions and national discretions
3.Supervisory review
4.Statistical data
C.Implementation and updating
The review of the framework

Annex I List of the articles related to supervisory disclosure

Annex II Preliminary definitions for calculating the ‘statistical data’ part of

the supervisory disclosure framework

NNNE B
WNOQUNNOOUOUMWOMNNDI

28



I. Introduction

1. Transparency is a key element in effective banking supervision, as
evidenced by its inclusion in Principle 1 of the Core Principles on
Effective Banking Supervision.2 The effectiveness of supervision is
closely related to the legitimacy and credibility of the competent
supervisory authorities. Quite apart from any formal legal
requirements, supervisors are accountable to governmental and
parliamentary authorities, to the regulated industry, and to the general
public for the conduct of supervision. They are accountable both for
how they enforce compliance with prudential regulations and for how
they foster sound governance practices on the part of the institutions 3
they oversee. Appropriate disclosure by supervisory authorities is
desirable to ensure proper accountability, which in turn helps to
promote sound governance practices on the part of the supervisors
themselves.

2. Supervisory transparency and accountability are also stressed in the
Basel Committee on Banking Supervision’s “Revised Framework for
International Convergence of Capital Measurement and Capital
Standards” (Basel II), which notes: “the supervision of banks is not an
exact science, and therefore, discretionary elements within the
supervisory review process are inevitable. Supervisors must take care
to carry out their obligations in a transparent and accountable
manner.”

3. Structures that encourage transparency are all the more important,
given that the new capital adequacy framework will introduce more
complex rules that place greater reliance on the qualitative judgement
of supervisors. This will increase the scope for supervisory discretion in
a number of areas, at a time when the integration of the European
banking market places a premium on supervisory convergence.

4. European supervisory authorities recognise the importance of
increased convergence in achieving an integrated banking market.
They understand that supervisory disclosure will foster sound
governance and promote convergence of supervisory practices across
Europe.

2 Principle 1 states that “an effective system of banking supervision will have clear responsibilities and
objectives for each agency involved in the supervision of banks”. This requirement is developed further in the
Core Principles Methodology, the implementation guide used by the IMF and the World Bank in their joint
Financial Sector Assessment Program (FSAP). The Core Principles Methodology states that supervisory agencies
should set out their objectives, should be subject to regular review of their performance against their
responsibilities and objectives through a transparent reporting and assessment process, and should ensure that
information on the financial strength and performance of the industry under their jurisdiction is publicly
available. (see Core Principles Methodology, “additional criteria” for assessing compliance with Core Principle 1
and also IMF Working Paper WP/02/163: “Crisis Prevention and Crisis Management: The Role of Regulatory
Governance.”)

3 For the purpose of this paper, ‘institutions’ refers to both credit institutions and investment firms.

4 sSee paragraph 779 of the Revised Framework for International Convergence of Capital Measurement and
Capital Standards, June 2004.



5. The role of disclosure is specifically set forth in the European
Commission’s proposal for a new Capital Requirements Directive (‘the
CRD’), which will replace the existing Consolidated Banking Directive
(2000/12/EC) and Capital Adequacy Directive (93/6/EEC).> In
particular, Article 144 of the CRD provides that:

“1. Competent authorities shall disclose the following information:

(a) the texts of laws, regulations, administrative rules and general
guidance adopted in their Member State in the field of prudential
regulation;

(b) the manner of exercise of the options and discretions available in
Community legislation;

(c) the general criteria and methodologies they use in the review and
evaluation referred to in Article 124;

(d) without prejudice to the provisions laid down in Title V, Chapter 1,
Section 2, aggregate statistical data on key aspects of the
implementation of the prudential framework in each Member
State.

The disclosures provided for in the first subparagraph shall be
sufficient to enable a meaningful comparison of the approaches
adopted by the competent authorities of the different Member
States.”

6. In addition, the other disclosure provisions in the CRD have been taken
into account for the sake of consistency and completeness.®

7. What matters here is not so much the volume or the content of
disclosure - national authorities already disclose a substantial amount
of information - but rather the way in which disclosures are
presented”’.

8. The CRD’s requirement that disclosures should be sufficient to enable a

meaningful comparison of approaches provides an opportunity to
develop a framework for disclosure that will ensure a certain degree of
standardisation, notably in terms of language and of where the
disclosures can be found. In this way, disclosures made by supervisors
throughout Europe can be made more readily accessible and easier to
compare.

5 See MARKT/1050/04. The framework is based upon the Commission’s proposal of the CRD dated 14 July
2004 and will need to be revisited to reflect the final version of the CRD.

6 See Annex I

7 Article 150 of the CRD states that the Commission may adopt implementing measures using the Comitology
procedure specifying the format, structure, contents list and annual publication date of the disclosures
provided for in Article 144, and the key aspects on which aggregate statistical data are to be disclosed under
Article 144 (1)(d).
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The Commission and the BAC have asked CEBS to play a leading role
in coordinating disclosures by national authorities, and, in particular, to
design a transparent and efficient common framework in the EU. The
framework is constructed along the following lines:

The framework focuses primarily on the provisions of the CRD that
relate to Basel II. However, in view of the fact that capital
requirements are expressed in the form of a ratio, CEBS judged that
failing to consider the numerator of the ratio could undermine the
usefulness of the disclosures. The CRD’s provisions concerning own
funds® are therefore included in the framework as well. CEBS also
recommends including the provisions of the CRD dealing with internal
control mechanisms insofar as they relate to the Supervisory Review
Process® and to Pillar 2 measures. In addition, the framework includes
national provisions extending the requirements set forth in the recast
Directive 93/6/EEC to investment firms, as well as provisions of
Directive 93/6/EEC relating to capital requirements for market risks
and to the definition and prudential treatment of the trading book.

The framework will be implemented by CEBS and the national
authorities in charge of the prudential supervision of both investment
firms and credit institutions. When investment firms are supervised by
a different authority than the one that supervises credit institutions,
coordination in implementing the framework will take place in the
countries concerned.

It respects the following principles. It simply displays disclosures
without interpreting nor validating them. It is not meant to limit the
capacity of supervisors to act in a flexible and timely manner. No
individual decision regarding specific supervised institutions should be
disclosed.

The framework is constructed in English. Non English-speaking
countries will provide disclosures in English on a best-efforts basis, but
in any case in their national language prior to any translation19. The
framework aims at avoiding excessive administrative and translation
burden. Its overall structure and format have been designed to be
simple and flexible enough to be updated and adapted within a
reasonable time schedule. It will be subject to regular monitoring by
the CEBS Secretariat.

Disclosures will be accessible on the Internet, via the CEBS website
and the national supervisory authorities’ websites, interacting with
each other. As common format, sets of simple tables in consistent

8 Articles 56 to 67 of the CRD

9 Article 22 and Annex V, Section V of the CRD

10 CEBS has noted that in many countries only the texts in national language are deemed to have legal force.
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formats!! will be posted on the websites. Of course, the use of Internet
will not preclude supervisors using alternative vehicules of disclosure.

This framework is the first step towards greater transparency on the
part of supervisors. It is also an evolutionary process capable of
adapting gradually to future changes in the rules, needs and practices
of both supervisors and institutions.

Transparency of supervision
Definition

Supervisory disclosure is defined as a comprehensive policy of
transparency. Its aim is to make information related to prudential
supervision available in a timely manner to all interested parties,
including credit institutions, investment firms, other market
participants, other supervisors, and consumers. The framework for
supervisory disclosure is meant only to provide information. It is not
meant to limit in any way the ability of individual national supervisors
to act in a flexible, timely and independent manner, when required.

Objectives
The supervisory disclosure framework has two main goals:

o Enhancing the effectiveness of supervision, by facilitating
interaction between institutions and competent authorities;
addressing the legitimate expectations of institutions, which need
clarity and transparency of the rules they must comply with; and
providing easy access to the disclosed information.

o Helping to promote a level-playing field throughout Europe, by
facilitating meaningful comparisons of supervisory approaches.
Disclosure can be viewed as one tool among many for promoting
convergence in supervisory practices across Europe.

In this respect, the disclosure framework will serve to enhance the
transparency of the legislative and regulatory process in each Member
State as it implements the CRD.

The primary users of the disclosure framework will be the supervised
institutions, other market participants, and competent authorities. All
of them should benefit from a more user-friendly framework that
contributes to an improved exchange of information.

The framework is designed to satisfy the requirements of the CRD and
to permit meaningful comparisons of the approaches adopted by
national supervisors. Achieving these objectives calls for different
approaches to each of the sub-paragraphs of Article 144. Specifically:

11 At this stage, these are tentative tables subject to changes to reflect the final version of the CRD and the
outcome of the other current CEBS work streams.
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When disclosing the texts of laws, regulations, administrative rules,
and general guidance under Article 144(1)(a), the emphasis should be
on providing the most exhaustive and up-to-date information.

However, when disclosing the manner of exercise of the options and
national discretions under Article 144(1)(b), enabling end-users to
make quick and meaningful comparisons should be considered a more
important objective than providing exhaustive information in a single
location.

The disclosure under Article 144(1)(c) of supervisory review criteria
and methodologies referred to in Article 124 is viewed as a tool to help
institutions understand broadly how competent authorities will assess
the systems and procedures required by the CRD. It may also provide
an incentive for institutions to improve their own risk-management
systems and procedures.

The disclosure of aggregate statistical data under Article 144(1)(d) is
intended to provide general information on the national banking
sectors as well as on the implementation process in each Member
State. The disclosures should cover both Pillar 1 and Pillar 2, with
aggregate data reported in comparable terms over time.

Basic principles

The supervisory disclosure framework is based on the following set of
principles:

i The framework must be neutral with regard to the legal
framework of each Member State. It aims at simply recording and
transmitting factual information, without seeking to interpret or
validate the disclosures. Moreover, the framework must not
conflict with the normal process of transposing European
legislation into national laws or regulations, which does not rely
exclusively on supervisory authorities, but is legally the
responsibility of the Member States under the Treaties.

ii. The members of CEBS recognise that making disclosures in a
common language will facilitate meaningful comparisons between
the approaches adopted by the competent authorities in different
Member States. The framework is therefore constructed in
English, the working language of CEBS. All the information
displayed on the CEBS website - including short texts such as the
executive summaries required under Article 144(1)(c) - will be in
English. The texts and documents disclosed on national websites
under the framework will be made available in English on a best-
efforts basis by the non English-speaking countries. They should
at a minimum make their national texts available in their own
language prior to any translation, and, for the sake of clarity,
should state whether their national texts and documents are also
available in English. In countries where only the texts in national
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language are deemed to have legal force, a disclaimer may need
to be added to national websites -if such disclaimers have not
already been made- in order to avoid any unintended legal
liability arising from the translation. CEBS has drafted a
disclaimer for its own use which it will post on its website.

The need for disclosure does not override the confidentiality
principle dealing with the exchange of information and
professional secrecy. Consequently, no supervisory actions or
decisions directed at specific institutions are to be disclosed. In
particular, disclosures relating to the supervisory process under
Article 144(1)(c) should exclude any supervisory measures
directed at specific institutions, whether taken with respect to a
single institution or to a group of institutions. Likewise, the
aggregate statistical data referred to under Article 144(1)(d) shall
be disclosed only insofar as institution-specific data cannot be
derived from the aggregate data. However, any data that an
institution would itself be required to disclose, e.g. under Pillar 3,
can be considered by the competent authorities not to raise a
confidentiality issue. Competent authorities retain sole
responsibility for determining when information may not be
disclosed because of a potential breach of confidentiality. This
principle will be flagged in the framework by a specific waiver.

The supervisory disclosure should be resource-efficient and should
avoid excessive burden on supervisors. Accordingly, the
framework is based on currently available information and no
additional reporting should be required on the part of supervisors
or institutions. The overall structure and the format of the
framework have been designed to be simple and flexible enough
to be updated and adapted within a reasonable time schedule.

The disclosure framework will be regularly monitored by CEBS,
through its Secretariat. An annual report will be provided to the
European Commission with a view to helping the Commission
assess whether the objective of ‘meaningful comparison’ as stated
in Article 144 is achieved.

Flexibility will be needed in order to make these principles workable in
practice. Flexibility in a technical sense will be provided by using IT
systems and the Internet, which will enable the framework to be easily
accessible and quickly updated. Flexibility will also be needed with
respect to the detail and scope of disclosures. For example, the
framework will need to provide clear scope for competent authorities in
small jurisdictions to benefit from the proportionality principle. Finally,
flexibility will be needed when dealing with confidentiality issues, such
as those raised by differences in size between European banking
systems.
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Main features
Internet architecture and format of publication

The framework should provide easy access to relevant information and
enable a meaningful comparison of approaches across EU countries.
The use of the Internet is seen as the most technically suitable and
user-friendly means to achieve these goals.

A two-tiered architecture is proposed, in which:

i The CEBS website will serve as a centralised electronic repository.
It will allow for quick and easy comparison of relevant
information, and will provide links to the websites of the national
supervisory authorities.

ii. The websites of national competent authorities will provide the
exhaustive and detailed information required by the CRD.

This two-tiered architecture is intended to strike an appropriate
balance between the objectives of easy comparability (at CEBS level)
and exhaustiveness (at national level). For instance, regarding the
disclosures under Article 144(1)(b), CEBS will post on its website only
the information provided by the national authorities which is needed to
permit meaningful comparisons of the ways in which options and
national discretions are exercised in the different Member States. This
basic information will then serve as a quick reference to the more
detailed information available on national websites.

The two-tiered architecture should not undermine the ability of
competent authorities to set or change their national transparency
policies, since they will not be prevented from disclosing additional
material, and will remain solely responsible for the information made
available on their websites.

On the technical side, competent authorities will retain control over the
design (the use of a logo, of certain colours, etc.) and technical
organisation of their national websites, as long as the templates for
information tables provided by CEBS are inserted into the supervisory
disclosure section of their websites.

The two-tiered architecture appears to be technically feasible, with the
interaction between the two levels consisting of hyperlinks between
web pages. To avoid unnecessary duplication of work and to ease the
burden of updating of information at both national and CEBS levels,
CEBS recommends that links to the actual texts of documents from the
CEBS website be used only on an exception basis.

To ensure the comparability of information provided by different
countries represented in CEBS, a certain degree of standardisation is
considered necessary. CEBS therefore recommends that it and national
competent authorities incorporate similarly-structured web pages

10
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devoted to supervisory disclosure into their own websites, and that
they use a common format for their information tables.

Thanks to electronic links between websites, webpages and tables, the
end-user should find it easy to navigate on both CEBS website and
national websites, from one table to another, from one webpage to
another, from the CEBS website to the national websites and vice
versa.

The use of similar web pages and common templates for information
tables is viewed as an appropriate means of ensuring consistency, at
CEBS and national levels, across the four areas of disclosure. It should
facilitate the meaningful comparison of supervisory policies and
practices while allowing for easy access to information.

The use of common templates is not meant to require any
modifications to the existing disclosure systems of national authorities.
The disclosure framework provides technical flexibility to use
disclosures made at the national level in their current form. This can
be accomplished either by setting up hyperlinks from the CEBS-
formatted tables to the relevant national documents displayed on
national websites, or by displaying the information, if short enough,
directly in the tables. National authorities will be free to choose
between these two methods. Finally, use of the CEBS’ templates will
not preclude national authorities from disclosing additional information.

The templates consist of a set of information tables, to be filled in with
the information and documents required under Article 144(1). They are
divided into four sections, corresponding to the four sub-paragraphs of
Article 144(1). The templates are only tentative. They will be amended
at a later date to reflect the final version of the CRD and the outcome
of the CEBS’ current work. The proposed templates are accessible by
clicking here: www.c-ebs.org/SD/SDTF.htm.

At the current stage of development, the disclosures required under
Article 144(1)(a), will be displayed in eight tables. (
www.c-ebs.org/SD/Rules.htm).

Two tables have been designed for Article 144(1)(b): one for the list of
options and national discretions, and the other for mutual recognition
provisions. They will be accompanied by short explanatory notes on
how to use them. (www.c-ebs.org/SD/Options.htm).

The disclosures required under Article 144(1)(c) will be collected in a
single table. (www.c-ebs.org/SD/Review.htm).

The disclosures referred to in Article 144(1)(d) will be displayed in five
tables. They will include aggregate data on national banking sectors,
credit risk, operational risk and market risk data for Pillar 1 and data
on supervisory actions and measures for Pillar 2. The aggregate
statistical data will be provided by national authorities to CEBS and
posted on the CEBS website. For the sake of clarity and simplicity, the

11
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national websites will disclose the same templates with the same
information. (www.c-ebs.org/SD/Data.htm).

Aggregate data will be stored on CEBS’ computers, creating a database
that can be used for statistical analysis. Users will be given the tools to
analyse historical data.

It has not been considered necessary to specify a common structure or
format for explanatory text or other relevant information that
competent authorities may wish to release (e.g. FAQs). (www.c-
ebs.org/SD/FAQ.htm).

The framework will also include a page for disclosing contact
information. At a minimum, this should include contact information for
the country’s CEBS members, the CEBS Secretariat members and the
communication officers of the competent authorities. The information
should include at least the name of each person and his or her exact
title and/or area of expertise. The framework will provide flexibility for
entering additional information of the contact person (such as personal
e-mail address, direct telephone and fax numbers) or general contact
information (e.g., the organisation’s or functional e-mail address and
switchboard number). (www.c-ebs.org/SD/Contacts.htm).

Content of disclosure
The content follows the structure of Article 144 quoted above:

e ‘Rules and guidance’ covers national laws and regulations in the
field of prudential supervision and regulation,

‘Options and national discretions’ refers to the information
about how options and national discretions are exercised,

e 'Supervisory review’ deals with the general criteria and
methodologies used by competent authorities in their
supervisory review and evaluation process referred to in Article
124,

‘Statistical data’ refers to statistical data on key aspects of the
implementation of the prudential framework.

Rules and guidance

46.

Article 144(1)(a) of the CRD requires competent authorities to disclose
the texts of laws, regulations, administrative rules and general
guidance adopted in their Member State in the field of prudential
regulation.

47.

48.

The information tables related to ‘rules and guidance’ are accessible by
clicking here: www.c-ebs.org/SD/Rules tablel.htm,
www.c-ebs.org/SD/Rules table2.htm.

The supervisory disclosure framework will display the texts of the laws,
regulations, and administrative rules used by each Member State to
transpose the Basel II-related provisions of the recast Directives

12
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2000/12/EC and 93/6/ECC. Depending on how much of the EU
legislation has already been transposed, these may take the form
either of new legislative and regulatory texts adapting these Directives
into national law, or existing legislative texts or regulations amended
accordingly.

For the purpose of supervisory disclosure, the term ‘administrative
rules’ is understood to refer to documents that instruct supervised
institutions on how to fulfil legislative and regulatory requirements.
The character and legal enforceability of administrative rules is likely to
vary from one Member State to the next. Nevertheless, for the sake of
clarity and simplicity, they are considered here as ‘third-level’
documents - as compared to texts of laws (‘first level’) and regulations
(‘second level’). This definition does not restrict the disclosure policies
of competent authorities; they retain sole responsibility for deciding
what types of documents (e.g. instructions, methodological notes,
administrative notices) are appropriate to disclose under the generic
heading of ‘administrative rules.” The same holds true for ‘general
guidance’. In general, however, competent authorities should strive for
the widest possible disclosure, regardless of what legal instruments
they use.

The following paragraphs provide illustrations of what might be
disclosed under ‘general guidance’:

Explicit disclosure requirements laid down in the CRD.12

Articles 81(4) and 97(4) of the CRD require competent authorities to
publish an explanation of the recognition process for External Credit
Assessment Institutions (ECAIs) and a list of eligible ECAIs.

To meet this requirement, competent authorities should disclose the
methodologies or key questions they use to assess the eligibility of
ECAIs. CEBS recommends that competent authorities disclose the
application process, indicating whether eligibility is based on the
decision of another EU Member State’s competent authorities, or on
direct recognition. In the latter case, the disclosure should indicate
whether this is done by accepting applications, either from credit
institutions or from the ECAIs themselves; or using both methods.
Competent authorities will indicate the main market segments for
which the ECAIs have been recognised:’public finance’, ‘commercial
entities” (including corporate and financial companies) and/or
‘structured finance’ (including securitisation positions).

The CRD does not require competent authorities to disclose the
mapping process they use to assigh an ECAI's credit assessments to
the steps in a credit-quality assessment scale. However, since this
mapping is a key element in understanding how supervisors use
ECAIs, CEBS recommends that the results of the mapping should be
disclosed for each eligible ECAI.

12 See Annex 1

13
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60.

Article 87(5) requires competent authorities to publish guidance on
how institutions should assign risk weights to specialised lending
exposures under the Internal Ratings Based approaches. To comply
with this requirement, competent authorities should publish the
slotting criteria that supervised institutions are required to use for
specialised lending exposures when they cannot satisfy the minimum
requirements for estimating the probability of default.

Article 100 requires the publication of any specific treatment of
securitisations subject to early amortisation provision of retail
exposures referred to in Article 100(3) and (4) when it becomes part
of the general approach of competent authorities.

To cover these requirements, CEBS proposes information tables that
will be amended at a later stage to take into account the final version
of the CRD and the outcome of CEBS’ current work on ECAIs. (www.c-
ebs.org/SD/ECAI table.htm).

Disclosures judged necessary to explain how the rules should be
applied by supervised institutions.

At this stage, this refers essentially to the disclosure of guidance
dealing with the validation of the IRB and AMA approaches. The
disclosures should include validation guidelines published by national
authorities, whatever their form (e.g. detailed technical guidance,
working documents, supervisory rules, informal documents,
interpretations, circulars, responses to industry questions). General
information on the supervisory approval process itself should also be
disclosed, as this may provide end-users with useful practical
information.

The paper on validation standards and related supervisory processes
and practices that is currently being revised by the CEBS working
group in the wake of the consultation launched in July 2005 will also
form part of the disclosure framework.

The definitive template for information tables will be provided once the
CEBS working group on validation has completed its work. At this
stage, they are only provided by way of illustration. (www.c-
ebs.org/SD/Model tablel.htm, www.c-ebs.org/SD/Model table2.htm).

Additional information.

CEBS is currently considering requiring the disclosure of certain lists as
this will support convergence in practices. National competent
authorities would have to release either the lists or the general criteria
to identify those exposures. Disclosures would include a list of regional
governments and local authorities risk-weighted like central
governments, a list of public-sector entities risk-weighted like
institutions, and a list of core market participants referred to in Annex
VIII of the CRD. The exact format and content of those lists are still

14
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under consideration. The proposed templates will be amended to take
the outcome of this work into account (www.c-
ebs.org/SD/Add table.htm).

General guidance could cover any other relevant explanatory
information to which competent authorities may wish to draw the
attention of end-users in order to provide a basic understanding of the
new capital adequacy framework. This information might take the form
of frequently asked questions (FAQs) at the national level, relating for
instance to the national texts of laws, regulations or administrative
rules referred to above.

Options and national discretions

62.

Article 144(1)(b) of the CRD requires competent authorities to disclose
the manner in which they exercise the options and national discretions
available in Community legislation.

63.

64.

65.

66.

The information tables are accessible by clicking here: www.c-
ebs.org/SD/Options.htm.

Since many of the policy decisions regarding options and national
discretions will be implemented via regulation, subparagraphs (a) and
(b) of Article 144(1) are likely to overlap. This duplication is considered
acceptable and even desirable, since it highlights the different focus of
the two subparagraphs. Subparagraph (a) is intended to present a
given Member State’s national texts as a cohesive whole.
Subparagraph (b) focuses on the differences between the national
banking legislations of different Member States. Such differences
should be presented together in order to facilitate comparative
analysis. Moreover, specific issues related to investment firms might
require some minor adjustments in the future, so as to take into
account their particularities, in accordance with Article 37 of the recast
Directive 93/6/EEC.

For the sake of clarity, a consistent terminology has been adopted.
‘Option’ refers to a situation in which competent authorities or Member
States are given a choice on how to comply with a given provision,
selecting from a range of alternatives set forth in Community
legislation.13 ‘Discretion’ or ‘national discretion’ refers to a situation in
which competent authorities or Member States are given a choice as to
whether to apply, or not to apply, a given provision.14

Special attention has been paid to discretions for which mutual
recognition is specifically allowed by the CRD. They are disclosed under
a separate table. (www.c-ebs.org/SD/Mutual table.htm).

13 For example, national authorities have the option, in determining the risk weights for exposures to
institutions, of using either the central government risk-weight based method or the credit assessment based

method.

14 For example, Member States may, at national discretion, impose sub-consolidation in cases where it is not
required and, if they do so, they may set the conditions.
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67.

68.

69.

As noted in section III of this paper, the supervisory disclosure
framework specifically excludes supervisory actions or decisions
directed at specific institutions. Consequently, options and discretions
which are exercised with respect to individual institutions or to a given
set of institutions, rather than being generally applicable, should not
be disclosed under Article 144(1)(b). In particular, when Directives
refer to the need for an institution to obtain a competent authority’s
approval or authorisation for various purposes, such authorisation or
approval might be discretionary, but it does not constitute a national
discretion in the sense described above.

Finally, not all options or national discretions that might fall within the
scope of the framework and meet the above definition are necessarily
of interest for supervisory disclosure purposes. In particular, some
options or discretions are exercised not by competent authorities or
Member States, but by the institutions themselves. Competent
authorities are not required to make disclosures concerning options
which they do not have the power to exercise.

As a result, 81 out of the 143 identified options and national
discretions in the CRD!> would be disclosed. This number is likely to
shrink, in accordance with the recommendation from CEBS to the
Council Working Group in September 2004. Therefore, the tables
desighed by CEBS will be revisited at a later stage to reflect the final
version of the CRD and the outcome of CEBS’ current work on
convergence. (www.c-ebs.org/SD/Options table.htm).

Supervisory review

70.

Article 144(1)(c) requires competent authorities to disclose the general
criteria and methodologies they use in the review and evaluation
referred to in Article 124 (the Supervisory Review and Evaluation
Process).

71.

The Supervisory Review and Evaluation Process (SREP) is one element
of the larger Supervisory Review Process, the other element being the
Internal Capital Adequacy Assessment Process (ICAAP).

. The ICAAP is conducted by the institution. It is a comprehensive
process including the management body and senior management
oversight, monitoring, reporting and internal control reviews, that
institutions must have to identify and measure their risks,
allowing them to ensure that adequate provision is made for
holding internal capital in relation to their risk profile.16

15 gee the list posted on the CEBS website.

16 gee para 20 of CEBS CPO3 posted on the CEBS website. For the sake of clarity, the references to CP0O3 will
be retained until the final Guidelines on the ‘Application of the Supervisory Review Process under Pillar
2’ are released by CEBS. Please note that CP03 is under a second round of public consultation which ends on
21 October 2005.
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72.

73.

74.

75.

76.

77.

o The SREP is conducted by the competent authority. It is also a
comprehensive process which supervisors use to review and
evaluate the institution’s exposure to risks, the adequacy and
reliability of the institution’s ICAAP, the adequacy of the
institution’s own funds and internal capital in relation to the
assessment of its overall risk profile, to monitor ongoing
compliance with standards laid down in the CRD and to identify
any weakness or inadequacies and necessary prudential
measuresl’,

The supervisory disclosure framework should provide information both
on minimum standards and requirements for ICAAP and on how
competent authorities conduct their own SREPs starting with the
ICAAP/SREP dialogue. In practice, minimum standards for ICAAPs will
already have been disclosed under Article 144(1)(a). However, the
disclosure of the same requirements under Article 144(1)(c) is
considered wuseful, as it provides end-users with a different
perspective. The rationale for this overlap is the fact that the
competent authority’s review and evaluation of the ICAAP is an
integral part of the SREP.

The high-level principles developed by CEBS in this area (which will be
issued later as guidelines after the second consultation process), have
been organised into an overall structure that groups SREP topics under
broad categories or stages. The objective was to identify the
conceptual building blocks of supervisory activity that constitute the
core of the SREP.

Four categories have emerged as common to all competent authorities.
While specific definitions or details may vary over time or from one
national authority to the next, the basic themes remain similar.

The organisation of these categories, as presented below, is derived
mainly from the CEBS Consultation Paper on the Application of the
Supervisory Review Process Under Pillar 2 (CEBS CP03 as of May
2004). It also reflects the work done on internal governance. Further it
takes into account the principles set out in the CEBS Consultation
Paper on Home Host Cooperation (CEBS CP09).

This structure should be easy to revise in order to reflect any changes
in guidelines that may be forthcoming from CEBS, whose work on
SREP criteria and methodologies is still in progress.

The four categories are the following:
(i) Scope and classification (including proportionality)

(ii) Individual Risk Assessment
(iii) Review and Evaluation of ICAAP

17 see para 28 of the CEBS CP03 posted on the CEBS website
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78.

79.

80.

81.

(iv) Overall assessment and supervisory measures

Competent authorities will be required to disclose the criteria and
methodologies used in the first three categories and for the overall
assessments in the fourth category. The authorities may, on a
voluntary basis, also disclose the policies that guide their decisions for
taking supervisory measures (within the meaning of Article 136(1))
whenever their assessment of an institution identifies weaknesses or
inadequacies that call for supervisory intervention. Such disclosures
might include the publication of internal guidelines or other documents
describing general supervisory practices. However, no disclosure will
be required regarding decisions on individual institutions, to respect
the confidentiality principle.

Standing above the four categories, an overarching column,
‘Dialogue/Interaction’, will be used to describe the close relationship
between competent authority and institution during all four stages of
the SREP, from scope and classification to overall assessment and
supervisory measures. While they are presented as separate stages in
the supervisory process, all four categories involve interaction between
institutions and competent authorities, particularly for larger, more
complex and systemically important institutions. Moreover, in practice,
all four stages of the SREP are closely intertwined.

Another overarching dimension is proportionality. Both the
requirements for the ICAAP18 and the frequency and intensity of
supervisory review and evaluation of those requirements!® should be
proportional to the nature, scale, and complexity of the activities of the
institution concerned. This proportionality aspect has been integrated
into the first category for easy reference, but it is relevant to the other
categories as well.

Disclosures relating to the SREP will employ the same two-tiered
architecture described in section IV of this paper :

o Guidelines and explanatory notes posted on the CEBS website will
provide an overall understanding of the general features to be
implemented by national authorities under each category.

o An executive summary written by each national authority, and
posted on both its website and the CEBS website, will give an
overview of how it implements its SREP. This summary may
consist either of separate summaries for each of the categories or
a single summary covering all four categories. The executive
summary will also include supplementary information on any
aspect of the general criteria and methodologies used in
conducting the SREP that goes beyond the harmonised rules and
regulations or converged supervisory practices in this area.

18 see Article 123 of the CRD

19 see Article 124 of the CRD
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82.

83.

84.

85.

86.

The organisation of topics in the various explanatory notes is still
under review and will be revisited once CEBS CP03 and CEBS CP09
have been finalised in view of the comments received in their
respective consultation processes. The information table is accessible
by clicking here: www.c.ebs.org/SD/Review table.htm.

At this stage of the CEBS’ work, special attention has been given to the
source material (the CRD Articles and CEBS CP03’ sections that
provide guidance to institutions on conducting SREPs). This is meant to
facilitate revisions to this paper to conform with upcoming changes in
the SREP. The supervisory disclosure framework will take into account
other CEBS works when they are finalised.

(i) Information to be disclosed under the category 'Scope and
classification’ (including proportionality)

The explanatory note will cover Articles 22, 68-73, 123 and 124 of the
CRD and paragraphs 14 and 19 of CEBS CP03 (for scope of
application).- It will also cover CEBS guidelines on home-host issues,
which will deal with cross-border co-operation and information
exchange in more detail. Finally, it will cover the general principle of
proportionality, i.e. for the time being paragraphs 15 and 26 of CEBS
CP03. After finalisation of the work currently under way on home/host
issues, some of the guidelines and explanations in this regard may be
shifted to Category 2 or 3, as home/host cooperation is part of an
operational network mechanism.

Disclosure under this heading should also include the general principles
and methodologies used by competent authorities to classify
institutions. The disclosure should cover both quantitative analysis and
qualitative criteria. In addition, any criteria and methodology used to
categorise an institution’s overall impact on financial stability or other
overall supervisory objectives should be disclosed.

(ii) Information to be disclosed under the category ‘Individual Risk
Assessment’

The explanatory note will initially cover High Level Principles I to XI for
SREP in CEBS CP03, paragraphs 11, 28 to 32 and 33 in CEBS CPO03,
High Level Principles I to VII —for Risk Assessment Systems (RAS) in
Annex A of CEBS CP03, and the Business Risk and Control Factors in
Annex B of CEBS CP03. Subject to proportionality, each supervisor
should outline the criteria and methodologies used in individualised off-
site supervision (as compared with the more automated, largely IT-
based rating of banks under the category of ‘classification’). The
intensity and degree of scrutiny applied by a supervisor may vary
widely, ranging from no individual assessment beyond the
classification rating, to a highly complex and detailed process of risk
profiling.
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87.

88.

89.

(iii) Information to be disclosed under the category ' Review and
Evaluation of ICAAP’

The explanatory note will cover the High Level Principles I to XI for
ICAAP in CEBS CP03, paragraphs 16, 17, 20 to 27 in CEBS CP 03, and
guidelines on Internal Governance. Competent authorities may disclose
their policies on the frequency and intensity of supervision20 for the
purpose of reviewing and evaluating a bank’s internal ICAAP. The
intensity of the interaction between the competent authority and the
institution is subject to proportionality, as are any guidelines or
minimum requirements for the ICAAP that the competent authority
may issue. In addition, competent authorities may consider disclosing
internal guidance relating to their on-site review and evaluation of
ICAAP, such as examination manuals and other relevant material.

(iv) Information to be disclosed under the category ‘Overall
Assessment and supervisory measures’

The explanatory note will cover paragraph 18 in CEBS CP03. The
overall assessment by the competent authority is based on a review of
all the activities referred to under categories 1 through 3, along with
any other relevant information about the institution that the competent
authority may obtain. The form and level of detail of the assessment
is, once again, subject to proportionality, particularly with respect to
the individual risk profile as described in category 2.

Based on this overall assessment, each competent authority decides if
supervisory measures are necessary and, if so, what measures are
appropriate. As stated in paragraph 78 of this paper, policies that
guide decisions on taking supervisory measures may be published by
competent authorities.

Statistical data

90.

Article 144(1)(d) of the CRD requires competent authorities to disclose
aggregate statistical data on key aspects of the implementation of the
prudential framework.

91.

92.

The ‘key aspects’ should include information about banks and
investment firms on both the supervisory process (e.g. the number of
institutions supervised) and supervisory outcomes (e.g. tier-1 ratios or
Pillar-1 credit-risk capital requirements). This information should cover
both banks and investment firms.

Disclosures should have both a descriptive and a quantitative
component. For the methodology used to define and calculate the
aggregate statistical data, reference is made to Annex II which

20 1n this context, supervision is understood as a broad approach including on-site inspections/on-site
examinations by examiners (narrow approach) and any other supervisory contact on-site such as visits with
risk management, management accounting, internal audit or any other unit of an institution
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93.

94.

95.

96.

97.

98.

99.

provides a list of definitions. These definitions will be revisited once the
CEBS’ work on a Common Reporting framework is finalised.

In principle, the aggregate statistical data will be based on information
that is already available to the competent authority. The disclosures
should therefore not involve any additional burden for the supervised
institutions.

Possible sources of information include the CEBS Common Reporting
framework for Pillar 1 data, internal data from competent authorities
for Pillar 2 data, and Central Bank data (e.g. structural reports of the
European Central Bank) for national data.

The table on national data presents key statistics for banks and
investment firms on a domestic basis, together with key solvency data
on a national consolidated basis. The other tables present more
detailed risk data for each country, also on a national consolidated
basis rather than a solo basis.

To facilitate comparison of the data in the tables, the key statistics are
displayed in relative terms, using percentages, instead of using
absolute values.

In principle, the aggregate data should cover 100 percent of the
supervised institutions. Less than 100 percent coverage will be
permitted only if the omitted data are not considered to be material.
Data will be considered material if their omission or misstatement
might influence the assessment of the user.

To address the issue of confidentiality, the following disclaimer will be
posted on each of the tables (www.c-ebs.org/SD/Data.htm) :

“No confidential information which competent authorities may receive
in the course of their duties may be divulged to any person or
authority whatsoever, except in summary or collective form, such that
individual credit institutions cannot be identified, without prejudice to
cases covered by criminal law.21 Accordingly, whenever the disclosure
of aggregate statistical data would result in a breach of confidentiality
as determined by the national competent authority, those data should
not be disclosed.”

If data are not being disclosed, the reason for non-disclosure will be

mentioned for that ‘blank’ cell. More specifically, an index will be used
that specifies whether the data for that cell are not available (N/A),
confidential (C) or not material (N/M).

100. With respect to the Pillar 2 data which will be provided on a country-by-

country basis, it should be stressed that, due to differences in national
regulations as well as in supervisory practices and approaches across
Member States, the figures provided might not be fully comparable,

21 The first sentence of the disclaimer is taken directly from Article 44(1) of the CRD.
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101.

102.

103.

104.

105.

106.

and before drawing any conclusions, these differences should be
carefully considered.

Implementation and updating

The Supervisory Disclosure Framework consistent with the present
guidelines is expected to be implemented gradually, for several
reasons.

First, some of the information required (e.g. laws and regulations
transposing the Directives into national legislation) will not be available
before the CRD has been definitively adopted. Second, Member States
will probably disclose gradually how they implement their Supervisory
Review Process. Third, aggregate statistical data will be available only
at year end. Finally, translation burden may delay the whole process,
even if competent authorities commit to disclose information in English
on a best-efforts basis and in a timely manner.

Nevertheless, in view of the legitimate interest of end-users in having
disclosures available as early as possible, year-end 2006 is set as a
target date with respect to paragraphs (1)(a) through (1)(c) of Article
144, and mid-2008 with respect to paragraph (1)(d).

In order to keep the disclosure framework up to date, competent
authorities will update their disclosures at least once a year.
Disclosures under Article 144(1)(a) through (1)(c) should be updated
no later than the end of January of each year, while disclosures under
Article 144(1)(d) should be updated by July to allow time for data
processing and aggregation of the previous year’s data.

The process used for updating the disclosure framework should respect
the current disclosure practices of national competent authorities,
since they remain responsible for the information they disclose. This
would automatically be the case if full use is made of the two-tiered
structure described in section IV of this paper. If the structure relies on
hyperlinks between webpages, any updates made to a national website
should automatically result in updating the CEBS website. Should there
be no automatic update, national authorities will be responsible for
notifying CEBS when an update of information contained in the
national part of the supervisory disclosure framework is made.
Accordingly, the general principle should be that any national update
triggers an update of the CEBS website.

In order to keep end-users informed of the status of the information
disclosed, a list of updates will be displayed in the front page of each
of the four current sections (Rules and Guidance, National Discretions
and Options, Supervisory Review, and Statistical Data), in the
following format (see also the CEBS website demo).

Latest updates
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107.

108.

109.

110.

111,

112,

Date Country
11.9.2006 Austria (with a link to the updated

page of the national website)

18.9.2006 Belgium

An email alert system will allow users allow the user to be informed
automatically each time a change has been made in the framework or
in specific parts of the framework, depending on the various types of
information requests that the user subscribes to (see the CEBS website
demo).

The review of the framework

In accordance with its Charter?2, CEBS, through its Secretariat, will
conduct an annual review of the implementation of the disclosure
framework.

The CEBS Secretariat will carry out a fact-finding and stock taking
exercise to monitor whether the required information is provided and
disclosed.

CEBS is not responsible for the quality of the information provided by
competent national authorities. The CEBS Secretariat's annual review
will examine only:

i whether the tables have actually been filled in,

ii. whether the information has been updated,

iii. whether the information is disclosed in English and

iv. whether any technical problems arising from the use of hyperlinks
on the CEBS website have been resolved on a best-efforts basis.

The CEBS Secretariat will then test its preliminary findings with the
relevant competent authorities and come up with a final outcome.

The results of this review will be summarised in the annual report of
CEBS and will be provided to the Commission for information. This
should assist the European Commission to assess whether the
framework effectively contributes to the objective of an on-going
‘meaningful comparison of approaches,’ as stated in Article 144 of the
CRD.

22 Article 4.3 of its Charter, which states that “The Committee will foster and review common and uniform day
to day implementation and consistent application of Community legislation. [...] It may also conduct surveys
of regulatory/supervisory practices within the single market
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Annex I
List of the articles related to supervisory disclosure

Recast Directive 2000/12/EC?3

Recital (54): "in order for the internal market in banking to operate with
increasing effectiveness and for citizens of the Community to be afforded
adequate levels of transparency, it is necessary that competent authorities
disclose publicly and in a way which allows for meaningful comparison the
manner in which this Directive is implemented."

Article 81.4

“Competent authorities shall make publicly available an explanation of the
recognition process, and a list of eligible ECAIs.”

Article 87.5

“Notwithstanding paragraph 3, the calculation of risk weighted exposure
amounts for credit risk for special lending exposures may be calculated in
accordance with Annex VII, Part 1, paragraph 5. Competent authorities
shall publish guidance on how institutions should assign risk weights to
specialised lending exposures under Annex VII, Part 1, paragraph 5 and
shall approve institutions assignment methodologies.”

Article 97.4

“The competent authorities shall make publicly available an explanation of
the recognition process and a list of eligible ECAIs.”

Article 100.4

“Where a competent authority intends to apply a treatment in accordance
with paragraph 3 in respect of a particular securitisation, it shall first of all
inform the relevant competent authorities of all the other Member States.
Before the application of such a treatment becomes part of the general
policy approach of the competent authority to securitisations containing
early amortisation clauses of the type in question, the 