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Figure 5: Average market share of OTC equities trading turnover in 2009
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Bond markets: rising discrimination of sovereign credit risk

The European credit markets have experienced substantial spread compressions from March 2009
on, to a certain extent reflecting the improving risk appetite of investors. Corporate spreads in
the industrial and financial sectors narrowed significantly over the whole risk spectrum, but
remained at the end of 2009 much higher than their pre-crisis levels (Figure 6). The European
corporate bond markets improved remarkably in 2009 with sizeable net issuance of €46bn, up
from only €sbn in 2008, which helped to compensate the sharp reduction of corporate bank
loans. Net issuance by industrial companies hit record highs at €140bn in 2009, whilst net issuance
by financial institutions was at an all time low at €115bn. Furthermore, bond issuance in 2009 was
not confined anymore to higher quality credit: 15% of all non-financial issuances were unrated
deals compared to only 1% in 2008, whereas 37% of the deals had a maturity higher than ten years.

Figure 6: European Itraxx Corporate CDS spreads (bp)
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On the contrary, sovereign risk has started to increase across the European Union (EU) since
October/November 2009. Support provided by European governments since October 2008
to bailout national banking sectors? placed considerable pressure on public finance and has
also raised concerns about the sustainability of high budget deficits in some Member States.
The rising risk perception led to significant demand for credit risk protection in the course of
2009. The greater discrimination of sovereign issuers according to credit risk is reflected in

2 By August 2009, this added up to more than €3.7 trillion or to 31.7% of European GDP.
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the widening of sovereign Credit Default Swap (CDS) spreads in Greece, Spain, Italy, Portugal,
Ireland and UK (Figure 7). The Greek CDS spread soared in mid-November after significantly

deteriorating public finance conditions were announced; spreads peaked when two rating agencies
downgraded the Greek debt rating in mid-December 2009. The rising sovereign risk at the end
of 2009 appears especially problematic in light of the rollover needs of European governments.

Figure 7: Cost of insurance against sovereign default: 5 years CDS spreads (bp)
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Contrasting trends in the European securitisation
and covered bond markets

The European securitisation and covered bond markets were in an unprecedented dislocated
state at the beginning of 2009, characterised by primary market closure and distressed trading.
This secured that funding market segments experienced contrasting trends throughout the
whole year. The securitisation market has only slightly recovered in 2009. European Residential
Mortgage Backed Securities (RMBS) spreads experienced an impressive fall from mid-2009
onwards (Figure 8). By contrast, risks in the European Commercial Mortgage Backed Securities
(CMBS) segment did not recede with spreads remaining at a very high level. Although the
RMBS market segment accounts for the bulk of the European securitisation (Figure 9), CMBSs
over the course of 2009 have become a more important asset class in terms of traded volume,
by increasing its percentage from 4% in the first half of 2009 to 9% for the whole year.

Figure 8: European Residential and Commercial Mortgage Backed Securities
AAA RMBS & CMBS spreads (bp)
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3 However, changes in sovereign CDS spreads may not only reflect changes in the perceived quality
of the borrower, but also include liquidity considerations.
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Figure 9: European Asset Backed Securities (ABS) issuance by type (€bn)
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The issuance of European Asset-Backed Securities (ABS) not insignificant in 2009, although
the volume of €426bn represented a 48.4% fall compared to 2008. About 98% of that issuance
were retained in the balance sheet of the issuers (mainly banks) and served as collateral for
borrowing vis-a-vis the European Central Bank (ECB) (Figure 10). Only 2% of the total notes
issued (€8.4bn) were distributed to end investors in 2009, compared with 1.2% in 2008.

The high level of retention reflected the reluctance of investors to take exposure to a structured
market segment which was still perceived as being particularly risky, complex and opaque;

it also reflected the endeavour of central banks to enhance liquidity and the availability of
credit by making securitisation eligible as collateral for repo funding.

Figure 10: European securitisation issuance (€bn)
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In 2009, the United Kingdom was the largest European issuer of ABS with €88bn of bonds
predominantly structured and retained, with Spain and Italy being in the second and third
place with approximately €65bn of issuance each. Fund managers continued to account for the
largest share of European ABS trading volume (58%) in 2009, while the share of banks and
insurers amounted to 28% and 6%*#respectively. UK and Irish investors accounted for a large
proportion of the total investor base, increasing from 32% at the half year to 39% at the end of
2009. However, French investors saw the most notable retrenchment over the course of 2009,
from 17% down to 8% of traded volumes.

European ABS issuance may have been sluggish in 2009, as cheaper funding alternatives were
available to issuers in some countries, with operational covered bond markets®.

4 Ref. JP Morgan (2010), op. cit.
5 For example, the basis between Spanish AAA RMBS and Spanish AAA CB was about 200bp for most
issuers in 2009.
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The subdued recovery of the European securitisation market may therefore not only be
attributable to the lack of market confidence, but also to the relative reluctance of originators
to issue ABS. Unlike the ABS market segment, the European covered bond market® has
recovered significantly from May 2009 onwards as testified by the sharp decline of covered
bond spreads (Figure 11) and by the amount of bonds issued; this is comparable to the level
reached in 2008, albeit lower than that of 2007 (Figure 12). The improvement mainly came
from the ECB’s announcement to buy about €60bn of euro-denominated covered bonds
from July 2009 to June 2010. In 2009, the ECB provided about €29bn of liquidity through the
covered bond purchase program. However, since mid-December, spreads were on an upward
trend, after S&P put about €1.46 trillion of covered bonds from 98 issuance programmes on
‘credit watch’ after they had completed a review of their rating methodology’.

Figure 11: European Covered Bond spreads (bp)
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Figure 12: European covered bonds issuance (€bn)
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6 Covered bonds are a popular way for European banks to finance their mortgage and public-sector loans.
They are secured by assets like loans, but unlike securitisation, covered bonds stay on banks’ balance
sheet, which means that if the covered bond defaults, investors have a claim both on the bank that issued
the bond and on the assets backing it.

7 Cf. S&P, (2009), ‘Covered bonds: revised methodology and assumptions for assessing asset-liability
mismatch risk in covered bonds’, 16 December.
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Rising notional amounts of Sovereign and Financial CDS 1
in 2009

In 2009, gross notional amounts of all types of credit derivative products declined by 12.9%
compared to 2008 and edged at US$ 255 trillion, with the bulk of the decline being due to the fall in
interdealer trades according data from the Depository Trust and Clearing Corporation (DTCC)?.
Lower activity in strained credit markets over the first half of the year and netting of offsetting
positions by major dealers may at least partly explain this drop. However, this aggregated figure
masks significant differences across credit derivative products: the single-name CDSs notional
increased by 51% in 2009, while that of credit default indices and credit default tranches fell
by respectively 34.1% and 18.8% (Figure 13). At the end of 2009, single-name CDSs represented
about 60% of the whole credit derivative market, credit default indices about 29% and Credit
default tranches around 11%. Among single-name CDSs, sovereign CDSs accounted for the
bulk of the rebound in 2009 (US$ +499.1bn) together with the financial CDSs (US$ +247.5bn),
as a result of a higher demand of credit risk protection for reference entities perceived as
particularly risky in the aftermath of the crisis peak (Figure 14).

Figure 13: Gross notional amounts of all credit derivative products (in US$ trn)
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Figure 14: Single Name CDS gross notional amount, by reference entity type (in US$ trn)
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8 The DTCC stores OTC derivatives data in a global repository, called the Trade Information Warehouse.
While the DTCC data are based on CDS records registered in the warehouse, the BIS data relies on dealers’
reports to national central banks. Cf. “The size of the global CDS market-BIS and DTCC data’, in BIS
Quarterly Review, December, p23-25. It is worth keeping in mind that the DTCC data does not currently
include CDOs and ABS.
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2009: A year of mixed fortunes in the hedge funds
industry

In the hedge fund industry, 2009 has been a year of mixed fortunes. On the one hand,
funds witnessed record investor redemptions, especially in the first half of 2009, with

total net outflows edging at €74bn for the whole year, according to Credit Suisse /Tremont.
Significant outflows occurred despite the still binding restrictions on redemptions,

as evidenced by the substantial average discount that investors were willing to accept

in 2009 to get liquidity from their hedge fund investment in secondary markets (Figure 15).

Figure 15: Average discount to Net Asset Value paid for hedge funds stake in secondary market
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At CESR’s Conference on 23 February 2009 in Paris, a senior panel of key figures in financial services discussed
the recent financial crisis from an international perspective. The Panel was chaired by Jean-Pierre Jouyet, Chair of
the French AMF (in the focus of the picture).
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On the other hand, even though the industry significantly reduced its level of leverage

in 2009, hedge funds posted one of their best performances over the last ten years. 1
The 13.4% increase in returns for 2009 contrasted sharply with 2008, when unprecedented

market sell-offs, large capital redemptions and a ban on short selling led to a 23.3%

decline in hedge fund returns (Figure 16).

Figure 16: Hedge funds, private equity and commodity index returns (Base=100 in January 2007)
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At CESR’s Conference on 23 February 2009 in Paris, a senior panel of key figures in financial services discussed
the recent financial crisis from an international perspective. The Panel was chaired by Jean-Pierre Jouyet, Chair of
the French AMF (in the centre of the picture on the left). Hans Hoogervorst, Chair of the Dutch AFM, reacts to
comments from the panellists (to the far left of Mr Jouyet).
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Jean-Claude Trichet, President of the ECB, delivered a key note speech on the ‘Financial Crisis: where to in the future* at
CESR’s Conference on 23 February 2009 in Paris.

The European investment fund industry renewed
with positive net inflows in 2009

After afall of 22% in 2008, the European investment fund industry witnessed a

positive growth of 8.5% with assets under management (AUM) totalling €6,667bn in
November 2009. The recovery was more pronounced in the market for Undertakings in
Collective Investments in Transferable Securities (UCITS) (+9.7%) than in the non-UCITS
segment (+51%), which proved to be more resilient throughout the crisis (Figure 17).

In the UCITS market, the AUM stood at €5,038bn in November 2009, up from €4,593bn

in 2008. The bulk of the net inflows in the first quarter stemmed from money market funds,
while over the following quarters investors preferred to invest in equity and bond funds as
short term interest rates remained very low (Figure 18). Total assets in the non-UCITS market
reached €1,629bn in November, with the increase being mainly driven by the rise in assets

of special funds reserved for institutional investors. This evolution compensated net outflows
(€51bn) observed in 2008.



Figure 17: Assets under management of UCITS and non-UCITS (€bn)
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Figure 18: Net inflows in UCITS by category of assets (€bn)

150

100

-100

-150

W Funds of funds and others
Money Market
M Equity

—

M Balanced/Mixed
M Bond

2007 Q1 2008 Q1

2009 Q1

B

Source: EFAMA. Note: The 2009 Q4 figures are net inflows until the end of November only.

CESR Annual Report 2009




Effective and sound
regulation is key in
maintaining investors’
confidence; ensuring
the growth, integrity
and efficiency of financial
markets.
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2.2 CESR’s key priorities in 2009

CESR’s objectives
and key priorities in 2009

CESR’s objectives

Sound and effective regulation of Europe’s securities markets is vital for their growth,
integrity and efficiency. Effective regulation is a key factor in securing and maintaining
confidence amongst market participants. In order to foster these conditions throughout
Europe, CESR, in its role as a network of EU securities regulators, improves the co-ordination
amongst its Members, provides technical advice to the European Commission
(Commission) and seeks to ensure that EU securities legislation is implemented more
consistently across EU Member States.

CESR’s annual report is a critical tool in ensuring accountability towards its stakeholders
regarding the work the Committee undertakes. CESR has five objectives to which its work
can be said to contribute, namely, achieving:

Market integrity, transparency and efficiency;
Investor protection;

lementation; and

Technical advice and reporting to EU institutions, implementation of EU roadmaps.

In order to provide greater strategic clarity on the work of CESR, this report clarifies the
high-level objectives, which underpin each individual work streams.

Itisimportant to note that some of CESR’s objectives are interlinked, or actions taken to
achieve one objective, will also serve in achieving one of the other key objectives identified.
For example, delivering market integrity, transparency and efficiency should also promote
investor protection; equally, delivering convergence amongst supervisors should also result
in increased investor protection by ensuring that retail investors can be sure of a comparative
level of protection wherever the provider is based in Europe. Furthermore, one objective, in
particular that of ‘market integrity, transparency and efficiency, is grouped together as each
element is particularly tightly inter-linked with the each other, although it is possible for the
work stream to contribute slightly more to the achievement of one of the three elements of
the objective, more than the others.

Therefore, CESR’s annual report presents its work by allocating the work streams to chapters
organised by objectives, rather than focusing its reporting on expert or operational groups.
Nevertheless, in order to provide the reader with the facility to view the information by
expert group as well, we have included in this section a presentation by the Chairs of the
major groups and an index of the work streams by expert group. Should a work stream
deliver in achieving more than one objective, as is most commonly the case, the report
highlights the main other objectives to which it contributes.

CESR’s key priorities in 2009

In 2009, besides continuing work on the various ongoing policy issues covering the whole
spectrum of European securities legislation, much of CESR concerned follow-up work done
on conclusions from both the ECOFIN Council and the de Larosiére group.
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CESR task force follows up ECOFIN conclusions

CESR established a strategic group, called the post-ECOFIN task force, which met in 200g,
with a large number of CESR Members participating. The purpose of these meetings was to
establish a common position of CESR Members with regards to the institutional evolutions
affecting the supervision of the EU financial sector and, at the same time, to both prepare
and facilitate the co-ordination with the other Level 3 Committees vis-a-vis the European
Institutions.

In order to accomplish its role, CESR’s task force worked in two parallel directions:

the continuous follow-up of the de Larosiére report and the preparation of technical
contributions to the EU bodies. The members of the post-ECOFIN task force in 2009
discussed extensively all policy papers regarding the establishment of the ESAs, including
the re-organisation of the EU supervisory architecture. The task force developed common
positions amongst CESR Members on issues such as:

* The Commission decision establishing CESR (C(2009) 176 final) of January 2009;

e The de Larosiére report of February 200g9;

* The Commission Communication on ‘European Financial Supervision’ (COM(2009)
252 final) of May 200g;

* The Commission proposal for a regulation concerning the creation of ESMA (2009/0144
(COD)) of September 2009; and

* The Omnibus Directive (2009/0161 (COD)) of October 2009, proposing targeted changes
to existing European financial services legislation to ensure that the new ESAs can work
effectively.

Next steps

The Post-ECOFIN task force will continue to follow-up actively all evolutions
for the future of CESR, the EU legal framework and the implications this might
have on the financial sector that will take place in 2010.

CESR groups, task forces,
networks and panels

CESR acts as a network of European securities regulators on a great variety of issues
regarding securities legislation and its implementation throughout the EU. As such,

the Committee conducts its work primarily through different working groups, task forces,
panels and networks, which draw together senior experts from CESR’s Member authorities.
The different CESR groups are established either permanently or limited in time, depending
on the issues handled and the mandate given. The technical work carried out by CESR
groups is aimed at achieving CESR’s overall objectives, and the work of one group might
also deliver to different objectives of other groups. The following presentation of

CESR’s groups, task forces, panels and networks therefore shows which key and other
objectives each of the groups serves.
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2.3 CESR groups, task forces, networks and panels

Review Panel

By restating its commitment to deliver clarity on the degree of
harmonisation the Review Panel, through the means of mappings and

peer reviews, plays an important role in creating peer pressure amongst

CESR Members. Having this main scope in mind, CESR’s Review Panel in
2009 continued to map the implementation in practice of the key pillars of Europe’s Financial Services
Directives, such as the Transparency Directive and MiFID. Given the Directives are still relatively
recent, the panel’s first task was to establish how this implementation looked like in the various
Member States. For this purpose, the Review Panel in 2009 continued to conduct mapping exercises,
such as on how Member States had transposed parts of the Transparency Directive, namely on the

Directive’s equivalence and variance of supervisory powers and sanctioning regimes across Europe.

A further area, in which the Review Panel served in achieving transparency of implementation in * Carlos Tavares,
. . . . . . Chair of the Portuguese Comissio do
2009, is the re-assessment and review of its Standards No.1 and 2 on financial information, which Mercado de Valores Mobilidrios (CMVM),
. .. . Vice-Chair of CESR and Chair of the
define standards for convergence in the enforcement of financial information. Review Panel.

The goal of these peer reviews, which followed the self-assessments conducted in 2008, is to achieve
greater supervisory convergence, market transparency, efficiency and market integrity regarding

the enforcement of standards on financial information. Upon a request of the ECOFIN Council, CESR’s
Review Panel in 2009 conducted a mapping exercises on the use of options and discretions included

in the Market Abuse Directive and MiFID, aiming to identify the implications on the level of
convergence of supervisory practices. A selective mapping exercise on supervisory practices of some

aspects of the Prospectus Directive was conducted as well, to be followed by a peer review in 2010.” *

Background on the Review Panel’s work

CESR established its peer pressure group, the Review Panel, in order to contribute to the consistent and timely implementa-
tion of Community legislation in the supervisory practice of Member States by securing more effective co-operation between
national supervisory authorities, by carrying out peer reviews and by promoting best practice. The key task of the Review
Panel is to review the implementation of EU securities legislation, standards, guidelines and recommendations by CESR into
the daily supervisory practice within and across CESR Members. The panel reviews the overall process of implementation
and supervisory practice, provides common understanding expresses views on specific problems in the supervisory process
encountered by individual Members and uses mappings and self-assessments to develop its findings. It then exercises peer
pressure by reviews which are carried out by fellow Members on the supervisory practice by setting up benchmarks that help
evaluate Members’ compliance with Level 3 measures and practices. In certain circumstances, the Review Panel establishes
a special group to address issues of a technical nature — in 2009, there were sub-groups on mapping the implementation
of MiFID, MAP and PD in addition to the work started in 2008 on reviewing CESR’s Standards No.1 and 2.

DIVISION OF THE REVIEW PANEL'S WORK Objectives the Review Panel serves

RGVLEW Panel’s 2009 Chapter  Page Cljaeives sanma Transparency of implementation
work streams Main Secondary

CESR maps use of powers, 3.2 56 Transparency of Investor Protection;

practices and sanctions of MiFID implementation  Advice and reporting

to EU institutions Market transparency
Mapping of supervisory powers 3.2 58 Transparency of Investor Protection
and sanctioning regimes under TD implementation
Peer Review of implantation 3.2 60 Transparency of Investor Protection; . .
of CESR Standard No.1 implementation = Convergence Advice and reporting to EU

Institutions

Peer Review of implantation 3.2 59 Transparency of Investor Protection;
of CESR Standard No.2 implementation = Convergence

CESR mapped and Members 3.2 61 Transparency of  Investor Protection
reviewed application of the PD implementation
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CESR-Pol

In 2009, CESR-Pol dealt with a wide spectrum of issues. The key ones,
of course, were directly linked to the follow-up of the financial crisis:
CESR-Pol continued working on short selling. Publishing, continuously
updating and co-ordinating the measures taken by CESR Members
on short selling continued to serve in achieving market integrity, transparency and efficiency
as well as ensuring the confidence of investors. Much of CESR-Pol’s work in 2009 was aimed
at higher investor protection, convergence and increasing market integrity, for example,

by sharing experiences amongst CESR Members on surveillance and investigation issues.

The members of CESR-Pol also continued in 2009 to discuss operational issues and

cross-border cases.” *

* Kurt Pribil,

Chief Executive Officer

of the Austrian Finanzmarktaufsicht
(FMA) and Chairman of CESR-Pol.

Background on CESR-Pol

Effective enforcement of securities laws is a key element in CESR’s delivery of its market
integrity objective and its ability to protect investors. The purpose of CESR-Pol is to pro-
vide a forum to bring together senior officials from each CESR Member to develop policy
options relating to co-operation and enforcement issues. CESR-Pol is a permanent opera-
tional group with a strong focus on facilitating the effective, efficient and proactive sharing
of information, in order to enhance co-operation on, and the co-ordination of, surveillance
and enforcement activities between CESR Members. CESR-Pol’s key objective is to make
information flow across borders between CESR Members as rapidly as it would between
departments within an authority and, by so doing, to enhance the integrity, the fairness
and necessary protections to Europe’s markets as a whole. CESR-Pol is mandated to
promote dactive co-operation and to ensure greater convergence in the application of key
EU Directives, particularly of the Market Abuse Directive (MAD). With the work of CESR-
Pol becoming more operational in nature, the group has established the surveillance and
intelligence group (S&I group). When necessary, CESR-Pol forms urgent issues groups to
co-ordinate cross-border investigations.

Objectives CESR-Pol serves DIVISION OF CESR-POL'S WORK

— CESR-Pol’s 2009 Chapter  Page Objectives served
_ grity work streams Main Secondary

CESR co-ordinates Members’ 3.1 40 Market Convergence;
activities on short selling Transparency Investor Protection
Investor protection Regulators share expertise on 3.1 4 Market Convergence;

surveillance and investigation Transparency Investor Protection

AT AR Third set of guidance on the 33 63 Convergence Convergence;

common operation of MAD Investor Protection
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2.3 CESR groups, task forces, networks and panels

CESR-Fin

CESR-Fin’s main priority in 2009 was to contribute to the consistent

application and enforcement of accounting standards which is key

to market integrity. Such consistency ensures a fair and efficient
functioning of markets and of price formation within those markets: both
important for the sound protection of investors. Despite these overall objectives, much
of CESR-Fin’s work during 2009 has focused on market integrity issues, many of which are still
ongoing, in the international regulatory Community in particular regarding the effects of fair
value accounting on market confidence during a time of financial crisis. During the period,
the group has also dealt with accounting and auditing issues relating to prospectuses and

transparency, monitored developments in IFRS, held regular liaison meetings with the US SEC

. . * Fernando Resto;
and worked on further equivalence assessments of certain third country GAAPs. For the first Vice-Chair of the spanii’, Comisién

time, CESR-Fin brought together supervisors from around the globe to discuss the enforcement L\‘nag 'gE::rd:fl éﬁEesr;fgﬁfe Valores (CNMV)

of IFRS — an important step towards creating equivalent application of rules.” *

Background on CESR-Fin

CESR-Fin is the one other operational working group in CESR, alongside CESR-Pol.
Its main purpose is to co-ordinate the work of CESR Members in the areas of endorsement
and enforcement of International Financial Reporting Standards (IFRS) in Europe allow-
ing CESR to participate proactively in the dialogue between key policymakers and
standard setting bodies throughout the European endorsement process. A further role
of CESR-Fin is to advise the Commission on the development and implementation
of legislation in the area of accounting and auditing as well as to monitor developments
in Europe in the field of auditing. The group consists of sub and project groups dealing
with IFRS, auditing and equivalence and the European Enforcers Co-ordination Sessions
(EECS).

DIVISION OF CESR-FIN’S WORK Objectives CESR-Fin serves

Workatreams ] e . | Market ransparency |
Market transparenc

work streams Main Secondary : .
Financial reporting in times of 3.1 4 Market integrity ~ Convergence;
crisis Investor protection
Audit of Financial Information 3.1 43 Market integrity Convergence
CESR monitors development 3.1 42 Market integrity Convergence Market efficiency

in IFRS and contributs to EFRAG

and the IASB

CESR unites worldwide supervisors 33 64 Convergence Investor protection
to discuss enforcement of IFRS

Equivalence of accounting 33 65 Convergence Market efficiency;
standards Investor protection
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MiFID Level 3 Expert Group

In 2009, CESR’s MiFID Level 3 Expert Group has continued looking into

the effects the Directive has had on the European market — covering both

its functioning and its possible impacts. Beyond investigating MiFID’s

impacts, the group focused on operational issues and questions relating
to CESR Members’ use of MiFID. Members co-ordinated and discussed within the MiFID group
issues like transparency on non-equity markets that will greatly enhance investor protection
and promote market integrity. CESR also started assessing, at CESR level, the first pre-trade
transparency waivers according to the Directive’s framework.” *

* Jean-Paul Servais,
Chair of the Belgian Commission

Banzaci;{)if;f\’;?;j;;‘jg@;ﬁm?gg Background on MiFID Level 3 Expert Group
Level 3 Expert Group.

The MIFID Level 3 expert group undertakes work to deliver supervisory convergence

in the day-to-day application of the Markets in Financial Instruments Directive (MiFID)

and conducts related policy work. More than two years on from MiFID’s implementation,

the group, made up of senior MiFID experts of CESR Members, focuses on developing

mechanisms to ensure consistent implementation of Level 1 and 2 requirements of

the Directive and fostering supervisory convergence among CESR Members. The group

has two sub-groups reporting to it —the intermediaries sub-group and, the markets

sub-group. Nevertheless, in 2008 both the intermediaries and the markets sub-groups

established several drafting groups to prepare the work of sub-groups themselves, for
example one on non-equity markets transparency.

Objectives MiFID Group serves DIVISION OF MIFID GROUP’S WORK

: MIiFID Level 3 Expert Group’s2009 ~ Chapter ~ Page Objectives served
Market efficienc
Work steams T e
CESR seeks to increase 31 47 Market Convergence;

transparency of corporate bond, Transparency Investor Protection

] ; structured finance product
Market integrity and credit derivatives markets

Maintenance of the CESR MiFID 3.1 47 Market Convergence
database Transparency
CESR assesses impact of MiFID 31 51 Market Convergence;
on the functioning of equity Transparency Investor Protection
secondary markets
First pre-trade transparency 3.1 52 Market Convergence;
waivers assessed at CESR level Transparency Investor Protection
CESR's Q&A on complex and 33 65 Convergence Investor Protection
non-complex financial instruments
CESR work on investment advice 33 66 Convergence Investor Protection
under MiFID
CESR work on inducements 33 67 Convergence Investor Protection
Contribution to Commission Q&A 33 67 Convergence Investor Protection
on MiFID
CESR issues revised protocol 33 68 Convergence Investor Protection
on the supervision of branches
under MiFID
CESR publishes supervisory 3.4 89 Investor Investor Protection
briefing on information Protection

and reporting to clients

MiFID: CESR issues questionnaire 3.4 88 Investor Convergence
on re-hyprothecation Protection
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Investment Management Expert Group

In 2009, the Investment Management Expert Group continued its work
in response to the request for technical advice from the Commission in
relation to the detailed form and content of key investor information

disclosures for UCITS; work which should greatly assist retail investors in
identifying appropriate funds for their particular risk appetite. The group also started addressing
other issues in the field of investment management by laying the foundations for a common

definition of money market funds in the European Union.

Following the discovery of the Madoff fraud in 2008, CESR’s Investment Management Expert

Group set up special task forces to investigate both the Madoff fraud and the impact the

financial crisis had on the European fund industry — both of which aimed at ensuring that * Lamberto Cardia,
Chair of the Italian Commissione
Nazionale per le Societa e la Borsa

were at risk. In this context, the group’s review of duties and liabilities of depositories was (CONSOB) and Chair of CESR’s
Investment Management Expert Group.

European markets function efficiently and clarifying the extent to which European investors

another important work stream in 2009.” *

Background on the Investment Management Expert Group

The Investment Management Expert Group was set up to work in the area of Undertakings

for Collective Investment in Transferable Securities (UCITS) and asset management in
order to provide a coherent regulatory framework across Europe in this area. The group,
bringing together experts from CESR Members, focuses on UCITS-related issues but also
deals with issues arising in alternative investment management. Its work ranges from pro-
moting convergence in CESR Members’ approaches to the eligibility of assets, to responding
to specific requests from the Commission such as on the content of the Key Information
Document (KID) for retail investors. The Investment Management Expert Group has also
worked to develop the framework for a European management company passport. The
group itself consists of three sub-groups — one dealing with operational issues arising from
day-to-day application of the relevant legislation, and two task forces dealing with the KID
and risk measurement respectively.

DIVISION OF THE INVESTMENT MANAGEMENT EXPERT GROUP’S WORK Objectives CESR’s Investment
, Lo Management Group serves
Investment Management Group’s ~ Chapter Page Objectives served
2009 work streams Main Secondary Investor protection
CESR issues guidelines on risk 33 68 Convergence Investor Protection

management principles for UCITS Market efficiency

CESR consults on risk measure- 33 69 Convergence Investor Protection

ment for calculating the global Market transparency
expenditure of UCITS
. . Market integrity
CESR moves forward its project 3.4 82 Investor Convergence
to improve investor disclosure Protection X .
for UCITS Advice and reporting to EU
. institutions
CESR puts in Flace measures on 3.4 84 Investor Convergence
organisational requirements and Protection

rules of conduct for UCITS

CESR consults on common 3.4 85 Investor Convergence
European definition of money Protection

market funds

CESR provides information for 3.4 86 Investor Convergence
investors affected by the Madoff fraud Protection

CESR reviews duties and liabilities 3.4 87 Investor Convergence
of depositories Protection

CESR consults on implementing 3.5 o1 Advice and Convergence
measures of future UCITS reporting to EU

directive institutions
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* Karl-Burkhard Caspari,

Chief Executive Director of Securities
Supervision at the German Bundesanstalt
fiir Finanzdienstleistungsaufsicht (BaFin)
and Chair of CESR’s Credit Rating
Agencies Expert Group.

Objectives the CRA Group serves

Market transparency
Convergence

Transparency of implementation
Investor protection

Advice and reporting to EU
institutions

Credit Rating Agencies Expert Group

CESR has undertaken for a second time this year a review of the progress

made by Credit Rating Agencies under the voluntary framework which

they apply when seeking to comply with the I0SCO code. However,

a significant focus of our work in 2009 was on starting to implement

the new EU Regulation for CRAs which aims to increase market integrity. CESR’s credit rating

agencies group has consulted on how to best implement the new legal framework

for the registration and supervision of CRAs in the EU, including a separate consultation

on the establishment of a CRA repository.”

*

Background on the Credit Rating Agencies Expert Group

CESR’s credit agencies expert group was created to co-ordinate closely with fellow regu-
lators both within the EU such as CEBS and CEIOPS, and internationally, with the
IOSCO members on issues relating to CRAs. The expert group is responsible for reviewing

the implementation of the voluntary framework which reviews how CRAs are imple-

menting the IOSCO Code. This is the second year of the framework’s operation. Further-

more, having developed appropriate legislative proposals to deal with CRAs, the group

will prepare to implement the future European regulation on CRAs and to encourage co-

operation between national competent authorities in the role given to them in CRA’s

superuvision.

DIVISION OF THE CREDIT RATING AGENCIES GROUP’S WORK

Objectives served

CRAs network’s 2009
work streams

CESR starts implementing new EU
Regulation on CRA

CESR consults on how to
implement new EU framework for
CRA

CRA: Consultation on future
repository

CESR looks into CRA’s compliance
with the IOSCO Code

Chapter

3.1

3.1

3.1

3.1

Page

36

38

39

39

Main
Market integrity

Market integrity

Market integrity

Market integrity

Secondary

Convergence;
Investor Protection

Convergence;
Investor Protection;
Advice and reporting
to EU institutions

Convergence;
Market transparency

Convergence;
Transparency of
implementation;
Investor Protection;
Advice and reporting
to EU institutions
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Transparency Expert Group

The Transparency Directive aims to ensure that broadly the same
information is made available by issuers in all European markets,
thus enhancing market confidence and stability. CESR’s Transparency

expert group in 2009 has worked on harmonising the implementation
of the Transparency Directive among Member States, thus facilitating market integrity.
In the course of 2009, CESR has looked into the use of derivatives and major shareholding
notifications and has sought to develop a standard form for notification of major shareholdings.
In addition, CESR has started to explore the possible use of a standard reporting format
for listed issuers. A keystone of stable and integrated markets is free access to up-to-date

information on issuers.” *

* Hans Hoogervorst,

Chair of the Dutch Autoriteit Financiéle
Markten (AFM) and Chair of the
Transparency Group.

Background on the Transparency Expert Group

The transparency expert group brings together experts from CESR Members and was
created by CESR to publish comparative information on the Transparency Directive’s
implementation in all Member States, to reach common views on practical questions
regarding the TD and to establish an EU network of national storage mechanisms. Among
the key objectives of the Directive is the desire that investors receive periodic information
from listed companies, including annual and interim financial reports whose content is
defined in order to meet investor’s needs. The mandate to CESR’s transparency group
mainly covers the following topics: practical provisions for notifications of shareholdings,
dissemination and storage of regulated information, some aspects of periodic financial
reporting and the equivalence between third-country reporting regulations and the TD’s
requirements. The difficulty however in carrying this out is that the different require-
ments in the Member States arise partly because an issuer’s home authority is able to
impose more stringent requirements than those provided under the TD.

DIVISION OF THE TRANSPARENCY GROUP’S WORK Objectives Transparency Group

o serves
Transparency Group’s 2009 Chapter Page Objectives served

work streams Main Secondary

CESR looks into use of derivatives 3.1 48 Market Convergence
and major shareholding transparency Convergence
notifications

Use of standard reporting format 3.1 48 Market Convergence Transparency of implementation
in the reporting of listed issuers transparency

| t tecti
TD: CESR issues Q&A with 33 71 Convergence Investor protection nvesor Proecon

commonly agreed positions
yag posit Advice and reporting to EU

CESR Members work on standard 33 72 Convergence Investor protection insdauiens
form for notification of major
shareholdings
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Post-Trading Expert Group

In 2009, CESR worked on responding to the previous year’s financial
crisis, both from a policy and a supervisory point of view, underlining
the need to review further and strengthen the resilience of systems.
CESR therefore stepped up its efforts to monitor the functioning
of clearing and settlement systems through enhanced reporting on these developments
in its post-trading expert group. Much of the policy-making work by the group was completed in
2009 — much of which is still ongoing — is therefore linked to the theme of market integrity and
efficiency. This will continue to be the main focus in the year ahead.” *

* Anastassios Gabrielides,
Chair of the Hellenic Capital Market

C ission (HCMC) and Chai :
of CESTI?ZF;CLZil'CI"rnaging Exgear:Gro:; BaCkgr Ound on the POSt_ﬁadlng EXpert Group

The role of CESR’s post-trading expert group (PTEG) is to co-ordinate the work of CESR
Members in the area of post-trading. The PTEG was established in early 2007
to monitor and contribute to a number of public and private sector initiatives in the area
of post-trading and to serve as a platform for the exchange of supervisory experiences
amongst regulators. The objectives of these activities are: to foster a level-playing-field
and to encourage measures that foster the safety and soundness of post-trading activities
within the EU and by doing so, ensuring a sound, efficient and transparent functioning of
post-trading.

Furthermore, the chairman of the PTEG represents CESR in a number of related work
streams, namely in CESAME Il, the Advisory Group to the Commission for clearing and
settlement, and in the MOG, the Monitoring Group for the Code of Conduct. Addition-
ally, the chairman of the PTEG is the observer on behalf of CESR in the Target 2 Securities
(T2S) Advisory Group, established by the European Central Bank (ECB) for the T2S project.

Objectives PTEG serves DIVISION OF THE POST-TRADING EXPERT GROUP’S WORK

Market efficiency PTEG’s 2009 work streams Chapter ~ Page ijectives served
Main Secondary
Market transparency CESR participates in newly created 3.1 53 Market integrity ~ Convergence

OTC Derivatives Regulator’s
Forum

Market integrity

CESR consults on trade 3.1 53 Market integrity ~ Convergence

CESR continues to contribute 31 54 Market integrity Convergence

to T2S project for securities

settlement

CESR follows-up CESR-ESCB 33 70 Convergence Market efficiency;
Recommendations for securities Convergence

settlement systems and CCPs
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CESR-Tech

CESR-Tech has focused on two key objectives in 2009: firstly, settling

its existing TREM system and secondly, preparing the ground for future
CESR IT. CESR Members delivered an improved version of TREM by
adding new key features in 2009: being the so-called IRDS project, which

stands for Instruments Reference Data System. This will ensure a perfect routing of transaction
reports to the relevant competent authority, especially for bond and derivative instruments.
CESR-Tech also drafted a plan for the next four years regarding the future IT needs of CESR
and, at the same time, requested funding from the Commission for the ’key’ projects following
IT requests incorporated in EU legislation. One of these projects in 2009 was the preparations

started for a future repository database for credit ratings issued by EU Credit Rating Agencies.” *

* Arja Voipio,
Senior Advisor at the Finnish Finanssival-
vonta (Fiva) and Chair of CESR-Tech.

Background on CESR-Tech

CESR-Tech is an expert group in charge of the information technology (IT) governance of
CESR. The expert group enables CESR to work on IT projects that CESR undertakes in
conjunction with its Members. The group is composed of senior CESR representatives
who have experience, knowledge and expertise in IT project management, financial
markets, and supervisory related issues. In the course of 2008, CESR-Tech renewed
its mandate to better reflect the operational objectives of the group. CESR-Tech’s main
objectives are to lead pan-European IT projects of CESR to provide CESR and its Members
with IT systems and services that help CESR Members to fulfill their obligations, prepare
reporting on IT issues of relevance to EU institutions for the approval by CESR and to
consult and advice CESR on IT related issues.

DIVISION OF CESR-TECH’S WORK Objectives CESR-Tech serves
CESR-Tech’s 2009 work streams Chapter ~ Page Objectives served

- Market efficiency
Main Secondary
CESR’s Transaction Reporting and 3.1 44 Market integrity Convergence Market transparency

Exchange Mechanism

CESR launches Instruments 3.1 45 Market integrity ~ Convergence Market integrity

Reference Data System for all EEA

markets
The TREM User Group 3.1 46 Market integrit Convergence

CESR starts preparing setting up 3.1 46 Market integrity Convergence

credit repository for CRAs

CESR Annual Report 2009



*Carlos Tavares,

Chair of the Portuguese Comissdo do
Mercado de Valores Mobilidrios (CMVM),
Vice-Chair of CESR and Chair of ECONET.

Objectives ECONET serves

Advice and reporting to EU
institutions

Market transparency

ECONET

During the course of 2009, ECONET issued several reports to the
EU institutions, assessing the risks and trends in securities markets.
These reports highlighted the multiple impacts of the subprime crisis
such as a tighter credit environment and a worsening global economic
outlook due to the general increase in risk aversion. The group also addressed emerging risks
so as to anticipate possible sources of stress to financial stability. In the course of the year,
the view that analytical monitoring of financial markets should be strengthened became high
priority for CESR and a new mandate was attributed to ECONET. The group, meanwhile
renamed CEMA (Committee for Economic and Market Analysis), is now expected to carry
out a thorough identification, monitoring and assessment of trends, risks and vulnerabilities
in financial markets, including financial innovation and incentives to market practices.
The latter is to be carried out both at wholesale and retail levels. Moreover, CEMA’s aim
is to provide evidence and advice to EU institutions so as to contribute to sound policy responses.
To that end, implementing regular impact assessment of existing and proposed regulation

should contribute to better regulation.” *

Background on ECONET

CESR created ECONET, its network of economists from Member authorities,
in order to facilitate the ability of CESR to meet an increasing number of reporting
requests to European bodies that require the input of financial economists. ECONET
also evaluates and, as appropriate, develops CESR’s approach to the use of impact assess-
ment of securities regulation across Europe. Generally, the network enhances CESR’s
capability to undertake economic analysis of key trends and risks in securities markets
that are, or may become, of particular significance for financial stability.

DIVISION OF ECONET'S WORK

ECONET’s 2009 work streams Chapter ~ Page Objectives served

Main Secondary
Reports on economic trends 3.5 94 Advice and reporting = Market
and risks to FSC to EU institutions Transparency
Report on economic risks 3.5 94 Advice and reporting  Market

and trends to EFC-FST to EU institutions Transparency
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Takeover Bids Network

During the course of 2009, CESR has organised meetings
with representatives from the EU authorities who regulate takeover
bids to discuss issues regarding the application of the Takeover Bids

Directive. The topics covered include equitable pricing,
persons acting in concert, squeeze-out and sell-out provisions, and cross-border
co-operation between competent authorities.

In order to assist Member States in providing the Commission with certain information

on the takeover bids taking place in their markets, CESR’s takeover bids network in 2009

assisted the Commission in drafting a list of relevant information requirements. The list aims o

. . ) o . . * Eddy Wymeersch,
to allow collection of the information needed by the Commission to enable it to examine Chair of the Supervisory Board of the
Belgian Commission Bancaire, Financiére
et des Assurances (CBFA), Chair of CESR

work fostering and further increasing cross-border market transparency, integrity and Chair of the Takeover Bids Network.

the effectiveness of the Directive in 2011 (as stated in the Directive itself) — which is important

and convergence in the supervision of takeovers.” *

Background on the Takeover Bids Network

CESR has set up a network of authorities dealing with takeover bids (whether CESR
Members or not) to discuss views, experiences and future developments in the implemen-
tation of the Takeover Bids Directive (TOD). The TOD aims to ensure equality of treat-
ment in Europe for all companies launching bids and a transparent and fair treatment of
investors in companies that find themselves the targets of takeover bids. The legislation
covers two separate areds relating to takeovers: company law aspects and securities or
market related issues. However, as the CESR Members composing the network do not, in
general, have powers in relation to company law issues, the mandate of the network is
limited to securities or market related issues, with the goal of promoting an exchange
of information and experience. The network aims to foster co-operation between all
authorities supervising the takeover legislation, especially in the context of cross-border
transactions.

DIVISION OF THE TAKEOVER BIDS NETWORK Objectives the Takeover Bids
— Network
Takeover Bids Network’s 2009 Chapter  Page Objectives served etwork serves
work streams Main Secondary Market integrity
EU regulators discuss takeover 3.1 50 Market efficiency ~ Market transparency,
bids cases Convergence Market transparency

Convergence
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- Prospectus Contact Group

Investors rely on prospectuses to make orderly and informed investment

decisions. A key element in ensuring confidence in prospectuses
and hence in supporting the objective of market integrity is the consistent
application of the Prospectus Directive. During 2009, the group
has updated its Q&As, providing market participants with common positions agreed by CESR
Members on prospectuses, and continued to collect and publish statistical data in relation
to the number of prospectus approved and ‘passported’ within the EU-both of which,
are important tasks which should foster market transparency and convergence

in the Directive’s application.” *

*Carlos Tavares,

Chair of the Portuguese Comissdo do
Mercado de Valores Mobilidrios (CMVM),
and Chair of the Prospectus

Contact Group. Background on the Prospectus Group

CESR’s prospectus contact group was originally created to develop Level 3 guidance
on the disclosure requirements of the Prospectus Regulation. The Prospectuses Directive
(PD) requires issuers to publish a prospectus when offering securities to the public
or admitting securities to trading on a regulated market. The Regulation also defines
the exact content requirements of such documents. The Prospectus contact group also

periodically publishes updates to a Q&A on issues related to prospectuses, which provides

market participants with commonly agreed answers by CESR Members.

Objectives the Prospectuses DIVISION OF THE PROSPECTUS GROUP’S WORK
Group serves Prospectus Group’s 2009 Chapter  Page Objectives served
Market transparency work streams Main Secondary
CESR provides 3.1 49 Market Transparency of
onvergence to Commission’s review of PD Transparency implementation
Transparency of implementation CESR updates Q&A 3.1 49 Market Convergence;
on prospectuses Transparency Transparency of
Investor protection
Publication of data 3.2 61 Transparency of Convergence;
Advice and reporting to EU onfrospectuses approved implementation Investor protection
o and ‘passported’
institutions
Assessment of the equivalence 3.4 89 Investor Transparency of

of non-EEA prospectuses protection implementation
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Other groups, networks and task forces

Depending on the nature of a CESR work stream, which might be on an ad hoc basis and
hence much more limited in time compared to permanent groups of CESR, there are a
number of other groups, networks and task forces which are not covered by the above 2
presentation. For example, there are joint groups that have been formed together with other
organisations in order to respond to special mandates which are not covered in this section
but are reported on within the annual report. For example, in 2009, CESR worked on issues
arising from the decisions by the ECOFIN Council in preparing CESR’s transition into the
European Securities and Markets Authority (ESMA), or on clearing and settlement in a joint
working group together with the European System of Central Banks (ESCB). In addition,
there are task forces that respond to other roadmaps, such as those on mutual recognition
with the US, work on Human Resources and training. In addition, CESR has established a
Retail Investor Network to find ways to create more dialogue with representatives of retail
investors. In order to foster cross-sector convergence throughout the securities, insurance
and banking markets, the 3 Level 3 (3L3) Committees work jointly in areas such as: anti-
money laundering, cross-border mergers and acquisitions, and conglomerates; there are also
3L3 task forces on training, internal governance, cross-sector risks and delegation of tasks —
all of which are presented under cross-sector convergence in this annual report.

Other 2009 Chapter  Page Objectives served

work streams Main Secondary

3L3 Committee meetings 33 72 Convergence

during 2009

3L3 contribution 33 73 Convergence Market integrity,

to the Commission and Council transparency and

on improving financial supervision efficiency;

in the EU Investor protection

3L1?(Task Force on Cross-Sector 33 74 Convergence Investor protection

Risks

3L3 Anti-Money Laundering Task 33 75 Convergence Investor protection

Force (AMLTF)

3L3 work on Financial 33 75 Convergence Market integrity;

Conglomerates Investor protection

3L3 Task Force on Internal 33 76 Convergence Advice and reporting

Governance (TFIG) to EU institutions

Joint work on non-cooperative 33 77 Convergence Investor protection

jurisdictions

3L3 work on home-host 33 78 Convergence Market efficiency

delegation

Packaged Retail Investment 33 78 Convergence Investor protection

Products

EU terminology consistency 33 79 Convergence Market efficiency;
Market integrity

3L3 set up Task Force 33 79 Convergence Market efficiency;

on Cross-Sector Training Market integrity

Commission agreed 33 79 Convergence Market efficiency;

on grant agreements to the 3L3 Market integrity

3L3 develop manual 33 79 Convergence Market efficiency;

on training process Market integrity

3L3 held more cross-sector 33 80 Convergence Investor protection

trainings in 2009
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Ensuring financial markets
work in a fair, efficient and
transparent manner is
a key objective of securities
regulators. CESR seeks
to ensure the appropriate
rules exist and are
implemented in the EU.
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Market integrity,
transparency
and efficiency

> Credit Rating Agencies Expert Group

CESR starts implementing new EU Regulation on CRAs

CESR consults on how to implement the new framework for CRAs
CRA: Consultation on future CRAs repository

CESR looks into CRA’s compliance with the IOSCO Code

> CESR-Pol

>

>

>

>

>

>

>

CESR co-ordinates Members’ activities on short selling
Regulators share expertise on surveillance and intelligence work

CESR-Fin

Financial reporting in times of crisis

CESR monitors developments in IFRS and contributes to EFRAG
and the IASB

CESR continues its works on the audit of financial information

CESR-Tech

TREM — CESR’s transaction reporting exchange mechanism

CESR launches Instrument Reference Data System for all EEA markets
The TREM User Group

CESR starts the setting-up of a central repository for CRAs

MiFID Level 3 Expert Group

CESR looks into non-equity markets transparency
Maintenance of the CESR MiFID database

Transparency Expert Group

CESR looks into use of derivatives and major shareholding notifications
Use of a standard reporting format in the reporting of listed issuers

Prospectus Contact Group

CESR contributes to Commission’s review of Prospectus Directive
CESR updates prospectus Q&A

Takeover Bids Network

EU Regulators discuss takeover bids cases

MiFID Level 3 Expert Group

CESR assesses impact of MiFID on the functioning of
equity secondary markets
First pre-trade transparency waivers assessed at CESR level

Post-Trading Expert Group

CESR participates in newly created OTC Derivatives Regulators” Forum
CESR consults on trade repositories in the European Union
CESR carries on contributing to T2S-project for securities settlement
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CESR delivering
&Y its objectives in 2009

Market integrity, transparency
and efficiency

Securities regulators seek to secure the orderly functioning of financial markets by ensuring
that markets work in a fair, efficient and transparent manner. Regulation of markets achieves
this by looking into issues such as the integrity of price formation; the clarity of information
on the product being sold and its functioning; the prevention of manipulative behaviour;
and ensuring that appropriate laws for customer protection exist, and are implemented and
enforced effectively. To ensure the appropriate rules exist at a European level, CESR provides
technical advice to the Commission which prepares the EU legislative framework.

In addition, CESR fosters the integrity, transparency and efficiency of EU financial markets
by improving the co-ordination amongst EU securities regulators by issuing guidance,
Question and Answers, and where appropriate, through publishing market data and
regulatory decisions taken by CESR Members to provide clarity to market participants.

Market integrity

Credit Rating Agencies Expert Group

CESR starts implementing new EU Regulation on CRAs

The financial crisis has clearly demonstrated the role played by Credit Rating Agencies
(CRAs) in market integrity, which is why the European Parliament and Council approved
an EU Regulation on Credit Rating Agencies (IP/09/629) on 23 April 2009, introducing an
EU-wide system for registering and supervising of CRAs. The European Council formally
signed the text on 16 September 2009. After its publication in the EU Official Journal on

17 November 2009, the EU Regulation entered into force on 7 December 200g9.

It directly applies in all Member States and requires that:

* All CRAs established in the EU apply for registration;

* Regulated entities in the EU may only use, for regulatory purposes, ratings that are issued
by registered CRAs; and

* Registration is a precondition to be recognised as an External Credit Assessment
Institution (ECAI) as laid out under the Capital Requirements Directive (CRD).

CESR enhanced role in CRA’s area

According to the Regulation, CESR is required to discharge important co-ordination and
advisory functions alongside its traditional role of promoting convergence. One of these
new roles is acting as a single European point of entry for the submission of applications

for registration of CRAs in Europe. The Committee is also in charge of setting up a Central
Repository containing data supplied by individual CRAs. This database will provide the market
with historical performance statistics relating to EU registered CRAs. In addition, Article 21
of the EU Regulation requires CESR to issue a first set of guidance by 7 June 2010 covering:

* The registration process and co-ordination arrangements between national competent
authorities, including the information set out in Annex Il, and the language regime for
applications submitted to CESR;
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* The operational functioning of the colleges of national supervisors that will be set for
the registration and supervision of CRAs, including methodologies for determining the
membership of the colleges: the application of the criteria for the selection of the
facilitator; the written arrangements for its operation and co-ordination between colleges;
* The application of the endorsement regime under Article 4.3 by competent authorities; and
» Common standards on the presentation of the information that CRAs shall disclose
including: structure, format, method and period of reporting, in accordance with
Article 1.2 and point 1 of Part Il of Section E of Annex . 3

By 7 September 2010, CESR must produce a second set of guidance, clarifying:

* Enforcement practices and activities to be conducted by competent authorities;

» Common standards for assessment of compliance of credit rating methodologies with
the requirement set out in Article 8.3;

* Types of measures referred to in Article 24.1(d) to ensure that CRAs continue to comply
with legal requirements; and

* Information that the CRA must provide for the application for certification and for
the assessment of its systemic importance to the financial stability or integrity of financial
markets referred to in Article s.

Commission requests technical advice from CESR

In the context of the EU Regulation, CESR has been mandated by the Commission in

June 2009 to provide it with advice on the equivalence of the regulatory (legal and
supervisory) frameworks applied by certain third countries to the activities of CRAs

to the regulatory frameworks for CRAs introduced in the Community by the CRA
Regulation. The mandate consists of two parts: technical assistance for the assessment

of the regulatory environments of Canada, Japan and the United States of Americaand a
fact finding exercise to establish whether other additional jurisdictions should be assessed.

In July 2009, CESR issued a call for evidence (Ref. CESR /09-681) seeking inputs from market
participants on the use in the European Union of credit ratings issued by third country CRAs.
At the end of October, CESR submitted its conclusions to the European Commission which
decided to extend CESR’s mandate to include an assessment of the Australian legal and
supervisory framework.

Furthermore, CESR has begun discussions with relevant third country authorities to set up
the co-operation arrangements required by the Regulation for both the endorsement and

equivalence regimes. According to the Regulation such arrangements shall specify at least:

* The mechanism for the exchange of information between the competent authorities
concerned; and
* The procedures in place concerning their cooperation on supervisory activities

Responses to consultation on registration, mediation and other related
issues regarding the certification and assessment of CRA's systemic
importance (Ref. CESR/09-955)

B 2 Banking

I 1 Investment services
B 1 Legal and accountancy
mmm 10 Press
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Responses to fact finding exercise of the use in the European Union
of ratings issued by third countries CRAs (Ref. CESR/09-681)

B 2 Banking
B 2 Insurance, pension and asset management
I 2 CRA

Next steps

During the second quarter of 2010, CESR will have assessed and
submitted its technical advice to the Commission on whether the CRA
regimes of Japan and the USA are considered as being equivalent to
that of the EU; similar technical advice on the Japanese and Australian
legal and supervisory framework will be submitted and published in the
following months. In addition, CESR intends to finalise the first
co-operation arrangements in due course to enable CRA’s to effectuate
ratings.

CESR consults on how to implement the new framework
for CRAs

During the course of 2009, CESR’s CRA expert group, assisted by a consultative working
Other objectives served group, has been dealing with various topics where CESR has been requested to issue
guidance detailing how the new EU framework for CRAs will be implemented. The

consultative working group is composed of senior practitioners from the industries affected
by the Regulation who are in charge of advising on all matters relating to the implementation
and application of the future legal framework. In September 2009, CESR asked the
consultative working group on CRAs to comment on pre-consultation papers. At the end of
October, based on their feedback, CESR produced a consultation paper (Ref. CESR/09-955)
seeking comments on the conclusions it had drawn regarding guidelines on the registration
process, on the functioning of colleges, on the mediation protocol, on the information
set out in Annex II, on the information required for the application for certification and on
how to assess a CRAs systemic importance. In November, CESR held an open hearing
to give participants the opportunity to comment and raise questions on the proposed
procedural issues and content of applications. CESR has to provide a first set of guidance
within six months of the entry into force of the Regulation, i.e. by 7 June 2010.

Next steps

CESR will publish the final guidance on registration and related issues,
the content of applications as well as the feedback statement by the end
of May/beginning of June 2010. In addition, CESR has already begun to
work on the second set of guidance on enforcement practices, common
standards for assessment of compliance of credit rating methodologies
and supervisory measures required by the Regulation. It expects to
conduct a consultation on some specific areas of these guidelines early
in the summer of 2010.




03. CESR delivering its objectives in 2009 &)

3.1 Market integrity, transparency and efficiency

CRA: Consultation on future CRAs repository

The new EU Regulation on CRAs also requires CESR to set up and run a Central Repository
(CEREP)? which will allow the publication of data provided by individual CRAs. Therefore, CESR
has started to prepare a database containing the historical performance statistics of EU
registered CRAs, i.e. rating activities, historical default rates, information on ‘rating migration’.
As afirst step, in April 2009, CESR conducted a survey amongst relevant CRAs on what type
of data on past ratings and historical performance each agency could deliver and on how this
data is produced, classified and stored, including the methodology used to calculate it. Based
on this survey, CESR released in July 2009 a consultation paper (Ref. CESR/09-579) to obtain
views from investors and the CRAs themselves on developing a more concrete picture of the
content and working of the Central Repository, the level of standardisation of data and
methodologies that are both feasible and desirable. Results from the July consultation led to
the publication of a feedback statement (Ref. CESR /09-822a) in October 2009, which
highlights amongst other things, CESR’s decision to require CRAs to report ‘raw data’ instead
of providing aggregated statistics. Since then, CESR has focused its work on the business
requirements describing, in a non-technical way, what the CEREP should provide to users.

Responses to consultation on a central repository
for Credit Rating Agencies (CESR/09-579)

mmm 1 Banking
1 Insurance, pension and asset management
N 8 CRA

Next steps

CESR will pursue the different steps of its IT project by starting

to work on the functional specifications of the database, launching a
procurement procedure to select a services provider and then building
up the database. In parallel, CESR will issue the guidelines required
under the terms of the regulation by 7 June 2010, to provide CRAs
with all technical and non-technical information necessary

for them to prepare for delivering reports to CESR.

CESR looks into CRA’s compliance with the IOSCO Code

In May 2009, as part of CESR’s commitment to provide market transparency and to ensure market
integrity, CESR published its second report (Ref. CESR/09-417) on the compliance of European
CRAs with the IOSCO Code of Conduct. The publication of CESR’s report came as a result of
requests from both the Group of Twenty (G20) and the European Commission that CESR should
report to both the Commission and to the Economic and Financial Committee of the European
Union (EFC) on the progress made by EU-based CRAs towards compliance with the revised IOSCO
Code published in May 2008. In responding to the request, CESR built on work already performed
in I0SCO and produced an initial interim report containing a preliminary review of the level of
compliance of the three largest CRAS’, Standard & Poor’s (S&P), Fitch Ratings (Fitch) and Moody’s
Investor Service (Moody’s). The final report, which was sent to the Commission and to the EFC in
March 2009, contained an analysis of the compliance of a wide range of EU-based CRAs’ codes of
conduct with the updated IOSCO Code, including the three CRAs covered in the interim report.

9 This project has been made possible with the financial assistance of the European Union.
This project is carried out under the sole responsibility of CESR and can under no circumstances be
regarded as reflecting the policies of the EU.

Other objectives served

Convergence

Other objectives served

Investor protection

CESR Annual Report 2009



CESR found CRAs broadly compliant

CESR’s overall conclusion with respect to the codes of the larger and global CRAs (S&P,
Moody’s, Fitch, DBRS and AM Best) was that they are considered broadly compliant with
the IOSCO Code. These CRAs had updated their codes of conduct to take into account
most,but not all, of the revisions made to the Code by IOSCO in May 2008, in particular
with respect to structured finance products. However, there were a number of provisions
identified, and detailed within the report, on which these CRAs deviated from the
I0SCO Code. CESR therefore believes room for improvement exists.

The report published in May was exclusively based on the codes of CRA’s. No other
documents were taken into account. In addition, CESR did not opine on the practical
application of a CRA’s own code which means that CESR did not check whether a CRA
complies in practice with what is stated in its code. Equally, where a CRA’s code deviates
from an I0SCO provision, CESR did not check whether the CRA complies with the IOSCO
provision in practice.

B CESR-Pol

CESR co-ordinates Members’ activities on short selling

Turbulent market conditions in the second half of 2008 led to a significant number of CESR

Members taking emergency measures to restrict and/or impose conditions on short selling
Other objectives served in financial markets. These national measures took various forms and many of them still
remain in place, having been extended or renewed in modified forms. In order to keep

market participants informed, CESR has updated several times its list of measures adopted

by CESR Members on short selling (Ref. CESR /08-742).

Investor Protection

CESR sets up task force on short selling

As aresult of all the activity on short selling regulation, CESR considered that it was appropriate
to launch a review of policy on short selling with a view to formulating pan-European
standards in this area. CESR Members therefore agreed at the end of 2008 that a dedicated
task force on short selling should be formed within CESR-Pol. The task force, once set up,
was mandated to examine what permanent regime would be appropriate for short selling
within the EEA. CESR’s aim is to achieve a harmonised, European approach to this issue.
CESR Members agreed that a harmonised pan-European disclosure regime for enhanced
transparency of short selling should be implemented on a permanent basis; though CESR
continues to consider whether further measures for the regulation of short selling, beyond
disclosure, are required. The planned regime is meant for the disclosure of net short
positions only.

To that effect, CESR published in July 2009 a consultation paper on its proposal for a
pan-European short selling disclosure regime (Ref. CESR/09-581). In that paper, CESR
proposed a two-tier model for disclosure of significant individual net short positions.

The consultation period closed at the end of September 2009, by which time 49 responses
had been received. The single largest group of respondents was comprised of national trade
associations, but pan-European trade associations, individual trading firms, exchanges and
Multilateral Trading Facilities (MTFs) were represented as well.

Responses to consultation on CESR’s Proposal for a Pan-European
Short Selling Disclosure Regime(CESR/09-581)

13 Banking

7 Investment services

1 Issuers

10 Insurance, pension and asset management

6 Regulated markets, exchanges and trading systems
1 Others
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Next steps

CESR continues its work on finalising the details of the proposed
pan-European model for disclosure of net short positions.

Regulators share expertise on surveillance and
intelligence work

The exchange of opinions and experiences among CESR Members is essential to ensure a
high level of convergence and to achieve a common understanding among Members of what
constitutes market abuse. CESR-Pol’s permanent sub-group, the Surveillance and
Intelligence group (S&I group), provides experts in the investigation and enforcement of
market abuse with a forum for sharing their experiences on the basis of individual cases, and
for exchanging valuable information on methods and procedures used in day-to-day supervision.
In 2009, several practical aspects were discussed in the S&I group concerning the
application of the market abuse regime; this prompted consideration of the merit of
conducting further Level 3 work in the area of the Market Abuse Directive (MAD). Among
other actions, the S&I group conducted a mapping exercise on how national supervisors
treat transactions conducted by bidders prior to a bid and discussed cases of identified
market abuse through the use of over-the-counter (OTC) derivatives.

Next steps

With the ever increasing complexity of financial markets and products,
sharing supervisory knowledge on efficient methods of investigating
market abuse and enforcing MAD will continue to be key in CESR Mem-
bers’ efforts to ensure the integrity of securities markets. Therefore,
CESR Members will continue to exchange opinions and experiences on
both market surveillance and intelligence.

B CESR-Fin

Financial reporting in times of crisis

The financial crisis has had a major impact on the financial position and performance of
publicly traded companies, particularly those in the financial sector. The goal of strengthening
investor confidence will require improved transparency on the actual financial situation of
financial companies. With this objective in mind, CESR published three reports in 2009:

Reclassification of financial instruments and other related issues

As part of CESR’s efforts to encourage convergence in the application of accounting
standards, CESR issued a statement on the reclassification of financial instruments and other
related accounting issues on 7 January 2009 (Ref. CESR/09-973). The statement aimed to
provide information to both enforcers and issuers of financial statements regarding the use
of the reclassification option in the light of the financial crisis and to highlight some of the
potential accounting issues companies might face.

Application of and disclosures related to the reclassification of financial
instruments

CESR conducted a review of the use of the reclassification amendment by financial
companies within the EU when complying with their obligations to produce third quarter
interim financial statements and interim management statements for 2008. In performing its
work, CESR bore in mind that not all Member States oblige issuers to publish quarterly
financial statements applying the disclosure requirements of IFRS 7.

Other objectives served

Convergence

CESR Annual Report 2009



CESR analysed a total of 22 companies from eight Member States in the FTSE Eurotop 100.
CESR also analysed 78 additional companies, in order to build as representative a picture as
possible of financial companies in Europe for which information was available. CESR’s
analysis showed that:

* More than half of the companies selected did not reclassify any financial instruments in
their third quarter 2008 financial statements;

* For companies in the FTSE Eurotop 100 index, almost two thirds did not reclassify any
financial instruments in any of the categories;

* 20% of all financial companies analysed reclassified financial instruments from one or
more categories; and

* 18% of the FTSE Eurotop 100 companies reclassified financial instruments from one or
more categories.

Application of disclosure requirements related to financial instruments

CESR reviewed the 2008 year-end financial statements of g6 listed banks and /or insurers,
including 22 companies from the FTSE Eurotop 100 index. The Statement (Ref. CESR 09-821)
focused on the five key areas related to disclosures of financial instruments: categories of
financial assets or financial liabilities and their carrying amounts, financial assets and
liabilities at fair value, risks arising from financial instruments, Special Purpose Entities (SPEs)
and the impairment of financial assets. The findings revealed that, in some areas, a significant
proportion of companies failed to comply with mandatory disclosure requirements relating
to financial instruments, for example regarding the use of valuation techniques and on
relationships with SPEs.

CESR’s analysis identified that a significant number of companies provided additional
disclosures in-line with recommendations published in late 2008 by various organisations
such as the Senior Supervisors Group and the IASB Expert Advisory Panel.

CESR monitors developments in IFRS and contributes
to EFRAG and the IASB

IFRSs have contributed much towards harmonising the presentation of financial information
in European markets. The development of IFRS in a consistent and logical manner is key to
protecting investors and insuring the integrity of markets through preserving transparent
reporting. CESR continues to monitor the developments in IFRS proposed by the IASB and
IFRIC and to respond to calls for market input from these bodies by putting forward CESR
Member’s views — both as securities regulators and enforcers of accounting information.

In this capacity, CESR-Fin regularly provides comment letters to EFRAG with the aim of
contributing to the standard-setting and endorsement process within Europe. In 2009 CESR
provided comment letters to the IASB and to EFRAG in relation to the following projects:

* ED Investments in debt instruments — proposed amendments to IFRS 7;

» ED Embedded Derivatives — proposed amendments to IFRIC g and IAS 39;

* ED Relationships with the State;

* ED 10 Consolidated Financial Statements;

* DP Preliminary Views on Financial Statements Presentation;

* IASB’s Request for Views on proposed FASB amendments on Fair Value Measurement and
proposed FASB Amendments to Impairment Requirements for Certain Instruments in
Debt and Equity Securities;

* DP Preliminary Views on Revenue Recognition in Contracts with Customers;

* IFRIC’s tentative agenda decision on IAS 39 ‘significant and prolonged’;

* |ASB/FASB DP Preliminary Views on Leases;

* ED De-recognition;

¢ ED Income Tax;

 DP Credit Risk in Liability Measurement;

* ED Classification of Rights Issues;

¢ ED Financial Instruments: Classification and Measurement;

* ED Fair Value Measurement;

* IFRIC’s Draft Interpretation D25 Extinguishing Financial Liabilities with Equity Instruments;
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* ED Discount Rate for Employee Benefits;
* ED Improvements to IFRS; and
* ED Rate Regulated Activities;

CESR has also provided comments to the IASCF, the legal entity under which the IASB
operates, on part two of its proposal to amend the IASCF Constitution which was exposed at
the beginning of 2009 and on the re-exposed amendments in September 2009. CESR
participated in the Round Tables that were organised by the IASCF.

External contributions on accounting

CESR-Fin participates in the European Commission’s ARC and in EFRAG’s monthly
Technical Expert Group (TEG) meetings as observer. CESR has also been granted observer
seats at the Supervisory Board of EFRAG during 2009. Such observerships allow CESR to
feed its views directly into the process of developing accounting standards for endorsement
in the EU.

Throughout 2009, CESR-Fin has also held a post as observer on the Financial Crisis Advisory

Group (FCAG) which was formed at the request of the IASB and the US FASB to consider
financial reporting issues arising from the crisis.

Next Steps

CESR-Fin will continue to monitor the EU endorsement of standards
and interpretations published by the IASB and IFRIC. CESR believes in
arriving at solutions aimed at achieving high quality global accounting
standards that establish a good basis for consistent application and
enforcement.

CESR continues its works on the audit of financial
information

A majority of CESR Members do not have responsibility for the supervision of audit firms

in Europe. However, CESR-Fin maintains a small working group consisting of those Members
who do bear such responsibility which prepares responses to consultations by the European
Commission and to the IAASB on several of their projects. In 2009, the group prepared
responses to the European Commission on its consultation papers on Control Structures

in Audit Firms and their Consequences for the Audit Market and on the Commission’s
proposal for the adoption of international standards on auditing in the European Union.

CESR-Fin has also been a participating observer to the IAASB’s current working group
preparing a proposed exposure draft on Assurance Reports on the process for compiling
the Pro Forma Financial Information included in Prospectuses. CESR-Fin also holds an
observership at the European Commission’s Auditing Regulatory Committee (AuRC).

Next Steps

CESR-Fin will continue to monitor developments in the EU on auditing
and the group will respond to such developments as appropriate.

CESR Annual Report 2009



Other objectives served

Convergence

Investor Protection

CESR-Tech

TREM — CESR’s transaction reporting exchange
mechanism

In November 2007, CESR launched an IT system allowing CESR Members to exchange
among each other reports on transactions on instruments admitted to trading on regulated
markets in Europe. The so-called Transaction Reporting Exchange Mechanism (TREM)
provides

the technical platform for national supervisors to exchange said information according to

the requirements set out by MiFID. Monitoring the transactions reported is a key element
used by regulators in the detection and investigation of suspected market abuse. Since its
implementation, TREM is exchanging around one billion transaction reports a year and CESR
continues to work on enhancements of this IT system and deployment of new releases.

TREM to include the exchange of OTC derivatives transactions

In order to allow CESR Members to start exchanging transaction reports on OTC derivatives
in addition to those already exchanged on regulated instruments, CESR started preparing
the modification of its existing IT system TREM™. In 2009, CESR’s IT governance group
CESR-Tech, for this purpose, set up a dedicated OTC task force that ran both a call for
evidence (Ref. CESR/09-074) and consultation (Ref. CESR /09-618) to get market
participants’ views on the technical standards required to classify and identify OTC
derivative instruments. Based on the responses to the call for evidence, the task force issued
its recommendations in July 2009 (Ref. CESR/0g-129e) in order to facilitate the exchange

of OTC securities derivative transaction reports, amongst those CESR Members that are able
to participate in such an exchange. The recommendations included, but are not limited to:

* The type of OTC securities derivative instruments to be included in the reporting;
* The technical standards to be used to classify and identify the OTC derivatives; and
* How the MiFID rules should be interpreted for OTC derivatives.

A second consultation (Ref. CESR/09-768) was then conducted on this proposal. In 2009,
there were eight OTC Task Force meetings, 19 responses to the call for evidence and
17 responses to the consultation paper.

Responses to call for evidence on the technical standards to identify
and classify OTC derivative instruments for TREM; CESR's transaction
reporting exchange mechanism(CESR/09-074)
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