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Introduction
In response to the turbulence in the financial markets over the last
months, the regulatory authorities have taken the following actions: 

l the IASB published an amendment to IAS 39 in October 2008, which
permits the reclassification of financial assets in certain circumstances; 

l several documents were published which helped to clarify the concept
of ‘inactive markets’ in the context of recognition of financial instru-
ments at fair value. They were: the conclusions of the IASB’s Expert
Advisory Board in November 2008, a good practice report from the
Committee of European Banking Supervisors in June 2008, and a
joint recommendation from the AMF, Commission Bancaire, CNC and
ACAM on 15 October 2008.

These developments in the recognition of financial instruments have been
accompanied by a demand for more detailed financial disclosures on: 

l the reclassification of financial instruments;  

l the risk management; 

l the management judgements made in calculating fair value. 

These recommendations support those published in spring 2008 by the
Senior Supervisors Group of the Financial Stability Forum, which recom-
mended that financial establishments should disclose their exposure to
certain products (detailed below), with effect from 30th June 2008 publi-
cations: 

l collateralised debt obligations (CDOs);

l residential/ commercial mortgage-backed securities (RMBSs or
CMBSs) ;

l special purpose entities (SPEs);

l leveraged finance (LBOs).
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Mazars analysed the annual reports of fourteen banks for the year ending
31 December 2008. Two of them were American and twelve were
European.

Our research addressed the following topics: 

l disclosures relating specifically to the financial crisis; 

l information on reclassification of securities; 

l disclosures on financial risks; 

l information on fair value.

The conclusions which follow are based solely on our analysis of the
annual reports and do not take into account other financial communica-
tion, such as press releases or presentations to analysts made at the time
the accounts were published. 

Scope

3

COUNTRY BANK

France BNP Paribas

 Crédit Agricole

 Groupe Caisse d’Epargne

 Société Générale

Germany Commerzbank

UK Barclays

 HSBC

Benelux Dexia 

 ING

Spain Santander

Italy Unicredit

Switzerland UBS

USA Bank of America

 Goldman Sachs
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At 31 December 2007, when IFRS 7 was first applied in Europe, financial institutions had
already taken significant steps in disclosing information on the impact of the financial
crisis. 

The level of disclosures varied between banks. However, as the financial situation dete-
riorated further in the second half of 2008, with the collapse of Lehman Brothers, the
announcement of rescue plans for several banks and the Madoff fraud case, most of the
establishments in our sample responded by publishing full information on the financial
crisis at December 31 2008. Some presented a summary of the impact of the crisis on
income statement balances, while others provided more detailed analyses. 

Summary presentation of impact on net banking income or
cost of risk 
Five banks in our sample decided to present the impact of the crisis in summary form.
This information was published in the management commentary, allowing them to pre-
sent recurrent and non-recurrent information relating to their 2008 activity. Those finan-
cial institutions which had previously provided this kind of information in 2007, like
BNP Paribas, presented both the data for 2008 and the data for 2007, while others, such
as ING, only presented the impact on 2008. 

1 More detailed disclosures on 
the impact of the financial crisis 

Banks’ financial disclosures 

BNP Paribas, Annual report 2008, p.166.
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More detailed presentation of exposure
Within our sample, nine banks presented detailed analysis of their exposure: 

l either by counterparty - monolines, Lehman Brothers, Madoff, Icelandic banks – like
HSBC;
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ING, Annual report 2008, p.13.
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l or by category of financial instruments / assets: securitisation, loans, valuation hair-
cuts on CDOs, RMBSs, ABSs, etc. Some establishments, such as Crédit Agricole,
referred explicitly to the recommendations of the Financial Stability Forum;

l or by business line - corporate and investment banking, asset management, national
and international networks, own funds under management - like Caisses d’Épargne.

Crédit Agricole, annual report 2008, p.142.
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Caisse d’Épargne, annual report 2008, p.223.
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In most cases, the detailed disclosures were provided in addition to a summary presen-
tation of the impact. All the banks provided information on the crisis but the data were
not always brought together in one place, so it is sometimes necessary to look for the
information in different sections of the annual report. 

Lack of comparability between banks 

The data is lacking in comparability, as all banks did not use the same presentation
method. The Financial Stability Forum disclosures were not always integrated into the
annual reports, but specific communications were always made on the subject.

Comparative information for 2007 was only provided in three cases. 

The European banks favoured quantitative data whereas the American banks were much
more descriptive and provided less quantitative information. 

In general, more details were provided in the annual reports of French banks, which pro-
vided background information, detailed disclosures about the impact on the accounts,
the procedures used to mitigate risk, and so on.

Finally, the information was presented in different places, with no consistency between
financial institutions. Thus, the management commentary was the preferred place for
presenting information on the crisis, but in most cases it is necessary to look in other
sections of the annual report for additional information. 

during the financial crisis



Fair value of assets at transfer date

From Trading  From Trading From Trading     From AFS   Impact on   Impact
    to AFS    to loans  to HTM    to loans profit or loss  on OCI

        9 5 1 6  

      6,8 104,4 0,1 188,8 10,5 3,5

Number of 
banks

Amount in Bn €

The European Union adopted the amendment to IAS 39 on 15 October 2008. It allows the
following reclassifications, under certain conditions: 

l from the “fair value through profit or loss” category to the “loans and receivables”
category, except for instruments initially recognised under the fair value option;  

l from the “financial assets available for sale” category to the “loans and receivables”
category. 

The publication of this amendment was accompanied by an amendment to IFRS 7 
relating to the disclosure requirements for reclassified financial assets: 

l the amount reclassified, for either old or new categories; 

l the carrying amounts and fair values of all assets reclassified over the period or during
previous reporting periods; 

l the facts and circumstances pertaining to the “rare circumstances” exception, for the
former type of reclassifications; 

l in the reclassification period, the fair value gain or loss recognised in profit or loss or
OCI for the current period and the previous period; 

l in periods following the reclassification, the change in fair value that would have been
recognised if the financial asset had not been reclassified; 

l the effective interest rate and estimated future cash flows as at the date of reclassi-
fication.

Widespread use of the amendment to IAS 39 
on reclassification of financial assets 
Eleven of the twelve European banks in our sample made use of the possibility offered
by IAS 39 to reclassify financial assets to the banking book. Eight of them made the
reclassifications during the fourth quarter. 

Almost €110 billion were reclassified from the “held for trading” category and €190 bil-
lion from the AFS category, as illustrated in the following table:
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2 Widespread use of the amendment
to IAS 39 
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If these reclassifications had not taken place, the fair value change on assets classified
as “held for trading” by the banks in our sample would have been negative for more
than €10 billion, and for the assets classified as AFS, the negative variation would have
been €3.5 billion. However, despite these reclassifications, the total AFS reserves of the
banks in our sample fell by more than €65 billion in 2008. 

Among the banks in our sample, two of them account for the lion’s share of the 
€190 billion of reclassifications from AFS to loans, while the reclassifications from 
trading are spread across all the banks as illustrated in the following table: 

The banks which made use of the amendment to IAS 39 did not merely transfer assets
from one category to another; in most cases they exploited various possibilities: 
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Disclosures in line with the amendment to IFRS 7
The banks in our sample met the requirements of IFRS 7 by disclosing in the notes the
amounts transferred (at the transfer date and at the closing date), the impact on the
accounts if the transfer had not been made, and the interest rate and future cash flows
for the transferred assets. Some banks provided additional information: 
l two banks stipulated the provisions made in the fourth quarter for the reclassified 

portfolio; 

l one bank gave details of the impact of the reclassifications in the comparative 
analysis of its portfolio quality; 

l one bank provided an analysis of VaR, indicating the impact of the reclassifications. 
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Dexia, Annual report 2008, p.143-144.
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When IFRS 7 was first applied on 31 December 2007, we noted an improvement in the
level of disclosure on risk management, although there was room for further pedagogical
effort to help users of the financial statements gain a better understanding of the methods
and assumptions used. In 2008, as the financial crisis continued, we investigated whether
any modifications had been made to the reporting. 

More detailed financial disclosures on liquidity 
management 
IFRS 7 only requires establishments to provide an analysis of the contractual maturities
of their liabilities and stipulate how liquidity is managed. In 2007, most of the banks
also stated their liquidity gap; this information must also be disclosed in FINREP pru-
dential reporting.  

During the last quarter of 2008, following the collapse of Lehman Brothers, the banks
faced severe liquidity difficulties. This led governments and shareholders to intervene in
order to avoid any further bankruptcies among financial institutions. The measures
taken included: 

l creation of the “Société de Financement de l’Économie Française” in France;
l interventions by the European Central Bank, the US Federal Reserve and the

Treasury; 
l capital increases;
l state guarantees.

3 Improved risk management
disclosures

Goldman Sachs, Annual report 2008, p.69.
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The severity of this liquidity crisis led banks to provide more detailed disclosures on their
liquidity situation and liquidity management. All but two of the banks in our sample state
the indicators used to monitor their liquidity during the financial crisis in the risk manage-
ment section of their annual reports. These indicators are as follows:

l improved oversight of short-term and long-term liquidity, taking account of more
adverse stress scenarios;  

l identifying sources of refinancing (nine banks) and optimising the management of eligi-
ble assets (assets which could be used as a guarantee);  

l indicator for monitoring diversification of financing sources with maturities of less than
one year, to ensure the bank is not dependent on too limited a range of sources; 

l monthly monitoring and analysis of liquidity ratios, which must systematically remain
above the regulatory minimum; 

l monitoring of the ratio of sources to uses of funds.

However, it is not easy to draw comparisons between the different banks, particularly since
the calculation of the liquidity ratio varies from one country to another and the banks do
not give details of how it is calculated. 
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BNP Paribas, Annual report 2008, p.162.
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More in-depth analysis of risk mitigation factors 
in the context of the financial crisis 

The second area in which risk management disclosures have been improved is the
banks’ analysis of the techniques used to mitigate their various risks over the period.
This analysis is broken down by type of risk: 

l as regards market risk, the banks gave details of the measures taken to reduce their
exposure:

m increased hedging despite the higher cost; 
m a reduction in positions that had become illiquid; 
m a systematic review of the portfolio, retaining only the business lines in which

the establishment has critical mass and recognised expertise; 

l as regards credit risk, the focus was on limiting lending activities: 
m a reduction in the volume of loans granted and a selective credit policy out-

side the core business lines; 
m implementation of stricter criteria for loans, such as a lower credit ceiling; 

l as regards liquidity risk, the banks focused on the innovations introduced at 
end-2008: 

m diversification of financing sources in terms of structures, investors, 
and whether or not financing was collateralized; 

m sales of selected assets, or consideration of this option at the very least.

Thus, UBS stated that it had sold 38.9bn CHF in illiquid positions to the Swiss National
Bank; ING is planning sales of assets that do not fall within the core business lines in
2009; and BNP Paribas stated that if the crisis continues, the bank may gradually reduce
its balance sheet by selling assets outright. 

ING included a specific paragraph on the measures taken to mitigate risks.
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Risk models changed and stress scenarios modified 
to suit the financial environment

The third major change in financial reporting in 2008 among the banks in our sample
relates to changes to risk models and the modification of stress scenarios to suit the
new financial environment. 

The changes to risk management models primarily took the form of modifications to
VaR, as explained by UBS.

Most banks set their confidence levels at 99%. Two banks set them at 95% in view of
the financial crisis. For example, Barclays stipulated in its annual report that it changed
its confidence interval from 98% to 95% in 2008. 
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UBS, Annual report 2008, p.129-130.
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Nine out of fourteen banks gave figures for the number of times the VaR limits had been
exceeded over the 2008 reporting period, as shown in the graph below: 

Some banks, such as Caisses d’Épargne, implemented a more conservative VaR metho-
dology at the end of the year, which was better suited to the ongoing high level of mar-
ket volatility. The result of this was a significant increase in VaR for equivalent positions
(between 1.5 and 2 times the previous level, depending on the scope).

All but two of the banks in our sample said they had revised their stress scenarios in
2008, or were planning to do so in 2009.  
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Barclays, Annual report 2008, p.104.
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Those banks which said they had revised their stress scenarios, had added more
adverse stress scenarios to take account of the impact of the financial crisis. One exam-
ple is Unicrédit, which developed specific scenarios in 2008. 

Commerzbank also emphasised the importance of using stress scenarios, and gave
details of their scope. 
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Unicredit, Annual report 2008, p.496-497.
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In response to the financial market turmoil in autumn 2008, the regulators suggested
that that greater use of valuation models should be permitted for measuring the fair
value of financial instruments. The IASB’s Expert Advisory Panel was formed in spring
2008 to make recommendations for improving financial disclosures on complex 
financial instruments and their valuation in markets that are no longer active, and 
published its final conclusions in November 2008. The panel’s conclusions should not
be taken as equivalent to a standard; rather, the goal was to produce a practical guide
to implementation. The document echoes publications on valuation techniques from
the FASB and the SEC, dated end-September 2008, and the joint recommendation from
the AMF, CNC, ACAM and Commission Bancaire in October 2008. It recommended
greater use of valuation techniques and the banker’s own judgement, with the following
clarifications: 

l when measuring fair value in markets that are no longer active: 
m transaction prices should not be the only information taken into account; 
m transaction prices may require significant adjustments; 
m transaction prices should not be used when the transaction was forced; 

l an inactive market is characterised by a significant decline in the volume of trading
activity, and significant variation in prices; 

l when measuring fair value, management judgement should be exercised:
m on the use of observable inputs; 
m on the use of models;
m on the definition of an inactive market. 

The document provides the option of greater use of model-based valuations, coupled
with a request from the regulators for enhanced disclosures on the management 
judgements made and the assumptions used. 

Fair value of financial assets and liabilities generally 
presented at three levels of valuation 
Ten of the fourteen banks in our sample presented the fair value of financial instruments
in a three-level hierarchy: 

l level 1: fair value based on quoted prices in active markets; 
l level 2: fair value based on valuation models and observable market data; 
l level 3: fair value based on valuation models and unobservable inputs. 

This type of presentation was not obligatory under IFRS in 2007 and will only become
so from 2008 with the application of a new amendment to IFRS 7. However, it was 
obligatory for US banks. 

4 Reasonably consistent quantitative
data on fair value 

during the financial crisis



The banks sometimes indicated what type of instruments were classified at each level,
like Bank of America, which referred to the definitions of the three levels under US
accounting standards and indicated the type of instruments in each category. 

The graph below shows the fair value of financial assets at each level of valuation as a
percentage of the total balance sheet.
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Bank of America, Annual report 2008, p.127.
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Breakdown of the fair value of assets across the three levels in 2008 and 2007
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Greater use of level 3

Despite having significantly reduced their trading positions, the banks were hit hard by
the inactive markets, leading to greater use of level 3 (valuation models and unobservable
inputs). 

Goldman Sachs presented a fairly detailed breakdown of its level 3 portfolio, indicating
both the nature of the portfolio and the weighting of level 3 as a proportion of profit and
loss:
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 2008 2007 Change
assets   
Bank ok America 3,3 % 1,8 % 180 %
BNP Paribas 1,3 % 0,2 % x 6
Crédit Agricole 2,3 % 1,0 % x 2,3
Caisse d'Epargne 2,1 % 1,2 % 80 %
Dexia 20% 0,2 % x 100
Goldman Sachs 7,5 % 6,2 % 17 %
HSBC 1,1 % 1,1 % 0 %
ING 2,1 % 0,3 % x 7
Société Générale 2 % 0,6 % x 3
UBS 2,8 % 3,3 % -18 %

Liabilities   
Bank ok America 0,5 % 2,1 % -311 %
BNP Paribas 1,3 % 0,5 % x 2,5
Crédit Agricole 0,2 % 0,2 % 0 %
Caisse d'Epargne 0,2 % 0,2 % 0 %
Dexia 7,5 % 1,3 % x 5,7
Goldman Sachs 2,5 % 1,7 % 31 %
HSBC 0,4 % 0,4 % 0 %
ING NS NS 
Société Générale 3 % 3 % 0 %
UBS 2,3 % 2,6 % -13 %
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Goldman Sachs, Annual report 2008, p.91-92.
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The definitions of an inactive / active market provided by the establishments generally
drew on the guidance given by the regulators: 

l an inactive market is characterised by a significant decline in the volume of trading
activity; 

l and by significant variation in prices
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Goldman Sachs, Annual report 2008, p.91-92.

The judgement as to whether a market is 
active may include, but is not restricted to, the 
consideration of factors such as the magnitude and 
frequency of trading activity, the availability of 
prices and the size of bid/offer spreads. In inactive 
markets, obtaining assurance that the transaction 
price provides evidence of fair value or determining 
the adjustments to transaction prices that are 
necessary to measure the fair value of the instrument 
requires additional work during the valuation 
process. 
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The banks generally did not indicate which instruments had been transferred from one
valuation category to another, nor the amounts involved. 

It is difficult to make comparisons between establishments, as very few details were
given on the assumptions used by the management when opting for model-based
valuation, or on how inputs are estimated. UBS is one of the few exceptions. 

Analysis of sensitivity to market inputs

The regulators also asked banks to disclose the sensitivity of valuations to inputs 
used in measurement, particularly where such inputs have played a significant role in
measurement. 

They therefore provided enhanced disclosures on sensitivity to observable inputs, 
including the following elements: 

l tolerance ranges for maturities and option strike prices; 
l comparison with set limits; 
l details of the impact on the value of instruments containing subprime assets, in the

case of a 10% increase in the likelihood of default.
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UBS, Annual report 2008, p.246-247.
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Here, Caisse d’Épargne presents a loss sensitivity analysis for its CDO exposure. 

Five banks in our sample gave the deferred margin and the sensitivity of model values to
‘reasonably likely’ changes in assumptions: 

l the deferred margin at the beginning of the reporting period; 
l the deferred margin at the end of the reporting period; 
l an estimate of changes in model values (estimate at 31/12/08 vs. 31/12/07). 

Some banks gave details of the assumptions used in measuring sensitivity, but many of
them only provided the results of their calculations.
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Banks improved their financial disclosures as of 31 December 2008 in the context of 
the financial crisis. In particular, they: 

l focused on sensitive exposures, often in line with the recommendations from 
the Financial Stability Forum; 

l emphasised the risk management measures taken in 2008. 

However, there was still a lack of detailed qualitative information on measurement of 
fair value and the management judgements made. 

The annual reports generally provided all the information required under financial 
reporting standards, but in Europe such reports are extremely comprehensive and it is
sometimes difficult to find the information. In addition, there is sometimes a lack of 
comparability between the different banks. While some effort has been made to 
summarise the information and help the users of the financial statements gain a better
understanding, further improvements are required in most cases. 

It should however be noted that annual reports are only one method of financial 
communication. In Europe, the required disclosures have significantly increased as of 31
December 2008 under Pillar 3 of Basel 2; only three banks in our sample addressed these
new requirements in their annual reports. 

Changes are expected in the near future when the G20’s decisions are put into practice,
coupled with the replacement of IAS 39 on the recognition and measurement of financial
instruments. This will probably result in enhanced disclosure requirements.

Conclusion

during the financial crisis
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olivier.rombaut@mazars.it

Rosanna Vicari
rosanna.vicari@mazars.it

Jersey

Jason Lees-Baker
jason.lees-baker@mazars.je

Lebanon

Jacques Saadé
jacques.saade@mazars.com.lb

Luxembourg

Laurent Decaen
laurent.decaen@mazars.lu

Morocco

Kamal Mokdad
kamal.mokdad@mazars.ma

The netherlands

Kees Harteveld
kees.harteveld@mazars.nl

Poland

Michel Kiviatkowski
m.kiviatkowski@mazars.pl

Portugal

Leonel Vicente
lvicente@mazars.pt

Roumania

Jean-Pierre Vigroux
jean-pierre.vigroux@mazars.ro

Russia

Anne Belveze
anne.belveze@mazars.ru

Slovakia

Mickaël Compagnon
mickael.compagnon@mazars.sk

Spain

Carlos Marcos
cmarcos@mazars.es

Switzerland

Jacques Fournier
jacques.fournier@mazars.ch

Tunisia

Mohammed-ali Elaouani
ali.cherif@mazars.com.tn

Turkey

Belma Öztürk Gürsoy
bozturk@mazarsdenge.com.tr

United kingdom

Rudi Lang
rudi.lang@mazars.co.uk

United states of america

Jérome Devilliers
jerome.devilliers@mazars.us

Wilson Mitchell
wmitchell@weiserllp.com

Bank Group contacts
Hervé Helias, Partner in charge 
of international banking activities
Tel: +33 (0)1 49 97 60 00

Virginie Chauvin, Partner
Tel: +33 (0)1 49 97 63 79
virginie.chauvin@mazars.fr
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