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Dear Mr Demarigny

CESR draft ‘Recommendation on Alternative Performance Indicators’

On behalf of the European Financial Reporting Advisory Group (EFRAG) I am writing to comment on the CESR draft Recommendation on Alternative Performance Indicators.  EFRAG welcomes CESR’s decision to address this important subject.  We support CESR’s efforts to address this issue and we agree that the approach adopted should be one that brings European practices in this area closer to those adopted in the USA under the SEC’s rule on Conditions of Non-GAAP Financial Measures. Our comments on the draft Recommendation are set out below.  

1
Some entities provide alternative performance measures that do not resemble defined performance measures—for example, oil company crude oil reserves.  Although we think, judging by paragraph 5 of the draft Recommendation, that CESR’s intention is to include such measures within the scope of the paper, we think it would be helpful if the position was clarified. 
2
We agree with the overall message of the paper, which is that alternative performance indicators need to be used with care and put in an appropriate context.  We therefore agree, for example, that defined performance measures should be presented at least as prominently as alternative performance measures.  However, we do not agree that the Recommendation should state that they should always be given greater prominence.  

(a)
Giving greater prominence to the defined measures can sometimes be difficult to achieve and/or to regulate effectively.  For example, if an entity wishes to disclose both defined measures and alternative measures in a press release, it is not always easy to judge whether equal or greater prominence has been given to the alternative measures, particularly if the alternative measures are accompanied by the lengthy explanations recommended in the paper.

(b)
In a few industries—such as insurance—improvements in accounting practices are needed before the defined measures will be a consistently good indicator of performance.  In those exceptional circumstances it is important for entities to portray their performance through the use of performance measures that are consistently good indicators of performance.  It would be odd in such circumstances to give greater prominence to the less useful indicators. 

3
Management commentaries often contain information about alternative performance measures.  Indeed, that is seen by many to be one of the purposes of such commentaries.  We agree with the proposal that the Recommendation in its final form should apply to alternative performance measures shown in any kind of reporting, eg management commentaries.

4
In our view, information that is based on a different perspective of the entity from the ‘normal’ one can be very useful if it is provided in a way that enables users to understand fully the differences between the two sets of information.  On the other hand, without this understanding, confusion can arise.  The comments of the Right Honourable Lord Penrose in his Report of the Equitable Life Inquiry made this point very clearly.  We are therefore pleased to see that the draft Recommendations (in paragraph 18) refer to the need for issuers to explain the differences between the defined and alternative measures disclosed.  However, in our view this does not go far enough: 

(a)
The paper should recommend that a reconciliation between the measures should be provided, because it is only when the differences are set out at that level of detail that users can be sure that they have all the information they need to navigate between the two sets of information.  (Clearly if an alternative performance measure is shown more than once in the same document, only one reconciliation would be needed, probably when the alternative performance measure is given its greatest prominence.)

(b)
The paper should also make it that the reconciliation should be presented in a way that is useful.  

We have heard it suggested that it can be difficult to reconcile some measures because they are so different from each other.  We believe that it is nearly always possible to present useful reconciliations.  If the alternative performance measure uses a different measurement basis to the basis used in the defined measure, the reconciliation should show the effect of that difference.  

A reconciliation would probably not be useful if the alternative measure does not resemble a defined measure—as would be the case if the measure involved, for example, the level of an oil company’s crude oil reserves.  In those circumstances, disclosing the assumptions, methodology and definitions used is important.

5
Paragraph 23 explains that preparers should consider "involving" their auditors in relation to alternative performance measures.  This reference to ‘involved’ is rather vague and it would be preferable if the final Recommendation described the form the involvement should take more precisely.  

We hope that you find the above comments helpful.  If you wish to discuss them further, please do not hesitate to contact Paul Ebling or myself.

Yours sincerely

Stig Enevoldsen

EFRAG, Chairman
