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There are a nunber of reasons why | wel conme this
chance to visit with the European Comm ssion. 1've
foll owed your progress froma common nmarket to a broader
econom c comunity to the European Union for decades. The
crowni ng econom ¢ achi evenrent of a common currency i s both
historic, and in ny view heal thy and constructive, whatever
its recent performance in the exchange markets.

Today, | have rather nore prosaic things on ny mnd -
at |east they used to be thought prosaic. Accounting has
never been high on the scale of excitenent, at |east until
recently. But here we are, front-page news right around
the world, with both human drama and profound inplications
for capital markets and the efficiency and effectiveness of
gl obal finance.

The fact is the coll apse of Enron and the new sense of
crisis only exenplify problens that have increasingly
pl agued the accounting profession for years. Those
problens are plainly not limted to one conpany, one
auditing firm or one country. Nor are they matters for
accounting and accountants alone. Long before Enron hit
the headlines, one could read on alnost a daily basis, in
both the United States and in Europe, of restatenents of
ear ni ngs, of sudden and nmassive wite downs of intangibles,
the growi ng use of "pro forma" earnings that seenmed to cone
uncannily close to anal ysts estinmates while departing
sharply fromthe U S. GAAP or | AS bottomli ne.

As policynakers, we have endl essly | ectured energing
econom es about the inportance of transparency, good
accounting, and ending cronyism Confidence in the
financial reporting systemis, we rightly point out, an
essential elenent in ensuring that markets are allocating
capital effectively, internationally as well as
donestically. 1In a well-functioning, disciplined financi al
system we shouldn't be surprised by shoddy bookkeepi ng.



And, now we di scover, those | ectures apply at hone -
even in the United States where we have taken such pride in
our accounting standards and practices and in our open and
active securities markets.

Specifically, the United States has long hailed its
own accounting standards, US GAAP, as the nodel for the
rest of the world to follow The managers of the najor
auditing firns are headquartered in New York. Qur narkets
have indeed thrived - in the mdst of the greatest boomin
all of history. Qur critical faculties were dulled.

Wth the shock of the Enron failure- with the barrage
of news about that and other failures day-by-day for nonths
— all of that has changed.

Don’'t msunderstand. Virtually every auditor and every
audit firmstill feels that the U S has the best and nost
conpr ehensi ve set of accounting standards worl dw de and a
history of sensitivity to investor protection. But
obvi ously what nay be relatively best is not good enough.
Everything is on the table — the structure of the auditing
prof essi on, the accounting standards, our enforcenent
nmechani sns, and even the style which accounting standards
are set out — whether the enphasis is on matters of
principle or detail.

The silver lining in the Enron crisis inthe US. is
that we have an opportunity for real reform

In that respect, | would offer a word of caution. |If
you are tenpted to think that the crisis facing accounting
islimted to the United States, you are msled. The
occasi onal suggestion that whol esal e adopti on of existing
international accounting standards would be a “cure all”
has no foundation. | nake that point as one who has a
certain responsibility for overseeing those standards and
wor ki ng toward their inprovemnent.

Qur aimis to work toward fully credible internationa
standards -- with the end product sonething that al
countries can accept as "best of breed."

Qearly, | would not be here if | did not believe that
to be a practical and worthwhile objective. WlI-devel oped
gl obal standards would be a major step forward. These
standards woul d hel p discipline auditing practices, ease



their enforcenent, and assist analysts and investors in
allocating capital to where it can do the nost good. That
is the main inpetus behind the restructuring of the | ASC

| amdelighted that the EU has so clearly recogni zed t he

potential benefits.

You have recogni zed both the essential need for a
conmmon approach within the Union — and the desirability of
conformng to broader international practice.

Inevitably, it will take tine to reach the goal. But
we are naking progress. The new I nternational Accounting
St andar ds Board (1 ASB), whose oversight Trustees | chair,
is very much aware of the 2005 deadline being set by the
European Union for your adoption of the Internationa
Standards. The present turnmoil in the United States
provi des further powerful inpetus, incentive, and rel evance
to our work.

In ny roles as a treasury official, central banker,
director of conpanies in the U S and Europe -- nost
recently in ny roles in the accounting world -- | have seen
first hand the pressures and the chal | enges facing the
accounting profession. The problens are systemc. They
growin part out of the enornous conplications of new
financial instruments and techniques. A whol e new
prof ession of financial engineering has been spawned,
dedi cated to the proposition of finding exotic ways around
accounting or tax conventions. They are not specific to
the United States and therefore nmake the idea of “can’t
happen here” attitudes seema little shortsighted, to be
bl unt .

The fact is that the accounting profession has been
hard- pressed to keep up with the grow ng conpl exity of
busi ness and finance -- with its m nd-bendi ng conplications
of abstruse derivatives, seemngly endl ess varieties of
securitizations, and multiplying off-bal ance sheet entities
-- and it has been subject to strong political and
financial pressures as well.

The Three Pillars
I think of good financial reporting as resting on three
pillars:



Accounting standards setting out with clarity logically
consi stent and conprehensive “rules of the gane” that
reasonably refl ect underlying economc reality.
Accounting and auditing practices and policies able to
transl ate those standards into accurate,

under st andabl e, and tinely reports by individual public
conpani es.

A legislative and regul atory framework capabl e of
provi di ng and mai nt ai ni ng needed di sci pli ne.

Standard Setting

It is the first of those pillars that | have been
directly involved with over the past 20 nonths.

The general case for international accounting
standards has been clear for a long tine. In a world of
gl obal finance, we have a strong interest in encouragi ng
hi gh qual ity standards every place our conpanies do
busi ness. W want to avoid distortions in the internationa
flow of capital because of ms-information or |ack of
information. Not |east, a single set of standards woul d
m ni m ze conpliance costs for conpanies and, | believe,
assi st enforcenment. |In Europe, the case is particularly
strong, because of the desire to build a common nar ket
where capital noves freely over national borders.

The European Union has provided | eadership in the nove
to international standards with its pending proposal to
nmake these standards mandatory for publicly |isted
conpani es. This has nmade a real inpression in Wshington
Menbers of Congress and regul ators are now reeval uati ng
U S attitudes to accounting standards. The easy
assunption for years is past -- that "made in the USA" is
sonehow automatically best, and that the mere size of our
mar kets and our econony will force others to fall in Iine.
The fact that the unified European econony is conparable in
size is beginning to dawn, and with it the potential as an
equal ly large and active source of capital.

In light of the evident crisis nuch has been nmade of
the tine that standard setters have taken in adapting their
standards to current busi ness devel opments and needs.
Conversely, there are clains of inadequate consultation,
and concern that those perceiving harmto their interests
m ght wi t hdraw financi al support or |obby their |egislators
for preenptive action. In the United States, as well as



el sewhere, we can now appreci ate that change has been too
sl ow and suspi cions of political conprom se damage
confidence in the process.

In this context, there is a real opportunity for a
reinvigorated international effort. A new highly
prof essi onal organization is in place. It has strong
backi ng fromindustry and governnents around t he worl d.
Aven its strong staffing and organi zati onal saf eguards,
the | ASC franmework should be able to maintain high
credibility. Inits key conponents — the oversight
commttee | chair, the standard setting board chaired by
Sir David Tweedie, its advisory council and interpretations
commttee — it can command t he best professional advice,
international representation, and appropriate independence.

| want to assure you that our intent is to nove beyond
conprom se anong exi sting standards or convergence for
convergence’'s sake. To be sure we will work to ensure
proper consultation with all interested parties, nost
especially existing national standard setters, including
those within the European Union. Specifically the I ASB has
established three official relationships with nationa
standard setters in Europe -- France, CGernmany, and the
United Kingdom -- and board nmenbers who have fluency in the
appropri ate | anguages have been assigned to liase with both
standard setters and industry in the other 12 countries of

t he European Union and in other European countries. 1In
addi tion, the | ASB receives input from European nenbers of
the Standards Advisory Council -- 14 of the total of 49.

The SAC i ncl udes nmenbers from Bel gi um Estonia, Finland,
France, CGermany, ltaly, the Netherlands, Russia, Spain, and
Sweden. The Trustees of the | ASC Foundati on have recently
sel ected four (of twelve) nenbers fromthe European Union
to serve on the International Financial Reporting
Interpretations Conmttee.

| have read with interest Comm ssioner Bol kestein’'s
call for the U.S. to accept international accounting
standards for listing purposes. That in fact is one of ny
own wishes - | would not otherw se be chairing the
International Trustees. Realistically, that will take
time. W have to build the credibility of the
Internati onal Standards. W have to overcone residua
suspicions that the object is sonehow to weaken U S. GAAP.
But | amconvinced that time and events are with us. | do
not know whether we will neet your tinetable. Wat | do



knowis that the U S Securities and Exchange Comm ssion is
taking a hard ook at the progress at the | ASB.

Furthernore, the SEC and those interested in good
corporate governance will be looking to see that the | ASB
will have the freedomto operate without the threat of
political pressures conprom sing the judgnents of the
Board. | recognize that it will be difficult at tines to
accept sone of the decisions of the | ASB on sone of the
nost controversial issues facing accounting. However, if
prof essi onal and i ndependent standard setting is to work,
we nust accept and respect the outcome of a process that
i ncor por at es adequate consultation, follows established
deci si on- maki ng procedures, and, nost inportantly, is well
r easoned.

Restoring Confidence in the Auditing Profession

Broadl y accepted, up-to-date international standards
will help discipline the auditing process and encourage
effective and consi stent enforcenment by national and
international authorities.

Yet there is no escaping the fact, in the end, the
accuracy and reliance of financial reporting lies in the
hands of the auditors thensel ves. They are the ones who
nust interpret and apply the standards and protect their
integrity. They are the ones to which the investing public
nmust | ook to ask the tough questions, to demand the answers
and to faithfully certify that at the end of the day — or
the quarter or year — the financial results of a conpany
are fully and clearly reported.

As you may be aware, | have recently agreed with
Andersen International to chair an |Independent Oversight
Board, with broad responsibilities to work with the conpany
inreviewng and reformng its auditing practices and
policies. | don't mnimze the challenge for Andersen or
for other firms. Auditors individually and the auditing
prof essi on generally have been subject to strong and
conflicting pressures. Conpany managenent urgently wants to
present results in the nost favorable |light to nmeet market
expectations. The tenptation to stretch to denonstrate a
consi stent pattern of earnings is real. Too often the



enphasis is on finding ways to neet the letter of the
techni cal accounting requirenents at the risk of violating
the spirit. Large and profitable consulting assignnents
may, even subconsciously, affect auditor judgnent.
Conpani es want to mni mze accounting costs. Directors and
auditing coomttees may not be sufficiently know edgeabl e
or attentive — that is until it’s too |ate.

Al this raises questions of the internal nanagenent
and policies of auditing firns, matters with which I am
only beginning to grapple. How can the auditing functions
and “techni cal” accounting decisions be protected from
ext raneous influence? Can strong safeguards be put in place
agai nst other business interests intruding on the auditing
process? What are the appropriate limts on non-auditing
services perforned by an auditing firmto avoid the
perception or reality of an unacceptable conflict?

These are questions relevant to all auditing firns, to
all businesses, to all countries.

The Enforcenent Chal |l enge

H gh quality standards and i nproved audit practices
shoul d go a long way toward enforcenent. However, there are
areas where it may be difficult or inpossible for any one
firmto proceed alone. Hence, there is a need for officia
regul ation. W Anericans have | ong seen our SEC as the
exanpl e of effective regulation of securities markets. But
we can no longer blind ourselves to our own weaknesses.
Oises are the antidote to conplacency, and | feel certain
that recent events will stinulate nore effective
supervision of auditing firns and practices, including a
new regul atory body wi th i ndependent conm ssioners,
adequat e fundi ng and a meani ngful disciplinary process. In
paral |l el fashion, it seens to ne particularly inportant for
t he European Union to develop a regul atory and enforcenent
mechani smw th adequate resources that can span the whol e
of the nenber states.

In sum | enphasize again that the crisis in the
accounting and auditing professions is not a matter of the
failure of a single conpany or perceived problens in a
single audit. It demands attention to serious problens
endemc to a world of global capitalism The enornous and
growi ng conplexities of capital markets, the strong and
i nsi di ous pressures on individuals and their conpanies to



stretch behavior to neet financial expectations, and
weaknesses in accounting standards and enforcenent denand
attention.

To fail to respond to that chall enge woul d i ndeed have
serious inplications for maintaining confidence in markets,
for the cost of capital and for the gl obal econony.

The devel opnent of truly international accounting
standards — buil ding on the best that now exists and
responsi ve to new needs — can be and shoul d be one key
el enent in the needed reforns.

The restructured IASCis in large part a result of
initiatives taken by the European Conmm ssion and the U. S.
SEC

| trust that support wll not weaken. Rather, as you
examne the inplications of the current crisis and the
range of appropriate renedies, | hope you will help
reinforce the effort to reach internati onal convergence,
recogni zing its potential for inproving accounting and
audi ting practices.



