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| greatly appreciate this opportunity to open the Wrld Congress
of Accounting this norning.

W are, quite sinply, at a truly critical point in the history
of your profession. Everyone engaged in accounting, everyone
dependent upon financial reports — indeed, everyone concerned with
mar ket behavi or — has been through a turbul ent and di sturbing year.
VWhat is at stake is the credibility of a profession that, in fact,
relies on that credibility as the bedrock of all it does.

The need for change and reform should be plain for all to see.
This Wrld Congress presents a grand opportunity to provide inpetus
to that process.

Meeting here in Asia strikes ne as particularly appropriate.
Only five years ago, Western econom sts, financial |eaders, and
i nternational organizations alike pointed their collective fingers at
poor accounting, |ax corporate governance, and crony capitalism as
strongly contributing to the Asian financial crisis. Perhaps that
enphasi s was overdone; in ny view other systemic factors were at
play. But surely the nessage was appropriate.

Good financial reporting is essential to the effective
functioning of capital markets and the productive allocation of
econom c resources.

VWhat is clear nowis that the problens are not linmted to the
energing world. In particular, industrialized countries, certainly
including the United States, nust now practice what they preach.
There is no alternative if we are to encourage the rest of the world
to accept our nodel of an open, global financial system as the way
forward. The fact of the matter is that there is no satisfactory and
credible alternative to maki ng narkets work — work with transparency,
efficiency and stability. That is true, in the United States itself,
in other wealthy countries, and nost inportantly in those nations
where billions of people are still mred in poverty.

Plainly, we here in Hong Kong have the responsibility to push
ahead, to bring the practice of accounting and auditing to the
standards that we have | ong professed.



The Crisis in Confidence

No doubt, the dramatic failures in accounting and corporate
governance during the last 18 nonths have had conpl ex causes. Surely,
attitudes generated by the boom ng Amrerican narket — what Al an
Greenspan has | abel ed “infectious greed” — have played a part. At the
same tine, the enornmous conplexities of new technol ogy and nodern
fi nance have presented chal |l enges without precedent for accounting
standards and their enforcenment. In conbination, both devel opnents —
unrestrai ned greed and technical conplexity - neant that too often
undi sci pl i ned, unethical, and even corrupt practices went
unchal | enged.

Much of the anger and attention has been directed at the
auditing profession. After all, it is the auditor whose
responsibility is not limted to the client who pays; it extends to
i nvestors, to the financial markets and to the public at large. It is
t hey who are dependent upon the reliability of financial reports, and
it is that need that justifies the special role and privileges of the
audi ting profession.

But clearly the responsibility is spread nore wi dely. The
i nvest nent banks and consul tants have devel oped conpl ex schenes of
financi al engineering, nuch of which had as their raison d etre ways
around accounting standards and tax regul ations. |nadvertently or
not, the result has been to | oad bal ance sheets and incone statenents
with hard to understand and anal yze nunbers, or worse yet, to take
ri sks off the bal ance sheet entirely. The wave of nerger activity and
the “new economy” with its proliferation of intangibles has added to
t he i nponderabl es. The large international accounting firms
t hensel ves were tenpted to divert attention and energy to their
lucrative consulting practices.

In all those circunstances, the erosion in accounting and
audi ting discipline my be understandable. It is nonethel ess
regrettable; nore than regrettable, it erodes the foundation of free
and open financial markets.

Now it’'s time to | ook ahead. The thene of this Congress
recogni zes the need for the profession to reformand reshape itself.
You in this roomand your colleagues around the world have the
intellectual resources necessary to build a better accounting nodel,
and to inplenent that nodel with consistency and discipline in the
real world of the 21°' century.

A Path forward

As | see it, action is required to strengthen each of the three
pillars of good accounti ng.



* First, we need high-quality, enforceable standards, clear in
principle and sensitive to the conplexities and realities of
t he gl obal i zed econony;

e Second, those standards nust be enforced by a disciplined
and dedi cated auditing profession with a strong sense of
responsibility to investors and the public at |arge, and
with the neans (financial and otherwise) to maintain its
i ndependence of judgnent; and

* Finally, experience indicates the need for an institutiona
mechani smto provide effective oversight in the interest of
assuring consistent and reliable accounting and auditing
practices.

Devel opnments over the past year and nore have strongly
reinforced the | ogic of achieving and inplenenting high-quality
i nternational accounting standards. In an age when capital flows
freely across borders, it sinply nmakes sense to account for econonic
transacti ons, whether they occur in the Anericas, Asia, or Europe, in
the sanme manner. Providing i nproved transparency and conparability
will certainly help ensure that capital is allocated efficiently. Not
so incidentally, generally accepted international standards wll
reduce the cost of conpliance with rmultiple national standards.

I do not think it reasonable today, if it ever was, to take the
position that U S. GAAP shoul d, de facto, be the standards for the
entire world. Rather, the International Accounting Standards Board,
whose oversight Trustees | chair, is now working closely with
national standard setters throughout the world to devel op common
solutions to the accounting chall enges of the day. The aimis to find
a consensus on clearly defined principles, and | am delighted that
the Anerican authorities appear synpathetic to that objective.

Clearly, the intellectual challenges are large. | amsure Sir
Davi d Tweedie, Chairman of the 1ASB, later today will touch upon sone
of the specifics of the effort.

VWhat we know for certain is that the necessary deci si on-nmaki ng,
given the strong interests at stake, will generate controversy. The
standard setters nmust understand that they are not thensel ves
residing in an ivory castle — or a series of national ivory towers -
free to resolve the difficult issues in isolation

At the I ASB and el sewhere, consultation with the accounting
prof ession, preparers and users will be an essential elenment in
achieving a result that is reflective of economc reality, useful
and enforceable. At the same tine, the need for noving with “al
del i berate speed” is urgent.



Not hi ng that has happened this year has reduced the
intellectual, organizational, and political obstacles. But what
seenmed unrealistic, even inpossibly visionary, a few years ago now
seens both necessary and possi bl e.

My confidence is bolstered by the fact that major countri es,
i ncludi ng those of the European Union, have agreed to adopt
i nternational standards rather than naintaining or devel oping their
own approach. Mreover for the first tine, the United States is
actively engaged in the process and is playing a | eadership role with
the 1 ASB and other standard setters in the convergence process.

For all that, good standards, responsive to the needs of a new
century, will not be enough. The standards nust be applied with
consi stency and di sci pline.

| confess to a certain nental image. | see the role of an
auditor as guardian of “truth in markets”, acting in the public
interest to maintain reliable and consistent financial reporting.
That will not always be a popular role, nor can the practitioners
anticipate rermuneration at the extremes that have prevailed for sone
entrepreneurs or investnment bankers. The natural constituents for
your efforts — business corporations, financial institutions, even
i nvest nent conpanies -- are not al ways supportive when their
perceived particular interests are at stake. Matters of judgnment are
i nvol ved, and perfection in every decision can’t be expected.

But at the end of the day, the need is clear, the responsibility
profound, and pride in an old and proud profession essential. That is
my vi sion.

I well understand you must deal with reality as well as a
vision. You know as well or better than | that corporations, with
teans of |awyers and investnent bankers, are thenselves dedicated to
keeping reported profits, and not so incidentally the value of stock
options, on track. The auditing firmitself nmay be dependent on
revenues fromother services. So the pressures nmultiply to shade
j udgnents, consciously or not.

I ndeed, the potential conflicts and distractions inherent in the
growi ng enphasis of accounting firns on non-audit work, to ny mnd,
has rai sed serious issues regarding the ability of auditors to carry
out their primary responsibility to investors. It is time for these
conflicts to be renoved or mnim zed.

That is a strong reason, at least in the United States, for
greater official oversight over the auditing process and the extent
of non-audit services of accounting firns. Those matters are at the
heart of the Sarbanes-Oxley |egislation adopted | ast sunmer.

Different regions mght well have different approaches to
ensuring effective auditing standards. But | believe there is a



| esson to be learned fromthe U S. experience. Self-regulatory,

i ndustry-controll ed oversight efforts alone nmay not be sufficient to
mai ntain auditing standards and discipline in the face of the

mar ket pl ace pressures.

Be that as it may, | amentirely in agreenment that ethics cannot
be legislated. In the last analysis it will be the culture of the
auditing firns thenselves that counts. An inportant reorganization of
i nternational accounting firnms is underway, and | believe necessary.
W all have a stake in neasures to strengthen the quality and
i ndependence of the external auditor. That will require enphasis on
recruiting qualified individuals, effective training progranms, and,
not |east, fair and conpetitive remuneration.

I know these issues and others will be discussed at these
nmeeti ngs over the next few days. | trust there will be a broadening
consensus on the way forward. W cannot succeed wi thout the
accounting profession itself taking an active and constructive role
in that process.

Maj or Stakes, Great Qpportunity

Opponents of a system of global markets will cite — are citing —
the recent corporate and accounting failures as evidence for
retreating into controls and financial isolation. | believe yielding
to that opinion would be a grave m st ake.

It would be a mistake nost inportantly for the energing nations
dependent upon capital from abroad and foreign markets for their
products. But we will not win that argunment if we sit on our hands,
deny the need for change, and reject reform Wat we nust do is
denonstrate in practice that open markets, with reliable and
transparent reporting, will bring about real benefits to both
devel oped and energi ng econom es.

This Wrld Congress, here in Hong Kong, in the year 2002, can
provi de the synbol and the focus for a fresh start for an essenti al
and honor abl e profession. You have a really unique and prom sing
opportunity to signal your conmitnent and support for strong and
sensi bl e international standards, for a renewed sense of purpose and
di sci pline.

The sinple fact of the matter is all those dependent on narkets
can’t do without youl



