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Foundat i on
| really welcome this opportunity to neet with you
right at the start of your conference on financi al
reporting issues. That is not just a profornma opening

st at enent . It is full disclosure.

| cone before you as a relative neophyte to the world

of professional accounting. But | am /| earning.

| amlearning sonmething that | could have sensed | ong
before | becanme directly involved - that obtaining a strong
gl obal consensus on a single set of accounting standards

will be very difficult.

- Difficult because of technical challenges.
- Difficult because different countries have different
traditions, different approaches, and different

degrees of professional devel opnent.



- Not |east, difficult because of broadly political
concerns - who in the end will have final decision-
maki ng aut hority, and whether, in fact different
political authorities wll be willing to cede that

authority to a non-political body.

| want to talk a little about how the new
I nternational Accounting Standards Conmttee cane into
bei ng, what our approach is and will be toward the

difficulties, and consider the prospects for success.

It's obvious | would not be here if | did not think
that a standard set of technically sound accounting
standards is an inportant ingredient for an efficient and
effective global financial system Good and consi stent
information is essential if the allocation of financial
capital is to truly reflect conparative advantage, is to
encourage appropriately diversified investnents, and is to
m nimze costs of capital. Conpetition will be enhanced,
not least by facilitating foreign access to the highly
devel oped Anerican market and by better assuring a "l evel
playing field'. Not so incidentally, the potential savings
for many of your conpanies operating in different

countries, and required to conformto different national



standards, can be significant. That alone justifies your

fi nanci al support.

As | have gotten nore imersed in these issues,
anot her fact has inpressed itself on ne. Let ne state ny

concern bluntly.

The profession of auditing and accounting is in
crisis. The challenges go far beyond the question of
achi eving international convergence on standards. They
arise in part fromthe nature of business today - the
sinple fact that so much of the value of business reflects
i ntangi bl es and hunan capital that are not captured - at
| east not accurately or consistently captured - by standard
accounting nodels. At the sane tine, the conplexities
arising fromderivatives and the extraordi nary convol uti ons
of "financial engineering"” (engineering the very raison
d étre of which often lies in circunventing tax or
accounting conventions) chall enge our collective

understanding. Sadly, we read alnost daily here in the

United States of failures in enforcing accounting standards

that we proudly cite as the best, clearest, and nost
conprehensive in the world. |If that is true in the United

St ates, what of other countries?



Al'l of that raises |arge issues beyond the effort to
reach gl obal standards. But neither are they unrelated. |
hope and believe The International Accounting Standards

Board - the group charged with working toward convergence

on the international standards - wi |l be capable not just
of achieving a conprom se of varying national views but of
maki ng an intellectual contribution to new standards. |

al so trust that a clearer understandi ng and agreenent on
international standards will lead to nore effective and
consi stent enforcenent within auditing firnms thensel ves and

anong national authorities.

The effort upon which we are enbarked is not, of
course, new.

There has | ong been an | ASC.

Some good wor K.

But not considered able to command t he degree of

respect necessary.

Unbeknownst to ne, a group of regulators led by the
U.S. got together.
Decided to reinforce the then existing effort.

Proposed conpl ete restructuring.



New 19 nenber | ASC.
Appoi nt ment .

Fi nanci ng.

Oversi ght .

14 menber professional, independent Board.

12 fulltine.

They meke the deci sions.

Broadly representative.
Davi d Tweedi e.

Tom Jones.

4 preparers.

| nportance of consultation.

49 menber Advi sory Council.
29 countri es.
4 of your nenbers
Phi | Livingston
Davi d Si dwel |
Davi d Shedl arz
Keith Sherin
Interpretations comittee

Anbi ti ous Agenda

| medi ately rai ses key issues



- Consi stency in operating earnings

- How nuch det ai |
D fferences in phil osophy
- "Fair val ue" accounting
Bite ny tongue
- Purchase accounting, intangibles, M& A

- And, yes, your favorite issue of stock options

Unrealistic of you to think that can't or won't be on

t he agenda.

Equally unrealistic to think it can be easily solved -
that there is any obvious formula that the Board is
prepared to set out.

Long ways from a deci si on.

Plenty of opportunity for all views - your
representatives have been vocal.
Enj oi ned not to comrent on technical issues.

And | will not.

But I wll not refrain fromnore general coment - not
on the particular accounting treatnent of stock options but

on their general use and abuse.




Options have becone very w despread.

Sl ogan

Al'igning incentives of enployees and executives with
st ockhol ders.

| mense renuneration in stock nmarket boom of 1990's.

But nore and nore questions arising as to the abuses.

Can they, do they, distinguish effectively between
good conpany and good executive performance and what is
essentially a "free ride" froma stock market "boom' or

"bubbl e".

By their nature they are one way options - not a

privil ege accorded stockhol ders.

They are capable of providing rich rewards for sub-par

per f or mances.

G ven nore recent devel opnents and the spreading
economc difficulties, it's also obvious that stock options

cannot recogni ze exceptional performance in down narkets.

These are, quite clearly, questions that go far beyond
the particular issue of the proper accounting treatnment of

shar e- based paynents.



My purpose in nmentioning themis certainly not to deny
stock options, properly structured, can be an inportant -
even crucial - practice in executive pay. They certainly

are well enbedded in industy practice.

Many of you are concerned - none of us could have any
doubt on that score - that accounting treatnent not destroy

t he useful ness of well designed prograns of stock options.

What | am suggesting is that, in defending that view,
as responsi bl e business | eaders you also be alert to

dealing with potential abuses and excesses.

In any event, the narrower question of stock options
must not be permtted to dom nate the agenda or sl ow

progress on other items on our agenda.

| think we all want to see progress on areas that are
clearly begging for clarification -

Consi stency in operating earnings and proper
accounting for Mergers and Acquisitions (and the

i ntangi bles resulting there fron) are two cases in point.



W will need your continuing understanding and support

t hrough formal and informal channels.

Your | eaders, fortunately, do not have a reputation
for bashful ness. They put their points forward with great

force.

| welconme that - welcone it in the context of conmon
recognition of the value of working toward the best
possi bl e basis for achieving international convergence on
strong, effective and enforceabl e international accounting

st andar ds.



