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Quicken.com NewsCenter 

KPMG.'s U.S. Arm Must Stand Trial In Lernout Suits 

Updatea: Tuesday, August 27, 2002 11:11 PMET 

Page 1 of 2 

Previou.s Page 

@ .Printer:friend.lyyer1;>ign 

BOSTON -- A federal court ruled that the U.S. arm of accounting firm KPMG must stand trial along with KPMG 
Belgium in shareholder suits arising from accounting fraud at Lernout & Hauspie Speech Products NV. 

The ruliljlg by Judge Patti B. Saris of the U.S. District Court here greatly expands the possible pool of recoveraJ:>le 
assets for Lernout plaintiffs. It also further complicates the legal problems of KPMG, which is facing potential 
liabilities for its role as auditor of other high-profile companies laid low by accounting scandals -- including Rite 
Aid Corp. and Xerox Corp. 

In her decision, Judge Saris cited a "panoply of 'red flags,'" which"taken together is more than sufficient to 
stronglyisupport the inference that KPMG US acted with recklessness or actual knowledge" in helping prepare 
Lernout'~ 1999 Form 10-K, which later proved fraudulent. 

Lernout & Hauspie, a onetime European highflier that sold speech-recognition software, was based in Belgium 
but had substantial U.S. operations. It filed for bankruptcy in 2001 after an audit revealed it had booked $373 
million ir\ phony revenue from 1998 to 2000. · 

In her ruling, Judge Saris excluded KPMG UK, KPMG Singapore and KPMG International, a Swiss verein, or 
membership association, from the U.S. action, but denied motions to dismiss the suit against the Belgian and 
U.S. unit. The U.S. audit firm had fought inclusion in the case, arguing that unlike KPMG Belgium, it hadn't 
signed the audit reports. 

Glen DeValerio, a partner at Boston law firm Berman DeValerio Pease Tabacco Burt & Pucillo, co-lead counsel 
for the srareholders, said the ruling is "a very significant victory for all the plaintiffs," because of the size of the 
U.S. acc;ounting house. He said plaintiffs haven't specified damages, but he said that "it's in the billions," and 
could be. as much as $3 billion. 

In New York, KPMG said "the allegations against KPMG are completely without merit," because "there was 
massive: fraud inside L&H" designed to fool both investors and auditors. It said it would defend itself "vigorously." 

Judge Saris cited a number of allegations made in a shareholder class-action suit and in two separate suits 
brought by holders of companies acquired by L&H as providing sufficient reason to include the auditors in the 
suit. Sh~ noted that owners of two companies acquired by Lernout, who have also sued the auditors, said KPMG 
U.S. representatives told them in conference calls that Lernout's accounting met U.S. standards. 

She also cited other warning signs that plaintiffs have alleged: that Lernout had ignored a KPMG 
recommendation that it write off $444,000 in obsolete inventory; that KPMG knew Lernout had limited KPMG's 
ability to

1
investigate allegations of false revenue recognition in foreign countries; that Lernout had issued a press 

release about its financial results 13 days before the audit committee of the company met to discuss the results; 
and that KPMG knew that the Securities and Exchange Commission had started an inquiry into Lernout 
accounting practices. 

She wrote that according to the allegations, Robert Mclamb, a partner of KPMG's U.S. Capital Markets Group 
· who worked first in London and later in Houston, "played a pivotal role" in KPMG's Lernout reviews and in 

making sure the re!3ults complied with generally accepted accounting principles. KPMG said Mr. Mclamb wasn't 
available to comment. 

Write to William M. Bulkeley at bill.bulkeley@wsj.com 

CopyrigHt2002 Dow Jones & Company, Inc. 

http://www.quicken.com/investments/news_center/article/printer.dcg?story=/news/stories/d ... 8/29/2002 
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Allianz AG 1 A!tana AG, BASF Aktiengesellschaft, 

Bayer AG 1 DaimlerChr;s!er AG, 
Deutsche Telekom AG, E.ON AG, 

Infineon Technologies AG, Pfeiffer Vacuum Technology AG, 
SAP AG 1 SGL CARBON AG 

.... ~--..... ··-· ..... _. ____ .., ___ ............................... _.,_. .- - .. -4··---· 

·Jonathan G. Katz, Secretary 
Securities and Exchange: Commission 
450 Fifth Street, N.W. 
Washington, D.C. 20549-0609 
U.S.A. 

· ·Auf!l.lst 16 2002 
::;, ' 

---"-·----·-·-·----~ 

Re: File No: S7.,.21-02- Certification ofD~sclosure in Companies' 
Ou.arterlv and Annual RepgrtS 

· Dear Mr. Katz: 

',
1.f c arc s11bmitting this letter in response to the request of the Securities and . 

b:cha•1;·:! Cotr:mission (•J.~ '·Commission") for commenr.s on tbe Commission's prop;;sed 
ru.les i·mplementing specified statutory certification requirements for principal executive 
officers and principal .financ1a.I. officers under Section 3 02 of the Sarbanes-Ox..ley Act of 2002 
(the "Act''). 1 We appreciate the npportuni ty to comment on th.e matters discussed in the . 

' Section,302 Rck..,~e 2.!!d th·~ Ori2:;:,-_! !';'·;i-:--:::iL 

I. Introduction 

We are a group consisting of several of Germany's largest New York Stock 
····-~-cxcliangc-=l"isretl·ceim:panics·:-v.i'elake"the-o.nusnal step·ohvriling lo~you-asa·-group·te---· ----~------· 

emphasize our shared concerns about Section 302 of the Act · 

1 SEC Release No. 34-46300 (August 2, 2002). We re for to this rdcasc as rh.e "Se::tion 302 Release". The .. 
· Secrion 302 Releise proposes changes to the rules and certificati·ons .the Commission proposed in.June in SEC 

Release Na: 34-46079 (June 14, 2002). We refer to the earlier release~ lli.c"Origin~l Pioposal". 



1..1.J~\l\I"-.· ........... _ ... . 

We strongly favor the efforts of the U.S. Congress and the Commission to 
restore the confidence ofinvestors in the integrity and fairness of the U.S. financial markets. 
The crisis i.n a number of major U.S. corporations threanens to diminish the significant 
benefits for non-U:S. issuers of the US markets, such¥ transparency, liquidity and stability, 
t}1at initially drew us there. \Ve fuer.efore areJgenern:Hy tn,support ofp9Jicies, designed to , ~~i;:-~~~::~~~ ;~~~~~~~~h:.SG-.hi\ity w re that thcrse,benefits remain present 

· Our corporations are organized under a 9ody of corporate law that differs 
significa_ntly in num~rous technical respeci:s fro_rn the co{?orate le~al regimes governing U.S. 
corporations but which offers substantially equivalent s:;i.feguards tor stakeholders. We do not 
the.reforc believe it neces:ary, eith_er under the terms of ~e Ac:l or lo achieve its go~ls, rigidly 
to impose the same technical requuements on German abd other non-U~S. cornparues as are .. 

imposed on U.S. companies. . \· . . 

II. The Commission's Proposed.Rules Sh.ould K~t Apply to ;Fon;iga Private Issuers 
. . I . 

In the Original Proposal the Commission stated that the rules proposed in that 
release would not apply to foreign priv.ate issuers2 subject to the reporting requirements of 
Section 13(a) or 15( d) of the Securities -Exchange Act of 1934 (the "Exchange Act") and 

-, .. , -" ··-provideda rationale for this conclusion.. ln_the. Section 302.R.ekase~ .. thc.Com.rnission.sta~cd_ .. :. 
that Section 302 of the Act also applies to foreign prLvate issuers and that the Commission 
therefore intended to adopt final rules that would apply the certilication req u.ircmcnts to 
foreign private issuers filing annual reports on Form 20-F. \Ve believe that the language of 
Section 302 should be, and its legislative canst.ruction and legislaci ve hLstory argue that it 
must be, interpreted not to apply to foreign private issuers, and that the Corrunission should 

, therefore refrain from applying the certification requirements to them. 
" . 

A. The Argu.mei:ts the Commission Adv:mced ill the Original 
Proposal ArgtU! Strongly for th~ Exclmion of ~'oreign. Private 
Issuers from the CertifiC:iti.cin Requirements 

In the Original Proposal, the Commission indicated several reasons for ... 
excluding foreign private issuers from the coverage of the certifications requirement the 
Com.rnission was proposing at t11at time. It n•Y:;;:d that Form 20-F under the Exchange Act 
need only be signed on behalf of the company by any authorized officer (which generally 
would include the principal executive officer or principai fin..in•:tal officer). Urtlike .Form 
10-K under the Exchange Act, it does not have to !- • 7r;:1ed hy ::. company's principal . 
executive: of~icr:r or officers, principf'I financi:~i offic,~. controller ot rrir\cipal ~ccoun•;n;::: 
officer and a majority of the. board of directors .. In a<ldilion, as the Commission co1~-~...: '.1 y 
noted, imposing mandatory requirements regarding companies 1 i.nternaV procedure:; r:.:..i;;es 

• 

several issues, since those requirements may be inconsistent wid1 the laws or practices of the _ 
. · ··. foreign·private issuers' home jurisdiction and stock exchange requifcrnems. 

···-·--- ·--....:.··-······ -- ~ ... ·---·-·"" ........... . ··-- .. -···-· - ·--- ... · ··----···· -·····- ··-··-····--···-··-~- .. ------------
The Commission accordingly concluded that applying the proposed rules .to 

foreign private issuers would raise additional issues that do not existfor domestic companies, 

. 
1 A.s defined in Rule 3 b-4 under the Securities Exchange Act of 1934. Each of the comp<Wjes joining in this 
letter is a foreign private lssuer. 
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and decided not to require t.i'ie certifications from foreign private issuers. This would 
certainly be the case in Germany. As the Conunis.'iion is aw~e, the body of a German 
corporacion that bears the majority of executive responsibilities is its management board, or 
Vorstand. Under Gennan corporate law, the management board itself, and not the 
individuals comprising it, is the body responsible for corporate direction. Moreover, back in 
1998, German law introduced the express requirement that the management board should 
establish risk management systems and financial early warning procedures which comprise 
effective internal control mechanisms. The effectiveness of such procedures must be 
examined and evaluated by the company's auditors. In our vie"v, this leads to results that are 
comparable and equivalent to what is required by Section 302 of the Act. Finally, we note 
that making false or misleading slatemenrs in publicly-released reports is already subject to_ 
admin..istrati ve and criminal sanctions under the German Conuncrcial Code and the German 

- . . 
Stock Corporation Act. 

. . . 
_The Commission has traditionally accommodated foreign issuers by refraining 

' from imposing undue burdens that would duplicate, or be inconsistent\vith, requirements 
already imposed by their respective home country laws and thus m~ght discourage them from -
accessing the U.S. capital markets, For ex.ampk, foreign issuers are generally not required to 

_file quarterly reports on Form 10-Q, or current reports on -form 8-K. Foreign issuers are 
generally exempt from the· proxy rules under Section 14 of the Sec Uri tics Exchange Act and 

-· --··- frorrnhe reporting·and short· S'-'ring profit rules ·of Sectio~· 16 of the· Exchange Act.- Both the 
, NYSE and Nasdaq have exempted foreign issuers from certain listing requirements to 

accommodate inconsistencies between home country practices and the standards applicable to 
U~S. companies. At the same time, foreign issuers have been required to include in their U.S. 
disclosure documents descriptions of tbe ways in which their internal governance procedures 

' and the legal regimes under which they operate differ from those to which U.S. issuers arc 
subject. This additional disclosure has provided U.S. investors with the information they 

___ ..;...__n_e....,ede~niak.e an iliformecr<reci.s100. about mvesting m Uie secun-0.es of foreign 1ss-u.er~s-, ----·----

·-· 

while at the same time assuring U.S. investoi-s that the local laws governing the foreign 
issuers provide adequate controls arid corporate governance procedures. 

The latest c0rporatc governance rule proposals from the NYSE and Nasdaq · · 
reflect understanding for the differences between U.S. issuers and noo.-U.S. issuers. We 
respectfully urge the Commission. to continue its traditi~n c .- (.\ ~~~nding cornily i.ri this case-a 

: . tradition that.was important in convincing us to become U.S. n:gisr.rants i.n the first place. 

For these reasons, we recommend that the Commission not add true foreign 
priv::tc issuers to the comp:mies reqr,tired to submit cenificc.ttions u·ndcr Section 302. 

· ,£_ The Legislative History a1; ·! ~: trncture of.Section 302 :::r ;· ;· ;) !'r :~ 

Differentiated Approach 

' -· __ _,__ -- ..• _ __8,~ leas~ one ~ortant clement of the legislative history points to an -
understanding ths.t the Act ~as ~at me~t--t~ ;ppi)~· equ;Dy to-domestic and foreign-pnv:lt1:~~ ----
issuers.· During the Senate conference debate to approve the final version cf tbe bill, Senator 
En.Zi stated: - · · 



• 
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In addition. I.believe we need to be clear 'rli.th respect to the area of . 
foreign issuers and their coverage u.nder the bi11' s broad definitions. 
\V11ile foreign issuers can be listed and traded in the U.S. if they agree 
to conform to [generally accepted accounting principles in the United 
States] and New York Stock Exchange rules, the [Cornmiss1on} 
historicaliy has pennil1ed the home country of the issuer to implement 
corporate governance standards. Foreign issuers are notpazt of the 
current problems being seen in the· U.S. capital markets: and I do not 
believe it was the intent of the conferees to export U.S. standards, 
disregarding the sovereignty of ou1er countries as well as their 
regulators. . 

·Section 302(a) of the Act specifies that the certification requirement is to 
apply to "each company filing periodic reports under section 13(c) or 15(d) of ~e [Exchange 
Act]". As such, the provision appears on its face to cover foreign private issuers which file 
such reports. However, Section 30.2(a) should be read in the light of Section 302(b) and the 
legislative history underlying the Act. Section 302(b) deals with the concern. that U.S. 
companies ,,.;1[ reincorporate outside th.e United States in order to evade the certification 

. requirements. On its fai;e, it assumes that reincorporating outside the Un.ited States would in 
fact relieve the company of some or all of the requirements of Section 3 02( a). Were Section 

···--··--·--·-J02fa.) read~o applyiderrticaily·to domestic and-foreign private issuers,-there~..;.vould have. ·-··=--·-·---~:__ ___ . ·-
been no reason for Congress to include Section 302(b) to prevent dom'estic issuers from 
circumventing the rules. 

Because the wording of the Act and its legislative history do not dearly 
indicate that the certification requirements of S.ection 302 .must apply to foreign private 
issuers, and in fact argue more persuasively that they should not, we request that the 
Comrruss1on rteon:s1der irss·~e1eJSe and exe1c!scits broai:huren:ra:kirrg-drscreti()~---,--....... -
to exclude fo<:eign private is~uers from the certification requirements.. · 

We ~Sh to emph~ that we are stronglj in favor of.good reporting 
practices, and that we are conscious of the paramount importance of maintaining investor 
. confidence in the capital markets. We are concerned, however, that imposing the Section 302 
requirements on true foreign private issuers will make the United States public capital 
markets less attractive, even to corporations that are fully confident about the integrity of · 
their reporting systems. With the hroadening of the ·Eurornarket that has occurred over the 
past seyeral years. and the availability of Rule l 44A, we wonder whether, on balance, new 
entr;:ints wi11 conclude that the benefits of a U.S. listing our.:veigh the uncertamties and risks. 

· We are also co~:ce::m<:.:d that the departur: from t.raJiti.onal princ1pk~ (•f 

1 ' policy/comity represented by some ofilie initiatives under the Act v.il! lead to a 

• 

. multiplication of inconsistent national regulatory initiatives v.ith exrraterritorial application, 
· resulting in a setback for the Q.lobalization of the capital markets. -
-··-·------.·····-···---... ..... ---·---- ... ···-""-·-..... -----··---- -----
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UJ. Additional Suggestions 

A.. Timing 

Before any decision is reached to extend the c~rtification requirements to 
foreign private issuers, the Commission should conduct a detailed study of the potential local 
law conflicts and the adverse consequences. The limited comment period between President 
Dush' s signature of the Acl and the August 19 comment deadline is not sufficient tim~ for 
many foreign private issuers to respond. Some foreign private issuers may be unaware of the 
call for comments before August 19. or unable to coordinate a timely and thoughtful response 
vvithin the time frame available. Moreover, we respectfully submit that furthE:r discussion 
with European regulators may be l.tseful before the imposition on foreign private issuers of a. 
change that represents such a radical departure from past practice. In light of the absence of a 
clear mandate to. extend Section 302 to true foreign private issuers, we believe the 
Commission would risk significant adverse consequences for foreign private issuers and the 
U.S. capital markets .if it \.vere to nl;Sh and e;ctend Section 302 to. foreign private issuers on the 
·same time fra.rD:e as it is being applied to non-foreign private issuers. · 

R ·Form 6-K Reports . 

' . _,. '· -----·.• .·_ ..... _ .. We Do.le.with S;atisfaction that: in the Section 302 Release reference is made to · 
reports b)· foreign private issuers or{ F~r~~20~-P·: <;;i~11~Jut ·;~rere~~e to.reports-on' F 0·mi 6~K_·----.. -- --·- -----

. We fully endorse the principle that if foreign private: issuers are to be required to submit 
certifications under Section 302. this r~quirement should reinain limited tO reports on Form 
20-F. 

* * 

We.thank you for the opportunity· to comment on the Section 302 Release. 
We would be happy to discuss vrith you o·ur comments or <µly other matters that you feel 
would be helpful in.your review of the proposal. We have very serious concerns about the 
compatibility of other aspects of the Act (particularly with regard to audit corrunittees and 
corporate governance) \I/1th the re:quir~!•~.;.nts of Germ,_-m l2w, but we understand that your call 
here is for comme:nts on Sec"ion 302 of the Act, so we expect to address those other con.:ems 
at a later date. Please do not hc:sita:te to contact · 

Manfred B;;.lz. Ua. 
GeneraI Counsel, Deutsche Telekom AG 
fried.rich-Ebert-Allee 140, D-53113 Bonn, Gem1.any 
(Phone: 00149228-181-74000, Fax: 00149 228-}_81-74 008), 

-·-·'·····-·-·· ·'--. -. ·-·-· · --B¢~n~fi·16nseLE50.--- -- ---- ··· -.--·--·--· 
General Counsel, Allianz AG 
Koniginstral3e 28, D-80802 Milnchen, Gem1any 
(Phqne:OOl 49 89~38 00-2234,Fa.x:.00149 89-38 00-2152), 
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\~ederal Reserve Board 

Testi~ony of Mark W. Olson 
The European Union's Financial Services Action Plan 
Before th1e Committee on Financial Services, U.S. House of Representatives 
May 22, 2002 

I 

Thank yoili, Mr. Chairman, for the opportunity to speak today on matters relating to the 
operations of U.S. banking organizations in the European Union. This is a time of 
significant change within the European Union with the ongoing efforts to complete the 
single market in financial services. 

I 

I join witB my colleagues here today in welcoming the European Union's plans to make its 
market more efficient and transparent. The Unitea States has always been a strong supporter 
of Europe~n unity as well as market reforms that eliminate unnecessary regulatory burden 
and promcpte better functioning of markets and financial systems. 

The Finadcial Services Action Plan of the European Union includes proposals that are 
aimed at achieving these same goals. The FSAP involves a series of regulatory and 

•
gislativd measures designed to achieve, among other things, a single wholesale European 

. arket; owen and secure retail markets; and state-of .,.the-art prudential rules and supervision. 
To further these goals, a number of directives have been or will be adopted that deal with 
issues such as money launderin , investment services, implementation of new Basel capital 
ru es an mternat10nal accountin standards, and superv1s10n o mancrn conglomerates. 
will deal v\rith the latter three areas later in my testimony. These directives, and all o t e 
other mea~ures being adopted in the FSAP, will affect U.S. financial services firms with 
operation~ in Europe. 

I 

The FSA~ is intended to modernize and enhance the efficiency and structure of the 
regulatory regime for financial services within the European Union. To the extent that the 
FSAP achieves these goals, U.S. firms are well-positioned to offer innovative and efficient 
services to customers throughout Europe. 

i 

At the Federal Reserve, we follow with interest changes to foreign bank regulatory and 
supervisofy systems and seek to understand how these systems affect the banking 
institution.~ for which we are responsible. This is especially important in the European 
Union, in ~hich U.S. banking organizations have substantial operations. As of December 
2001, 27 U.S. banking organizations operate in the European Union with aggregate EU 
assets of over $650 billion. Moreover, 66 EU banking organizations conduct commercial 
banking and other financial services in the United States with aggregate U.S. assets of over 
$1.7 trj)Jjdn _ • 

.- I 

I 

http://www.federalreserve.gov/boarddocs/testimon y 12002120020 5 22/ default.htm 10/31/02 
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i 

These fig1p.;es demonstrate that globalization is not a new concept or recent process. As U.S . 

•

. dustry has expanded its foreign o. perations, U.S. supe. rvision.· has had to evolve to take 
count of the fact that our banks operate in many different legal and regulatory 

environments. We have strengthened existing cooperative relationships with bank 
I 

supervisors in other countries and established new ones as U.S. banks continue to expand 
their operations into other countries. At the Federal Reserve, we conduct bilateral 
consultations with individual authorities and participate in international groups of financial 
services srtpervisors. We engage our EU counterparts both bilaterally and through these 
groups. 

The Fede11al Reserve and the other federal banking agencies participate regularly in the 
Basel Con;imittee on Banking Supervision, which was formed in order to improve 
communication and cooperation among supervisors of internationally ,active banks. Some of 
the key achievements of the Committee include the 1988 Basel Capital Accord, which 
created for the first time an internationally accepted standard for assessing levels of bank 
capital. The Accord replaced an uneven system of national standards and has allowed banks 
to expandjinternationally on more competitive basis. Similarly, the Committee adopted its 
Minimum Standards for Consolidated Supervision in 1992, establishing the principle that a 
bank should be subject to a supervisory regime in which its financial statements are 
consolidatrd and subject to review by home country authorities. Both the Capital Accord 
and the principle of consolidated bank supervision have become the internationally 
recognizeql standards that bank supervisors should aspire to meet. 

Nine of the member states of the European Union are also members of the Basel Committee 

•

d a repr~sen_tative of the E.uropean Co~ssion participate. s as an o.bs~rver. The Federal 
eserve and eight of these nme EU countnes, and a European Comm1ss10n observer, also 

participatd in the Joint Forum, a group established by the Basel Committee, International 
Organization of Securities Commissioners (IOSCO), and the International Association of 

I 
Insurance Supervisors (IAIS). The Joint Forum discusses issues arising from the operation 
of financial services conglomerates and has developed principles appropriate to the 
supervisiop of entities that operate within financial groups. These group meetings, as well as 
many working group meetings on specific issues, provide regular opportunities for U.S. 
regulators 1to meet and discuss issues of common interest with European officials. 

In addition to regular meetings of international groups, the Federal Reserve has 
longstandipg relationships with both national regulators in the European Union and staff of 
the European Commission. For internationally active banking organizations with operations 
in both the United States and the European Union, national supervisors may participate in 
joint exam:inations of particular institutions, confer with each other on specific issues and 
meet perio'dically to discuss an institution's operations or financial condition. Ongoing 
communic~tion is recognized as critical for effective supervision. Home and host countries' 
interests a~e both furthered by dialogue and strong supervisory relationships. 

i 

Regular cqntact with Commission staff goes back to the 1980s when the EU considered and 
adopted its Second Banking Directive, aimed at promoting the internal market by 
establishin1g the so-called "European passport" for banks chartered in the EU. Under the 

• 
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passport, ~bank chartered in one EU country is entitled to establish branches in any other 

-

U country under the authority and supervision of its home country rules. Since that time, 
veral U~S. banks have taken advantage ofthis early EU regulation by establishing a local 

ank in a puropean member state, which then used the "passport" to establish branches in 
other EU member countries. 

European :subsidiaries of U.S. banks are able to take advantage of the passport under the 
principle <Df "national treatment." National treatment generally means that a country 
provides parity of treatment between domestic and foreign-owned firms, resulting in 

I 

equality of competitive opportunity. National treatment has long been the prevailing practice 
with respect to foreign banks operating in the United States and this practice was 
incorporated into statute in 1978 with the enactment of the International Banking Act (IBA). 
This principle has also been incorporated in various trade agreements to which the United 
States is aiparty, such as the North American Free Trade Agreement (NAFTA) and the 
General ~greement on Trade in Services (GATS). The EU member states are also 

.. subscribers to the GATS and consequently to the nationaltreatment principle it contains. 

Implementing national treatment can be difficult precisely because one country is trying to 
adapt its own legal and regulatory structure to a foreign firm that is incorporated in a 
different h'ome country environment. This is a challenge the Federal Reserve has faced over 
the years ~s we seek to apply U.S. laws that were adopted for a system of bank holding 

· companies to foreign banks that generally do not have a bank holding company structure. 
The Unite9 States also requires that a foreign bank be subject to com rehensive 
cons,o 1 at~ superv1S1on y 1 s ome co y supervisor e ore it can buy a bank in this 

•

ount . Under this law, the Federal Reserve must evaluate su ervis10n systems that are 
ifferent from our own and yet ensure that we are fairly applying the princ1p e o national 

treatment.· -
U.S. private sector firms may be concerned about new regulatory and supervisory initiatives 
in the EU ~ecause such proposals may require changes in existing operations and/or 
reporting standards. There may also be a concern that initiatives designed for European 
firms or industries would not properly take account of home country supervisory structures 
or regulatory practices. Foreign banks have expressed similar concerns about U.S. 
regulatory initiatives in the past. At the Federal Reserve, we have found that our open and 
transparent regulatory process is.crucial in helping us to understand how our proposals 
affect forei'.gn banks and where problems arise, and gives us useful information for 
evaluating the merits of particular complaints. We have at times proposed regulations on 
which foreign banks and their governments, including the European Commission, filed 
adverse co:r,nments. These comments helped us to reevaluate our regulations and to 
determine whether our supervisory and regulatory objectives could be achieved in a 
different w~y, consistent with the principle of national treatment. 

With respect to the im lementation of the FSAP in the European Union, the European 
Union has an obligation to ensure t at t e ru es a opte are cons1s en wit the princi le of 
:qational treatment. 1s o · a e uropean ommission and the member 
states will seek to do so. Federal Reserve staff has met with Commission staff to discuss a 

• 
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number of matters, including the application of the financial conglomerates directives to 
•. S. banking organizations. The Federal Reserve is comrmtted to continuing the dialogue 
with the ~o~ssion on matters of mutual interest, both bilaterally and as part of fi~an.cial 

markets d~scuss10ns led by the Treasury Department. We understand that the Comrmss10n 
has begun to engage in industry consultation as part of the rule writing process and we 
endorse a :process that allows all affected institutions, including those that are foreign-based, 
to partici~ate actively in the process. 

The FSA!' has a far reaching agenda. I will comment briefly on three issues of particular 
interest toiU.S. banking organizations. With respect to the conglomerates directive, we 
understand that the impetus for the directive came from the Joint Forum's principles for the 
supervisid.n of financial conglomerates. The three parent bodies of the Joint Forum (the 
Basel Committee, IOSCO and the IAIS) were concerned that, although individual financial 
c0mpanie$ within a group illlght be subject to pruc;iential supervision, the consolidated 
financial group might not be subject to appropriate oversight. This in tum could lead to 
relationships or transactions that could pose financial risk to the regulated parts of the group. 
The Joint Forum's principles were developed to help assure that there are no material gaps in 
supervisors' understanding of inter-affiliate relationships within a financial group that could 
ultimately:result in financial instability. We understand that the EU financial conglomerates 
directive is concerned with this same issue. 

In the United States, U.S. banking organizations have long been subject to.consolidated 
supervisory oversight. We believe that the Federal Reserve's supervisory programs and 
practices for bank holding companies, including financial holding companies, are fully 

•

nsistent with the requirements that are contemplated under the EU's financial 
nglomer~tes directive. 

With regard to the capital adequacy directive that is being developed for credit institutions 
and investipent firms in the European Union, we also believe that the ultimate product will 
not present difficulties for U.S. banking organizations. The European Commission is 
mindful of;the work that is underway in the Basel Supervisors Committee to replace the 
existing Basel Capital Accord with a more comprehensive risk sensitive framework for 
assessing an organization's capital adequacy. 

When the EU issued its capital adequacy directive for public comment in 2001, commenters 
raised cond,ems about the regulatory burden that would be imposed on institutions that 
would be sµbject to both the EU capital rules and the Basel capital rules at the national level. 
The EU coPunittee responsible for the capital adequacy directive has recognized this 
potential burden and has taken steps to ensure that the EU directive is as consistent as 
possible wfrh the final revised Basel Accord. Technical working groups of the Basel 
Committee 1 have been communicating with the EU technical drafting groups with the 
objective of harmonizing the two frameworks to the fullest extent possible. 

The most sweeping changes in the Basel capital initiative are intended for internationally 
active banking organizations. The EU capital adequacy directive is intended to apply to a 
much wide~ range of institutions, both those with international operations as well as those 

• 
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that are purely domestic. Thus, the capital adequacy directive will likely address EU specific 

•

- · sues for!smaller institutions. Internationally active European banks currently are subject to 
e Basel '.capital rules as they have been adopted in individual countries, as well as to the 

existing EU capital adequacy directive. Some differences between the two sets of rules do 
exist. SuP,ervisors, however, are aware of these differences and continually strive to 
minimize 

1
the associated regulatory burden on institutions. Because the Basel revisions and 

the EU capital directive revisions are underway in tandem with similar estimated time 
frames fof completion, there is a good likelihood that the final products will be substantively 
and significantly more consistent than the current Basel and EU capital rules. 

I . 

The FSAP also contemplates mandating adherence to international accounting standards. 
Currently j banking organizations in the European Union may prepare their annual financial 
statements in accordance with the accounting standards of the International Accounting 
StandardsiBoard (IASB), U.S. generally accepted accounting principles (U.S. GAAP), 
and/or national standards. The use of U.S. GAAP is usually limited to those banking 
organizations or other companies whose securities are publicly traded on U.S. stock 
exchange~ and are registered with the Securities and Exchange Commission. In many cases, 
these companies will also provide separate financial statements based on their national 
accounting standards and disclosure rules. The European Union will requfre all EU 
companieS listed on EU exchanges that are currently following national standards to follow 
IASB staddards by 2005 and will require those EU companies that currently follow U.S. 
GAAP to adopt IASB standards by 2007. The EU is also working to adopt international 
auditing standards for external audits of EU companies, including banks. 

I 

•

he IASB! is now independent of the international accounting profession and independently 
nded. It !has adopted many of the structural elements of the FASB in the United States, 

which are :intended to promote an independent, objective standards-setting environment. 
Many sen~or American accounting experts serve on the IASB and its staff. IASB GAAP has 
many simi)arities with U.S. GAAP and the IASB plans to propose extensive enhancements 
to its stan4ards later this year. 

The Federal Reserve has long supported sound accounting policies and meaningful public 
disclosurelby banking and financial organizations with the objective of improving market 
discipline and fostering stable financial markets. The concept of market discipline is 
assuming greater importance among international banking supervisors as well. The most 
recent proposal of the Basel Committee to amend Basel Capital Accord (called Basel II) 
seeks to strengthen the market's ability to aid bank supervisors in evaluating banking! 
organizatic

1
ms' risks and assessing capital adequacy. It consists of three· pillars, or tools: a 

minimum risk-based capital requirement (pillar I), risk-based supervision (pillar II), and 
disclosure 'of risks and capital adequacy to enhance market discipline (pillar Ill). This 
approach tb capital regulation, with its market-discipline component, signals that sound 
accounting and disclosure will continue to be important aspects of our supervisory 
approach. i 

The Federal Reserve and the other U.S. banking agencies are also actively involved in the 
efforts of the Basel Committee to promote sound international accounting, auditing, and 

• 
i 
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disclosure1standards and practices for global banking organizations and other companies . 

• 

~ For example, an official of the Federal Reserve Board is a member of the Standards 
dvisory Council that advises the IASB and its trustees on its projects, proposals and 

standards. :The U.S. banking agencies have been active in supporting the Basel Committee 
in its work with the IASB 's technical advisory groups to enhance the IASB 's standards for 
financial ii:istruments and bank disclosures and the Basel Committee's projects with other 
international groups to promote sound global bank auditing practices. 

In conclusion, I believe that the European Union should be encouraged to continue its 
program td strengthen and modernize the rules under which financial services firms operate 
in Europe. :This can only increase competition, enhance efficiency and contribute to 
economic growth in the EU arid globally. We are pleased that the European Commission is 
broadening its consultation and comment processes on proposals being considered under the 
FSAP. Supervisory and regulatory measures benefit significantly from an open and 
transparent process in which affected companies may participate. We would expect that the 
European Commission and member state national authorities will apply the FSAP's 
measures tp U.S. firms on a fair and national treatment basis. 

U.S. banking organizations are dynamic and more than competitive with the rest of the 
world. Accordingly, we are confident that U.S. firms will benefit from a strengthened and 
more effident European market for financial services. 

~I 2002 ~e,timony 
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Financial services: Commission proposes Directive on 
prudential supervision of financial conglomerates 

The European Commission has presented a proposal for a Directive that would 
introduce group-wide supervision of financial conglomerates. The proposal would 
require closer co-operation and information sharing among supervisory authorities 
across sectors. The proposal would also introduce initial steps to align the rules for 
financial conglomerates with those for homogeneous financial groups (dealing in a 
single financial sector, such as banking) so as to ensure equivalence of treatment and 
a level playing-field. The proposal, a priority measure under the Financial Services 
Action Plan, has been prompted by continuing consolidation in the financial services 
sector that has created cross-sectoral financial groups with activities in both the 
banking/investment services and insurance sectors The emergence of these groups, 
known as financial conglomerates, requires an appropriate regulatory framework. 

Internal Market Commissioner Frits Bolkestein, said: "This proposal represents an 
important step forward towards an integrated European financial market and enhanced 
financial stability. The proposed regulatory framework would benefit consumers, 
depositors and investors in the European Union by stimulating financial market 
efficiency and increasing competition." 

The creation of financial conglomerates calls for careful consideration of structures for 
containing and supervising risks arising in such groups. Cross.:.sector structures and 
operations may amplify existing risks in one specific sector, as well as create new risks. 
These risks should be adequately supervised. Where appropriate, inconsistencies between 
sectoral financial legislation that give rise to loopholes and opportunities for' 
inappropriate circumvention of the regulations should be removed. The Commission's 
proposal would therefore introduce specific legislation for the prudential supervision of 
financial conglomerates. The three main objectives are: 

• To ensure that the financial conglomerate has adequate capital. In particular the 

http://europh.eu.int/comm/intemal_market/en/finances/cross-sector/conglomerates2.htm 10/31/02 
' 



' I 

Financial s9rvices: Commission proposes Directive on prudential supervision of financial congk .. Page 2 of 3 

• 

c····-~-J@i 
! MAI L.-BOX . : 
~WWW·~~---- I 

i ,,, 
[~ITE~l\ci:J i 

proposed rules would prevent the same capital being counted twice over and so 
used simultaneously as a buffer against risk in different entities in the same 
financial conglomerate ('multiple gearing'). The proposal would also prevent 
"downstreaming" by parent companies whereby they issue debt and then use the 
proceeds as equity for their regulated subsidiaries ("excessive leveraging"); 

• To introduce methods for calculating a conglomerate's overall solvency position 
and 

• To deal with the issues of intra-group transactions, exposure to risk and the 
suitability and professionalism of management at financial conglomerate level. 

The proposal would also require Member States to ensure that an authority was 
designated to coordinate between the different supervisors involved in the group-wide 
supervision of financial conglomerates. The proposal thereby aims to enhance effective 
supervision of supervisors, both within and across financial sectors and borders. Finally, 
the proposal takes the necessary minimum steps to remove unnecessary inconsistencies 
between the regulations for homogeneous financial groups and for financial 
conglomerates, in order to ensure a minimum of equivalence in the treatment of these 
groups. 

Background 

Current financial regulation is still· very much sector-based and addresses primarily 
homogeneous financial groups, namely those groups whose activities are limited either 
to banking/investment or to insurance. The ongoing consolidation of financial 
institutions, one of the most notable trends in financial markets over recent years, has led 
to the creation of cross-sectoral groups across the EU. Financial conglomerates hold a 
substantial share of the domestic financial markets in certain Member States. Some 
financial conglomerates ·belong to the biggest groups in the EU financial markets and 
provide financial services on a global basis. If the regulated entities in such a financial 
conglomerate were to face financial difficulties, these could seriously destabilise the 
financial system as a whole and adversely affect depositors, policy holders and investors 
throughout the EU. Currently these cross-sector financial groups are inadequately 
covered by existing legislation. 

The implications for the supervision of banks, insurance undertakings and investment 
firms that are part of a financial conglomerate are now well recognised. The G-10 Joint 
Forum on financial conglomerates issued in 1999 a set of recommendations on the 
supervision of financial conglomerates. The proposal for a Directive takes account of 
consultations with Member. States' experts and authorities and of the EU financial 
services industry (consultation paper issued in December 2000). The need for such an 
initiative was mentioned by the Economic and Finance Committee in its report on 
Financial Stability, which was endorsed by the Economic and Financial Affairs Council 
in May 2000. 

i 
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2001/0095 (COD) 

COMMUNICATION FROM THE COMMISSION 
TO THE EUROPEAN PARLIAMENT 

pursuant to the second subparagraph of Article 251 (2) of the EC Treaty 

concerning the 

Common Position of the Council on the adoption of a Directive of the European 
Parliament and of the Council on the supplementary supervision of credit institutions, 

insurance undertakings and investment firms in a financial conglomerate and amending 
Council Directives 73/239/EEC, 79/267 /EEC, 92/49/EEC; 92/96/EEC, 93/6/EEC and 

93/22/EEC, and Directives 98178/EC and 2000/12/EC of the' European Parliament and 
the Council 

: 1- BACKGROUND 

i Date of transmission of the proposal to the EP and the Council 
: (document COM(2001) 213 final- 2001/0095(COD))1

: 
I 

24 April 2001 

Date of the opinion of the Economic and Social Committee2
: 

! Date of the opinion of the European Parliament, first reading3
: 

i Date of adoption of the Common Position4
: 

OBJECTIVE OF THE ·COMMISSION PROPOSAL 

17 October 2001 

14 March 2002 

12 September 2002 

, The heightened tempo of internationalisation and consolidation in the financial sector, 
: together with the blurring of boundaries between financial sub-sectors, has lead to the 
! emergence of cross-sector financial groups involved in banking, insurance and ·securities 
activities ('financial conglomerates'). In some Member States the importance of financial 
conglomerates is quite significant and some of the biggest actors in the financial markets are 

• financial conglomerates. It explains why a number of Member States have started introducing 
regulation and/or other supervisory measures at national level. · 

OJ. C213E-31/7/2001 p.227. 
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European legislation however has not kept pace with this market evolution. In particular, the 
1 existing European legal framework for the supervision of financial institutions primarily deals 

with 'homogeneous' groups of financial institutions (banking groups, insurance groups or 
investment firm groups). A comprehensive set of rules on the prudential supervision of· 
'heterogeneous' financial groups combining institutions from the different financial sub-

! sectors is lacking. As a consequence, there is no appropriate regulation of such groups at 
conglomerate level. Therefore, the Financial Services Action Plan has identified legislation 
for supervising financial conglomerates to be a priority measure. 

The Commission proposal for a Directive aims at addressing a major loophole in financial 
1 regulation by introducing a complementary supervisory regime for financial conglomerates 
1 that supplements the existing sectoral rules for credit institutions, insurance undertakings and 
: investment firms. It will help to ensure European financial markets' stability and addresses 
: concerns about systemic risks. In doing so, the Directive will also implement the G-10 Joint 
1 Forum recommendations regarding the supervision of financial conglomerates. 
' , 

1 The main objectives of this Directive are: 
I 

- to ensure that financial conglomerates are adequately capitalised. In particular the 
proposed rules would prevent the same capital being counted twice over and so used 
simultaneously as a buffer against risk in different entities in the same financial 
conglomerate ('multiple gearing'). The proposal would also prevent "down-streaming of 
capital" whereby a parent company issues debt and uses the proceeds as equity for its 
subsidiaries ('excessive leveraging'); 

to introduce methods for calculating a financial conglomerate's overall solvency position; 

. - to deal with the issues of intra-group transactions and group-exposure to risks; 

- to deal with the suitability and professionalism of management at financial conglomerate 
level; 

- to ensure adequate internal control mechanisms and appropriate risk management 
processes in a financial conglomerate; 

- to require Member States to ensure that one single authority is appointed for the overview 
of each financial conglomerate and to ensure a co-ordination and proper exchange of 
information between the different supervisors . involved in the supervision of a financial 
conglomerate's component parts; 

1- to introduce minimum steps to remove unnecessary inconsistencies between the 
regulations for homogeneous financial groups and for financial conglomerates, in order to 
ensure a minimum of equivalence in the treatment of these groups . 

3 
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U.S. Securities and Exchange Commissio 

Actions by FASB, IASB Praised 

FOR IMMEDIATE RELEASE 
2002-154 

Washington, D.C., October 29, 2002 - The Chairman of the Securities and 
Exchange Commission today applauded the decisions by the Financial 
Accounting Standards Board and the International Accounting Standards 
Board to work together toward greater convergence between U.S. Generally 
Accepted Accounting Principles and international accounting standards. 

"This is a positive step for investors in the U.S. and around the world," said 
SEC Chairman Harvey L. Pitt. "It means that reducing the differences in two 
widely used sets of accounting standards will receive consideration by both 
boards, as they work to improve accounting principles and address issues in 
financial reporting." 

SEC Commissioner Roel C. Campos, who has been the Commission 's 
participant in recent meetings of the International Organization of 
Securities Commissions, added: "I find it encouraging that interested 
parties in all countries can contribute their thinking. It is clear that 
investors globally could benefit to the extent that transparency and high 
quality information might be provided by a common worldwide approach." 

Chairman Pitt and Commissioner Campos noted that international 
accounting standards have been a subject of interest for many years, and 
that the subject has received increased prominence with the decision of the 
European Union to adopt !AS in 2005, as well as similar actions being taken 
or considered in a number of other countries. They also noted that an 
effective infrastructure for interpretation and enforcement of accounting 
standards, and cooperation among regulators, will be critical to realizing 
the benefits of convergence. 

"For years, many have believed that a desirable goal someday would be to 
move towards a single set of high quality accounting standards around the 
world," Pitt said. "Now the time frame has a more immediate focus. With so 
many new users of IAS coming in 2005, in Europe and elsewhere, there is a 
great opportunity to focus attention on ways to improve information for 
investors while working for greater convergence in both the short term and 
the long term." 

http://www.sec.gov/news/press/2002-154.htm 10/29/02 
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Memorandum of Understanding 

"The Norwalk Agreement" 

At their joint meeting in Norwalk, Connecticut, USA on September 18, 2002, the Financial 

Accounting Standards Board (FASB) and the International Accounting Standards Board 
I 

I 
(lk.SB) each acknowledged their commitment to the development of high-quality, 

cqmpatible accounting standards that could be used for both domestic and cross-border 

fi~ancial reporting. At that meeting, t>oth the FASB and IASB pledged to use their best 

' 

efforts to (a) make their existing financial reporting standards fully compatible as soon as 

is 
1

practicable and (b) to coordinate their future work programs to ehsure that once 

acrhieved, compatibility is maintained . 

T~ achieve compatibility, the FASB and IASB (together, the "Boards") agree, as a matter 

of ,high priority, to: 

a) undertake a short-term project aimed at removing a variety of individual 

differences between U.S. GAAP and International Financial Reporting 

Standards (IFRSs, which include International Accounting Standards, IASs); 

b) remove other differences between IFRSs and U.S. GAAP that will remain at 

January 1, 2005, through coordination of their future work programs; that is, 

through the mutual undertaking of discrete, substantial projects which both 

Boards would address concurrently; 

c) continue progress on the joint projects that they are currently undertaking; and, 

d) encourage their respective interpretative bodies to coordinate their activities. 
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MEMORANDUM OF UNDERSTANDING - FASB and IASB 2 

The Boards agree to commit the necessary resources to complete such a major 

undertaking. 

"'!;he Boards agree to quickly commence deliberating differences identified for resolution in 
I 

t~e short-term project with the objective of achieving compatibility by identifying common, 

high-quality solutions. Both Boards also agree to use their best efforts to issue an 

e~posure draft of proposed changes to U.S. GAAP or IFRSs t.hat reflect common 

solutions to some, and perhaps all, of the differences identified for inclusion in the short-

term project during 2003. 

As part of the process, the IASB will actively consult with and seek the support of other 

national standard setters and will present proposals to standard setters with an official 

liaison relationship with the IASB, as soon as is practical. 

The Boards note that the intended implementation of IASB's IFRSs in several jurisdictions 

on' or before January 1, 2005 require that attention be paid to the timing of the effective 

dates of new or amended reporting requirements. The Boards' proposed strategies will be 

implemented with that timing in mind. 
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The Accounting Version of U.S. vs. Europe 
By f aul Koster 

i 

09/0512002 
TheiWall Street Journal Europe 
Page A8 
(Copyright (c) 2002, Dow Jones & Company, Inc.) 
Wit~ the end of summer we can expect renewed interest in the supposed failings of U.S. 
accounting standards, and criticism that they're too detailed and too rules-based. Indeed, . 
European Commission representatives are due back in Washington again this month to continue 
promoting the supposed merits of Europe's main system, the International Accounting Standards 
ovet the U.S. Generally AcceptedAccountingPrinciples. But a word of caution might be 
appropriate in this IAS promotion campaign. 

In the eyes of its critics, GAAP's strict adherence to rules resulted in the Enron debacle. Fri ts 
Bol\cestein, the European commissioner for the internal market,.has famously bragged that Enron 
would not have been possible under IAS. The argument for IAS is that it's better equipped to 
avotd misleading financial statements because auditors have to apply the "true and fair" override 
prirlciple. · 

This principle forces auditors to look at the total economic picture of the company as presented 
in tbe financial statements, and to override an accounting standard if this standard would distort 
the ~conomic picture of the company and thus make the statement misleading. An application of 
IAS: -- so goes the argument -- would have forced Enron to include in its balance sheet its so­
called special purpose vehicles, 

.Enron created special putpose vehicles with the sole purpose, it now seems, to disguise debt on 
its balance sheet. By finding equity holders with only 3% of the total equity to hold this debt, 
Enron was allowed under U.S. GAAP to include these· vehicles in the footnotes and to leave 
them out of the balance sheet. This deprived investors of critical information about the economic 
asp~cts of Enron 's operations. Hiding these vehicies in the footnotes would, however, have been 
a dfrect violation of the IAS "true and fair" test. 

Thi~ is the bulk of the argument of those who suggest that the U.S. would do better to throw out 
GAAP and introduce IAS. But far too much has been made of this true and fair override 
pri~ciple. It is included in the spirit of GAAP if not in the wording, and this has had real-life 
con;sequences. 

In 'Q.S. v. Simon, the Second U.S. Circuit Court of Appeals found three auditors guilty of fraud 
afte.r they certified fraudulent financial statements which were nonetheless in full compliance 
with GAAP. The judge in that 1970 case wrote that "if literal compliance with GAAP creates a 
fratfdulent or materially misleading impression in the minds of ~hareholders the accountants 
could and would be held criminally liable." 

i 

Even a strict application of GAAP supplemented by a statement on whether, in the opinion of the 
auditors, a reader would have all the information necessary to understand what has truly 

.· -,.... 
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happened at the company, would make GAAP superior to IAS. This is why it is very unlikely 
that'.the U.S. will be willing to consider abandoning GAAP in favor of IAS. 

l 

The: American officials who meet the EU delegation would do well to remind their guests that 
GAAP is the result of decades of development and practical experience, which have led to 
incredible refinement (though admittedly, a result of this has been the inclusion of too much 
detail, which sometimes can be confusing). IAS by comparison has just begun. One should not 
just 'blithely ignore this difference in the experience level. 

I 

Not ione of IAS 's 34 standards --' which formulate rules to be observed in the presentation of 
I . 

financial statements -- has ever benefited from being challenged in court or by regulators, mainly 
because no company has been legally forced in Europe to comply with IAS yet. It won't be till 
2005 that most European companies have to comply with IAS, a handful of companies having 
been granted an extension till 2007. So it won't be for at least three years that we will start to see , 
European regulators and courts challenge the IAS. 

Such challenges will start the refinement process that GAAP has endured for decades. With the 
test of real life experience, the International Accounting Standards Board might discover that 
som~ of the IAS accounting standards are too broadly defined and would require more rules to 
explain them. This might make IAS in the end more similar to U.S. GAAP. 

Rather than a wholesale adoption by one side of the other's standard, the U.S. and Europe might 
try tb focus on differences in a limited number of core standards that create the biggest chasm 
bet~een GAAP and IAS. The IASB is expected later this year to focus on some of these core 
standards, including those dealing with the valuation of financial instruments, the treatment of 
business combinations and accounting for share options. Down the line, the IASB is also 

· expected to take up leasing and revenue recognition. 

If the U;S.-based Financial Accounting Standards Board and the European IASB are able to 
reach a consensus on these core standards, wholesale adoption can be avoided. This would 
amoµnt to progress for companies, which could then be allowed to file under U.S. GAAP or IAS 
without having to reconcile the two, provided the companies strictly adhered to these core 
standards. 

Thislsuggested harmonization, limited to the four to five core standards, should be combined 
with 

1
an serious attempt by the accounting standard setters to speed up the process of standard 

setting. Accounting standards setters should keep pace with important economic developments 
and trends, thus bringing investors better and more topical standards and a- valuable contribution 
to rdtore confidence in the financial markets. That's the better way to avoid another Enron. 

I 

--- i 

Mr. J(_oster, an accountant, is a member of the executive board of the Netherlands Authority for 
the Financial Markets . 
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