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Good morning.  I’m delighted to participate in ARENA 2007 here in Stockholm.  
I would like to thank your President, Peter Clemedston, and Secretary General, Dan Brannstorm, for inviting me to speak to you today.

I am honored to be sharing the stage with FEE President, Jacques Potdevin, and with Olivier Boutellis-Taft, FEE’s Chief Executive.

I would also like to thank you for and to acknowledge FAR SRS’ contributions as an IFAC member body. FAR SRS has been an active participant in the international profession since IFAC’s founding. 
I would like to recognize Bertil Edlund, who served as IFAC President from 1990 to 1992. 

I would also like to acknowledge my friend, Göran Tidström, who has served as a member of the IFAC Board since November 2003 and was just reappointed to a new term on the Board. 
Göran is ably supported on the IFAC Board by his Technical Advisor, Björn Markland, who is a longtime and loyal friend of IFAC’s.
Finally, I would also like to acknowledge Kjell Larsson, who has served as a public member of the International Auditing and Assurance Standards Board (IAASB) since March 2006.

I know that you recently celebrated the one-year anniversary of the merger that formed FAR SRS. The success of this merger reflects the commitment of your members to this endeavor and demonstrates the vision of your leadership. I would like to commend you for this achievement, which is good example for others to follow.
I believe that in order to consider our future, we must learn from our past. As we look at our past, IFAC can say with genuine pride that it has been a pioneer in foreseeing the need to work with a global mindset. We did this before many even began to think about these issues. Our predecessors had the correct vision. They were ahead of their time in anticipating the future. They made the right decisions and they acted on them.  

One of IFAC’s primary goals today is to strengthen the profession by encouraging high quality performance by all auditors.  Let me briefly describe for you the five ways that IFAC drives audit quality in collaboration with its member bodies, like yours, regional accountancy organizations and international firms.  

First, IFAC develops and promotes high quality international audit standards.
The second driver of audit quality is a strong code of ethics, with clear and relevant auditor independence requirements.  In this respect, I would like to thank the FAR SRS for providing comments to the Ethics Board on both of its independence exposure drafts, and I would also like to recognize and thank you for adopting the Code of Ethics as your national code.  

The third driver of audit quality is a rigorous system of quality assurance and control. 

The fourth IFAC driver of audit quality is education

Finally, there is a fifth area in which IFAC is beginning to be a more vocal driver of audit quality – that is the culture within the audit firm or what is known as “the tone at the top.”  

Today, I am going to concentrate on the first driver mentioned: the high quality auditing standards. 

Just three weeks ago, IOSCO, the International Organization of Securities Commissions, indicated its support of the IAASB’s work to enhance International Standards on Auditing (ISAs) and is currently evaluating under what conditions they could endorse ISAs and the form of such endorsement. 

While the European Union’s 8th Directive has mandated convergence to a single set of auditing standards, the European Commission has not yet formally adopted ISAs as the standards of choice. The timetable will be affected by the EC’s recently commissioned surveys on the cost of adopting ISAs and a comparison of ISAs and the standards of the U.S. Public Company Accounting Oversight Board. 

IFAC believes that the standards issued by the IAASB are the highest quality international standards and should be adopted by all 27 member states in the European Union. In fact, a significant number of the member states have already adopted the current ISAs.
The IAASB expects to complete all 35 ISAs as final standards, redrafted under the Clarity project, by the end of 2008 and, on this basis, is proposing that these standards become effective for financial periods beginning on or after December 15, 2009, in order to give auditors around the world and European Union member states a chance to properly implement them.
To remain open to all member states’ concerns about converging to ISAs, IFAC has invited the European Commission to act as an observer at the IAASB table. 
IFAC has also now received confirmation from both the European Commission and the Monitoring Group of regulators concerning the IAASB governance arrangements, which were the subject of past discussions. Now we look forward to the membership of the Public Interest Oversight Board, which oversees the IAASB and IFAC’s other public interest activities, being expanded to include two full members from the European Commission. 

All of the conditions are in place, therefore, for the European Commission to adopt the ISAs. However, as I said, the timetable is unknown, the legislation does not set a deadline for the European Commission to make the decision and some situations exist that may indicate a delay in that decision. 

I met with Commissioner McCreevy recently, and we discussed the importance of sending positive signals regarding adoption as soon as possible. We also spoke about the importance of Europe adopting the new set of standards revised and redrafted under the IAASB’s clarity project on the proposed effective date and, consequently, being able to continue to accredit the audits in Europe as responding to accepted international standards. We also discussed that in order to adopt the redrafted ISAs at that date, it would be necessary to have translations towards the beginning of 2009 and complete the associated tasks of dissemination and training.

We also discussed the advantages of the Commission using the high quality translations of the ISAs that can be performed through IFAC member bodies or national standard setters in many member states. I am delighted the Commission has been seeking an expert in each member state to assist with the initial and ongoing translation of the ISAs. So far, I understand that many of the experts being offered are from our member bodies. 

It is very important to remember that the member states can adopt and apply national auditing standards before the Commission has adopted an international auditing standard that covers the same question.  
This means that it is not necessary to wait on a decision from the European Commission to adopt the ISAs. This can be done at a national level and in this way it is possible to achieve earlier the benefits of adopting international audit standards.
It is also important to consider that such actions by EU member states can greatly influence and facilitate the Commission’s final decision on ISAs adoption. 

I know that Sweden has, in the past, modeled their auditing standards on ISAs. I strongly encourage you to fully adopt the ISAs, revised and redrafted under the Clarity project, on the proposed effective date. I believe you will then be ahead of the curve.  
Despite the audit reforms of the past five years, I believe an expectation gap still exists between what an audit actually is, and what investors and other stakeholders think it should be. An audit needs to balance what can be performed at a reasonable cost with what needs to be accomplished.
In thinking about the future, an important question is whether further innovation is required in auditing. The response is that it must always be critical for the audit profession to rethink audit procedures and to make them more efficient and effective.
In the recent years, there has been some innovation in the processes by which audits are undertaken. With the introduction of the IAASB’s audit risk standards, auditors have brought a much greater focus to understanding the client’s business and, thus, to better identify the audit risks and the areas where audit effort should be focused.
The accountancy profession must continue to work to achieve greater efficiency and effectiveness in auditing. It remains imperative to rethink the procedures and to be open to new approaches. 
This should be a task first and foremost of the profession, although not necessarily that of the standard setter. Innovations generally occur first in the field. Later, once tested, they can be included in the standards, if it is in the public interest to generalize the new practices. This is an important aspect to consider: knowledge always drives the standards. This is why it is important for the profession to work on the generation of knowledge and be open to innovation.
Forums on audit quality, organized in some countries, in which not only auditors have participated but also the preparers and users of financial statements, including investors and regulators, have been interesting experiences from which many good ideas have emerged. But more thought is still needed. 
For example, some outside our profession think that auditors could confirm information relevant to their client records directly between audit firms. While it would be easy to dismiss this idea as impracticable, considering the significant hurdles to overcome –not least with respect to confidentiality issues and privacy laws – it may be worth exploring. 
In an attempt to address the expectation gap, some in the financial and regulatory community have proposed requiring audit reports to move from standardized language to a more free flowing style – also known as long-form reports – to allow or require auditors to disclose additional information which they think readers should know.  
The question deserves to be analyzed, though it is not without difficulties. 
While standard form audit reports can be criticized as unhelpful, long-form reports can make comparisons much more difficult and create uncertainty for the reader.
In any case, this is a question that deserves analysis: what should be the content of the audit report that is most useful for the user and at the same time avoids the creation of doubts by the reader and the risk of incorrect interpretation or the lack of comparability? 

IFAC also recognizes that in order to achieve its mission of convergence to an international set of professional standards, the standards must work for all sizes of practice and all sectors of the economy.

Both the IAASB and the IFAC Small and Medium Practices (SMP) Committee, which provides regular input into the IAASB’s standard-setting process, recognize that an audit is an audit and that consistent standards must apply to all entities, big and small. In the development of its standards, the IAASB includes, where appropriate, specific guidance for small and medium entities (SMEs).
Additionally, to address SME auditors’ concerns about the challenges of understanding the body of ISAs and of keeping up with changes, the IFAC Board has approved the development of an ISA implementation guide to assist SMPs and other SME auditors in coming to grips with the complexities of ISAs. The guide was released in soft-copy format at the IFAC Council meeting in Mexico City two weeks ago, and will be available for download free-of-charge from the IFAC online bookstore before the end of this year.
IFAC not only champions convergence to its own international standards but also to the International Financial Reporting Standards (IFRSs) set by the International Accounting Standards Board (IASB). 
IFAC, largely through the SMP Committee, has closely tracked the project for the development of an IFRS for SMEs. We have been actively supporting the IASB in this endeavor and look forward to the project culminating in a globally applicable SME standard that can be consistently implemented. 

I would like to refer briefly to the initiative for simplification promoted by the European Commission. With respect to accounting and auditing, it is a question that is worth studying carefully and, moreover, to do so with an international perspective, given that what is valid for Europe should also be valid for the other regions of the world. An important aspect to consider is that, just as in the case of the IFRS for SMEs, the factor to consider in making decisions should not be the size of the entity but, rather, the need of the information. This is an aspect that should be clarified once and for all from a conceptual point of view. 
If what is important is to evaluate the need for information, the key decision is whether or not general purpose financial statement should be required. If general purpose financial statements are required, the next issue is how the users of those financial statements can be assured of their reliability. Where general purpose financial statements are not required, such information as is required will be for specific- purpose users, and it will be for them to determine the nature of the assurance they require.
It is possible that Sweden, in common with many European states, may introduce audit exemptions to ease the regulatory burden on the SME sector. I understand that if Sweden adopts the EC size tests, 96 percent of Swedish companies may be exempt from audits.  One significant consequence is that the advantages of information assurance that an audit can bring will be lost. But, as I just said, the most important factor is that if users exist who need the information in the financial statements, they will not have the same level of assurance about that information. 
And more importantly, special care should be taken in the elimination of an audit, not to introduce some other service that grants a lower level of assurance or even no assurance at all, but could be interpreted incorrectly by the users. This would be, without a doubt, one of the greatest dangers, one which must be avoided.

Of course, there could be some other type of service that requires a lesser extent of work and that provides a lower level of assurance, but which clearly should describe the assurance being provided to prevent users’ incorrect interpretation.
In its strategic plan currently exposed for public comment, the IAASB is seeking input on whether it should develop an alternative service that might best serve this market segment. This idea has received mixed reactions around the world, so I would encourage you to let your national views be heard. 
In relation to the general issue of simplification, what is clear is that there should not be a requirement for either financial statements or their audit unless they meet a real societal and economic need, and do so in an efficient manner. In other words: professional services should provide value and they should not respond to a mere requirement. On the other hand, it is important to protect the public interest and assure the provision of reliable information when it is necessary.
I know this issue potentially has a great effect on the small- and medium-sized professional firms. 
I would like to tell SMPs that there will always be opportunity to provide value to their clients, including through audits, and it is there –in the provision of value – that their effort should be concentrated.
I would also like to tell them that we are convinced that SMPs play a hugely significant role in the sustainability of the profession, which is one of the strategic themes of IFAC. According to us, the SMPs, which include the sole practitioners, are true and independent owners of their work and their futures, and this concept is one important driver for the sustainability of our profession.  We believe that SMPs are a good example of the diversity of specializations that are part of our profession and that it is necessary for IFAC to support SMPs in providing the highest quality services in all those specializations. 
The quality of the services provided by the SMPs is essential for their sustainability and for that of the profession.  
So the message I want to leave to the SMPs today is “Imagine the possibilities,” focus on providing value all the time and, remember, you are not alone. 

I have often expressed my belief that the future of the accountancy profession lies in two main elements: its ability to change, evolve and adapt to market demands, including technological demands, and its commitment to high values and ethical behavior. Both of these elements are grounded, in the long-term, in education. 
I have also said several times that if we do not see education as a priority matter, then we will be committing a grave mistake. 

Looking to the future, we must be innovative and flexible – words, I know, that are not in the popular perception associated with accountants. But it is precisely this fact that makes it so important to emphasize these capacities when educating new generations of accountants. 
The same occurs in the field of ethics.  We must ask ourselves: What are we doing to promote the correct values to accounting students and to new accountants. Certainly, IFAC’s Code of Ethics for Professional Accountants, which applies to professional accountants worldwide, provides critical direction. However, we need to ensure that that guidance is instilled through education and, fundamentally, through example. 
To address all these challenges professional accountancy organizations must look beyond their national boundaries.  As a unified global profession, we must find ways to work across borders, to agree on strategic objectives and actions and, then, to align our activities in order to achieve those objectives.  We need to identify and implement mechanisms that allow effective communication and collaboration. 
Like our forefathers, we must not only have the vision, we must have the willingness to embrace change and to take actions that will make a difference. THANK YOU
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