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Introduction

Thank you Walter, and ladies and gentlemen, for your warm welcome. It is my pleasure to be here today. Clearly, there is increased interest in XBRL and a growing recognition of the important role it can play in enhancing the integrity and the credibility of financial reporting and auditing. This is evidenced by the attendance here today of all of you and of the participation in this conference of leaders of the accountancy profession, the private sector and government. This historic city of Philadelphia was the site of many important events in the founding of the United States. And this week, Philadelphia again plays host to a revolution – this one, a quiet revolution in the way that we report and audit financial information.
Today’s subject – XBRL and the credibility of financial reporting and auditing – is an issue that is directly related to one of IFAC’s key goals: enhancing the credibility of financial reporting and auditing across all sectors of the economy – public and private, for profit and not-for-profit, listed and unlisted. Today, I would like to present my views on how I see that credibility being enhanced through XBRL and the automation of financial reporting processes, and what it means for accountants in business, auditors and users of financial information. 
The importance of this issue is underscored by the accelerating demand for enhanced financial reporting through the use of technology. All the information users in the financial reporting supply chain are demanding more extensive financial and non-financial information. They need this information on a timely (yesterday) basis. It needs to be easily accessible and, where possible, tailored to specific needs. Listed companies are responding by exploring ways to provide financial information faster, more accurately, and with greater confidence. Success, however, ultimately depends on two key factors: the quality and timeliness of the information produced; and the evolution of web-based technology tools that increase the flexibility and comparability of reported information, thus enhancing its value. 
I think it is fair to assume that all of us here today understand the enormous value proposition of XBRL in standardizing the financial reporting format and automating the financial reporting process. The economics of XBRL are clear: XBRL provides a powerful return on investment, significantly lowering the cost of information production AND consumption. It is a flexible, scalable solution that facilitates exchange of data, streamlines communications, expedites information delivery and enhances transparency of reported information. It enables all those directly or indirectly involved in developing or using financial information to do so more cost-effectively.
These benefits have not been overlooked. The markets are adopting XBRL, here in the US, in the EU and Australasia, and in other major markets around the globe. Major corporations are using XBRL to publish business information. In the US, public companies have joined the SEC XBRL voluntary filing program; companies in Denmark report to the DCCA; and registrants of the Shanghai Exchange are expanding their reporting in XBRL. Software vendors are delivering XBRL enabled applications to the market around the world.  Regulatory bodies in the US and the UK, Australia, China, Denmark, Germany, Japan, Korea, and the Netherlands are implementing XBRL. Argentina, Belgium, France, Hong Kong, Italy, Ireland, New Zealand, and Spain are among other countries which are also using XBRL or have recently announced projects to introduce it.
Given my interest in Public Sector financial reporting, indicated by the Chair in his introduction, I am very pleased also that XBRL International and the staff of the International Public Sector Accounting Standards Board (one of IFAC’s independent standard-setting boards) are working together to explore the development of an XBRL taxonomy for International Public Sector Accounting Standards. This will provide public sector entities, such as the United Nations (which this year adopted IPSASs as the basis for their financial reporting), with the tools necessary to report using XBRL.

I would like now to outline the benefits of XBRL to users of financial information.
Enhancing Credibility

As we have seen with Enron, WorldCom, Vivendi, Royal Ahold, the Asian crisis of the 1990s and the Argentine debt crisis of 2002, we pay a high price when the public’s confidence in the credibility of financial reporting disappears. Credibility and public confidence are fundamental to global investment and economic development. 
I believe the case can be made that XBRL will enhance credibility at the same time that it makes good economic sense. 

Let me explain this from an international perspective. As many of you know, in 2002 IFAC issued a major report entitled, ‘Rebuilding Public Confidence in Financial Reporting: An International Perspective.’ The findings in that report remain relevant today.
Broadly, the report notes that a sound, transparent financial reporting system, based on robust, internationally accepted standards, is needed to ensure global confidence in the capital markets. 


This is where XBRL comes in. XBRL is the ideal tool to facilitate faster, more transparent, more accessible reporting. Let me give you three specific areas where XBRL can make a difference in this regard. 


First, XBRL provides an international platform for a global economy, one that works in conjunction with US and international financial reporting standards. 


Second, XBRL significantly enhances the credibility of financial statements by improving the transparency of reported information. Sound financial statements will be easier to identify, as will bad ones. 

Third, because the current supply chain environment is largely a simple link chain model reliant on a series of manual steps for both the production and consumption of reported information, each point in the supply chain struggles to move information from system to system. The associated costs of this are unnecessarily high, and the availability and adaptability of that information is limited. This, in turn, affects the credibility of financial statements. Here, XBRL's versatility is its great strength. Because XBRL is useable at every point along the reporting supply chain, it will allow, for example, management to seamlessly exchange information with investors, analysts and regulators. A more effective supply chain ultimately provides for a more efficient allocation of capital to market participants.


XBRL, Credibility and the Supply Chain

Let me quickly tour you through the key supply chain participants, to show you where I think XBRL will play a role in enhancing credibility. 
Management

First, management – the “starting point” of the financial reporting supply chain. Here, XBRL provides a platform for easier and more focused analysis of information used by management to make business decisions. XBRL puts more complete, accurate, timely information in the hands of management. This facilitates better decision-making. It also enables better reporting to other parts of the chain that need to have a clear understanding of the business. 

Further, XBRL allows greater control over reported information. For example, the application of control disclosures, accuracy checks and assurance concepts can be more automated through the structure provided within an XBRL report.  
Auditors

Now, auditors. Auditors are as much consumers of financial information as others in the reporting supply chain. XBRL is based on core Internet technologies, so it is possible to search across XBRL documents and extract specific data that might be needed for particular types of analysis, for example, comparison of industry data and trends. XBRL will help auditors with some of the more labor-intensive aspects of their job, such as research, processing and analysis of vast amounts of information. 
More importantly, however, the current manual data mining can be replaced by more timely, accurate and complete data for analysis of all types. Simple balance sheet statistical sampling efforts, for example, can be replaced by 100% validation routines, or by deeper analysis of ledger-level data.  XBRL will permit more effective analysis of data for anomalies – greater access and lower cost access to data from ledgers enables the more effective analysis of large data pools for anomalies of fraud, compliance and other forms of audit assessments. 


In short, by being able to more easily access, disaggregate, benchmark, compare and analyze information – the important focus here being “analysis” rather than “gathering and compiling” – auditors can focus more of their efforts on ensuring the accuracy, reliability and credibility of the financial statements, thereby helping to protect the public interest.

Looking ahead, it is also important to recognize that XBRL is a precursor – and indeed, an essential enabler – to the emerging practice of “continuous auditing.” Continuous auditing – where “technology agents” work to identify and report on exceptions to management and to auditors in real-time – is expected to be a very powerful form of auditing. But only by greater adoption of technology such as XBRL will we see its full potential realized.

Regulators, Credit Rating Agencies and Stock Exchanges

XBRL benefits regulators, credit rating agencies, stock exchanges and other infomediaries in several respects.  It provides an excellent validation platform and facilitates more complete analysis of all the reported information. XBRL may also make required disclosures more useful to investors, and to every market participant. For example, the information contained in SEC reports could be made instantly searchable by analysts and investors alike. Because not just the disclosure documents, but the data within them will be searchable and retrievable, XBRL will dramatically improve the usefulness of the entire disclosure exercise. 

Significant benefit will also be derived from the significantly expanded data model articulated in XBRL taxonomies. These will provide on average over 2,000 data elements per GAAP report and in some cases more. This is contrasted with the roughly 200 elements commonly available by distributors and infomediaries in today's market. In short, XBRL will give these supply chain participants a greater range of information which today is typically buried deep within the financial statement notes. 
Users

In terms of users – and for today’s purposes, I shall use this term to apply to investors, stakeholders and other consumers of financial information in the marketplace – they value timely, accurate and complete data. And that data must be user friendly. When users don't receive this, credibility is adversely affected. Further, users are looking for timely, accurate and complete information to reduce the uncertainty related to their invested capital. They need to be able to understand simply and easily the information put before them. 

XBRL is user-friendly. The structure of information provided in an XBRL-formatted report enables users to more efficiently process reported information. It levels the playing field. The enhanced analytical capabilities associated with the XBRL structured formats lead to a greater depth and breadth of analysis and a more informed market. 
Of course, as you all know, XBRL isn’t limited to numbers. XBRL can also tag narrative, such as footnotes to the financial statements, and Management’s Discussion and Analysis. In this way, XBRL can vastly increase the quality of information that users receive. This is pivotal for financial reporting, where the accounting policies, management notes, and other related definitions are a vital component of a full understanding of the information conveyed. If a user can link a piece of financial information to the underlying concept or definition, then he or she has a better chance of receiving accurately the message that the sender is trying to convey. 
The result? A better informed market that is able to make better allocation decisions.
Implications and Challenges

XBRL and automation offer significant benefits to each link along the reporting supply chain. But there are also some implications that need to be considered and challenges to be met before the system can reach its full potential. 
First, however, I must emphasize that producing credible financial information is a shared responsibility. Everyone along the financial reporting supply chain has an important role to play. There are built-in checks and balances in the system, put in place by governments, regulators and, professional bodies and auditors. But more than that, we need all those people along that chain to conduct themselves with integrity and to collaborate with the other market participants to ensure the credibility of financial reporting. 

XBRL is only a tool to enhance the output of the financial reporting supply chain. From my point of view, the greatest use to which XBRL can be put is to provide all market participants with ever-improving, more credible financial statements. And for that, XBRL is an excellent tool.
Education and Training

Having said that, I believe that the first important challenge relates to education and training across all points of the supply chain. 
For example, managers, auditors and regulators alike must understand the risks that automation brings, and take steps to mitigate them. Adoption and implementation of XBRL needs to be carefully managed and controlled. Robust and rigorous internal controls governing the application of XBRL need to be designed, implemented and maintained. 
Further, XBRL will require new considerations by those preparing XBRL reports and those providing assurance on them. For example, new assessment may be required of the management assertions included within and related to the XBRL report. These relate to the completeness and accuracy of tagging; the application of appropriate taxonomies; the need for and nature of extensions; and the relationships between reported elements. It may be that additional disclosures, for example, a “Significant XBRL Policies” type of disclosure will become a necessity.
Users of the information also need to understand both what is being represented by the information in order to use XBRL information in an appropriate manner, and how best to manage the wealth of information provided. Tools which exploit XBRL will therefore become increasingly important. 
These are not new issues, but XBRL and automation brings new dimensions to them.

Assurance Paradigm

From an assurance perspective, addressing the issue of credibility is foremost. This relies upon trust in the assurance that is provided on information distributed to the market. Can investors, regulators and others who rely on us trust the information that they are using? The answer is not simple. 
The current assurance concept is based on “paper-based” financial statements and whether they as a whole present fairly in all material respect the financial position and results of an entity. That is, the current audit opinion focuses on the financial statements as a whole rather than on the individual components per se. As a result, it does not fully address the challenge of consumer access, consumer tailored presentation and reuse of individual information.
The current assurance paradigm may therefore need to be supplemented with assurance concepts that address a more granular reporting concept, as part of the migration of the reporting supply chain from a paper-based system. 
But before this migration can occur, there are some fundamental issues that need to be addressed. Consider for example:

· Is there in fact demand for assurance on information disseminated in XBRL format? And, if so, on what is assurance to be provided? 
Let me illustrate this issue with some examples. One possibility is for assurance to be provided on the traditional financial statements as converted to XBRL format. The US Attestation Standard 101 provides some guidance for attest functions on XBRL formatted reports; but, this may be only a starting point on the path to progress assurance upon all relevant aspects of an XBRL formatted financial statement. Another possibility is an opinion only on the XBRL instance document, being the financial statement in XBRL format. If so, should assurance extend to all elements in the instance documents, including the data tags, taxonomy references and other data elements not ordinarily transparent in ‘paper-based’ financial statements? 
Alternatively, should a combined audit opinion about the quality of the data and the data presented as derived from a dataset in XBRL format use a specific style sheet? Or is assurance needed on the XBRL preparing process?
In short, since data in XBRL format can be presented in different ways and data elements can be approached or processed separately from other data, the fundamental issue relates to “document-level” assurance versus “data-level” assurance.
Related to this issue is the question of the level of assurance that is needed, what would audit-level assurance (if that is possible) cost, and would users be willing to accept that cost for the benefits obtained? And regulators, stock exchanges and intermediaries must reflect further upon the assurance required. The answer may depend on their view as to whether financial information in XBRL format should not only be permitted – but required – when financial information is filed with them. [As an observation, given recent experience with the implementation of Sarbanes-Oxley, the question of value for money needs to be carefully considered.] 
Further, additional investigation is needed into the professional and legal issues surrounding information disseminated over the internet and in XBRL. 

XBRL developers, in conjunction with the accounting profession and academia, must therefore continue to identify, explore and resolve issues relating to the ability to provide assurance on data reporting in XBRL format, and seek ways to enhance further the “auditability” of electronically exchanged financial information. I am encouraged by XBRL International’s recognition of this need. In 2005, the XBRL International Steering Committee approved the Charter and Action Plan of the XBRL Assurance Working Group, representatives of which have begun important liaison with IFAC and its International Auditing and Assurance Standards Board.
XBRL and Governmental Entities
It is important, also, to be aware that XBRL is very flexible and is applicable for financial reporting of government entities as well as companies. With the use of XBRL, government bodies will be able to offer more efficient and effective financial reporting themselves. I would note that this does require a high level of commitment to transparency. For example, XBRL:

· akes the preparation, dissemination, and analysis of financial and compliance reports of government departments and agencies more efficient and effective.

· Provides more relevant and reliable interagency exchange of information by

allowing for technology independence, less human involvement, and more reliable and efficient extraction of financial information and compliance reports.

· akes government financial information and compliance reports more readily

available and less expensive by providing faster, more accurate electronic searches for information.

· Facilitates the use of continuous single auditing for all government entities.

· nables governments to leverage IT investments over a variety of applications.

· s an open-architecture technology that can be adapted to any accounting

standard including government accounting standards.
Conclusion
XBRL is ideal for conveying information in electronic form to market participants and regulators for automated inclusion in their analysis, models and other consumer tools. In this way, XBRL has started to address the current capital market supply chain distortion and omission that takes place when information items pass through the information intermediaries. With XBRL, consumers are provided with greater access to and analysis of reported information. The result is an enhanced reporting communication process. The same fundamental premise holds true for governmental entities that use XBRL.
Although the standardization and automation of the supply chain is driven by economics, all of this efficiency must be built on a foundation of trust and enhanced credibility. To achieve this, the continued active collaboration of market participants is needed. 

Ultimately, XBRL will underpin improvements across the spectrum of financial reporting.  Users’ decisions will evolve gradually to depend on ready access to financial information in XBRL form. Initially, reporting entities providing data to capital markets in the format will stand out. Over time, use of XBRL will become an operational and financial reporting necessity. Together with all of you, and the accounting profession’s commitment to integrity in financial reporting, we can take further steps towards the important goal of enhancing the credibility of financial statements.

Thank you. 
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