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 “In 2004 when I was looking at the macro numbers and the 
volume and composition of derivative trades, and seeing the 
fragility of systemic controls, I realized that it was just a matter of 
time for the plane of international finance to crash. From the 
outside, things looked very upbeat. Even in 2004, all signs of an 
impending financial crisis—the same signs that characterized the 
financial crises of the past four centuries—were already clearly 
visible to those who wanted to see them. However, all financial 
actors were too busy enjoying the party, until faced with the reality 
check that goes with economic fundamentals. The end of the party 
resulted in….. the private sector “sub prime” Ponzi scheme to spill 
over onto our national balance sheets, creating a moral hazard at 
its worst.” 
 
         Interview Jules Muis with the International Federation of    
         Accountants (IFAC), 2010  
 
This is an addendum/update to my written submission* for the  
(September 19, 2011 rescheduled) May 30, 2012 European 
Parliament CONT hearing on the mandate and organizing principle 
of the European Court of Auditors.  
 
______________________________________________________ 
* THE MANDATE OF THE EUROPEAN COURT OF AUDITORS RE-EXAMINED, 
PREPERATORY PAPER IN CONTEXT OF A PRESENTATION TO THE COMMITTEE OF 
BUDGET CONTROL (CONT) OF THE EUROPEAN PARLIAMENT ON THE SUBJECT OF “ 
FUTURE ROLE OF THE EUROPEAN COURT OF AUDITORS, CHALLENGES AHEAD AND 
POSSIBLE REFORM” 

 



 
Objectives of this addendum 
This supplementary paper is aimed at highlighting some 
subsequent events and their effect, if any, on my position initially 
taken in my September 19, 2011 written submission *.  
In particular, to illustrate the considerable contribution also micro-
financial gatekeepers, such as auditors, can make, bottom up, to a 
timely and substantive identification of systemic risk at the base of 
the ongoing financial crisis. And the (very limited!) resources and 
added skills this would take.  
 
In particular the powerful advantage the ECA would have in terms 
of an independent professional look at the financial architecture – 
including all relevant actors in that architecture, from regulators to 
oversight agencies and the financial industry itself - all being part 
of the solution as well as part of the problem at the same time. 
 
In the process to emphasize the need for a fundamental revamp of 
the ECA’s governance construct itself, in particular if it is to meet 
public and Parliamentary expectations as regards any expanded 
role. 
 
I will illustrate my point by evidencing in the annex public 
warnings signs given myself for many many years, as an 
accountant, in the run up to the financial crisis. 
 
Reconfirming my September 19, 2011 views 
 
It may be useful to first repeat/summarize my believes as 
expressed in my September 19 paper: 
 

 that the mandate of the ECA provides adequate room for the 
Court to structurally entail on broadening its focus to include 
the timely identification of systemic risk facing the European 
financial system. That is to say risks that may impact some 



day the orderly and proper and prudent financial 
housekeeping of the EU, both from a policy perspective ( 
economic-financial-monetary), as well as from a financial 
architectural angle. 

 It is my contention that this can effectively be done budget 
neutral if the European institutions were to agree that the 
Court’s present narrow, predominantly 
transaction/accounting focus, the DAS in particular, were to 
be re-examined on ongoing usefulness, relevance, and 
impact. Having said that, I also would like to reconfirm that 
historically the DAS, whatever its shortcomings, have served 
all stakeholders well as a change driver for the better in the 
Commissions good financial housekeeping hygiene.   

 The risks embedded in the present ‘pound-foolish-penny-
wise’ ECA audit emphasis ( my label, my responsibility, my 
value judgment !)  have already been raised at earlier 
CONT/COCOBU hearings when discussing the paper-thin 
ECA focus on efficiency and effectiveness of the EU’s main 
(shared management) policy programs, the lack of 
substantive accountability consequences for auditees 
whatever (negative) the DAS picture, and the predictability 
of the outcome of the DAS for the coming five years. Not 
taking on a monitoring/reporting role on systemic risks as 
contemplated, deepens and sharpens that added value deficit 
and contrasts it even further. 

 Seeking recognition by the ECA and its stakeholders that the 
present organizing principle of the ECA - its top management 
by necessity being composed and represented by one member 
of each member state, the auditees! – has run out of its useful 
life, if it ever had one. And stands in the way of the ECA’s 
own credibility as an EU overall interest inspired 
professional, rather than as a political geographic-
representational organization first. And that therefore it is 
time to revise its statute such that the best possible 
professionalism is and will be seen as the driving force in all 



it does. And that geographic representation, consensus 
management, should be abandoned in favor of a much more 
streamlined, competence and skills driven top down 
management structure, with clear accountabilities.  

 
Different viewpoints possible, inevitable 
 
I am well aware of the fact that some of my respected fellow 
witnesses/speakers at the May 30 hearing, will not, or do not fully 
subscribe to my viewpoints expressed.  
It is the diversity of viewpoints that will bring us to the best 
solution. I will be happy to listen to their position and arguments 
and comment on any differences, and their reasoning, at the 
hearing. 
 
In this debate I will take the viewpoint of the EU taxpayer, annex 
voter. Remember that perceived  or alleged poor financial 
housekeeping is a powerful and often convincing yet totally 
unnecessary  argument used by Euro-skeptics to derail the EU 
venture.  
 
Hence, to put the issues at hand in a colloquial man-in-the-street 
fashion: “Do I get bang to for my ECA audit buck?”   
And if not, what changes would I envisage? 
 
 
 
 
The national declaration and the European Parliament 
 
The idea of a national declaration, initially launched and repeated 
over and over again at the European Commission’s IAS 
“Verstehen” conferences, first in 2001, has been courageously 
taken up and endorsed by the European Parliament for many years 
now. For this powerful instrument equally consistent to be rejected 



by, in particular, the Council. Despite this rejection ( bordering on 
gross negligence ) four member states have volunteered to 
experiment and introduce this considerable contribution to the 
integrity of the EU’s financial controls and accounting framework.  
 
In the meantime, the Commission has recently launched a new 
commendable initiative, the Proposal for a regulation amending 
Regulation (EC) no 223/2009 on European Statistics - COM 
(2012) 167). Requiring, in the wake of the upheavals and 
questions surrounding the integrity of member states’ 
statistical macro numbers. And member states to submit a 
national declaration about the veracity of the numbers 
submitted, to be countersigned by the Commission. 
 
Needless to say, successful introduction would be a major step 
forward, and also set a useful precedent: offer a renewed 
opportunity for Parliament to try again the introduction of also the 
‘national declaration’ for the member states’ proper use and 
application of EU funds. 
 
Yet we note the Commission’s proposed new Financial Regulation 
does not include a requirement for the ‘national declaration’. Based 
on a defeatist acknowledgement by the Commission that most 
member states are against it. In auditing this approach is known as 
‘agreement by exhaustion’, and it mostly bodes ill for quality 
financial regulation with teeth. 
 
I repeat here what I have tried to hammer home over and over 
again the last decade: ‘a DAS (audit) system without such ‘national 
declaration’ is like wallpapering the bedroom with the roof still 
leaking’.  
It offers a controls framework which entertains the illusion that an 
auditor/the ECA can fry a chicken out of an omelet, by way of the 
DAS. It is auditing 1.01 that tells us that any audit process starts 
off with proper auditee representations. It is, if possible at all, not 



an open-ended discovery process. Effectively reversing the burden 
of proof onto the ECA auditors shoulders that something is amiss 
by sending the auditors on a wild goose chase. 
 
Worse, even the best kids in the EU financial prudential class, the 
UK and the Netherlands, two countries that have volunteered 
introducing the national declaration, refuse to give assurance in 
their national declaration about the correctness and completeness 
of the annual contribution due to the EU. 
 
This situation continues to make for a pretty shaky EU financial 
controls construct: If the auditees refuse to express their own belief 
in their own numbers. And if on top of that the ECA itself signals 
scope constraints in accessing revenue relevant statistical data, it 
really becomes a credibility issue of the new Financial Regulation 
framework before it even sees the light of day.  
 
It looks to me that CONT/Parliament would be well advised to 
remind its members that it has the powers to reject this half baked 
construct, which now threatens to become carved in stone in the 
new financial regulation for many many years to come. 
 
 
 
 
 
 
A crisis solving ‘progress’ report 
 
The present ongoing financial crisis has migrated from the private 
sector financial industry onto the national and multi-lateral and 
central banks balance sheets, buying time, leaving much of the 
financial fragility of the private financial sector still intact, and 
ever more mortgaging the public sector’s finance, central banks 
included. 



  
New constructs to address these challenges, such as the ESM, can 
contingently have a material impact on the EU budget dynamics – 
the prime focus of the European Court of Auditors mandate. This 
has been, aptly though belatedly, recognized by the recent 
discussions on the monitoring mechanisms of the European 
Stability Mechanism. Which, in Article 30, now recognizes the 
need for the setting up of a (five (wo)man) Board of Auditors, 
involving a majority of Supreme Audit Institutions, including the 
European Court of Auditors. Although its exact mandate it is yet to 
clearly defined. 
 
This is an excellent juncture for the European Parliament, next to 
the ECA and its national colleague institutions, to involve ECFIN, 
BUDG, SG, the ECB and the new cross European agencies such as 
ESMA, EBA,EIOPA and the Systemic Risk Board, to promote a 
better understanding of the exact arrangements, to particularly 
assure a seamless approach of micro and macro-prudential 
measures by making sure the construct is integrated rather than 
stove-piped or self-centered, and not only focused on firefighting 
to-day’s emergencies. But that the measures also lay the basis for a 
robust systemic risk early warning system - in other words also for 
fire prevention, moving forward. 
 
 
Making a case for a permanent fix 
 
 
Thus, there is a real risk that once this crisis has subsided we may 
think we can return to business as usual, and we will not need a 
more permanent mechanism for making sure that the systemic risk 
at the basis of a next possible crisis can be ignored. And that 
auditors have little or nothing to contribute on an ongoing basis to 
an early warning system on systemic risk, i.e. deep rooted risks 
that have the ability to upset the whole financial system, either 



cumulatively, or autonomous, as the result of a single calamitous 
event.  
 
It is my strong conviction that Supreme Audit Institutions (SAIs) 
the ECA in particular at  EU level, have the ongoing potential, or 
even duty of care, of playing a robust diagnostic ‘bottom up’ role, 
stemming from their responsibilities as ‘micro’ financial 
gatekeepers of national and the EU budget(s), including budget 
exposures of organizations in both the private as well as public 
sector which possible collapse could trigger a systemic upset of the 
whole financial system. In particular in timely identifying and 
smoking out the inevitable political ‘non-discussables’, i.e. the 
taboo subjects we find in all regulatory settings. The ECA would 
be excellently placed making sure that the systemic risk picture 
given by regulators and monitoring agencies is not only correct, 
but also complete. 
 
SAI’s are already involved ‘by default’ in monitoring the costs and 
exposures as a result of the crisis, and some have taken an 
extremely proactive role, clearly anticipating that ‘systemic risk’ 
will be on their agenda to stay. 
 
For an excellent country initiative in that direction I refer to the 
special websites set up by the Netherlands Court of Auditors on 
EU-governance (www.rekenkamer.nl/eu-governance), EU-budget 
accountability (www.eu-accountability.eu) and it special website 
on the financial crisis (http://kredietcrisis.rekenkamer.nl/ ). 
 
 
 
Once the dust has settled SAI’s can offer considerable added value 
to their parliaments, policymakers and taxpayers alike on an 
ongoing basis to make sure the body politic has a complete risk 
picture from an independent-professional micro and macro-
prudential perspective.  



Which, by logical extension, would also entail a macro-prudential 
top-down view on the systemic risk profile of the EU finances in a 
global world. 
 
In this, the European Court of Auditors would have a special, an 
overarching, more independent professional role in making sure 
the interest of the (EU) as a whole is taken care of. And that it is 
not the smallest common denominator interest of the (member 
states) parts that prevails. And regulatory capture, national, EU 
and international, is properly and timely identified. 
 
This will also require quite a sea-change in cooperative/governance 
thinking among and within the national Supreme Audit 
Institutions, which in the past have vehemently protected their own 
turf from outside intrusion, on how exactly they cooperate with 
one another. As well as with(in) the ECA itself. 
 
‘Coordinating mechanisms’, whatever commendable progress they 
represent, simply no longer suffice. 
Which also requires preparedness by and statutory room for the 
ECA to show European professional leadership, hence goes 
beyond playing the ‘primus inter pares’ role. 
 
INTOSAI can, and will no doubt continue to play a catalyzing role 
in the further evolution of new organizing principles when tackling 
the ‘systemic risk’ role of SAI’s. But I do think that the EU cannot 
wait for first a global formula to emerge. In other words  that I see 
an ongoing need for the European parliament and national 
parliaments to assure the creation of credible SAI governance 
mechanisms in tackling common EU systemic risk monitoring 
challenges. 
 
 
De-mystifying the contention that foreseeing a crisis of the 
present magnitude is impossible 



 
 
Which leaves me to refute some often heard fairy tales: 
 
 *that a financial crisis as we witness today cannot be predicted, 
recognized at its inception;  
*that a ( exotic finance triggered) solvency, economic and 
sovereign debt crisis, as at present, is just a matter of economic 
nature in having its course, a manifestation of the usual boom/bust 
cycles we have known for many generations;  
*that accountants&auditors with their green eyeshade micro optic 
cannot play a useful role, any role at all, in the monitoring or early 
warning process for systemic risk. 
 
I will try to refute that contention with a selection of quotes from 
your witness to-day, going back to 1996 and thereafter, in the run 
up to the crisis. Demonstrating a decade plus long personal 
struggle to make same regulatory powers who allowed the 
worldwide emergence of a brain-dead deregulation mode, against 
the background of an ever more Byzantine catch-as-catch-can 
Darwinian financial system, understand that we were/are playing 
with hellfire. 
 
It is a sardonic selective account of at least one accountant who 
was of the opinion, thanks to the input of many other accountants 
and auditors and regulators at the time, that a crisis of this nature 
and magnitude are/were foreseeable and manageable. And that, 
had the political will existed, adequate, basically very simple steps 
could have been taken to avoid the mess we are presently in. And 
will be in for quite some time to come. 
 
The good news is that if this one man band could see it coming, a 
team of 10 much better equipped professionals under the wings of 
a venerable institution such as the ECA surely can make a real 
difference in avoiding a next similar crisis, moving forward. In 



particular if it could combine forces in a credible governance 
setting beyond lateral cooperation, with national SAI’s. 
 
And the EU as well as the world would/could be a better place. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
ANNEX  
 



CAN AN AUDIT PERSPECTIVE PLAY AN EFFECTIVE 
ROLE IN THE EARLY DISCOVERY OF SYSTEMIC RISK? 
 
A  SELECTION OF  EARLY WARNINGS FOR A  21st 
CENTURY FINANCIAL CRISIS IN THE MAKING. 
 
 
 
Legitimate questions can be raised whether micro financial 
gatekeepers such as auditors are well placed, or qualified at all 
to play a useful early warning signaling role in the emergence 
of systemic risks, especially those which threaten the global 
financial system. 
 
Finally, with a few exceptions, even the specialists par 
excellence for such role, the community of economists, utterly 
failed foreseeing the collapse of the financial systems. Worse, 
economists basically had declared victory by suggesting most 
economic fundamentals to be under reasonable control.  
And economic-monetary institutions even had, in the wake of 
the East Asian crisis at the end of the 20th century, introduced 
overarching new monitoring agencies such as the Financial 
Stability Forum (FSF) to specifically focus and forewarn on the 
possible emergence of systemic risks.  
 
Alas, the FSF looked too much at the world from the usual 
economist helicopter perspective, ignoring too much the 
capillary views accountants and auditors have to offer, if the 
will/base gumption is there to express them. (As a complement 
to, not a substitute for standard economic wisdoms).  
 
Economists were splendidly placed to oversee the ‘in control’ 
aspects of the world economy, subject to regional distortions 
and the regular boom/bust cyclical distortions peculiar to the 
pendulum swings in economic history. 



 
Yet they did not see this financial system crisis triggered 
economic crisis coming. Because they ignored the fragile 
international architectureal risks, the many unknowns in the 
financial system equation. And could not see the salesmanship 
and gamesmanship  that went into the valuation of complex 
financial products and the opaque accounting thereof. 
(In the meantime, a lot of helpful soul searching has been done 
by the economist community, going beyond the purpose of this 
paper. The public accounting community is still keeping its 
head low, waiting for the reform storms that have hit their 
shores to subside without too much damage to the status quo). 
 
One of the questions still unanswered in the post mortem on 
the failure of financial gatekeepers is: “what was the signaling 
role of the micro-financial gatekeepers, the accountants and 
auditors? How come that financial statements of too big to fail, 
even too big to bail, financial institutions could have been 
signed off by management and their auditors on what proved 
to be  - for all economic purposes - hot air profits. Without 
hearing a single word of warning from the accountancy 
profession? How come that whole institutions were at risk 
keeling over, without there being a word from the auditors as 
to the going concern risks. Many financial institutions blessed 
with a clean audit opinion months, sometimes weeks before 
many of these giant institutions collapsed; or would have 
collapsed without government intervention?  
 
Given this failure of the accountancy profession to play any 
constructive role in the early discovery of the pain at hand, or 
even having given false comfort and ignored warnings, why 
should we even consider the audit profession, or in this case the 
ECA, to be able to play any substantive role in the future when 
laying a new base for avoiding a crisis of this magnitude ever to 
happen again? 



 
My simple answer is that if the will is there, and assuming the 
recruitment of the right skill base - to also include macro-
prudential competencies - the audit profession in general and 
the ECA in particular - could play a most useful 
complementary role in adding a bottom up view to the systemic 
risk spectrum.  To complement and challenge the economist’s 
usual 30.000 feet high perspective. With the added advantage 
of being able to work within a solid independence statute. 
Making sure that both micro and macro approaches 
complement and dovetail with one another. Hence expecting 
both ‘controls’ cultures to take a mutual interest, the 
economist to better understand the importance of credible 
accounting and corporate governance systems, the auditors 
and accountants better understanding the top down analyses of 
economists. 
  
I will next illustrate that with a selection of personal warnings, 
especially but not exclusively focused on the Netherlands.  
 
The Netherlands had, before the crisis at least, a proud if not 
overconfident financial industry amounting to four times 
Dutch GDP. With investments, hence financial experience, all 
over the world, decades, centuries. The birthplace of the great 
tulip bulb crisis of the 17th century. With Dutch nationals 
taking up prestigious positions in international forums such as 
the Chairmanship of the Basel Committee.  
But it is also a country which nevertheless allowed itself to be 
caught off guard, based on wishful thinking and ignoring 
warnings. With as a result the need to bail out a significant 
portion of its financial industry. 
 
The warnings that follow were predicated on an accountants 
perspective: trying to explain the disconnect clearly visible 
between the micro-numbers and macro numbers, the fluff  



found in the micro numbers themselves, predicated on dubious 
mixed attribute accounting rules and pliant overly rules driven 
auditors; a consequent lack of double entry profit/loss 
recognition sense at the macro level -  in particular for complex 
financial products in what should have been a zero-sum game.  
All this within a totally unaccountable Swiss cheese 
international financial architecture and regulatory capture, 
our very own EU regulator, DG Market, not excluded. 
Financial gatekeepers having joined the Wall Street 
deregulation party and, not unlike Mr. Prince of Citibank, 
only to stop when the music stopped. 
 
I am submitting these personal quotes to clarify why I think 
that a micro-prudential organization such as the ECA with its 
macro-prudential spill over responsibilities, if it acquires a 
good feel and solid skill base for also macro-prudential 
matters, and thanks to its solid independence statute, can for 
little or no additional cost do miracles in an independent 
assessment of the systemic risks (profile) facing the EU 
economy. And, by implication, also the EU budget. For 
Parliament to consider. 
 
But not without one more optimistic assertion.  
 
Any such task will not require a lot of resources.  
 
If this new ECA role requires more than 10 professionals + a 
reasonable budget for outside consultants for ad hoc projects, 
then the ECA has hired the wrong professionals or is on its 
way to-wards building another bureaucratic monster the EU 
can do without. 
 
 
I will try to illustrate that by way of a few off the seat of an 
accountants pants observations made over, principally the last 12 



years. It was not rocket science. 
 
 
On the heart of the matter: 
 
“In 2004, facing a skeptical audience of 1,000 financial experts 
from the public and private sector in the Netherlands, the Dutch 
registered accountant Jules Muis ventured an unorthodox 
prediction from an accountant’s perspective. “A major financial 
crisis is an accident waiting to happen,” he claimed. “The 
accountancy profession has lost touch with the language of  
finance.” Worse, “the haute finance fraternity is no longer in touch 
with its own language.” According to Muis, the emergence of 
ballooning bubble economies and a disjointed financial 
architecture, as well as unaccountable regulatory and oversight 
bodies, all set the scene for a crash.  
The recent financial crisis has since renewed the need to 
strengthen the international financial architecture, as Muis 
proposed some 10 years ago”. 
               IFAC 2011, interview, website publication 
  
______________________________________________________ 
 

“ Hopefully ( …with this toolkit…) accountants and auditors 
will have a better chance to find themselves at the right side of 
the table, when, inevitably, the next (financial) crisis strikes” 

 

“Survival Kit for Accountants and Auditors in a Turbo 
Derivative World”  

joint article by Dipu Ghosh and Jules Muis, NIVRA, October 
2005 

 



 
______________________________________________________ 
 
On derivatives: 
 
“.......in this context the professional inability to come to 
satisfactory closure on accounting standards for derivatives is 
disturbing. It is my considered opinion that there is a need for 
stricter regulation, and a sharpening of the responsibility and 
accountability of managers and accountants for products they do 
not (quite) understand or appreciate. 

My proposal is to limit access/trading of derivatives to those which 
are “dog tagged” with an adequate explanation of their economic 
dynamics, risks, their architecture, both for buying and selling 
parties.” 

“Note that tagging will also keep off the market those financial 
products that cannot be accounted for sensibly, either because of 
inadequate accounting tools, or, indeed, as a result of the 
unmanageable complexity of ethereal financial instruments.” 

Speech Tenth Conference Government Financial 
Managers,Washington DC, December 12, 1996 

 

 

“We will witness the systemic consequences of working with empty 
tool kits on matters which are of global monetary significance” 

So what we probably need is another major crises to force the next 
step up. A financial fragility inspired derivative crises---absent a 
macro double bookkeeping system for derivatives—is for me one of 
the main candidates to introduce such crises.” 
 

 



Speech, Amsterdam, Conference Ministry of Finance, May 13, 
2004 

______________________________________________________ 
 

“We believe the language of finance, and the products that go 
with it, has outpaced itself and is stretching the accounting 
profession’s ability to convincingly identify and extract the risk 
profiles and the substantive economics of too many 
financial/derivative products”.  

“Let us remember, complexity can also be a premeditated attempt 
at confusing counterparties, including their accountants and 
auditors.” 

 “If you do not understand the controls risks that go with in-
transparent (by design or by default) products, or if you do not 
understand whether a product is crystal clear or obscure, or the 
valuation models used oblique, stay away from suggesting you can 
deal in, or account for, or audit it; whatever the workplace 
pressures to pretend you do.”  

“Applying IAS 39 becomes as challenging as turning ‘Fraternite, 
Egalite, and Liberte’ into a single democratic delivery platform”. 

“We have to understand that derivative numbers are getting so big 
that the world cannot ignore the fact that, both thanks to and 
despite IAS 39, there can be asymmetry in earnings recognition 
between parties on counts and, by extension, the possibility of 
economic bubbles. There is at present no one in charge, or able, to 
tell us whether the whole is more or less than the sum of its 
basically zero-sum-transaction parts. We do not know the 
existence of bubbles. There is no monitoring of possible systemic 
risk by lack of double-entry bookkeeping for earning recognition at 
the macro level.”  

 

Quote from “ A survival kit for accountants and auditors in a turbo 



derivative world”, published in ‘de Accountant’, 2005 
 
 

“Former President (of the Dutch institute of Accountants) Jules 
Muis) claims..that…the accounting of..complex financial 
transactions goes over the head of specialist accountants: “That 
will break our back” he told his fellow accountants. He sees their 
inability to dissect complex financial constructs as a major threat 
for the financial stability in the world”. 

 
 
Report in “Fiscaal”, December 24, 2004 
 
 
Q/A on base triggers of financial crisis 
 
“(Muis) says accountants have no clue what exactly happens in the 
worldwide trade in derivatives…. 
 
(He) see the audit gap in derivatives as the “ biggest threat to 
financial stability. 
 
(Muis) draws a parallel with the East Asian crisis (of 1997) 
 
 “Accounting for derivatives is my main concern. We have created 
a new economy. If we do not develop proper accounting standards 
(for derivatives) things will blow up one day. If we do not know 
how the profits on derivatives emerge, than the accounts of our 
companies are full of thin air” 
 
 
 
Report in ‘het Financieel Dagblad, December 5, 2004 
 



 
 
Q/A Quote on financial fragility, regulators and the financial 
architecture: 
 
Interviewer: “Granted, predicting a crisis is the easy part. 
One day, one will always be proven right. Predicting a crisis 
for the right reasons is another story. So, what were the 
signs you identified at that time?”  
 
Answer Muis: “I  first vented my deep unease with the 
fragility of the financial system  in 2004 at a forum of 1,000 
financial experts in the Netherlands—the Dutch Minister of 
Finance was the keynote speaker—fully realizing the risk of 
looking too alarmist in an audience for whom the fruits of 
financial fortune seemed never-ending.  
I pointed out the following: 
*An overly euphoric (US) housing market boom—too easy 
for comfort; 
*The emergence of overly complex derivatives, for virtually 
all players, including accountants;  
*AIG and Fannie Mae as my favorite suspects;  
*Auditors who simply no longer understood the language of 
finance;! 
*A disjointed financial architecture, with gaping black holes 
standing in the way of understanding the financial flows; 
*Unaccountable oversight structures, with the same gaping 
black holes; 
*An audit profession too rules driven and too chicken to use 
anything else besides clean opinions; 
*Ever more convoluted mixed attribute accounting;  
*The failed 2004 attempt to fix off balance sheet accounting 
post Enron once and for all—due to a powerful financial 
industry lobby that lobbied the new regulation into sweet 
nothingness; 



*An abundance of perverse (bonus) incentives standing in 
the way of building an effective macro and micro controls 
framework able to avoid financial turbo crises. 
 
Even in 2004, the warning signs were already all over the 
place!” 
 
                       Interview jules muis with IFAC, 2010 
 
 
 
“ A sound financial architecture is a prime enabler of a strong 
economy, supporting and supported by both public and corporate 
governance” 

Speech SEC, Washington DC, April 12, 1999 

 

__________________________________________________ 

 

“..I believe that there is an urgent need to consider all actors in 
the international financial architecture as being not only part of 
the solution but also a major part of the problem. This is a 
precondition for progress beyond reactive, best efforts towards 
much needed, proactive, results-based fixes. That requires taking 
the debate beyond non-committing lateral discussion platforms 
such as the Financial Stability Forum…..” 

“We have to understand that, in the design of informational 
integrity, the public and private sector are two wings of one plane 
and that corrosion of one wing means erosion of the dynamics of 
the other. As a result, what should be virtuous circles of mutual 
inspiration, degenerates easily into vicious circles serving only 
vested interest and the status quo, even against a backdrop of 
proclamations of ‘making progress’.” 



 

Speech, ICAS, JWM, Edinburgh, October, 2004 

 

 

___________________________________________________ 

 

 

“ …In the same vein as above, it might not be a bad idea if 
national and international regulators and/or best practice 
agencies (IOSCO, BASLE) were to disclose their own operating 
philosophy, independence,, (major) disconnects with international 
standards if any, their compliance and enforcement mechanism 
and its results; and the adequacy of their resources.” 

“ …[ Through disclosure and assurance statements]..standard 
setters and regulators would recognize their public function and 
tell the world on their own steam whether and in how far they, and 
their stakeholders can meet their self-generated expectations…” 

 

Speech, Paris, IFAC/IFAD, March 30, 2000 

 

___________________________________________________ 

 

“…Fifth, we have the regulators. All nationally inspired first. 
Understandably inclined defending their own turf, language of 
business, culture, philosophical base, hence their management and 
distribution of wealth concepts…. 

Willing to recognize the global good…but mostly only willing to 
move into somebody else’s direction if there is no other option; 
rules of engagement often decided by the right of the strongest. 



 Since our world has no organizing principle that, up front makes 
‘global interest first’ the operating principle, what cannot be 
decided by power politics is decided by largest common 
denominator…” 

Speech, Paris, ICC,  Februari 29, 2000 
 
 
 

“Regulators play a crucial role in standard-setting and 
compliance enforcement and sometimes in both. They do not 
operate in a vacuum but are part and parcel of our socio-political 
fabric and hence are as politicized as any other creature (in fact 
more so more often than not). In enforcement they have the natural 
advantage of the benefit of hindsight.” 

 

“Survival Kit for Accountants and Auditors in a Turbo 
Derivative World”  

joint article by Dipu Ghosh and Jules Muis, NIVRA, October 
2005 

______________________________________________________ 

 

 

“Regulators are subject to the same professional-technical 
conundrums as everyone else and are caught up in yesterday just 
like you and me. In fact, in many ways, they are just like the rest of 
us. Everything they do today is influenced by what happened 
yesterday, and as a consequence most of the new regulation we see 
emerge is reactive at best, always one step behind business 
developments, fraught with internal consistency issues and 
mortgaged by pressing legacy problems and a hunger for showing 
‘progress’ is being made, hence rushed.”  



“However, regulators are also all too often grossly under-funded 
to meet their systemic remit; and hence never in a position to give 
positive reasonable compliance and/or systemic assurance at their 
operating level ( just in case you wonder why you are the first and 
last in line to give positive assurance, whatever). Therefore, 
regulators are part of the solution but also a chronic part of the 
problem, just like you, your firm and your professional institute.” 

“Survival Kit for Accountants and Auditors in a Turbo 
Derivative World”  

joint article by Dipu Ghosh and Jules Muis, NIVRA, October 
2005 

 
 
 
 
 
 
________________________________________________________________________ 
 
 
 
 

“In a world where executive compensation has become a 
dangerously greedy perversion, the art of accounting is outpaced 
by the language, complexity and volume of the financial markets; 
the back-office reality checkers can no longer see or quite 
understand what happens in the front-office; gaming the rules has 
more stature than ruling the game; we have dropped the 
cautionary belt and braces of traditional accounting in favor of the 
unknown that goes with mixed attribute and fair value accounting; 
the financial markets themselves too often not understanding their 
own products; where we have no systemic double entry 
bookkeeping for income recognition and accounting at the macro 
level; with no clear global ownership structure for the solutions, or 
the lack of it, and no clear overlord; in any such world the devil is 
and will always be in the bottom line”. 



Speech ICAEW conf Washington DC, December 5, 2005 

 

“Accountants can perhaps not prevent the next crisis”, Jules Muis 
says, “but they have (the choice) in hand at which side of the table 
they find themselves when it happens”. 

 

“A core problem is that accountants have forgotten to say ‘ I no 
longer understand’ even where it concerns the opaque world of 
derivatives”. 

 

“Restoring the dignity of a well reasoned ‘disclaimer of opinion’ 
on the accounts would help the auditor enormously in restoring the 
profession’s reputation. ( An audit disclaimer) is substantially 
more substantive and informative than a (misconceived) clean 
audit opinion.” 

 

“ Withholding the non-opinion- how this could become the 
Century of the Truth”, article in “de Accountant”, April 2005 

___________________________________________________ 

 

“Structural micro problems converge inevitably into macro issues. 

For our (audit) profession this means that we have to reflect on 
accounting, auditing and the audit report as an economic 
fundamental” 

“ Withholding the non-opinion- how this could become the 
Century of the Truth”, article in “de Accountant”, April 2005 

 

_____________________________________________________ 

 



“ Who said that no major (Dutch) financial institution could (ever) 
collapse ?” 
 
Rhetorical question Jules Muis, in “The End is at Hand, To-
morrow better Weather”, published in ‘de Accountant’, November 
2006, ( about 2 years before three quarters of the Dutch financial 
industry was forced to be bailed out and go on government life 
support). 

 

___________________________________________________ 

 
 
 
 

 I also deeply regret the (European) Commission’s carve-out 
provisions on IAS 39 (on derivatives).  Its inability/unwillingness 
to endorse without qualification the IFRS (especially on a subject 
as important as derivatives) is an indication of the Commission’s 
own assumptions on its accounting/control culture: that 
everything, including controls, is negotiable. 
 ……………………………………………………………………………………………… 

….That requires lifting the debate beyond non-committing lateral 
discussion platforms such as the Financial Stability Forum, ….. 
and to engage in a penetrating debate on the adequacy and 
effectiveness of the present governance debate - if only to prevent 
further systemic failures in an ongoing fragile financial world 
system, based on too opportunistic standard setting. 
 

Speech, ICAS, JWM, Edinburgh, October, 2004 

 

 
 
 
 



 

 

 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 



 
 
 
 
 
 
 
 
 
 
 
 


