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DATE: JULY 1 2005 
 
FROM: ANGELO CASÒ 
 CHAIR – SMALL AND MEDIUM PRACTICES (SMP) PERMANENT 

TASK FORCE 
 
SUBJECT: SMP ACTIVITY REPORT   
_____________________________________________________________________________________ 

Section 1 Introduction 
1.1 The SMPPTF last met in Prague on March 7-9, 2005. Its next meeting will take place in 

Bahia Salvador, Brazil on October 20-22, 2005 so as to coincide with the 26th 
Interamerican Accounting Conference.  This report summarizes the activities of the SMP 
Permanent Task Force (SMPPTF) since November 2004 and outlines its planned 
activities for the remainder of 2005 and 2006 including a provisional action plan in the 
area of small and medium entity (SME) financial reporting. Since writing this report 
representatives of the SMPPTF have participated in the Clarity Forum on July 11, 
2005.  

1.2 The planned activities take account of the feedback received at the 
SMP/SME/Developing Nations Consultative Conference in Prague March 10-11, 2005. 
As well as encouraging IFAC to host a similar consultative conference in 2006, delegates 
suggested that IFAC and other international groups address the following SMP/SME 
related issues: 

• Greater SMP representation on IFAC boards, committees and task forces; 
• The urgent need to develop accounting standards which are relevant to SMEs and 

to find a way of addressing the needs of entities not covered by the IASB’s 
accounting standards for SME project; 

• The need to ensure that ISAs are relevant and easily understandable to 
SME/SMP; and 

• Consideration of the use of limited assurance engagements (reviews) as an 
alternative to an audit, and the importance of ensuring that this service is clearly 
understood. 

1.3  This item supports the following IFAC strategic priorities: 

• Standard-Setting - Actively support global convergence to IFAC standards 
and International Accounting Standards Board standards and work towards 
resolving barriers towards convergence, including consideration of the 
approach to writing pronouncements and the need to simplify language 
where appropriate. 

• Professional Leadership - Identify and address the needs of small- and 
medium- sized practices, working in cooperation with member bodies and 
other relevant groups, sharing knowledge and assisting member bodies. 

Section 2 Strategy and Objectives 
2.1 The SMPPTF is charged with identifying and representing the needs of SMPs that 

principally provide accounting and assurance services to SMEs. The SMPPTF’s main 
role is to: 



IFAC Education Committee Meeting   Agenda Item 13.5 
October 2005 – Kuala Lumpur, Malaysia 
 

Prepared by: Claire Egan (October 2005)      Page 2 of 7 

• Directly work with IFAC committees and boards and other standard-setting 
bodies to ensure that they are aware of and give due consideration to issues 
relevant to SMEs and SMPs.  

• Facilitate the communication and sharing of information between member bodies, 
IFAC committees and task forces and other external groups.  

• Support SMPs that provide accounting and assurance services to SMEs by 
leveraging the work of member bodies and others. 

• Identify other issues relevant to those providing accounting and assurance 
services to SMEs and develop guidance on these issues.  

Section 3 Key Achievements 
3.1 Input to IAASB Standard Setting 

Presently the major part of the SMPPTF’s work program is on providing SMP/SME 
specific input to the IAASB’s standard-setting process.  This input is made at all key 
stages of the development of an ISA from project proposal through to draft exposure 
draft (ED). At its March 2005 meeting the SMPPTF agreed that this activity will continue 
to be the main focus of the task force’s work program going forward though any 
additional resources will be channeled into other activities.  

The process for inputting to the IAASB standard setting is now well established and 
operates efficiently. However, the SMPPTF is continually seeking ways of fine tuning 
this process. Input is generally in the form of comment letters (submissions) to the 
relevant IAASB project task force.   

Since November 2004 the SMPPTF has made submissions (in many cases more than 
once) to the IAASB on a number of new and revised standards and guidance as follows: 

• Clarity of IAASB Standards; 
• Accounting Estimates (revised ISA 540); 
• Audit Materiality (revised ISA 320); 
• Documentation (revised ISA 230); 
• Related Parties (revised ISA 550); 
• Group Audits (revised ISA 600 and new IAPS); 
• Modifications to the Audit Report (revised ISA 701 and new ISA 702);  
• Using the Work of an Expert (revised ISA 620); 
• Governance (revised ISA 260); 
• Audit of Entities Using Service Organizations (revised ISA 402 and new ISA for 

service auditors); and 
• Auditor’s Report on Special Purpose Audit Engagements (revised ISA 800). 

The SMPPTF considers it too early to determine whether this input has made ISAs more 
amenable to SMPs. The practice of providing input has only been in place for a year and 
given the long development period for an ISA means few of the ISA projects it has made 
inputs have yet to reach the ED stage. The SMPPTF, however, is confident that this input 
is of great value and accordingly supports the continuation of this practice.   

A member of the SMPPTF has been appointed to the Clarity Project Task Force. This 
appointment addresses a key recommendation of the delegates at the Consultative 
Conference, increased SMP representation on IFAC boards, committees, and task forces. 
The SMPPTF considers this project to be of acute significance since it has the potential to 
make ISAs more understandable and applicable to SMP/SME.    



IFAC Education Committee Meeting   Agenda Item 13.5 
October 2005 – Kuala Lumpur, Malaysia 
 

Prepared by: Claire Egan (October 2005)      Page 3 of 7 

A representative of the SMPPTF presented the task force’s preliminary views, 
summarized in a paper that was circulated to attendees, on both the Clarity Project and 
Drafting of ISAs Capable of Implementation by SMPs and Developing Nations at the 
IAASB Consultative Advisory Group (CAG) meeting in Washington D.C. on June 6-7, 
2005.  
 
In the session on the Clarity Project the SMPPTF expressed full support for the direction 
this project is taking. The SMPPTF paper expressed a preference for a significant 
reduction in procedural requirements while including additional explanatory guidance 
separate from such requirements.The SMPPTF would like ISAs to leave room for 
professional judgment and alternative appropriate audit procedures.  
      
In the session on Drafting ISAs Capable of Implementation by SMPs and Developing 
Nations the CAG Chair asked for presentations from FEE, DNPTF and the SMPTF. The 
key points presented were: 

• An audit is an audit in the sense that the objectives and principles are the same for 
all audits but approaches, methodology and procedures may differ; 

• Universally applicable standards demand the development of objectives based 
ISAs built around principles, the auditor left to determine the appropriate audit 
approach and procedures; 

• Problems of auditing SMEs apply to large and small accounting firms operating 
in developed and developing nations; 

• SMPs need help implementing and understanding ISAs; and. 
• Review may be a suitable alternative but not a replacement for audits. 

 
This was followed by a discussion which revolved around the concept of objective based 
ISAs and what level of detail would be appropriate. The CAG was highly appreciative of 
having the SMPPTF present their views and participate at the meeting. The CAG decided 
to consider having more frequent SMPPTF input to its meetings.   

Since writing this report representatives of the SMPPTF have participated in the 
Clarity Forum on July 11, 2005.  

3.2 Input to IASB Standard Setting 

The SMPPTF is committed to continuing to follow the IASB project on accounting 
standards for SMEs and make inputs and representations as appropriate. The SMPPTF, 
through IFAC, will continue to encourage the IASB to ensure this project accommodates 
the needs of the majority of SMEs that are required to report externally. This should 
result in significant simplifications, both to recognition and measurement rules as well as 
disclosure and presentation rules, from IFRS. This position was endorsed by delegates at 
the Consultative Conference.   

The SMPPTF continues to foster a closer relationship with the IASB. Two SMPPTF 
members are represented on the IASB Accounting Standards for SMEs Working Group 
and in April 2005 two more IFAC nominees were appointed to this group. Meanwhile, 
the SMPPTF maintains an ongoing dialog with Paul Pacter, the IASB’s Director of SME 
Standards. At the Consultative Conference Paul presented an update on the SME project 
and met with the SMPPTF IASB Project Team.  

At its December 2004 meeting the IASB decided to proceed with the development of 
accounting standards for SMEs and to be open to the idea of recognition and 
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measurement modifications as well as disclosure and presentation modifications.  In early 
April 2005 the IASB released for public comment a SME Staff Questionnaire regarding 
possible relaxations of recognition and measurement rules with a June 30, 2005 deadline.  

The SMPPTF played a major role in developing the IFAC response. This response 
recommended that SME standards seek to address the needs of as many SMEs that have 
external reporting obligations as possible, not just the larger unlisted entities, and 
outlined a number of simplifications, many centered around placing greater emphasis on 
the historic cost measurement basis.  

3.3 Input to Other IFAC Boards/Committees/Task Forces 

The SMPPTF has commented on the draft exposure draft for IES 8 Competence 
Requirements for Audit Professionals and the Ethics Committee’s proposed revision to 
its definition of a network firm.  

3.4 Communications Strategy and Plan 

The effectiveness of the SMPPTF partly hinges on its ability to communicate its activities 
and enter into continuous dialogue with its constituents. It has, therefore, developed a 
strategy and plan to help bring structure and focus to its communication efforts. The 
plan’s objectives are to raise awareness of the work being done by the task force and to 
promote discourse with its constituents.   

Section 4 Work in Progress 
4.1 Information Exchange 

The SMPPTF is committed to assist SMPs and SMEs through the provision of 
knowledge and information. Accordingly, the SMPPTF joined the PAIB Committee’s 
information-sharing initiative, the PAIB Resource Center. As well as continuing to lend 
its full support and input to this project via representation on the Steering Committee the 
SMPPTF has commenced work on a complementary initiative of its own.    

The SMP/SME ‘information exchange’ will be a static web-hosted database of high 
quality documents and links, for example to SMP/SME dedicated web-pages on member 
body websites, small business research centers, government sponsored SME portals etc. 
Material will cover a range of topics including accounting and assurance, business 
services, practice management, IT, and taxation. A catalogue of audit practice aids may 
also be included.  

An extensive internet search has already been conducted and a mock-up prepared.  The 
tentative launch date is August 2005. 

Section 5  Planned Activities for 2005 
5.1 Input to IAASB Standard Setting   

The SMPPTF intends providing input to most of the IAASB’s ongoing projects until such 
time as they reach the exposure draft (ED) stage. In particular, the SMPPTF is planning 
submissions to the following projects: 

• Using the Work of an Expert (revised ISA 620); 
• Audit of Entities Using Service Organizations (revised ISA 402 and new ISA for 

service auditors);  
• Representations (revised ISA 580); and 
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• Clarity of IAASB Standards (primarily through its representative on the project task 
force). 

In the final quarter of 2005 the SMPPTF intends undertaking a review as to the 
effectiveness of its input.   

5.2 Input to IASB Standard Setting 

In the third quarter of 2005 the IASB plans to release another SME Staff Questionnaire, 
this time on disclosure and presentation modifications. The SMPPTF’s IASB Project 
Team is poised to help IFAC respond to this request.  

5.3 Outreach and Collaboration 

Following on from the SMP/SME/Developing Nations Consultative Conference in 
Prague March 10-11, 2005 the SMPPTF is keen to step up outreach and collaborative 
activities. Therefore, the SMPPTF has agreed to hold its next meeting in Bahia Salvador, 
Brazil on October 20-22, 2005 so as to coincide with the 26th Interamerican Accounting 
Conference. The SMPPTF intends assisting the IAA with an SME Forum at this event. 

5.4 Input to Other IFAC Boards/Committees/Task Forces 

Representatives of the SMPPTF will participate in the Ethics Forum to be held in 
October 2005.  

5.5 SMP Quality Control Guide 

CGA Canada will soon be publishing quality control guidance for its practitioners 
designed to help SMPs comply with the Canadian Institute of Chartered Accountants’ 
quality control standards. The SMPPTF has agreed in principle to pursue the possibility 
of this guidance being adapted to ISQC1. A final decision on whether to proceed will 
depend on the availability of a readily available ISQC1 compliant product. An 
investigation into the existence of such a product is underway. 

 Section 6  Planned Activities for 2006 
 6.1 Input to IAASB Standard Setting 

Conference delegates recommended that IFAC takes steps to ensure that ISAs are 
relevant and easily understandable to SME/SMP. The SMPPTF believes this can best be 
achieved by providing input to most, if not all, IAASB projects. At its next meeting in 
October 2005 the SMPPTF will review the latest version of the IAASB work program 
and consider additional projects to add to its list for tracking.   

The SMPPTF believes that on its own it can not provide the necessary inputs and 
representation so as to ensure the applicability of ISAs to SME audits. In addition, 
delegates at the Consultative Conference felt that that IFAC needed to increase SMP 
representation on IFAC committees, boards and task forces.  Consequently, the SMPPTF 
is seeking SMP representation on all of the IAASB project task forces and with this 
objective in mind has already established a short list of suitable candidates comprising 
members, technical advisers and other recommended persons.   

6.2 Input to IASB Standard Setting 

The SMPPTF will continue to track and influence the IASB’s accounting standards for 
SME project through its representation on the Working Group, regular contact with key 
IASB staff and members and responding to IASB invitations to comment. The SMPPTF, 
however, is concerned that the IASB SME project will not cater for a large number of 
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SMEs, in particular those at the smaller end of the SME spectrum. Indeed, the IASB has 
already made it clear that its SME standards are not directed at micro-entities.  

Conference delegates suggested IFAC should play a role in helping to address the needs 
of entities not covered by the IASB accounting standards for SME project. The SMPPTF 
agrees and, therefore, has started thinking about what action the IFAC should take.  

While appropriate action plan is largely contingent upon the direction of the IASB’s SME 
project, the SMPPTF is entertaining the possibility that IFAC may eventually need to 
play a major, if not lead, role in developing a third tier of standards. Standards for such 
entities already exist though these have been developed by non-accounting organizations 
and lack the necessary credibility.  

As a first step, the SMPPTF has resolved to undertake research into the utility of a third 
tier of standards and into the needs of users of SME financial statements based on these 
standards (see 6.3).      

6.3 Research into Level Three Accounting Standards 

The SMPPTF believes that there is a strong case for research into the needs of users of 
SME financial statements and into the utility of a third level of accounting standards. 
There appears to be a lack of international research in this area. Research, most probably 
published in a discussion paper, will inform any future IFAC initiatives in this area and 
could be used in future liaison and advocacy, for example with the IASB.  

Some preliminary work has already been done. A cursory review of various SME 
standards from around the world has been undertaken to help form a preliminary view as 
to what a third tier of standards might look like. In addition, the SMPPTF is monitoring 
the latest national/regional research initiatives already underway into user needs (for 
example, AICPA, CAPA, UK’s POBA) and considering how this might be consolidated 
so as to draw global conclusions. Finally, suitable researchers are being identified to 
undertake some of the work. .   

6.4 Input to Other IFAC Boards/Committees/Task Forces 

The SMPPTF will continue to provide input to the work of other IFAC committees from 
an SMP/SME perspective SMP/SME as and when required, for example input to draft 
IES/IEGs and proposed revisions to the Code of Ethics.   

6.5 SMP ISA Guide  

The SMPPTF is conscious of a large and increasing demand amongst SMPs for 
assistance in understanding and implementing ISAs. Assistance can take various forms 
including practice management manuals, toolkits, audit software, ISA guides etc. With 
this in mind the SMPPTF has already commenced work compiling a catalogue of 
products available, with the intention of posting to this to the IFAC website as part of the 
aforementioned information exchange (see 4.1), and is encouraging suppliers to increase 
their ISA compliant offerings.   

The SMPPTF is also recommending that IFAC commission the development of 
material(s) aimed at providing practical assistance to those auditors undertaking the 
audits of small and medium sized entities (SMEs), in particular a guide to International 
Engagement Standards for SME engagements.  On September 5th, a request for proposals 
was issued to seek tenders to develop the Guide to ISAs for SME Audits (see attached). 
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6.6 Review Engagements 

The SMPPTF believes that consideration should be given to having another form of 
assurance to that of an audit, such as the limited assurance offered by a ‘review’, but that 
this should be an alternative to, rather than a replacement for, an audit for an SME.  

Demand for an alternative depends to a large extent on the attitude of the regulators and 
on how the market’s perceives review engagements. Different countries have had sharply 
different experiences with, and hence views of, reviews. For example, reviews have 
proved popular in Canada and the US but in the UK were withdrawn owing to lack of 
take-up and doubts over their ability to identify material misstatements.  

Therefore, the SMPPTF has resolved to evaluate the case for revising ISRE 2400 and to 
think about to market a limited assurance product.  

6.7 Resource Center 

The SMPPTF intends to be fully involved in this PAIB Committee led initiative from the 
start of Phase 2.  The aim will be to ensure that SMP needs get factored into this project, 
for example the inclusion of appropriate websites, categories and functionality.    

6.8 Outreach and Collaboration 

Building on the success of the Consultative Conference the SMPPTF intends making 
dialogue with its constituents an ongoing activity. Therefore, in 2006 the intention is to 
hold one day regional consultative forums, SMP Regional Consultative Forum, in 
conjunction with each of the two SMPPTF meetings. The host member body will act as 
forum co-host.  

6.9 Articles of Merit 
The SMPPTF plans to emulate the PAIB Committee’s successful Articles of Merit 
scheme with a similar one of its own called “Articles of Excellence Contributing to 
Development of SMP/SME.” Some preliminary work has been done including 
establishing how the scheme will run and drafting a project proposal. Unfortunately, 
there are insufficient funds in the 2006 SMPPTF budget to enable this project to be 
launched in 2006. 

6.10 SMP Survey 

The SMPPTF is considering surveying, through its member bodies, a sample of SMPs 
around the world. The intention is to establish how best SMPs think IFAC can represent 
and assist them. A questionnaire and other survey instruments have been drafted. 
Unfortunately, there are insufficient funds in the 2006 SMPPTF budget to enable this 
project to be launched in 2006. 
 
 
 
 
 
 
 
 
 
  

 


