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DATE: OCTOBER 6, 2006 

TO: COUNCIL  

FROM: SYLVIE VOGHEL, CHAIR, IFAC SMALL AND MEDIUM 
PRACTICES COMMITTEE 

SUBJECT: REPORT FROM THE SMP COMMITTEE  
__________________________________________________________________________________ 

Section 1 Introduction 
1.1 This report summarizes the activities of the Small and Medium Practices (SMP) 

Committee since November 2005. It also outlines the activities planned for 2007.  

1.2 The SMP Committee has met twice since last November - on March 27-28 in New 
York and on July 5-6 in Hong Kong (which was preceded by the IFAC SMP Forum 
of July 3 held at the same venue). The next meeting is on October 9-10 in Rome and 
the first meeting of 2007 scheduled for January 10-11 in Chennai, India. This report is 
written as of October 6, 2006 and so a verbal summary of the key outcomes from the 
Rome meeting will be provided at the meeting.  

1.3 The SMP Committee’s activities primarily support IFAC’s strategic priorities in 
the areas of international collaboration activities, standards and guidance, and 
promoting quality. The report is organized according to these categories. 

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

that principally provide accounting and assurance services to SMEs and other 
professional accountants in so far as they provide services to SMEs. The SMP 
Committee’s main role is to: 

• 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.  

2.2 The SMP Committee sees the main problems faced by SME/SMP to be two-fold. 
First, the low relevance of international standards of auditing, accounting and ethics to 
SME/SMP. Second, the limited capacity of SMP/SME to comply with these 
standards.  

2.3 Hence, the committee is taking a two-pronged approach to helping SMEs and SMPs 
converge and comply with international standards of auditing, accounting and ethics. 
First, it is helping to shape the form and content of those standards, largely through 
inputting directly into the standard-setting process, so as to enhance their relevance to 
SME/SMP. Second, it is providing practical support to SMPs and SMEs, for example 
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through the development of explanatory guidance material and the provision of web-
based information resources, so as to raise their capacity to implement them.    

Section 3  International Collaboration Activities    
IFAC Small and Medium Practices Forum 2006 

3.1 The IFAC Small and Medium Practices (SMP) Forum, the first global forum focused 
entirely on small- and medium-sized entities (SMEs) and small and medium 
accounting practices (SMPs), took place in Hong Kong on Monday July 3, 2006. Over 
130 people from 35 countries attended the event which was co-hosted by the Hong 
Kong Institute of Certified Public Accountants (HKICPA) and the Confederation of 
Asian and Pacific Accountants (CAPA). HKICPA provided unparalleled logistical 
support while CAPA helped ensure strong regional presence.   

3.2 The forum provided an opportunity for representatives from IFAC member bodies, 
regional accountancy bodies, other non-member professional accountancy 
organizations, and other international organizations, to discuss a number of issues 
currently facing SMPs and SMEs.    

3.3 The SMP Forum’s overarching aim was to contribute towards the development of 
IFAC’s strategy for assisting SMPs around the world.  In support of this there were 
six primary objectives: 

• To discuss how best to accommodate SME/SMP issues in the setting of standards 
for auditing and ethics; 

• To discuss how best to reflect SME/SMP issues in the setting of accounting 
standards and guidance for SMEs and micro-entities; 

• To contribute to key IFAC SMP Committee initiatives including the ISA Guide, 
information sharing, networking, and practice management tools;  

• To discuss how SMPs can best contribute to the development of SMEs; 

• To identify other priorities for action by the IFAC SMP Committee; and 

• To facilitate networking and dialogue between relevant interested parties. 

3.4 The forum reported on progress made towards achieving the recommendations made 
by delegates at the IFAC SMP/SME and Developing Nations Consultative 
Conference held in Prague in March 2005 including increased SMP representation in 
the standard-setting processes of IFAC standard-setting boards and the considerable 
efforts taken to improve the applicability of ISAs to SMP/SME on the Clarity project. 

3.5 The forum program featured a broad range of speakers and topics. Topics included: 
recent international developments; the work of the IFAC SMP Committee, HKICPA 
and CAPA in the area of SMP/SME; auditing, accounting and ethics standard-setting; 
initiatives aimed at providing practical support to SMPs; and ways in which SMPs 
can help SMEs. Speakers included representatives from the SMP Committee, the 
IASB, the IESBA, IFAC member bodies, and regional accountancy organizations.  

3.6 The key recommendations from the forum, many of which arose from the interactive 
breakout discussion group sessions, included: 

• Ensuring disproportional burdens are not placed upon SMPs in the revisions to the 
ethics rules and consider taking a “think small first” approach to setting auditing 
standards; 
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• Encouraging the IASB to ensure its IFRS for SMEs satisfy user needs and is 
capable of being complied with;  

• Continuing to investigate whether there is a case for separate accounting 
standards/guidance for micro-entities; 

• Considering developing explanatory guides in addition to the ISA Guide that is 
scheduled to launch in June 2007;  

• Facilitating the development of products derived from its guides (such as practice 
aids, audit software); 

• Considering expanding the IFACnet so that it searches non-member body 
websites and using its IT platform for facilitating communication and networking 
between SMPs; and  

• Prioritizing the development of practice management tools. 

3.7 These recommendations were considered by the SMP Committee at its Hong Kong 
meeting and its 2007/2008 work program adjusted accordingly. These were also 
conveyed to the IFAC board at its September meeting.     

3.8 An evaluation questionnaire was distributed to all delegates. The responses indicate a 
high level of satisfaction with the event as well as areas for improvement.  

3.9 The SMP Committee hopes to host a similar event in Q3 or Q4 2007, preferably in 
conjunction with a member body and/or regional accountancy organization and/or 
jointly with another IFAC committee.  

Conference Speeches 

3.10 On September 7-8, 2006 in Versailles, France Lino De Vecchi, Deputy Chair of the 
SMP Committee presented on “SME Audit – Views of IFAC Small and Medium 
Practices Committee” during the plenary session on SME Audit at the 2nd FEE/AMA 
SME/SMP Congress, “Growing Businesses in a Changing Global Environment”.  
Over 300 delegates from over 30 countries were present. 

3.11 On September 15-16, 2006 in Bucharest, Romania I delivered a keynote address on 
“The IFAC Compliance Program and SMP/SME Initiatives” at the 14th Congress of 
the Romanian Accountancy Profession, “The Accountancy Profession and 
Globalization”. The event was hosted by Corpul Expertilor Contabili si Contabililor 
Autorizati din Romania (CECCAR) and drew a large regional audience.  

3.12 The SMP Committee Technical Manager served as a facilitator in a session on 
SME/SMP Perspectives at the Africa Region Learning Workshop held in Nairobi, 
Kenya on September 28-29, 2006.  

3.13 A number of SMP Committee members and technical advisors are scheduled to 
present at the World Congress of Accountants 2006. 

Joint Meeting with FEE SME/SMP Working Party 

3.13 On September 7, 2006 a small delegation of the SMP Committee, headed by its 
Deputy Chair, met with the FEE SME/SMP Working Party. The meeting provided an 
opportunity to discuss ways of collaborating with one another on various projects. An 
ISA sub-group of the FEE SME/SMP Working Party already assists the SMP 
Committee in its input to the IAASB.   
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Section 4 Standards and Guidance 
Input to IAASB Standard-Setting 

4.1 Presently the major part of the SMP Committee’s work program is on providing 
SMP/SME specific input to the IAASB standard-setting process.  This input, largely 
in the form of comment letters, is made at all key stages of the development of an 
International Standard on Auditing (ISA) from project proposal to draft exposure draft 
(ED). While the input process is well established and operates efficiently, the 
committee continues to seek ways of improving it.      

4.2 Since last November the SMP Committee has made submissions to the IAASB, often 
more than once, on virtually every project to issue new and revised standards and 
guidance. Submissions have been made in respect of the following projects: 

• Clarity; 

• Communications (ISA 260); 

• Estimates and Fair Values (ISA 540 and 545);  

• External Confirmations (ISA 505) and Audit Evidence (ISA 501);   

• Group Audits (ISA 600); 

• Laws and Regulations (ISA 250);  

• Management Representations (ISA 580); 

• Material Weakness in Internal Control (new guidance);  

• Modifications (ISA 705 and ISA 706);   

• Related Parties (ISA 550)  

• Service Organizations (ISA 402);  

• Special Reports (ISA 701 and ISA 800); and 

• Using the Work of Experts (ISA 620). 

4.3 It is clear that the IAASB has made strenuous efforts to accommodate SMP views on 
the Clarity project and others. Indeed, the SMP Committee is highly satisfied with the 
direction of the Clarity project. In future, appraising the effectiveness of our input will 
be made easier since the IAASB has agreed that its project task forces will provide 
feedback on the disposition of comments made by the SMP Committee. 

4.4 The SMP Committee has developed a position paper on auditing standards. Designed 
for internal purposes, this paper is used both to ensure consistency of our input to 
IAASB standard-setting and for advocacy purposes.  The paper supports the concept 
that “an audit is an audit” and that there should be one set of auditing standards 
drafted using a “think small first” approach. The paper also expresses concerns over 
the burden of audit documentation on SME audits, the relevance of requirements, and 
implementation by SMPs of International Standard on Quality Control (ISQC) 1, 
Quality Control for Firms that Perform Audits and Reviews of Historical Information, 
and Other Assurance and Related Services Engagement.   

4.5 Aside from inputting via comment letters, the SMP Committee inputs, directly and 
indirectly, to the IAASB in the following ways; representation on IAASB project task 
forces – presently Service Organizations, Clarity, and Experts; liaison with the SMPs 
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serving as members on the IAASB, and observer status at IAASB Consultative 
Advisory Group (CAG) meetings. We have been represented at all IAASB CAG 
meetings and are committed to participating at all future such meetings.  

4.6 The SMP Committee believes that the most effective way of ensuring SMP/SME 
considerations get factored into ISAs is through direct representation on IAASB 
project task forces. It hopes, therefore, to secure representation on more key task 
forces. With this in mind the committee maintains a short list of suitable candidates.   

4.7 Providing input to IAASB projects, with special emphasis on the Clarity project, will 
continue to be a major focus of the SMP Committee’s work program going forward.  

Alternatives to Audit 

4.8 The SMP Committee notes a trend towards increased use of audit thresholds resulting 
in more SMEs being exempt from a mandatory audit requirement. In addition, it is 
noted that the IAASB will be hosting 3 public forums each of which will include a 
discussion on whether an assurance service other than an audit may be more 
appropriate for SMEs. At its Rome meeting the SMP Committee will consider ways 
in which it can assist the IAASB in this area, including a global fact finding survey, 
possibly using an online questionnaire, into the use of alternatives to audit (review, 
compilation or other services).    

Input to Other IFAC Committee/Boards 

4.9 SMP Committee recently submitted a comment letter to the International Ethics 
Standards Board for Accountants (IESBA) on its proposed revisions to the 
independence section (Section 290) of the Code of Ethics for Professional 
Accountants. The letter expressed concerns over the impact of the revisions on SMPs 
especially those relating to partner rotation and the provision of non-assurance 
services. IESBA will be presenting a near final draft at our meeting in Rome.  
Feedback received will be reported to the IESBA at its meeting of October 16-18, 
2006 in Sydney, Australia.  

4.10 In early June 2006 the SMP Committee commented on the draft ED for International 
Education Guideline (IEG) 11 Information Technology in the Accounting Curriculum.   

Input to IASB Standard-Setting 

4.11 The SMP Committee has continued to closely follow the International Accounting 
Standards Board’s (IASB) project on Accounting Standards for SMEs. Paul Pacter, 
Director of SME Standards at the IASB participated in a panel discussion on SME 
accounting standards at the IFAC SMP Forum.  The SMP Committee is pleased with 
the direction the project is taking though still has some concerns including, for 
example, the extent of use of fair values and the incidence of cross references back to 
full IFRS.    

4.12 The SMP Committee will continue to track, influence and support the IASB’s 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 IASB 
plans to release its exposure draft (ED) on International Financial Reporting Standard 
for SMEs (IFRS for SMEs) in December 2006. The SMP Committee, with assistance 
from the Developing Nations Committee (DNC) and the Professional Accountants in 
Business (PAIB) Committee, intends leading the compilation of the IFAC response.    
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4.13 The IASB intends its IFRS for SMEs to be applicable to all entities that produce 
general purpose financial statements but do not have public accountability. The SMP 
Committee, however, have some doubts as to their likely suitability for particularly 
small entities, so-called micro-entities, and so has initiated a research project into the 
micro-entity financial reports to help inform future IFAC policy in this area.   

Research into a Micro-Entity Financial Reporting 

4.14 In March 2006 the first phase of the research project looking into the preparers, users 
and user information needs of micro-entity financial reports commenced. The 
research team supplied a draft report, An Investigation into the Preparers, Users and 
User Information Needs of Micro-Entity Financial Reports, in September. This report 
includes a comprehensive literature review and the findings from a short IFAC 
member body survey posted to the IFAC website in May 2006. The SMP Committee 
will consider whether to publish this report at its Rome meeting. 

4.15 The SMP Committee has agreed in principle to commence a second phase that will set 
out to test the applicability of IFRS for SMEs to micro-entities. This phase is expected 
to start in Q4 2006 so as to coincide with the release of the aforementioned ED. 
Research findings will be used in the IFAC response to the ED on IFRS for SMEs.  

4.16 The SMP Committee is also exploring how it can work with the United Nations 
Conference for Trade and Development’s Intergovernmental Working Group of 
Experts on International Standards of Accounting and Reporting (UNCTAD/ISAR) in 
this area. UNCTAD/ISAR’s Small and Medium-sized Guidelines for Accounting 
(SMEGA) Level 3 are aimed at micro-entities. If the IFRS for SMEs proves 
unsuitable for micro-entities then SMEGA Level 3 may provide the basis for a third 
tier of standards/guidance. 

ISA Guide  

4.17 Following the Board’s decision at the last meeting to approve funding for the 
development of an explanatory guide to the use of ISAs on SME audits (ISA Guide) 
by the Canadian Institute of Chartered Accountants (CICA), IFAC staff have been 
discussing the contract terms with the CICA. It is hoped to sign contracts in early 
October and commence work soon after.  

4.18 It will be designed primarily to help practitioners, especially SMPs, around the world 
understand, comply with, and apply ISAs in SME audits. As such it will be non-
authoritative implementation guidance; it will not constitute a standard. We see it 
helping to build a bridge between increasingly complex standards and the capacity of 
SMPs to implement them. And it will create a ‘platform’ upon which IFAC or 
member bodies or others could develop derivative products such as training manuals, 
practice aids, and software.   

4.19 IFAC will assume full copyright in the ISA Guide and an electronic version will be 
distributed to all IFAC member bodies free of charge. Member bodies will be able to 
use the content of the ISA Guide for their own domestic products and to develop 
derivative products (audit software, checklists, questionnaires, forms, practice aids, 
training materials etc). The ISA Guide will be an IFAC SMP Committee publication. 
It will not be approved or endorsed by the IAASB.    

4.20 The ISA Guide will exhibit certain key attributes. It will be process- rather than 
standards-driven. It will be written with an international audience in mind. It will 
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accommodate developing nations’ issues and it will be suitable for both civil and 
common law jurisdictions.   

4.21 The ISA Guide is scheduled for launch in the second quarter of 20071 and the first 
update published when the main tranche of ‘clarified’ ISAs take effect in 2009.   

4.22 Quality of the end product, in terms of technical accuracy and usefulness, is of 
paramount importance. Hence, IFAC will institute an internal quality review overseen 
by the ISA Guide Task Force (ISAGTF) in addition to that undertaken by the 
supplier. The ISAGTF comprises 6 members from the SMP Committee (2 from 
developing nations) and a DNC representative2.  

4.23 In order to elicit input to the development of the ISA Guide from a broad cross-
section of the profession, the SMP Committee is also forming an ISA Guide Advisory 
Panel (ISAGAP) to review draft material. The plan is for the ISAGAP to have 8 
members3.  

4.24 The panel will focus on the understandability of the language and the usefulness to 
various geographical constituencies. Its comments will be filtered by the ISAGTF and 
then passed to the supplier. Simultaneously, IFAC Staff will review the ISA Guide for 
technical accuracy.  

4.25 The ISA Guide is designed to be a ‘platform’ product from which derivative products 
can be logically developed and cross-referenced. We suspect that practitioners will 
ultimately find these so called derivatives to be more useful than the ISA Guide itself. 
The preliminary view of the SMP Committee is that IFAC should only be indirectly 
involved in the development of derivatives - by facilitating and encouraging the 
market to develop and widely disseminate suitable products at affordable prices – 
rather than directly involved by commissioning the development of such products. 
Indeed this view gained the support of the delegates at the SMP Forum. In Rome we 
will discuss the exact nature of any facilitation.  

Section 5  Promoting Quality 
Quality Control Guide 

5.1 The SMP Committee has agreed to issue an open request for proposal (RFP) for the 
development of a Quality Control Guide (QC Guide) for use primarily, but not 
exclusively, by SMPs. The guide is intended to assist practitioners in the 
implementation of ISQC1 and, to a lesser extent, ISA 220 (Revised), Quality Control 
for Audits of Historical Financial Information.   

5.2 The SMP Committee plans to issue the RFP before the year end and, subject to 
finding a suitable solution, publish the QC Guide in Q1 2008. While the committee 
anticipates the project being significantly simpler and cheaper than that for the ISA 
Guide, the intention is to adopt a similar due process and project management 
framework as being employed on the ISA Guide project. 

                                                 
1 On the assumption that there will be few changes during 2006 this guide will be based on the standards 

effective as at the end of December 2005 as set out in the IFAC Handbook of International Auditing, 
Assurance, and Ethics Pronouncements – 2006 Edition.  

2 The 7 strong ISAGTF currently includes IDW (Chair - Germany), ICPAK (Kenya), MIA (Malta), CGA 
(Canada), ICAI (India), ICAP (Pakistan) and AICPA (USA). There is also an IAASB observer.  

3 At the time of writing 6 places were filled: CICPA (China), Colegio de Contadores, Economistas y 
Administradores del Uruguay, CNDC (Italy), ICAI (Ireland), NZICA (New Zealand), and Royal NIVRA (The 
Netherlands). 
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Practice Management Guide 

5.3 There was strong support amongst the delegates at the SMP Forum in Hong Kong for 
IFAC to develop practice management tools. Such tools would help SMPs operate 
efficiently and profitably in an increasingly competitive and complex environment. A 
project proposal on the development of a practice management guide (PMG) will be 
discussed at the Rome meeting.  If approval is forthcoming then the plan is to issue a 
request for proposal before the year end and, subject to finding a suitable solution, 
publish the PMG in Q3-Q4 2008. 

IFACnet 

5.4 On October 2, 2006 IFACnet was launched. Initially targeted at accountants in 
business this resource will be expanded to cater for SMPs in Q1 2007 (provisionally 
March 1, 2007). This expansion will likely entail the inclusion of more IFAC member 
body websites, especially those hosting significant practice-related content, in the 
search function. The SMP Committee believes IFACnet will provide SMPs with 
giving a powerful information resource that will enhance their ability to deliver high 
quality services. 

Section 6 Conclusion 
6.1 I would like to thank the members and technical advisers of the SMP Committee for 

their dedication and hard work over the past year.  


