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DATE: MAY 10, 2007 

TO:  BOARD 

FROM: SYLVIE VOGHEL 
CHAIR, SMALL AND MEDIUM PRACTICES (SMP) COMMITTEE 

SUBJECT: SMP COMMITTEE BOARD REPORT  
 

Section 1 Report Overview 
1.1 This report covers the period since the February 2007 IFAC Board meeting. The report 

focuses on the execution of our two pronged strategy of inputting to international 
standard setting, to help ensure the relevance of these standards to SMPs and small and 
medium entities (SMEs), and providing practical support to help raise the capacity of 
SMPs to apply these standards and to remain competitive.  

Section 2 Meeting Updates 
2.1 Since February the SMP Committee has met once in Tunis, Tunisia on May 3-4, 2007. At 

this meeting it discussed and approved the SMP Committee Strategic and Operational 
Plan for the years 2007-2010. Other matters discussed and agreed in Tunis are outlined 
below. The next meeting is scheduled for November 1-2 in Malta.  

Section 3 Significant Project Status/Updates 
Input to IAASB Standard Setting 

3.1 The committee believes that “an audit is an audit” and that, therefore, there should be a 
single set of generally applicable auditing standards drafted using a “think small first” 
approach. The continues to devote a large portion of its resources to providing input to 
the development of ISAs with the goal of ensuring that SMP and SME issues are 
reflected in the standards. In the first quarter of 2007 the committee submitted 12 
comment letters to the IAASB, particularly on its project to improve the clarity of its 
standards.  Input to the Clarity project will continue to be a major focus in 2007-2008.  

3.2 The committee is inputting to the IAASB strategic review. Our response to the recent 
survey questionnaire suggests, amongst other things: a moratorium on standards 
development; increased focus on implementation; and an investigation into alternative 
assurance services where audit is voluntary. 

Input to IASB Standard Setting 

3.3 In February, the International Accounting Standards Board (IASB) issued an exposure 
draft (ED) of the proposed International Financial Reporting Standard for Small- and 
Medium-sized Entities (IFRS for SMEs). The committee is highly supportive of this 
project; it promises to ease the compliance burden on SMEs and to meet the information 
needs of users of their financial reports. The IFAC Board agreed IFAC, largely through 
the SMP Committee, would help the IASB secure an optimal solution. 
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3.4 IFAC will respond to the ED from a global public interest perspective. The SMP 
Committee is leading the drafting. In Tunis a first draft was discussed and some key 
points agreed. In the coming few months this draft will be circulated to other IFAC 
activity areas for their input. In addition, IFAC, using various communications media, is 
actively encouraging its members, regional accountancy organizations (RAOs) and other 
interested parties to comment on the ED.  

3.5 IFAC is also assisting with the IASB’s planned field tests. Recently the committee had 
the chance to review a draft of the field test kit. IFAC plans to help disseminate the 
finalized test kit and encourage members, RAOs and others to participate.  

Micro-Entity Financial Reporting Research Project 

3.6 Work has commenced on the second phase of research on its project on micro-entity 
financial reporting. This follows the release in December 2006 of an information paper 
entitled Micro-Entity Financial Reporting: Perspectives of Preparers and Users, which 
included a review of the existing research on the topic, a survey of the legal status of 
micro-entities in different countries, and the various definitions that exist in different 
jurisdictions.  

3.7 The second phase of the project will test whether the proposed IFRS for SMEs is likely to 
meet the needs of users of financial reports of micro-entities. It comprises interviews and 
surveys of users and preparers of micro-entity reports in various countries. Field work has 
concluded in the United Kingdom and Kenya and is underway in five other countries. 
The committee is in receipt of a draft report on the findings obtained thus far. The 
findings will likely be summarized in an information paper as well as used in the IFAC 
response to the ED. 

Input to IESBA Standard Setting 

3.8 In Tunis a response to the ED of the proposed new Section 290 Independence of the Code 
of Ethics for Professional Accountants was approved. The response, a joint submission 
with the Developing Nations Committee, will not appear on the public record. It raises 
some significant concerns in particular, the lack of evidence to support the proposals. It 
also questions whether mandatory partner rotation and increased restrictions on the 
provision of non-assurance services can be justified on public interest grounds; the 
committee fears these will result in over-regulation of SMEs and an unfavorable cost-
benefit outcome.  

3.9 In Tunis the committee agreed its response to the IESBA strategic review questionnaire. 
The response suggests, amongst other things: a moratorium on changes to the Code; 
increased focus on implementation; and a cost-benefit analysis of all proposed future 
changes to the Code. 

ISA Guide 

3.10 The project to develop a non-authoritative explanatory guide to the use of International 
Standards on Auditing (ISAs) on SME audits is now at a critical stage. A complete draft 
of the ISA Guide, which is intended to help practitioners around the world understand, 
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comply with, and apply ISAs in SME audits, was received in late January. This was 
reviewed by the SMP Committee with help from a global advisory panel and IAASB 
staff. A second draft is expected in mid-May. In Tunis it was agreed the committee would 
aim to approve the final publication in an extraordinary meeting in September with a 
view to launching at the IFAC Council meeting. 

Quality Control Guide 

3.11 The open request for proposal (RFP) for the development of a Quality Control Guide for 
use primarily, but not exclusively, by SMPs issued elicited nine submissions, five from 
member bodies and four from commercial publishers. These submissions will be 
analyzed in Q3 2007 and a preferred supplier determined at the third meeting of 2007. 

Practice Management Guide 

3.12 In Tunis it was agreed to issue an RFP for the development of a Practice Management 
Guide. The guide is intended to help improve the operational efficiency of SMPs as well 
as make them more responsive to the needs of their clients.  

IFACnet 

3.13 In March 2007 IFACnet was expanded to specifically cater for SMPs. This was largely 
achieved through the inclusion of member bodies in the search engine that boast 
significant resources for SMPs. The committee continues to provide advice on how to 
develop IFACnet so as to best serve SMPs.    

Section 4 Critical Environmental Issues 
Competitive Pressures 

4.1 SMPs continue to be confronted with acute competition from both non-accountants as 
well as accountants lacking a professional qualification.  

Applicability of International Standards to SMP/SME 

4.2 Developments such as IFRS for SMEs, the Clarity project and the revision of the Code of 
Ethics for Professional Accountants will have a major impact on SMP/SME. While the 
exact direction and scale of this impact is unclear, the committee is concerned about the 
applicability of international auditing, accounting and ethics standards to SME/SMP, in 
particular the burdens they impose on its constituents, and the degree of consistency in 
the implementation of these standards.  

4.3 If these concerns crystallize then possible outcomes include: the viability of SME audits 
and, ultimately, that of SMPs that undertake them being undermined; the costs of 
compiling, auditing and disseminating financial reports exceeding the benefits from using 
them; national and/or regional jurisdictions seeking unilateral solutions; and increased 
demand for alternative assurance services.  

4.4 The committee’s strategy and work plan seeks to address these issues head on and 
stresses the need for a collaborative effort involving the committee, members, regional 
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accountancy organizations, and others. The committee is investigating how it can 
encourage and elicit more input to standard setting from SMEs and SMPs.  

Section 5 International Relations & Communications 
5.1 On March 28, 2007 I had the privilege of presenting the committee’s work plan at a TAC 

meeting. We hope this is a precursor to collaboration between us.      

5.2 On October 30, 2007 in Malta the SMP Committee will hold a one-day SMP Forum 
using a similar format to that held in Hong Kong in July 2006.    

Section 6 Operations & Other Matters 
6.1 The committee is supported by one senior technical manager. More resources will be 

needed for the timely execution of the work plan.  


