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INTRODUCTION

Small- and medium-sized enterprises (SMEs) are crucial to the
future economic and social prosperity and stability of Europe.
Due to their limited resources and technical accounting and
finance expertise they rely heavily on external support. Small-
and medium-sized accounting practices (SMPs) often play this
vital role in supporting SMEs through the provision of a range
of high-quality professional services. This document
summarizes this vital role SMPs play supporting SMEs and
then outlines EFAA’s key positions and recommendations to
policy makers and professional accountancy organisations

(PAOs), such as EFAA member organisations, to help SMPs

better fulfil this role.

ABOUT SMPS

October 2024

The European Federation of Accountants and Auditors
for small and medium-sized enterprises (EFAA for
SMEs) is an umbrella organisation for national
accountants’ and auditors’ organisations whose
individual members provide professional services
primarily to SMEs in Europe. EFAA for SMEs has 15
members throughout Europe representing more than
400,000 accountants, auditors, and tax advisors. EFAA

is a sectorial member of SMEunited, a founder

member of EFRAG, a member of Early Warning Europe

There is compelling evidence that SMPs are the most important and trusted

Accounting

Audit and
assurance

Advisory
services

business advisors of SMEs and personal advisors of SME owner-managers. This
advice helps them address challenges and navigate difficult economic
situations as well as leverage opportunities. Advice ranges from the technical
through to the strategic, from that which lies at the core of their education,
training, and experience, such as compliance with accounting regulation,
through to that garnered from experience with multiple SME clients, such as
industry knowledge and market positioning. SMPs provide a range of

professional services to SMEs:
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Accounting— these services help SMEs accurately and efficiently record their financial and non-
financial transactions so they can effectively plan, control, and manage their business, as well as help
them summarize, analyse, and report financial and sustainability information to investors and
lenders, oversight agencies, regulators, and others.

Tax — these services range from helping SMEs compile their tax returns and pay their taxes in a timely
and efficient manner through to helping them plan so that they pay what is legal and fair. SMP's
support contribute to tax and regulary compliance benefiting both SMEs and the public interest.

mB

Audit and assurance— these services help SMEs improve the quality of their internal and published
financial and sustainability information, in turn fostering trust and confidence in this information by
investors, owner-managers, lenders and other stakeholders, as well as serve as a check on accounting
systems and records, provide useful advice to management and improve internal control.
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Advisory services — can help SMEs in various ways from gaining insights from their financial and
sustainability information to better plan, control and direct their business, gaining access to finance
and efficiently comply with regulation though to growing their businesses internationally, sustainably,
and safe from cyber-attack. New and emerging areas of advice include early warning, business
resilience and continuity, intellectual property management, and sustainable business practices.

| Ki |

SPECIAL RELATIONSHIP BETWEEN SMES AND SMPS

SMEs have unique characteristics that set them apart from larger businesses. An important characteristic is that most of their
business relations are based on intimate and highly personal cooperation and mutual trust. Hence, SMPs need to provide services
tailored to the individual needs of SMEs, their stakeholders, and the users of their financial and sustainability reports. SMPs, who

are SMEs themselves and are equipped with expertise and insights gained from multiple SME clients, are best placed to do this.

Europe’s SMEs are undergoing a twin transition — a digital and a sustainable transition. And the transition is, and needs to be, rapid;
SMPs are vital partners of SMEs in the journey of transition, helping SMEs navigate financial resilience, technological advancements

and sustainable practices.
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SMPs, as professional accountants, are required to comply with high standards of integrity and competence embodied in strict
ethical codes and educational requirements. In the provision of professional services to their clients SMPs are required to apply

professional standards. This helps ensure SMPs provide consistently high-quality services and serve the public interest.

KEY POLICY POSITIONS

General

The reporting burden on SMEs and SMPs has steadily increased over the past
decade or so. We strongly support efforts to reduce the reporting burden on
SMEs through a combination of eliminating duplication and repetition, scaling
back or removing altogether some requirements. We believe the emphasis
should be on the quality of reporting and not on the quantity of reporting.
The reduction of unnecessary reporting burdens will free up resources for
SMEs and SMPs to focus on strategic matters. Furthermore, we strongly
encourage the adoption of a “Think Small First” approach to the setting of

regulation and standards on reporting.

Financial Reporting by SMEs REPORTING

There is a growing need for robust and internationally comparable financial
reporting for SMEs. We recommend that financial reporting requirements for_ -
SMEs be simple and increasingly harmonized across the EU and the rest of -

the world. While we recognize the reluctance in the EU to adopt the IFRS for

SMEs we recommend that Europe, led by EFRAG, continues to help to shape -—”‘

the future evolution of this standard in order to make it more attractive to

voluntary use in the EU.
Sustainability Reporting

72 This decade is witnessing exponential growth in the quantity and quality
of sustainability reporting. This growth is being fuelled by increased
regulation, political priorities, market expectations, and societal change.

The CSRD elevates the importance of sustainability reporting, effectively
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companies will be required to publish sustainability reports, prepared in accordance with European sustainability reporting

standards (ESRS) and that have been subject to assurance.

We recommend that ESRS be as simple and scalable as possible, be phased in to allow time for first time reporters and others

with limited experience of reporting to build the capacity and information systems necessary to prepare sustainability reports.

In aggregate SMEs account for a large, if not majority share, of social, environmental and governance (ESG) impacts by the
private sector and so their sustainable transition is instrumental to the achievement of EU policy goals. Hence, there is a strong
case for having high quality sustainability reporting by SMEs. Such reporting needs to be incentivised, encouraged, and, in some
cases such as listed SMEs, required.

We welcome the development and prioritization of separate, proportionate standards for SMEs listed on regulated markets,
standards that will also serve as a cap on value chain reporting obligations.

We believe that non-listed SMEs need help and incentives so they might play their role in the transition to a sustainable
economy and that this necessitates development of a sustainability reporting standard for non-listed SMEs to use for the
purpose of voluntary reporting. We recommend that development of the VSME be expedited and that once finalized the
Commission lend it some authority and credibility by formally endorsing and promoting its use.

The VSME needs to minimize the burden of preparation as far as possible. The standards must also provide the basis for
sustainability reports that provide information to satisfy value chain reporting requirements and providers of finance as well as
help drive improved sustainability performance. We recommend that the VSME be recognized as the value chain cap, the
maximum disclosure that ESRS can require from value chain reporting. We recommend that it be modular, starting with a
simple module suitable for all non-listed SMEs, including micro-sized companies, with additional module(s) for SMEs motivated
or able to disclose more. And we recommend that mechanisms, such as online reporting tools, be established to facilitate the
preparation of these reports and ease of transmission to the intended users.

The robust representation and participation of SMEs and SMPs in the development of the ESRS, VSME, and LSME is essential to

ensure their quality and credibility.

As sustainability reporting emerges as the second pillar of corporate reporting alongside financial reporting, it is vital that we build

connectivity between the two types of reporting. If both types of reporting are connected and integrated, then we will be able to

get the most favourable cost-benefit outcome. We therefore support EFRAG’s connectivity work. We recommend that this work

encompasses the connectivity of SME reporting.
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Professional accountants are increasingly providing sustainability services including the preparation of —
sustainability reports, assurance on sustainability reports, and advice on how to be a sustainable
business. We believe professional accountants are ideally suited to offer these services. They have the

transferable skills honed from financial reporting and assurance as well as the appropriate ethical

compass. To ensure that current and future accountants are best equipped to offer high quality sustainability services, the
education, training and continuing professional development of accountants needs to change. We support, therefore, IFAC’s project

to modify the International Education Standards (IES) to support these changes. We recommend that these modifications suitably

reflect the role of SMPs.

Below are the most recent activities - see more publications here and events here.

15/07/2024: EFAA Replies to the IASB’s exposure draft (ED) for Addendum to Third Edition of IFRS for SMEs Accounting Standard

13/05/2024: EFAA Replies to the VSME ED Public Consultation Questionnaire 2024

01/02/2024: Draft EFRAG IG 1: Materiality assessment implementation guidance (MAIG).

01/02/2024: Draft EFRAG IG 2: Value chain implementation guidance (VCIG).

28/11/2023: EFAA Replies to the EC call for evidence Administrative burden — Rationalization of Reporting Requirements

28/07/2013: EFAA Responds to International Sustainability Standards Board (ISSB) Consultation on Agenda Priorities

05/07/2023: EFAA Comments on Draft ESRS Delegated Act

04/04/2023: EFAA responds to the IAASB’s Proposed ISA 500 (Revised) Audit Evidence

03/03/2023: EFAA Response to the Exposure Draft: Third edition of the IFRS for SMEs Accounting Standard

See the membership of the expert group here.
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We have three overriding considerations with respect to
professional standards on audit, assurance, quality management
and ethics. First, to ensure that standards are sufficiently scalable
to be used by SMPs on SME assurance engagements. We strongly
prefer a ‘Think Small First’ approach, developing straightforward
regulation and standards for SMEs and SMPs and then scaling up
to suit larger more complex companies and practices. Second, to
ensure that there is sufficient guidance for assurance providers
that have limited technical resources. And third, to ensure that

standards serve the European public interest.

We recommend that the International Audit and Assurance
Standards Board (IAASB) ensures that the International Standards
on Auditing (ISAs) and International Standards on Quality
Management (ISQM) are as simple and scalable as possible and
take full account of the resources and clients of SMPs. We
support the robust application by the IAASB of its Complexity,
Understandability, Scalability and Proportionality (CUSP) drafting

principles.

Ethical codes for professional accountants need to be
proportional and relevant to SMPs. We recommend that the
International Ethics Standards Board for Accountants (IESBA)
ensures that the International Code of Ethics for Professional
Accountants (the Code) is as simple and scalable as possible and
takes full account of the resources and clients of SMPs. We
support, where necessary, the Code’s use of differential
requirements for non-PIE clients. We recommend and promote as
far as possible the adoption of the Code by Professional

Accountancy Organisations in Europe.

October 2024

)" AUDIT, ASSURANCE,

/ QUALITY
{ MANAGEMENT
AND ETHICS
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Assurance provides many benefits to SMEs and their stakeholders including building trust and confidence in the quality of published
financial and sustainability information as well as serve as a check on accounting systems and records, provide useful advice to
management, and improve internal control. We recommend that the EU and national regulators educate the market as to these
benefits so that SMEs make an informed choice as to whether to have an audit, or some other assurance, on their financial

statements.

Despite exhaustive efforts by the IAASB, IFAC, professional accountancy organisations (PAOs), software producers, commercial
publishers of guidance and others, SMPs have struggled for years to apply ISAs to the audit of smaller less complex entities (LCE).
While the ISAs are suitable for the audit of larger more complex PIEs by larger practices, ISAs are not easily scalable nor proportional
for use in the audit of LCEs as they drive up cost with little corresponding benefit in terms of audit quality. We welcome the IAASB’s

ISA for LCE and promote the adoption of this standards among our members.

The Corporate Sustainability Reporting Directive (CSRD) requires that some 50,000 large and listed companies produce

sustainability reports with a phasing in from 2024. These reports will have to be subject to assurance by competent and

independent assurance providers, starting with limited assurance and then ultimately reasonable assurance.

The IAASB is developing a standard for sustainability reporting assurance - International Standard on Sustainability Assurance

(ISSA) 5000, General Requirements for Sustainability Assurance Engagements. This standard will supersede the International

Standard on Assurance Engagements (ISAE) 3000 Revised, Assurance Engagements Other than Audits or Reviews of Historical

Financial Information which is currently the most widely used assurance standard for sustainability reporting.

We recommend that the ISSA 5000 be scalable and proportional so that it is suitable for use on the assurance engagements of
sustainability reports of SMEs, including voluntary assurance engagements of sustainability reports prepared using SME
sustainability reporting standards. Further, we recommend that appropriate guidance be prepared to help SMPs, especially

those that do not presently audit financial statements, apply ISSA 5000.

The IESBA is developing new International Ethics Standards for Sustainability Assurance (including International Independence

Standards) (IESSA) and proposed revisions to the International Code of Ethics for Professional Accountants (the Code) on
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Sustainability Reporting. The proposed independence standards are intended for use by all sustainability assurance
practitioners regardless of whether they are professional accountants, and specific ethics provisions relevant to sustainability
reporting and assurance. We recommend that the IESSA be scalable and proportional so that it is suitable for use on the
assurance engagements of sustainability reports of SMEs, including voluntary assurance engagements of sustainability reports
prepared using SME sustainability reporting standards. Further, we recommend that appropriate guidance be prepared to help

SMPs, especially those that do not presently audit financial statements, apply IESSA.

Below are the most recent activities - see more publications here and events here.

06/08/2024: Consultation on Draft CEAOB Non-Binding Guidelines on Limited Assurance on Sustainability Reporting

03/06/2024: EFAA Replies to the IAASB’s ISA240 Exposure Draft (Revised)

13/05/2024: EFAA Replies to the International Ethics Standards Board for Accountants (IESBA) International Ethics Standards for

Sustainability Assurance (IESSA) ED

04/04/2023: EFAA responds to the IAASB’s Proposed ISA 500 (Revised) Audit Evidence

30/11/2023: EFAA responds to the Exposure Draft of proposed International Standard on Sustainability Assurance Engagements
ISSA) 5000

28/08/2024: EFAA replies to the IAASB’s Proposed International Standard on Auditing 570 (Revised 202X) Going Concern and

Proposed Conforming and Consequential Amendments to Other ISAs (ED-570)

15/05/2023: EFAA Responds to the IESBA Exposure Draft Proposed Revisions to the Code Addressing Tax Planning and Related

Services

21/04/2023: EFAA provides comments to the IAASB’s Proposed Part 10, Audits of Group Financial Statements of the proposed ISA

for LCE (Part 10 ED)

20/03/2023: EFAA responds to the IAASB Consultation Paper: The IAASB’s Proposed Strategy and Work Plan for 2024—2027

See the membership of the expert group here.
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General

72 The EU does not have a seamless and integrated single market in
professional services. The primary cause being the current diversity
in tax and accounting laws as well as the different procedures in the
Member States. We consider that as long as a the harmonisation of
these tax and accounting laws has not been realised, any further
harmonisation of professional regulations does not seem to be

suitable.

72 The financial health and stability of individuals and businesses, in
particular SMEs, depends on the availability of affordable high-quality
accountancy and tax services. We recommend that this is best
achieved by requiring that those that provide such services have a
high standard of qualification, undertake continuing professional
development, adhere to an ethical code that gives primacy to the
public interest, and have their conduct carefully monitored.
Membership of a professional accountancy organisation (PAQ), such

as EFAA member organisations, can help ensure this.

@2 High-quality accounting and tax services are the backbone of responsible
economic activity, ensuring accurate financial information and proper
tax payments for the benefit of our society. Qualified and trained accountanc
practitioners are dedicated to serving the public interest, a commitment
reflected in the stringent quality and ethical standards that the profession is
required to uphold. We call for the recognition of the importance

of the provision of such services by highly qualified and trained practitioners.
Quality and Enforcement of Corporate Reporting

72  We support ongoing investigation into how to improve the quality and enforcement of corporate reporting.
While the quality of corporate reporting in the EU is generally high, and has been continually improving, it could
be further improved by enhancing the three pillars of high-quality and reliable corporate reporting — corporate

governance, statutory audit, and supervision. Corporate governance deserves special attention.
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We recommend that serious consideration be given to finding ways of increasing choice, reinforcing a level

playing field, and bolstering audit quality through various mechanisms such as the use of joint audit and continue to introduce
robust EU wide audit quality indicators (AQl) in cooperation with Professional Accountancy Organisations.

Member States have implemented the 2014 Audit Directive in a variety of ways. We would recommend that the Commission
encourage greater consistency of Member State implementation, aiming to as much homogeneity as possible in coordination

with national authorities and representatives of the PAOs.

The CSRD sees greenwashing as a significant threat to the credibility of sustainability reporting and sees mandatory assurance on
the sustainability reports of large and listed EU companies as key to addressing this threat. As a result, assurance on sustainability
information is expected to increase exponentially in the coming years in the EU. We welcome measures to open-up the market for
sustainability reporting assurance, in particular the CSRD grants Member States the option to allow other independent assurance
service providers (IASP) to perform sustainability assurance engagements, provided they are subject to equivalent requirements as
the ones included in the Audit Directive 2006/43/EC, in particular on professional education, quality assurance, and ethical
requirements, including independence; i.e. requirements similar to those which our SMPs currently have to comply with when

providing this public interest service in case of financial statements.

Below are the most recent activities - see more publications here and events here.

26/02/2024: EFAA for SMEs — Priorities for the European Parliamentary Elections in 2024

28/11/2023: EFAA Replies to the EC call for evidence Administrative burden — Rationalization of Reporting Requirements

05/06/2023: EFAA Comments the Proposed IESBA Strategy and Work Plan, 2024-2027

30/06/2023: EFAA Gives Feedback on elnvoicing in Europe

17/03/2023: EFAA Responds to the European Commission Questionnaire on Late Payments

17/03/2023: EFAA Gives Feedback to the European Commission Consultation on Insolvency Laws

See the membership of the expert group here
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Europe’s economy is undergoing a rapid digital and sustainable transition. SMEs and MPs need to be
a part of this transition. More than ever before, SMPs are vital partners of SMEs in the journey of
transition, helping SMEs navigate financial resilience, technological advancements and
sustainable practices. But to do so effectively SMPs will need to change. We recommend :
that SMPs transform their practices through the accelerated adoption of digital

technologies and diversification of their professional service offerings.

Digital transformation of SMPs is key to accelerating the pace of change,

Mu‘
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supply chain management, sustainable business practices, early warning, B & P RACTI C E

and broader digital transformation. SMPs can act as catalysts for
,\1 N

ensuring durability, and driving better understanding of client needs.

SMPs have significant opportunities to diversify their services to SME

clients in areas such as improving business resilience and continuity,

innovation, helping SMEs develop new revenue streams and transform
their business models. We recommend SMPs embrace change, nurture

an innovative culture, and develop new capabilities and skill.

SMPs stand to play a vital role helping advise SME clients on sustainable
practices and upgrading their information systems to capture and record
sustainability data, prepare their sustainability reports (just like they do their
financial reports), and provide assurance on sustainability reports. We recommend

SMPs and their PAQOs prioritize preparing for this role.

Below are the most recent activities - see more publications here and events here.

23/02/2023: Implementation Of New Quality Management Standards By SMPs

See the membership of the expert group here
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Eksperte
8

Albanian Institute of
Authorized Chartered
Auditors - IEKA

Ordem dos Contabilistas
Certificados - OCC

S

ASS0CIATION OF PROFESSIOMAL
FINANCIAL MANAGERS

Association of Professional
Financial Managers of
Azerbaijan - APFM

CAMERA AUDITORILOR FINANCIARI

Rominia

Chamber of Financial
Auditors of Romania - CAFR

DEUTSCHER
STEUERBERATER-
VERBAND e.V.

Deutscher
Steuerberaterverband eV. -
DStV

| TAA

Institute for Tax Advisors and
Accountants - ITAA

hKCA
DKRRK

Society of Certified
Accountants and Auditors of
Kosovo - SCAAK

European Federation of Accountants and Auditors for SMEs — International Non-Profit Organisation
Rue Jacques de Lalaing 4 | B-1040 Brussels | Enterprise number: 0524.824.834 | EU Transparency Register Number: 002077217226-17
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https://www.accaglobal.com/gb/en.html
https://www.nba.nl/
https://www.occ.pt/
https://www.cafr.ro/en/
https://economistas.es/wp-signup.php?new=www.economistas.org
https://www.ibr-ire.be/fr
https://www.cafr.ro/en/
https://www.dstv.de/
https://www.scaak.org/
https://www.ibr-ire.be/fr
https://www.aiaworldwide.com/
https://www.audit.gov.az/
https://www.itaa.be/fr/accueil/
https://www.aiaworldwide.com/
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