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GENERAL COMMENTS

ACCA welcomes the opportunity to contribute to the Financial Reporting Council’s (FRC) market study
into the challenges faced by small and medium-sized Enterprises (SMEs) in relation to audit and
reporting. Our comments build upon those shared in the FRC’s SME market study." ACCA remains
supportive of the FRC’s efforts to reduce the reporting burden, agreeing with the issues identified and
direction of potential remedies. ACCA's overarching message is that the focus should be on

complexity rather than size — given that an entity may be large but still be less complex.

ACCA continues to advocate a ‘think small first’ approach in applying auditing standards to the audits
of smaller and non-complex entities. The approach reflects ACCA's 2018 research, Thinking small
first: Towards better auditing standards for the audits of less-complex entities, and the belief that
standards should have a simple basis from which to build.? This contrasts with the current landscape,
where SME audit requires navigating the full suite of UK ISA requirements — many of which are
disproportionate to smaller entities. Alongside responses to specific questions, ACCA makes the

following recommendations:

e The FRC should follow a formal consultation process and allow stakeholder feedback on the
IAASB’s International Standard on Auditing for Audits of Financial Statements of Less Complex
Entities (ISA for LCE).

e Prioritise practical examples that support clearer, proportionate application of UK ISAs, the
Revised Ethical Standard 2024, and ISQM (UK) 1. Guidance should also cover use of innovative
technologies and tools like Al-driven analytics.

e Consideration should be given to sector-specific guidance reflecting the operational realities of
different industries, such as the construction, hospitality, and manufacturing sectors.

¢ Educational materials, SME-specific case studies, and collaboration with software providers can
promote deployment of innovative technologies, while also bridging existing knowledge gaps.

e Fastrack development of stakeholder materials that communicate value of SME audit, the reasons
why SMEs obtain financial audits, while ensuring that benefits are not conflated with administrative
burdens.

o Address the expectation gap within the UK audit market by improving public, investor, and SME

understanding of audit work.

T ACCA response to FRC (2025), Small and medium-sized enterprises (SME) market study. The complete response can
be accessed here.

2 ACCA policy and insights report (2018), Thinking small first: Towards better auditing standards for the audits of less
complex entities. The full report can be accessed here.
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SPECIFIC COMMENTS

1. Do you agree with our emerging findings? Please explain.

Emerging finding 1.1: Many stakeholders perceive a lack of scalability and proportionality in
auditing standards and think the standards do not address the needs of the SME audit market.

As noted in our response to the FRC’s SME Market Study, through engagement with our members,
smaller audit firms have highlighted that they find the requirements of the UK ISAs disproportionate
for their clients. Further thought needs to be given to the scalability of UK ISAs, so that they are

proportionate or ‘fit for purpose’ for an SME audit.

ACCA reiterates its support for adopting international standards on auditing. While acknowledging the
FRC’s recent online seminar on ISA for LCE, ACCA considers it in the public interest to invite

stakeholder feedback and follow a formal consultation process.

Emerging finding 1.2: Many stakeholders consider that the Ethical Standard restricts choice
and provision of services to SMEs that are disproportionate to the risk, but there may be a
lack of understanding of the Ethical Standard by audit firms.

As noted in our response to the FRC’s SME market study, the Ethical Standard is designed to apply
in the audit of financial statements and other public interest assurance engagements in the private
and public sectors. Yet it presents challenges when applied to SMEs, contributing to an expectation
gap between auditors’ expectations and that of the FRC. For example, confusion applying safeguards
can create additional costs and businesses potentially not receiving the support they expect. Lacking
practical examples, the uncertainty means many smaller audit firms resort to ‘full and complete

interpretation’ and reduce use of professional judgement.

SMEs often expect the firm that conducts their audit to also provide them with tax or consulting
services. However, that can be challenging for small-and medium-sized practices (SMPs), as they
must maintain auditor independence in accordance with the FRC’s Ethical Standard—maintaining the
necessary safeguards to offer any other services. ACCA fully supports the requirements of both the
IESBA Code of Ethics for professional accountants and Ethical Standard. It is paramount that
accountants behave in an ethical manner, so that the profession can be trusted. Our suggestion is
that the FRC consider additional focused research on the application of the Ethical Standard to SME
activities and their audit and assurance arrangements. Depending on the issues uncovered, it could

lead to the development of supplementary application guidance.

ACCA is pleased that the FRC finds that there is scope to develop additional supporting and
educational materials for auditors, including practical examples, to increase the understanding and
application of the Ethical Standard. As a Recognised Supervisory Body (RSB) we welcome engaging

with the FRC on actions to improve understanding and application of the Ethical Standard.



Emerging finding 2.1: Many smaller audit firms believe regulators expect them to do more
work for SME audits than may be necessary,.

ISAs (UK) are principles-based and allow for proportional application, enabling SMPs to tailor their
work in line with the size and complexity of the engagement. The root causes of deficiencies are
typically linked to issues such as inadequate training, limited technical knowledge, insufficient
supervision, and weaknesses in quality management. The focus should be on how firms can

effectively apply proportionality and strengthen audit quality processes.

As a Recognised Supervisory Body, ACCA operates under the standards set by the FRC. Besides
provision of practical guidance, we regularly field requests for clarification and advice. To that end,
ACCA’s audit monitoring team produces quarterly reports that flag common issues and offer guidance
updates for practitioners. The most recent of these focused on ethical issues in audit engagements.?
Responding to gaps identified in firms’ justification for why no self-review threats exist when
undertaking non-audit work, the report supplied an updated approach. We believe it would be helpful
if the FRC published similar documentation.

Emerging finding 3.1: Smaller audit firms may lack resources and technical knowledge to

implement and customise technology resulting in overreliance on third party technology that
may limit innovative approaches to SME audits.

ACCA welcomes the FRC’s desire to facilitate and promote collaboration between technology
developers and SMPs—especially in the development of tailored software. We note a broader need

for education and communicating the value of technology adoption.

Joint research from ACCA and Chartered Accountants Australia and New Zealand (CA ANZ) on the
global auditing landscape highlights a technology gap between small and large firms.* Based on
global insights from over 6,500 survey responses, 78% of respondents in ‘Big 4 accounting firms’ said
their employer was investing and utilising advanced technologies. Significantly, the figure dropped to
27% for SMPs and sole practitioners. Based on anecdotal observations, such a distinction is
applicable to smaller audit firms here in the UK. While there are numerous off-the-shelf software
solutions available, the perceived cost-benefits are central to SMPs’ investment decisions.

Emerging finding 4.1: While audits can offer value to SMEs, they may not always represent
the most proportionate course of action for all SMEs.

Audit can enhance shareholder confidence regarding a company’s financial position, management,
and strategic plans. The same sentiment applies to SMEs. In our response to the FRC’s SME market
study, we outlined some the reasons why SMEs might obtain financial audits. Those include added

credibility when seeking to access finance through banks, supporting negotiation of improved

3 ACCA audit monitoring reviews (September 2025), Ethical issues in audit. The full update can be accessed here.
4 ACCA and CA ANZ (2024), Attract, Engage, Retain: Insights and Recommendations for Audit Talent Success. The report’s
findings can be accessed here.
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payment terms, and additional assurance when selling a business or seeking investment.> ACCA

reaffirms its support for the FRC undertaking fresh research in this space.

ACCA recognises the FRC’s desire to promote forms of alternative assurance to meet SME needs.
As noted in our response to Question 5, Agreed-Upon Procedures (AUP) is one option that could
benefit from greater visibility. However, while AUPs report factual findings, they do not provide
assurance (either limited or reasonable) or express an audit opinion. To avoid widening the

expectation gap in audit, it is crucial that alternative services are clearly distinguished from a full audit.

When considering perceptions and the value thereof, we encourage the FRC to follow the ‘think small
first’ maxim. With SMPs needing a simple base to start from, priority should be given to practical,
example-based guidance that supports consistent implementation and more targeted engagements.

Emerging finding 5.1: Understanding and knowledge of audit varies across the SME audit
market.

ACCA is encouraged by the FRC’s recognition of the difficulties SMPs face staying on top of evolving
audit requirements. We reiterate the importance of practical, example-based guidance that SMEs can
utilise. Explanatory materials should be simple to follow and apply at each stage of the audit process.
On enhancing the effectiveness and efficiency of SME audits, ACCA believes it is worth exploring the
provision of sector-specific guidance. It could help in flagging common patterns in businesses and

allow for more tailored interventions.

There are many challenges present in the UK audit market which can be particularly acute for SMEs.
One of the key challenges is knowledge of what auditors do, by the public and SMEs, in financial
audits, and whether that is indeed fit for purpose for SMEs. ACCA’s 2019 thought leadership report,
Closing the expectation gap in audit, proposes dividing the audit expectation gap into three
components: the knowledge gap, the performance gap, and the evolution gap.® The audit profession’s

evolution is contingent on addressing the knowledge and performance gaps.
2. In light of our emerging findings, are there any additional actions — beyond those
already proposed — that warrant further exploration?
ACCA refers to the responses provided to the Emerging Findings in Question 1.
3. Ininstances where we have identified the potential for additional supporting materials

for both SMEs and audit firms, what topics or areas should these proposed materials
prioritise?

We support the FRC’s objective to enhance the scalability, proportionality, and understanding of

auditing and ethical standards within the SME audit market. Supporting materials should prioritise

5 ACCA response to FRC (2025), Small and medium-sized enterprises (SME) market study.
6 ACCA Policy and Insights report (2019), Closing the expectation gap in audit. The complete report can be accessed here.
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practical, example-based guidance that helps SMPs apply UK ISAs and the Ethical Standard in a
proportionate and consistent manner. In line with ACCA’'s comments on the Practice Note to support
the audit of smaller and/or less complex entities, these should encompass illustrative examples,
templates, and decision aids. Key areas include audit sampling and materiality (e.g., step-by-step
sampling worksheets and misstatement evaluation illustrations), risk assessment under ISA (UK) 315
(Revised 2020) (including inherent-risk factor matrices and mapping tables), and audit documentation
(examples evidencing professional scepticism and proportional documentation in accordance with
ISA (UK) 230).

Implementation-focussed support would strengthen SMPs understanding of the Ethical Standard’s
application. Areas of focus include guidance on managing long association, fee-dependency threats,
and on performing engagement quality reviews—especially those with a single audit partner.
Enhanced applications covering group audits (ISA (UK) 600), the use of service organisations (ISA
(UK) 402), going concern (ISA (UK) 570), and fraud (ISA (UK) 240) would also be valuable. There is
also room for guidance demonstrating how firm-level quality management requirements (under ISQM
(UK) 1) integrate with engagement-level procedures. Finally, supporting content should acknowledge
the growing use of technology, artificial intelligence, and data-analytics tools within smaller audits.
Through a quality and efficiency lens, the goal should be to convey how these can be applied

proportionately.

4. Do you have any views or suggestions on how the supervisory approach to SME audits
could be adapted, both in respect of quality assurance and the Ethical Standard?

Adapting the supervisory approach is therefore predicated on shifting the focus from size to audit
complexity. This is why ACCA believes it in the public interest to allow stakeholders to provide
feedback on ISA for LCE.” Application of safeguards is an area where a consolidated standard could
prove beneficial — helping address deficiencies we see in responses to familiarity, management, self-
review, and self-interest threats. It could also support firms in operationalising the third-party test,
especially in finding an appropriate mechanism to identify and prioritise the non-practitioner

perspective.

ACCA have responded separately to the FRC discussion paper on the future approach to audit
supervision (FASS). As outlined in the response, many of the proposals contained within the FASS
discussion paper would appear sensible and could ensure the intended sustained improvement to
audit quality. However, ACCA would request that consideration be given to the proportionality and
scalability of such changes and the impact that they would have on audit firms at the smaller end of

the market.

7 ACCA and CA ANZ (2022), IAASB Exposure Draft: ISA for LCE. The full response can be accessed here.
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5. We have heard that smaller audit firms face challenges in deploying innovative
technology. What additional measures, if any, could be implemented to help address
these challenges?

ACCA shares the FRC'’s view on how innovative technologies can unlock significant opportunities for
improving audit quality, efficiency, and risk detection. The same applies to efforts to increase
engagement with software providers, including the training built into products. Joint research from
ACCA and CAANZ in 2024 showed 87% of respondents recognised the growing importance of Al,
data analytics, and other tools in the profession’s evolution.® Additional research also identified five
areas where practitioners can benefit in this changing landscape. Those include time savings, data
analysis, fraud detection, compliance, and overall collaboration. For instance, Al can support revenue
recognition by analysing contracts and predicting expected revenue—reducing the risk of material

misstatement.

ACCA observes overall uptake of Al-based software to below to be low within the SMP population.
This can be attributed to several factors, such as cost and the rationale for change. The profession’s
older age profile is another consideration, with firms tending to stick with older infrastructure in place.
To reap these benefits, ACCA believes additional measures should focus on collaboration, capability-
building, and proportional implementation support. The FRC, RSBs, and technology developers could
jointly develop practical training initiatives and low-cost shared access models for Al and data-

analytics tools, integrated with existing audit software.

Earlier in July, ACCA and EY published joint research that explored the nascent field of Al
assessments.® With over 1,000 Al policy measures adopted in almost 70 countries, the research
highlights a growing need to ensure that Al systems are deployed safely, reliably, and effectively. The
report suggests that policymakers should identify appropriate measures to build market capacity to

provide high-quality and consistent assessments.

The FRC’s guidance on the use of Al in audit is a strong first step. However, ACCA would welcome
practical case studies that address Al use in an SME context. Key areas include evidence evaluation,
risk assessments, and how firms implement Al tools into their system of quality management (SOQM).
There may be new quality objectives or risks to embed in the SOQM, alongside new governance

procedures and changes to audit methodologies.

8 ACCA and CA ANZ (2024), Attract, Engage, Retain: Insights and Recommendations for Audit Talent Success.
9 ACCA and EY (2025), Al assessments: enhancing confidence in the use of Al. The full report can be accessed here.
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6. To the extent that you agree an audit may not always represent a proportionate
approach for an SME (and where an audit is not statutorily required), what alternative
assurance or contractually agreed mechanisms may be suitable? How would any
alternatives meet the needs of SMEs and their stakeholders?

Where an audit is not legally required, ACCA agrees that a full statutory audit may not always
represent a proportionate form of assurance. For SMEs, alternative engagement types can provide

an appropriate balance between assurance, cost, and proportionality.

ACCA recognises the FRC’s desire to promote forms of alternative assurance to meet SME needs.
Agreed-Upon Procedure (AUP) engagements under ISRS 4400 are among the options available.
These occur when the practitioner performs procedures agreed between the auditor, the entity, and
relevant third parties. Feedback from ACCA's regulatory and practitioner networks indicates that
awareness of AUPs is limited. Existing guidance is also viewed as fragmented and inconsistent. The

FRC should update and consolidate guidance to increase visibility.

While AUPs report factual findings, they do not provide assurance (either limited or reasonable) or
express an audit opinion. To avoid widening the expectation gap in audit, it is crucial that other forms
of assurance services are clearly distinguished from other services such as AUPs to ensure that full

audits are not undermined.



