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Foreword 

Richard Bennison 

Head of Audit at KPMG 

Finance directors in small and medium-sized companies 
have a difficult job to do. With limited resources and a remit 
that often extends far beyond pure finance, different issues 
compete for attention and time is always at a premium. 

That is why it is so important to maximise the return on 
any investments. 

The findings from our latest research into one investment 
that companies have to make every year – the audit – throw 
down a challenge, both for companies and for our profession. 

For companies, the survey findings suggest that around 
half are missing out on an opportunity to generate greater 
value from their audit. 

By the same token, our profession could therefore do 
more in some cases to deliver a greater range of insights 
to the companies they audit. 

A strong and open relationship between a company and 
its auditor is vital if the audit is to deliver the sort of 
far-reaching benefits it is capable of producing. 

Our research suggests that companies around the UK 
fall into two roughly equal camps: those that are getting 
real value, and those that are not. Companies need to 
ask themselves which half they are in, and whether they 
need to take action accordingly. 
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Introduction 

The role of the audit, long regarded as a routine chore or 
simple statutory obligation for quoted companies, has come 
in for significant reappraisal in recent years. A series of 
high-profile corporate failures in the early years of this 
century led to such initiatives as the Sarbanes-Oxley 
legislation in the US, a growing debate around the liability 
that auditors should shoulder, and, in the UK, scrutiny of the 
level of competition and choice in the audit market. 

The effect of all this activity has been to put audit firmly on 
the agenda of legislators, regulators and indeed the media. 
It is no longer seen as a merely mechanical process, but is 
recognised as one of the central cogs around which the 
capital markets revolve. 

But to what extent are companies – and specifically, small 
and medium-sized companies (with turnover of £500 million 
or less) – leveraging the audit to gain maximum value 
and insight into their business processes? What kind and 
level of relationship do they have with their auditor, and 
what importance is attached to the audit by the company 
and its stakeholders? 

KPMG asked Opinion Leader Research to conduct an 
in-depth survey of 200 UK companies in order to find out. 

The research was conducted by Opinion Leader 
Research by telephone in October and November 
2006 amongst 200 companies with annual 
turnover of between £5 million and £500 million. 
Respondents were Board level executives ranging 
from Financial Directors to Company Accountants © 2007 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of 
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Generating 
Value from 
the Audit 

The Value of Audit 
According to the research, it appears that around half of UK small and medium-
sized companies are not maximising their return on investment in the audit. 

Fifty-six percent of the 200 small and medium-sized companies surveyed see 
their audit as a routine chore that varies little from year to year, while only 
40 percent of companies agree that the audit raises issues and learning points 
that are useful for the business as a whole outside the audit process itself. 

On the other hand, 62 percent of companies recognise that there is a strong link 
between the strength of relationship with an auditor and the value derived from 
the audit. 

Figure 1 Figure 2 Figure 3 

The audit is a largely 
mechanical process that is 
more or less exactly the 
same each year 

Agree

Disagree

Neutral


56% 

22% 

22% 

There is a strong link 
between the strength of 
relationship with an auditor 
and the value you derive 
from an audit 

Agree

Disagree

Neutral


26% 

12% 62% 

How often do you meet with 
your auditor outside the 
audit season? 

Frequently

Quite often

Sometimes

Occasionally

Never


18% 

23% 

12% 

40% 

7% 
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Figure 4 

Our auditors are prepared 
to challenge us on the 
way that our financial 
information is interpreted 

70%

21%

9% 

and presented 

Agree

Disagree

Neutral


Underlining the importance of the audit process to businesses, nearly two thirds 
(62 percent) claim that they would conduct their own audit process even if it 
were not a statutory obligation. 

Auditors are viewed as performing a robust job regardless of the status of the 
relationship: 70 percent of companies said that their auditor is prepared to 
challenge them on the way that their financial information is interpreted and 
presented. 

While only 40 percent of respondents overall agree that the audit throws up 
issues and learning points that are useful for the business as a whole, the 
research found that, behind this, there is a strong correlation between frequency 
of communication with the auditor and the value that is derived. 

Among those companies that meet with their auditor frequently or often outside 
the audit season (30 percent), 67 percent believe that there is a strong link 
between the relationship with their auditor and the value they derive, and less 
than half (45 percent) perceive the audit as a mechanical process. However, 
amongst those that meet only occasionally or never (47 percent), two thirds view 
the audit as a merely mechanical process. 

Figure 5 

How often do you meet with 
your auditor outside the 
audit season? 

Audit is largely mechanical 
process (agree/strongly agree) 

Strong link between 
relationship with auditor and 
value derived from audit 

Frequently/quite often (agree/strongly agree) 
Occasionally/never 0  10  20  30  40  50  60  70  80  

45% 

66% 

67% 

56% 
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Choosing the Auditor 
Nearly two thirds of the businesses interviewed (65 percent) have changed their 
auditors within the past 10 years, but over a quarter (27 percent) of businesses 
have not changed theirs for over a decade. 

Two-thirds (66 percent) of respondents say that their company stakeholders’ 
views would affect their choice of auditor. 

Audit committees 

Over two thirds (67 percent) of businesses interviewed do not have an audit 
committee – with the most common reason being that the company is not of 
sufficient size to warrant one. 

Of the 32 percent of companies that do have an audit committee, they meet 
three times per year, on average. 

Figure 6 Figure 7 

When was the last time Would you say that your 
that you changed auditor? stakeholders’ views would 

affect your choice of auditor? 

66% 

3% 

31% 

In past year 
In past 1-5 years 
In past 5-10 years 

26% 

8% 8% 

31% 

27% 

Agree 
More than 10 years ago Disagree 
Don’t Know Neutral 
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Figure 8 Figure 9 Figure 10 

How important to you is the How happy were you with Was your last audit stressful? 
speed with which your the speed of sign off of your 
accounts are signed off? last audit? 

63% 

13% 

24% 

Important 
Not particularly important 
Not important 

61% 

28% 

11% 
Happy 
Unhappy 
Neutral 

Stressful 
Not stressful 
In between 

13% 
27% 

60% 

Resourcing and Speed of Sign-off 
On average, according to the study, auditors spend around two weeks on 
site during the audit, with the accounts being signed off 97 days after the 
company’s year-end.  

The challenge of achieving this was highlighted, however, by the tight resources 
of small and medium-sized companies. On average, just five people in the 
internal finance team are involved in compiling the year end financial figures. 

The speed at which businesses’ accounts are signed off is important to the 
majority (63 percent) of participants. The vast majority report that auditors 
tend to spend between one and three weeks on site (87 percent), although 
some take up to 11 weeks to complete their checks. More than one in three 
businesses (39 percent) are less than happy about the length of time their 
audits have taken overall. 

Just over one in ten (13 percent) businesses feel that the audit process is 
actively stressful, while 88 percent accept that managing the audit process 
is an integral part of the job of the finance function. 

Communication and interaction 
As we have seen, frequency of communication with the auditor appears to have 
an impact on the level of value that is perceived to be derived from the audit. 

Our research found that there is some divergence in terms of how often a 
company communicates with its auditor outside the audit season itself. 
30 percent of companies meet with their auditors ‘quite often’ or ‘frequently’, 
but nearly half meet only ‘occasionally’ (40 percent) or ‘never’ (7 percent). 

The majority of businesses feel that the interaction they have with their auditor 
outside the audit season is about right (85 percent), with only a small proportion 
(13 percent) reckoning that there is insufficient contact with the auditor during 
this period. 
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Is your frequency of 
interaction with your 
auditor…? 

Too much

About right

Too little


Do companies of your size need 
simplified IFRS standards? 

Yes 
No 
Don’t know 

4% 

25% 

71% 

2%13% 

85% 
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Figure 12 

How well informed do you 
feel your auditor keeps you 
during the audit? 

Well-informed 
OK 
Not well-informed 

During the audit itself, the research found that levels of satisfaction with the 
auditor relationship are generally high: 70 percent of respondents agree that 
they are kept well informed by their auditors of any issues that arise, with only 
7 percent actively unhappy about the quality of communication. 

International Financial Reporting Standards 
An area of ongoing debate has been the introduction of International Financial 
Reporting Standards (IFRS) for small and medium-sized businesses, with an 
exposure draft issued in February 2007 by the International Accounting Standards 
Board. Should there be a simplified version of IFRSs for smaller companies, and if 
so what should they look like? 

Our research found that a clear majority of businesses (71 percent) do indeed 
favour simplified versions of IFRSs for companies of their size. This is perhaps 
not surprising in itself! 

However, few companies believe that IFRSs will make the job of reporting their 
performance to external shareholders any easier than it was under UK Generally 
Accepted Accounting Principles (GAAP). Only 16 percent believe that it will 
be easier, while 18 percent believe it will be more difficult. The clear majority 
(66 percent) believe the task will be about the same. 

Figure 14 Figure 15 

Will IFRS make the job of 
communicating your 
company’s performance to 
external shareholders… 

Easier 
More difficult 
About the same 

16% 

66% 

18% 
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Conclusion 

This study suggests that the company audit is an 
under-exploited asset among many small and 
medium-sized companies. 

Whilst overall levels of satisfaction with the audit 
process are high, this may be because some companies 
are ‘setting the bar’ too low. 

The audit process has the potential to generate insights 
and learning points that are useful for a company outside 
the audit itself. 

Companies need to ask themselves whether they are 
getting the value they could be getting out of their 
annual audit. 
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For further information 

please contact: 

Richard Bennison 
UK Head of Audit 
KPMG LLP 
Tel: 020 7311 4792 
richard.bennison@kpmg.co.uk 

Rachel Yasue 
Head of Audit (South) 
Tel: 0118 964 2583 
rachel.yasue@kpmg.co.uk 

David Bills 
Head of Audit (North West) 
Tel: 0161 246 4254 
david.bills@kpmg.co.uk 

Stephen Wardell 
Head of Audit (London & East) 
Tel: 01908 844910 
stephen.wardell@kpmg.co.uk 

Adrian Stone 
Head of Audit (North East) 
Tel: 0113 231 3467 
adrian.stone@kpmg.co.uk 

The information contained herein is of a general nature and is not intended to address the circumstances of any 
particular individual or entity. Although we endeavour to provide accurate and timely information, there can be no 
guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the 
future. No one should act on such information without appropriate professional advice after a thorough examination of 
the particular situation. 

Wayne Cox 
Head of Audit (Midlands) 
Tel: 0115 935 3494 
wayne.cox@kpmg.co.uk 

Lorraine Bennett 
Head of Audit (Scotland) 
Tel: 0131 527 6624 
lorraine.bennett@kpmg.co.uk 
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