
Audit Your Auditor
DOL Study Calls for Better Scrutiny

Retirement Services

In a Department of Labor (DOL) review of annual ERISA 

audits, two out of every fi ve contained defi ciencies 

signifi cant enough to get them rejected. Anticipate increased 

enforcement in this area, and rethink your annual plan auditor 

selection process. 

Choosing an Auditor
It has become commonplace to vet plan service providers with a 

thorough, prudent, and documented process. From advisors to 

record keepers, most plan administrators use a formal request 

for proposal (RFP) and then conduct selections via due diligence 

in-person presentations. Due to the audit’s importance to plan 

compliance, this same process applies when selecting your 

independent qualifi ed public accountant (IQPA). In addition, 

the DOL’s 2012 Service Provider Fee Disclosure Rules require 

plan fi duciaries to continuously ensure that the plan pays only 

“reasonable” compensation for the audit expense. Reasonableness 

of fees must be analyzed based on service quality. Hiring an auditor 

without specialized knowledge of retirement or the skills necessary 

to perform plan audits can lead to a violation of these rules. Best 

practices for selecting an auditor include:

  Conducting a formalized RFP process, with well-documented 

criteria, that is repeated on a three- to fi ve-year basis. 

  Evaluating technical expertise with special emphasis on licensing 

and qualifi cations as a CPA—actively seek auditors who are 

members in good standing of AICPA’s Employee Benefi t Plan 

Audit Quality Center. 

  Selecting a specialized auditor with a great deal of experience in 

ERISA plan audits. 

  Choosing an independent auditor without fi nancial interests 

in the plan or the plan administrator that would affect their 

objectivity. 
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Audit fi rms performing the most 

plan audits had a defi ciency 
rate of only 12%

400 plan audits from a 

potential 81,162 Form 5500 

fi lings were reviewed

Of the 81,162 fi lings, 7,330 
different CPA fi rms 

conducted the audit work

� �� ��61% of the 

audits fully 

complied with 

professional 

auditing standards 

or had only minor 

defi ciencies

39% of the 

audits contained 

major defi ciencies 

which would lead 

to rejection of a 

Form 5500 fi ling

The DOL believes the defi ciencies put 

$653 billion and 22.5 million 
plan participants and benefi ciaries 

at risk

� �� ��
Audit fi rms who performed the 

fewest number of audits had a 76% 
defi ciency rate and tended not to 

be Employee Benefi t Plan Audit Quality 

Center members� �� ��

Focused on 2011 filing year:
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Reviewing the Audit
Plan administrators often trust the expertise and diligence 

of their auditor in preparing the report, but that trust should 

not be blind. Plans are extremely complex, and mistakes will 

occur. The auditor’s job is not to rubber-stamp your plan, but 

to seek out and identify those mistakes. If your auditor does 

not fi nd issues over multiple years, it may indicate that you 

should dig deeper into its process. According to the DOL, 

common audit defi ciencies occur in the following areas: 

PARTICIPANT DATA:

 � Obtain proper documentation

 � Test payroll data

 � Review participant accounts 
for eligibility, forfeitures, and 
allocation accuracy 

INVESTMENTS:

 � Test and disclose fair value 
measurements

 � Obtain proper certifi cation for a 
limited scope audit

 � Evaluate investment contracts for 
benefi t responsiveness

 � Disclose investments representing 
5% of the net plan assets

 � Properly value employer stock

 � Obtain common collective trust 
fund unit values

 � Investigate inconsistencies in the 
custodian’s reports and schedules

CONTRIBUTIONS:

 � Reconcile payrolls with allocation 
of contributions

 � Test employer contributions in 
multiemployer plans

 � Identify compensation defi nition 
errors

 � Document internal payroll controls

 � Rely appropriately on SOC 1 
Reports

DISTRIBUTIONS:

 � Test participant eligibility to 
receive benefi t payments or 
distributions

 � Follow required approval 
processes for benefi t payment

 � Process required minimum 
distributions timely

 � Properly handle receipt of benefi t 
payment checks 

PROHIBITED TRANSACTIONS:

� Identify related parties

� Obtain fi nancial statements and 
disclosures

� Examine related party transactions 
for potential prohibited 
transactions

� Complete work papers 

MISCELLANEOUS AREAS:

� Understand plan testing 
requirements on a limited scope 
audit

� Properly use the limited scope 
audit when the fi nancial institution 
did not qualify for an exemption

� Adequately disclose in participant 
directed plans

� Complete plan descriptions 
in SPDs 
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While it is certainly not suggested that the plan administrator test all 

aspects of an audit report, it is advisable to discuss these areas in the 

report. A simple checklist and a confi rmation with the auditor that each 

was properly reviewed creates helpful documentation of your fi duciary 

duty. 

Next Steps
The DOL recognizes the auditor as an expert, but they are not an ERISA 

fi duciary. If errors result in harm to participants, the plan administrator will 

be held accountable. Many plan administrators must rethink simply handing 

the keys over to an auditor and the plan record keeper. If this DOL report 

gives any indication of their concern, enforcement follows soon. A diligent 

auditor selection process and a review of their work should be incorporated 

into your fi duciary governance process. 

If you have questions, please contact your Lockton Retirement 

Services team. 

Audit Requirements

ERISA requires that large plans 

(generally 100 or more eligible 

employees) obtain a written audit 

opinion of an independent qualifi ed 

public accountant to accompany the 

Annual Report Form 5500 (Form 

5500). ERISA holds fi duciaries 

responsible for ensuring that plan 

is properly audited, and any breach 

of that responsibility may hold the 

fi duciary personally liable to restore 

any losses to the plan. There is a 

signifi cant amount of risk to plan 

administrators associated with the 

audit, as the DOL has implemented 

signifi cant enforcement strategies 

with respect to identifying audit 

defi ciencies, and penalties can be 

substantial for plan administrators. 

The DOL has the right to reject plan 

fi lings and assess penalties of up to 

$1,100 per day, without limit, for 

defi cient fi lings.


