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Obtaining Quality Employee Benefit Plan Audit Services:
The Auditor Evaluation Process

Generally, Federal law requires employee benefit plans with 100 or more participants to have an 
audit as part of their obligation to file an annual return/report (Form 5500 Series). Independent 
audits of employee benefit plan financial statements are an important accountability mechanism. 
If your employee benefit plan is required to have an audit, it is the plan administratorÕs duty to hire 
an independent qualified public accountant, and to ensure that the plan has obtained a quality 
audit in accordance with Employee Retirement Income Security Act of 1974 (ERISA) and U.S. 
Department of Labor (DOL) requirements. The sponsor of the plan is the plan administrator under 
the law unless another individual or entity is specifically designated to assume this responsibility.

The Importance of a Quality Plan Audit

A quality audit will help protect the assets and the financial integrity of your employee benefit plan 
and ensure that the necessary funds will be available to pay retirement, health, and other 
promised benefits to your employees. The higher the quality of a planÕs financial statement audit, 
the more reliable the information used to manage and administer the plan. A quality audit also will 
help you carry out your legal responsibility to file a complete and accurate annual return/report for 
your plan each year. As such, selection of an experienced and reliable auditor is very important.

ERISA holds plan administrators responsible for ensuring that plan financial statements 
are properly audited in accordance with generally accepted auditing standards (GAAS). 
There is a significant amount of risk to plan sponsors associated with the audits of their 
ERISA plans. Recent DOL studies of audit quality have identified significant deficiencies in plan 
audits. Accordingly, the DOL has dramatically increased and revised its enforcement strategies 
with respect to audit deficiencies. The penalties for such audit failures can be substantial. The 
DOL can assess penalties on plan sponsors of up to $1,100 a day (capped at $50,000) per 
annual report filing where the required auditorÕs report is missing or deficient. Plan sponsors 
should make the selection of the plan auditor a high priority and exercise due care during every 
phase of the auditor selection process.

Proposal Evaluation and Auditor Selection
The following information should be considered during the proposal evaluation and selection 
process:

• Federal law requires that an auditor engaged for an employee benefit plan audit be 
licensed or certified as a public accountant by a State regulatory authority. You may wish 
to verify with the appropriate State regulatory authority that the provider holds a valid, up-
to-date license or certificate to perform auditing services.

• Auditors of employee benefit plans should not have any financial interests in the plan or 
the plan sponsor that would affect their ability to render an objective, unbiased opinion 
about the financial condition of the plan.
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• One of the most common reasons for deficient accountants’ reports is the failure of 
the auditor to perform tests in areas unique to employee benefit plan audits. The more 
training and experience that an auditor has with employee benefit plan audits, the 
more familiar the auditor will be with benefit plan practices and operations, as well 
as the special auditing standards and rules that apply to such plans.

A properly defined evaluation process promotes consistency and fairness in the selection 
process. After the due date for proposal submission has passed, you can begin the technical 
evaluation process. The technical evaluation is important because it provides a systematic 
framework for selecting an auditor based on the requirements contained in the RFP. The review 
of the auditorsÕ proposals and qualifications in response should be thorough, uniform, and well 
documented.

Before beginning your technical review of the document, you should check to see that the firm 
has addressed all items mentioned in your RFP. For those proposals that are complete and have 
addressed all relevant areas, you should determine a level of minimum standards for evaluating 
the information provided by the respondent. Using minimum standards is an effective and efficient 
tool to limit the number of proposals that will be reviewed. If certain respondents do not address 
all relevant issues or do not possess the minimum standards, you may wish to eliminate their 
proposals from the evaluation process.

It is recommended that you perform separate evaluations of the proposals based on technical 
criteria and price. While the price for the work to be performed is a factor in the selection process, 
the plan is likely to get a high quality audit at a fair price if both price and technical ability are 
taken into consideration in selecting a successful respondent. Remember, the lowest price 
does not guarantee a quality audit . After the technical evaluation is complete and the best 
qualified respondents have been identified, the plan sponsor should review the prices offered by 
the qualified respondents. 

Once you have selected the finalists, you should invite each firm to present and discuss its 
proposal letter. An oral presentation allows for questions to be asked and answered, which 
promotes better understanding of the proposal. This is your opportunity to see the proposal team 
demonstrate insight into the employee benefit plans industry and its ability to work well with you 
and others involved in the audit. Should you feel you need more information or explanations from 
certain respondents before a decision can me made, you should contact those respondents that 
are contenders to obtain the necessary information (be careful during this phase of the process to 
not discuss or reveal proprietary information submitted by other respondents).

Documenting the Agreement
A signed written agreement represents a contract and is binding upon your organization and the 
auditor. For that reason, you should consider seeking the advice of legal counsel on the form and 
substance of the document when drafting the agreement. At a minimum, the written agreement 
should contain the following: names and parties to the contract; audit scope, objectives, and 
purpose; audit schedule and deadlines for work to be performed; audit cost; reporting package 
and its format; type and timing of audit evidence to be provided by the auditee; professional 
standards to be followed for the audit; and managementÕs responsibilities. 
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In addition, you should consider including the following items about the auditor/auditee 
relationship, changes in the scope and quantity of work required, and access to and ownership of 
audit products:

• A statement that the auditor is an independent contractor.

• A statement that the auditee has the right, by written notice, to make changes or 
additions to the work within the general scope of the agreement and that, in such cases, 
an equitable adjustment to the price of the audit will be made using specified rates.

• A description of how the auditor should handle situations in which the auditor does not 
agree with changes and additions in work to be performed, including how the auditor is to 
communicate this to the auditee. For example, disagreements should be in writing and 
communicated within a specified time period. A description of the dispute resolution 
process also should be included.

• A statement that the auditor owns its audit documentation and a specified period for 
which that documentation must be retained by the auditor.

• A statement that addresses access to audit documentation and photocopies that may 
need to be provided to regulatory reviewers, such as the DOL EBSA or the DOL OIG.

• A statement that the audit reports rendered by the auditor to the entity are the exclusive 
property of the auditee for use subject to applicable laws and regulations.
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NSBN LLP, a member of the AICPA Employee Benefit Plan Audit Quality 
Center, is among the Top 25 Los Angeles CPA firms, and has specialized in 

employee benefit plans for over 20 years.

For more information on employee benefit plans, please visit 
www.nsbn.com, or contact Kenneth W. Scurlock, CPA, Partner at            

310-288-4234, or Jenifer Siou, CPA, Partner at 310-288-4290 .


