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DEAR CENTER MEMBERS

The DOL's Employee Benefits Security Administration (EBSA)
recently began a new enforcement initiative to monitor the
quality of ERISA audits. This will be a very important and
ongoing EBSA initiative, beginning with the initial selection of
over 500 plan audits to review. To help Center members
understand the new DOL program, the Center asked the DOL
EBSA to explain the new initiative, how it differs from past
initiatives and what focus and process the new approach will
take. This alert, presented in a question and answer format,
will help you understand the new DOL program. In addition,
this alert includes a summary of the common audit deficiencies
found in past DOL audit reviews. For more information about
the EBSA's new audit quality enforcement program, contact
Michael E. Auerbach, Chief, Division of Accounting Services,
EBSA at (202) 693-8363 of by email at
auerbach.michael@dol.gov.

Will this new initiative supplement or replace EBSA's
prior enforcement program?

Each year more than 70,000 annual Form 5500 filings are
required to contain audit reports. Historically, EBSA's Office of
Chief Accountant (OCA) has conducted desk reviews of
selected Form 5500 filings, which included review of the
audited financial statements and related auditor's reports, but
did not include a review of the auditor's workpapers.

Approximately 2,000 to 3,000 such desk reviews were
performed annually. In cases where errors were noted in the
accountant's report and/or the financial statements contained
obvious errors, the EBSA forwarded its findings to the AICPA's
Professional Ethics Division or the appropriate state board of
accountancy. In addition, the OCA performed approximately
50 to 75 randomly selected on-site workpaper reviews each
year. Negative findings from those reviews also were passed
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on to the AICPA's Professional Ethics Division or state licensing
boards.

The EBSA has eliminated both of those reviews, and adopted a
new approach.

Why is EBSA adopting a new approach?

Since the DOL Office of Inspector General (OIG) first
conducted its study of ERISA audit quality in the late 1980s, it
has been documented that ERISA audit deficiencies occur at an
unacceptably high rate. Subsequent studies performed by the
EBSA have shown no improvement, despite both public and
private sector efforts to affect change. Because no measurable
improvement has been noted as a result of its existing
enforcement strategy, EBSA recognizes the need to re-focus
its efforts with respect to plan audits.

Who will be performing the reviews?

The EBSA's Office of the Chief Accountant (OCA) will
administer the review program.

How will EBSA select firms for review?

A substantial portion of the OCA staff's time will be devoted to
examining audit quality issues in the work of CPA firms that
perform large numbers of plan audits or that audit plans with
significant amounts of assets. This new enforcement approach
is facilitated by the revised Form 5500, which allows the EBSA
to more readily identify plan auditors.

The 2001 Form 5500 database indicates that almost 10,000
CPA firms performed approximately 73,000 plan audits.
Further analysis shows that only 37 CPA firms performed
32,300 plan audits, which covers 80% of the plan assets under
audit. Conversely, there are 4,807 CPA firms that audit only
one plan, or 1.5% of plan assets under audit. Therefore, the
EBSA is focused on ensuring that those 37 CPA firms have the
necessary policies and procedures in place to assure their
audit work complies with applicable professional standards.
Several audits performed by various offices of each of those
firms will be selected for review. Additionally, the OCA will
select a number of audits performed by smaller firms for
review as part of its targeting strategy.

What approach will be taken for the reviews?

The OCA has adopted a two-pronged approach to its review of
ERISA audits.

For the firms that perform a significant number of ERISA




audits, the approach will be similar to that used by the Public
Company Accounting Oversight Board in its reviews of CPA
firms auditing publicly traded companies. Those reviews will
include a review of the firm' ERISA audit practice, as well as a
review of individual ERISA audit engagements performed by
that firm.

The OCA will perform a detailed, top-down review of each firm
selected, to determine the quality of the firm's policies and
procedures related to its ERISA audit practice, which will
include an analysis of each of the following:

e Management of the firm' ERISA audit practice

e The firm's staff training and development program for
its ERISA audit practice

e Supervision and review of ERISA engagements
e Firm independence with respect to ERISA engagements

In addition, the OCA will perform detailed reviews of selected
ERISA audit engagements to determine compliance both with
the firm's internal policies and procedures and with
professional standards. Those reviews will include on-site
reviews of ERISA audit workpapers, as well as interviews with
ERISA audit engagement teams.

For firms that perform a limited number of employee benefit
plan audits, the EBSA is targeting those plans with over $10
million in assets. The OCA will send letters to the plan
administrator requesting copies of the audit workpapers. The
OCA will perform an in-house review of the Form 5500, the
independent auditor's report, and selected workpapers for
each of those engagements. Those reviews will be expanded to
include additional workpaper reviews, discussions with firm
representatives, and any additional procedures deemed
necessary based on the findings of the initial reviews.

When will the reviews be performed?

EBSA began performing reviews of CPA firms in April 2005.
Using a rotating schedule, they will review the work of all the
national level CPA firms over the next several years. The
reviews will be scheduled and performed throughout the
calendar year. Reviews of individually targeted plan audit
workpapers will be conducted on an ongoing basis.

How will a firm know if it has been selected for review?

CPA firms performing a significant number of ERISA audits will
be contacted by OCA representatives to inform them they have




been selected for a detailed inspection of their ERISA audit
operations. Typically, the initial contact is made via telephone
call to the firm's managing partner.

Firms that perform a limited number of ERISA audits may still
have specific audit engagements selected for review. In those
cases, OCA will send correspondence to the plan administrator
requesting access to the audit workpapers. Once the plan
administrator has informed the plan auditor of this request,
the CPA firm then usually contacts OCA directly to arrange for
access to the requested audit workpapers.

How much notice will a firm selected for review be given
before the review commences?

Whenever possible, OCA will work with the CPA firm to arrange
a mutually agreeable time for the review to begin and to
schedule onsite meetings and reviews.

In the case of individual audit engagements targeted for
review, we expect that the selected audit workpapers be sent
to us within 10 days of our request. When that is not possible,
we work with the individual CPA firm to determine a mutually
agreeable date.

What is the process of communicating with the firms
throughout the process, including notification of EBSA's
findings?

Communication will be based on the type of review performed.
However, no matter which type of review is being performed,
the intention of the OCA is to clearly and openly communicate
to the CPA firms the results of any reviews performed.

For firm wide reviews, the OCA will work with the CPA firm
representatives to determine the most effective method of
communicating review results. This includes both the review of
the firm's policies and procedures as well as detailed reviews
of individual audit engagements. The communication methods
chosen will be intended to avoid unintentional
misunderstandings of information developed by the OCA.

In the case of individual audit engagements targeted for
review, the OCA initially will contact the plan administrator
requesting access to the audit workpapers. After the OCA
reviews the audit workpapers, a Statement of Preliminary
Findings will be sent to the CPA firm, highlighting potential
deficiencies noted in the audit work performed. The CPA will
have an opportunity to provide additional information or
explanations to resolve the identified deficiencies. The OCA will
review the CPA firm's response and make a final conclusion as
to the adequacy of the audit work. OCA will consider whether




the CPA has conducted audit work subsequent to the audit
engagement in order to resolve any noted deficiencies when
making that conclusion. The final conclusions concerning the
adequacy of the audit will be sent to both the plan
administrator and the CPA firm. If deficiencies remain, the plan
filing may be subject to further EBSA enforcement action.

Will a firm be notified if there are no findings?

Yes. In all cases OCA will notify the CPA firm of the results of
our review. As discussed above, during a firm wide review, we
will communicate interim results of the review on an ongoing
basis. With respect to individually targeted audit engagements,
we will notify both the CPA firm and plan administrator of the
results of our review.

What will EBSA do with any findings?

The EBSA will reject the Form 5500 filing where it has been
determined, in accordance with the procedures noted above,
that an audit failure has occurred. In addition, the EBSA will
refer the substandard work to the AICPA's Professional Ethics
Division or the appropriate State Board(s) of Accountancy. To
date, the EBSA has made over 100 referrals to various State
Boards, and over 470 referrals to the AICPA's Professional
Ethics Division as a result of its enforcement initiatives.

What can a firm do if it disagrees with the EBSA's
findings?

We are hopeful that the process has been designed to
effectively eliminate such situations. In the event that they do
occur, CPA firms are always welcome to discuss unresolved
findings with management officials within the OCA. This
includes the Chief, Division of Accounting Services and the
Chief Accountant.

Common ERISA Audit Deficiencies

Following is a summary of common audit deficiencies as noted
in previous quality reviews performed by the U.S. Department
of Labor and in their recent reviews of targeted audit
workpapers. Additional information is available in the DOL
Report on Assessment of the Quality of Employee Benefit Plan
Audits (March 1997)
http://www.efast.dol.gov/ebsa/publications/ebpa-audits.html.

e Planning:
o Inadequate - audit planning
o Failure to assess the risk of material
misstatement due to fraud
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e Internal Controls
o Failure to document an understanding of internal
controls - most often when a substantive audit is
going to be performed.
o Inadequate use of SAS 70 reports
= Lack of testing when SAS 70 report is
obtained
e Contributions
o No audit work performed
o Particularly multi-employer plans, failure to
obtain adequate audit evidence for contributions
back to contributing employers (multi-employer
plans). Reliance on contribution reports is not
enough.
o Insufficient payroll audit procedures
o Failure to test elective deferrals
¢ Investments
o No work performed
o Failure to test end of year values
o Failure to properly value hard-to-value- assets
o Improper use of limited scope certifications
= Improper certifying entities
= Information other than investment
information is improperly excluded from
the audit scope
¢ Benefit payments
o No audit work performed
o Inadequate auditing regarding eligibility of
claims to be covered by the plan
e Participant data
o Insufficient testing of payroll data
o Failure to test eligibility, forfeitures and
allocations
o In defined contribution plans with limited scope
audits, failure of auditors to test the allocation
earnings and gains/losses to participant
accounts.
e Sample sizes too low
o Some firms have reduced their sample sizes
selected for compliance and substantive testing
to unacceptably low levels.
e Workpaper documentation
o adequacy of audit documentation continues to
be an issue
o only evidence of audit work having been
performed is a sign off on an audit step without
any supporting documentation

Sincerely,

AICPA Employee Benefit Plan Audit Quality Center




HEH#H#H

Back to top

STAY INFORMED

As a member of the Center, your firm will receive periodic
updates on important developments related to employee
benefit plan auditing as well as the activities of the Center. To
stay abreast of these and other relevant events, please visit
the Center Web site at http://www.aicpa.org/EBPAQC. Also,
we welcome any suggestions or questions - please send them
by e-mail at EBPAQC@aicpa.org.
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If you do not wish to receive emails from the Employee Benefit
Plan Audit Quality Center, please email us at
EBPAQC@aicpa.org

Members of the Employee Benefit Plan Audit Quality Center
(EBPAQC) may only reproduce and distribute EBPAQC e-alerts
internally within the firm to other Center member firm
personnel as part of the firms' professional services. For
information about permission to copy any part of these
documents for redistribution or inclusion in other work, please
click on the copyright notice at the bottom of the page or
phone the AICPA copyright permission hotline (201) 938-3245.
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