
[Company Name] 

[Date] 

To the Board of Directors and Management: 

[Company Name] 

Subject: Management Letter Regarding Deficiencies in Internal Controls over ESOP 

Valuation 

In connection with our audit of the financial statements of [Company Name] for the year ended 

[Year-End Date], we considered the Company's internal control over financial reporting to 

determine our auditing procedures. During our audit, we identified certain deficiencies in internal 

controls relating to the review process of the Employee Stock Ownership Plan (ESOP) valuation. 

Observation: Deficient Review Controls over ESOP Valuation 

The Company engages an external independent appraiser to determine the fair market value of 

the Company's stock for ESOP purposes. However, we noted that the Company's internal review 

of the valuation report was not sufficiently documented or rigorous. Specifically: 

• There was no formal evidence of management's review of the underlying assumptions 

used by the appraiser, such as projected growth rates, discount rates, and selection of 

guideline companies. 

• Management did not perform a reconciliation between the financial data provided to the 

appraiser and the audited financial statements. 

• There is a lack of technical oversight to challenge the methodology applied by the 

specialist to ensure it aligns with industry standards and the specific circumstances of the 

Company. 

Risk 

Without robust review controls, there is a risk that the ESOP valuation could be materially 

misstated. This could lead to incorrect share allocations, improper distributions to participants, 

and potential regulatory non-compliance with Department of Labor (DOL) and IRS 

requirements. 

Recommendation 

We recommend that management implement a formal review process for the annual ESOP 

valuation. This process should include: 

• The use of a standardized checklist to document the review of key inputs and valuation 

methodologies. 

• A formal meeting between management and the appraiser to discuss and challenge 

significant estimates and assumptions. 



• Verification that the financial information used in the valuation report is consistent with 

the final audited financial statements. 

• Final sign-off by a designated official (e.g., CFO or ESOP Trustee) indicating that the 

review has been completed. 

Management's Response 

[Insert Management's Response and Action Plan Here] 

This communication is intended solely for the information and use of management, the Board of 

Directors, and others within the organization and is not intended to be and should not be used by 

anyone other than these specified parties. 

Sincerely, 

[Your Name/Firm Name] 


