A Practical Guide
to Conducting an HR Audit

Table of Contents
Introduction

3

When to Conduct an Audit

4

Who Should Conduct an Audit

5

Comparing Internal vs. External Costs

6

What to Expect from Your Audit

7

Conducting an Audit Step-by-Step

8

Determining the scope and type of audit

8

Collecting Necessary Data to Inform Your Audit

11

Analyzing the Collected Data & Results

13

Presenting Your Findings & Recommending Changes

15

Setting Your Department Up to Make
Continuous Improvements

17

Introduction

An HR audit allows you to identify whether your department’s strategy and practices are adequate,
effective, problem-free and most importantly, legal. Without regular audits, you open yourself and your
company up to decreased efficiency, unhappy employees and lawsuits. Because so much depends on an
audit and it can be difficult to get everything in order, you must first know when an audit is
truly necessary.
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When to Conduct an Audit

Knowing when to schedule an audit can be fairly straightforward: most often, they should be conducted
on a regular basis (yearly is suggested) whether or not you sense any actual problems. An audit is a
chance to not only root out existing issues, but also to assess what your organization is doing well and
what you could do differently to increase efficiency or reduce costs.

Did you know? Keeping policies current with changing
regulations is the number one challenge for 47% of organizations.

With compliance, a proactive approach is vital. However, without resorting to a problem-reactive audit,
you can also conduct mini-audits every six months or so. These mini-audits should take place if you
sense a problem might arise if action isn’t taken in the near future due to internal organizational changes
or external policy changes.

|

617-933-3801
617-938-3801

4

Who Should Conduct an Audit

In order to perform an in-house audit, you must must have the following:

•
•
•
•

Expertise in the area to be audited
Time to thoroughly explore problems
Willingness to not only dig into current practices, but also make changes
Influence to implement those changes company-wide

Without those four things, an HR process audit is doomed to cause headaches and waste time. Fortunately, an in-house audit is not the the only option available to you. You can also employ an outside
consultant or consulting agency who can conduct the audit instead.
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Comparing Internal vs. External Costs
Determine how much it will cost your organization to conduct the audit internally, then compare to
external costs from outside agencies. Consider all of the people who will be involved internally, how
many hours they will spend on the audit and how much they’re compensated to get a rough estimate of
the internal cost.
Similar to the time requirements, your organization’s monetary investment will depend largely on the
scope and type of the audit. If, for example, you will be spending a lot of time interviewing employees,
the cost of the audit will be higher because of more employees involved. In that case, you would not only
be spending your own department’s work hours on the project, but others’ as well. If your audit mainly
involves reviewing already-collected data (e.g. turnover rates, time-to-hire, etc.), then the cost is reduced.
In addition, if you decide to contract with an outside agency for your audit, anything uncovered or
connected to the audit is subject to litigation regarding employment practices. If you have legitimate
concerns about unlawful practices being revealed, consider hiring outside legal counsel to
conduct the audit.
Weighing the costs of an internal audit versus an external audit is different for every organization, but by
evaluating the type of audit, man hours, data collection and compliance requirements, you can make a
fair assessment of who should ideally be involved.
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What to Expect from Your Audit

Typically, there are five distinct steps that go into an HR audit:
1. Determine type and scope

4. Recommend and implement changes

2. Collect data

5. Make continuous improvements

3. Analyze results
The data collection and analyzing stages will be the most time intensive. Depending on the scope
and type of your audit, those stages could last a few days, or it could span several weeks.
Once you’ve gone through the steps, you can expect the following benefits:
1. Reduced risk of legal action against your company
2. Improved management and morale of employees
3. Increased safeguards against governmental audits and fines
4. Less wasted money from inefficient processes, procedures or policies
You should not expect to find every compliance issue, even in a comprehensive audit. Governmental
policies and HR best practices change frequently, which may make adjustments or issues obsolete within
a few years. However, keeping up on annual audits is like going in for a dental cleaning: it’s not always
pleasant, but it is always worth it.

TIP: Before you begin your audit, secure approval from upper
management to correct any legal issues you encounter. If you are
aware of problems without doing anything about them, you will be
at higher risk should a lawsuit or government audit come up. Being
unaware of compliance changes or mismanaging them across
state lines can bring about legal issues. For example, evolving
deregulations on marijuana usage and regulation changes to ACA
are just a few of HR’s compliance issues to stay on top of.
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Conducting an Audit Step-by-Step

When you and your team have the necessary time, willingness and influence, it’s time to get started on
your audit. We’ve put together this step-by-step guide that will get you through the process as simply
and easily as possible. Without further ado, let’s get started!

Determining the scope and type of audit to be conducted
Apart from considering the amount of time and resources you are willing or able to put into your audit,
think about the reasons behind it. When determining the scope and type of audit to be conducted, turn
to your company’s and your HR department’s goals and mission. Make a list of these and use it to point
you toward areas that may need evaluating. What goals do you feel the company could focus on more?
Do you feel as though certain things have been neglected?
If, for example, your company has been receiving poor reviews on Glassdoor, what are the reasons
behind that? Is your hiring process way too long, putting off potential candidates? Is your onboarding
process giving new employees the information they need?
Or instead of problems with employer brand, perhaps you’re working for a company that has been
outsmarted by the competition at every turn, and sales have been dropping quarter after quarter.
Following that problem to its root cause reveals you may have a problem with hiring competitive talent.
You would run an audit based on best practices for talent acquisition to ensure you have everything in
place to attract those candidates, from competitive compensation to benefits packages.
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Compliance
How well your company is following current federal, state and local laws and
regulations and if there are plans and processes to track policy changes and how
those changes will be handled and implemented throughout the year.

Best Practices
Performance information will likely need to be shared between
employees and managers, other departments, other internal software
such as project management tools and even third-party administrators.

Strategy
How well your HR department’s systems and processes align with and contribute to
your company’s strategic plan.

Function-Specific
How well each function of HR performs. Some functions include but are not limited to:

•
•
•
•
•
•

Recruitment
Documentation
Training & Development
Compensation & Benefits
Health

•
•
•
•
•

Employee Relations
Safety
Resourcing
Performance Management & Evaluations
Termination Policies

Welfare Systems
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You’ll also need to consider auditing the specific functions your information systems perform. For
example, your HRIS:

HRIS
Auditing your Human Resource Information System requires a look into how well your system
provides information on worker/role supply and demand estimates, an inventory of skills fulfilled and
skills needed, as well as replacement charts and summaries. Your HRIS should also be audited for the
types of job analyses it conducts pertaining to job standards, job descriptions and job specifications
and how well they are maintained and updated depending on changes to your workforce.

But also your applicant tracking system, performance management system, benefits administration
system, time and attendance system, learning management system, compensation system, and any
other technologies used in managing your employees.
What you ultimately decide to audit depends on where, if any, weakness is perceived in your company’s
HR department. Start by thinking about the last time some of these areas have been evaluated. The
longer it’s been, the more vulnerable that area is to evolving best practices and legalities. If you’re not
sure how long it’s been since something was audited, prioritize your HR functions in order of importance.
For example, legal compliance in termination policies takes priority over strengthening your employer
brand. Group your functions into high, medium or low priority so you can spend the most time on
functions that are most in need.

TIP: When thinking about what type of audit to conduct, consider who
your stakeholders are. In this sense, a stakeholder is anyone who is
impacted by the delivery of HR services from your department, which
includes your employees. What are your stakeholders most concerned
about? How will their influence affect the results of an audit? Consider
conducting an employee satisfaction audit to measure how well employee
needs are met through HR functions.
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Collecting Necessary Data
to Inform Your Audit

Collecting data for an audit begins with an audit questionnaire. The questionnaire is a list of everything
you would like to investigate or check on. It’s a starting point that will guide you in the direction for actual
data collection. For example, if you are auditing your hiring and staffing processes, your questionnaire
might include items like:

•

Does your recruitment process include defining the job with the hiring manager
before advertising openings?
Are your job advertisements compliant with non-discrimination, equal employment
and disability regulations?
Do you use a structured interview process with legally-compliant interview questions?

•
•

From there, you will use your resources to collect the data to answer those questions. While you might
use a myriad of sources for collection, like employee surveys, company handbooks, your HR mission
statement and more, there are a few key metrics that are most often used for industry benchmarking.

Time-to-Hire Metrics:
• Time to advertise an open position in all channels
• Time to complete all interviews
• Time to create and extend an offer
Compliance Metrics:
• Diversity statistics (gender, nationality,
disability, etc.)
•
•

Candidate Sourcing Metrics:
• Percentage of qualified applicants from
recruiting sources
•

Candidate screening and interviewing
feedback for cultural fit metrics

•

Total spend by recruiting source

Average compensation (salary, bonuses, etc.)
Compliance training hours and development
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To get the full list of resources and metrics you might consult to answer your audit questionnaire,
download our checklist: 40+ Data-Driven Metrics for HR to Track.
Note: Data-driven metrics like these should be tracked for purposes beyond a yearly HR
audit. They are the key to determining whether your business, and its various parts, are
successful compared to other organizations in the industry.
Putting together a questionnaire can be long and tedious but is essential for a thorough audit. Moreover,
data collection isn’t just about having the numbers; it’s having the right numbers. Consider the type of
audit you are conducting when deciding what data collection methods to pursue. An audit of employee
onboarding may involve interviewing current employees, while a recruitment audit may involve scouring
old job ads.

TIP: If you find metrics that are better or higher than
expected, use that data as opportunity to praise co-workers
or departments. Recognition of accomplishments goes a
long way in building trust between the HR department and
other employees, which becomes very important in the
final stage of your audit.
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Analyzing the Collected Data & Results

To fully assess your findings, you must compare them with common HR benchmarks. You’ll want to
determine how your company is stacking up against similarly sized companies in your industry so
that you know where to make improvements. If you’re lucky, some of the data will have already been
collected for you. For example, if your company is in the automotive industry, a quick search will bring up
reports on key benchmarks and industry overviews.

Working with a benchmarking service: If no industry data is available to you, you
may need to contract with a benchmarking service to collect it. Companies like APQC
(American Productivity and Quality Center), SHRM and The Hackett Group collect data
on your behalf for a fee. Reports are generally customizable based on:
•
•
•
•
•
•

Industry
Staff Size
Geographic Location
Sector (public/private)
Profit Status (for-profit/nonprofit)
and more
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You can also measure your findings against previous internal audits, if they have been conducted. If,
for example, you are auditing your compensation practices, look back at what your employees have
been paid in previous years. Has the rate of pay increased? Is that consistent with economic inflation?
Formulate results based on historical data.

TIP: Take care in choosing the types organizations to benchmark your company against. Is company size more important than industry? Are you more interested in data about
employee benefits or cost per hire? The answers will all be
relevant to the reports you choose to collect. Agree upon
your criteria beforehand and ensure that it is consistent
with the purpose of your audit.
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Presenting Your Findings &
Recommending Changes

Draft a written report of your findings that you will present to your executive team and stakeholders.
Make sure you include not only the raw data and numbers, but also the consequences of those numbers
and what improvements can be made. More importantly, ensure that any data you have included
is correct and validated. Management especially should be able to see what benefits will arise from
changes and what the direct ROI will be.

Organizing your report:
Much like when you were determining
the scope and type of your audit, it
helps to organize your report into
high, medium and low priority issues.
Depending on what type of audit you
conducted, there may be problems
which need to be addressed sooner
than others. What weaknesses pose
the biggest threat to your office?
Understandably, any potentially
unlawful practices should always take
first priority.

|

617-938-3801

Developing an action plan:
The end of your report should be a
timeline for a plan of action. Action
items may include (but are not limited
to) changes to policy, current best
practices, updating standard interview
questions or decreasing onboarding
periods. Be realistic with your timeline correcting legal issues is especially timeconsuming, as outside counsel may
need to be involved.

15

Solid dates, actions and changes will more effectively convince executives to support your initiatives
than abstract ideas for improvement. Let them know what you would like to see happen and when. In
addition, make sure to include the consequences of what could or will happen if the issues are
not addressed.

TIP: Tell a story with your report. As company stakeholders,
your supervisors will be very interested in numerical data,
statistics and ROI. But people in general crave a narrative
behind the numbers. Tie your data to real-life examples
and really show your stakeholders how company lives
will be improved. For example, you might have collected
data about your onboarding process and how it can be
improved. If you can find them, give examples of how an
employee’s work life was directly affected by the process,
and how that experience might have been better.
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Setting Your Department Up to Make
Continuous Improvements

Once your audit is complete and your action plan is in place, it can be easy to get complacent. Instead,
work to foster a culture where “good” is never good enough. Consistently monitor HR systems and
practices and encourage stakeholders to do the same. Set your department up for success by engaging
in the following practices.
1. Share the responsibility.

2. Communicate.

Whether working for the official department

Some employees may not be clear on why a

or not, everyone in your company is involved

culture of continuous improvement is beneficial

in human resources and everyone benefits

to the HR department and themselves. You

when the department is successful. Encourage

may need to answer more questions about

employees to come to you when they sense

processes and the reasons behind certain

something is wrong, whether it be an issue with

decisions, but in the end you will have a more

the amount of vacation time allowed or with the

supportive and understanding workforce at your

way performance reviews are conducted. It’s

back.

impossible for an HR professional to monitor all
systems alone, even in a small organization.
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3. Consolidate systems for efficiency.
If you’re keeping track of benefits administration
in one system, onboarding in another system and
employee data in a third, you’re only tripling your
own work. Consider making the switch to an allin-one talent management system. Our vendorneutral buyer’s guide will help you choose one
that’s right for your organization.
4. Schedule out future audits.
Don’t wait until a problem presents itself to run
another HR audit. Be proactive by setting up a
schedule for the next issues you’d like to tackle.Think
back to when you were determining the scope and
type of your audit and consider the groupings you
made of high, medium and low priority functions.
Go down the list as you schedule and don’t leave
anything out.
The best way to ensure your future HR audits are as
quick and painless as possible is to practice constant
vigilance and documentation. ClearCompany’s
complete Talent Management System allows you to
keep track of all employee and HR information for every
stage of the talent lifecycle. Schedule a demo today
with one of our experts to explore the solutions!

TIP: Lead by example, and get executives to
do the same. If the HR department and C-Suite
executives are showing employees they’re
committed to seeking out and remedying HR
issues and weaknesses, employees will
follow suit.
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