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Learning Objective / Program Content

Learning Objective: After completing this course, the learner should be able to: 

• Recognize the difference between defined contribution, defined benefit, and welfare 

benefit plans.

• Identify the effect of government regulations on employee benefit plans.

• Identify employee benefit plan audit requirements.

Program Prerequisite: None

Program Level: Basic/Intermediate

Program Content: This course will be an overview of:

• The definition of different types of employee benefit plans.

• The effect of government regulations on employee benefit plans.

• The issue of internal control of a service organization relevant to an audit of an 

employee benefit plan.

• The audit requirements of employee benefit plans. 

Advance Preparation: None

Field of Study: Auditing
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Introduction to Employee Benefit Plans

Auditing and Accounting

I. Introduction to Employee Benefit Plans Auditing and Accounting

A. Purpose of the AICPA Audit and Accounting Guide Employee 

Benefit Plans

1. The AICPA publishes the Audit and Accounting Guide 

Employee Benefit Plans to provide guidance on the 

accounting, auditing, and reporting of employee benefit plans.

2. It contains examples of audit procedures, plan financial 

statements, and sample audit reports.

3. The guide contains statutory rules and regulations in 

accordance with the Internal Revenue Service and the 

Department of Labor.

4. The Department of Labor Employee Benefits Security 

Administration encourages the use of the guide in meeting the 

ERISA audit requirements.1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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Introduction to Employee Benefit Plans

Auditing and Accounting

KEY POINT

ERISA is the Employee Retirement Income Security Act of 1974.  ERISA is a 

federal law establishing minimum standards for private-sector pension and 

welfare plans.  ERISA covers an estimated 141 million workers, retirees, and 

dependents with estimated assets of 7.6 trillion dollars.1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.

Source: Jim Pruitt/iStock/Thinkstock
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Introduction to Employee Benefit Plans

Auditing and Accounting

B. Applicability

1. The procedures set forth in the AICPA guide apply to defined 

contribution retirement plans, defined benefit pension plans, 

defined contribution and defined benefit health and

welfare plans.

2. The guide is not all inclusive but focuses on matters that 

warrant special emphasis.

3. The guide applies to audit of plans that are covered by ERISA 

and those that are not.

4. Financial statements of plans sponsored by commercial 

entities as well as not-for-profit organizations are

also covered.1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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Introduction to Employee Benefit Plans

Auditing and Accounting

C. Applicability to Government Entities

1. The AICPA guide is not intended for guidance on auditing 

plans of government entities.

2. Auditors may still refer to the guide in some limited 

circumstances such as evaluating actuarial information.

3. The AICPA Audit and Accounting Guide State and Local 

Governments can be referred to when performing audits of 

employee benefit plans for governmental entities.1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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KEY POINT

Employee benefit plans of government entities (including state and local 

governments) as well as most church plans and those established only to 

comply with unemployment, disability, and workers' compensation laws, are 

generally not covered by ERISA.  The exceptions are "certain plans of Indian 

tribes, educational institutions, and component units,"1 which may be held to 

DOL audit and reporting requirements.

Introduction to Employee Benefit Plans

Auditing and Accounting

4. Characteristics of a government entity

a. The popular election of officers or appointment by the 

organization's governing body by officials of one or more 

state or local governments

b. The power to enact and enforce a tax levy

c. The ability to issue debt with the interest paid being 

nontaxable for federal income tax1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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Introduction to Employee Benefit Plans

Auditing and Accounting

D. Qualified Plans under IRC Section 401(a)

A trust established in the United States forming part of a pension, 

profit sharing, or stock bonus plan solely for the benefit of 

employees and beneficiaries is considered a qualified trust under 

IRC Section 401(a) if the following requirements are met:

1. Contributions are made by the employer and/or employee with 

the intended purpose of distributing the earnings to the 

employee and/or their beneficiary in accordance with the plan.

2. It must be impossible for the trust to divert the corpus or 

income to other purposes prior to satisfying all liabilities in 

terms of the employees and their beneficiaries.1

1Cornell University Law School Legal Information Institute.  "26 U.S. Code section 401 - Qualified Pension, Profit-Sharing, and Stock Bonus Plans."  

http://www.law.cornell.edu/uscode/text/26/401



12

Introduction to Employee Benefit Plans

Auditing and Accounting

3. Plan must meet minimum participation standards as provided 

in IRC Section 410.  The plan is considered in compliance

if the requirements were satisfied on at least one day for

each quarter.

4. Contributions and benefits may not discriminate in favor of 

highly compensated employees.

5. Plan must meet minimum vesting standards as provided in IRC 

Section 411.

6. A defined benefit plan will NOT qualify unless the plan 

indicates that forfeitures will not be used to increase employee 

benefits under the plan.

7. Required distributions must occur on the required beginning 

date for each plan.1

1Cornell University Law School Legal Information Institute.  "26 U.S. Code section 401 - Qualified Pension, Profit-Sharing, and Stock Bonus Plans."  

http://www.law.cornell.edu/uscode/text/26/401
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Introduction to Employee Benefit Plans

Auditing and Accounting

8. Plan must meet requirements related to joint and survivor 

annuity and preretirement survivor annuity.

9. Plan must meet requirements related to "top-heavy" plans in 

which the contributions and/or benefits are for employees who 

are also owners of the business.

10. In the event of a merger, consolidation, or transfer to another 

plan, each participant's benefit must be greater than or equal 

to the previous benefit.

11. Benefits cannot be assigned or alienated.

12. Plan must adhere to distribution requirements, compensation 

limits, and contribution limits.1

1Cornell University Law School Legal Information Institute.  "26 U.S. Code section 401 - Qualified Pension, Profit-Sharing, and Stock Bonus Plans."  

http://www.law.cornell.edu/uscode/text/26/401
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Introduction to Employee Benefit Plans

Auditing and Accounting

KEY POINT

• Qualified retirement plans cover broad groups of employees.

• Nonqualified retirement plans cover only a small number of key employees 

and are not always currently funded.1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.

Source: Creatas Images/Thinkstock
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Background of Employee Benefit Plans

II. Background of Employee Benefit Plans

Types of Employee Benefit Plans

A. Defined Contribution Retirement Plan (DC Plan)

1. A DC plan is a type of plan in which an individual account is 

provided for each participant with benefits based on the 

following:

a. Amounts contributed by the employer or employee

b. Investment experience

c. Any forfeitures allocated to the account, minus 

administrative expenses1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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Background of Employee Benefit Plans

2. Types of DC plans

a. Profit sharing plan

1) Description: A DC plan that does not meet the 

requirements of a money purchase pension plan or 

stock bonus plan

a) Under a profit sharing plan, company contributions 

may be discretionary

b) Contributions may be based on a formula related to 

profits, compensation, or factors detailed in the plan 

document1

c) Only employers contribute

2) Types of employers: Any size business may establish a 

profit sharing plan; a profit sharing plan can be a good 

plan if cash flow is an issue

3) General distribution rules

a) Loans may be permitted based on plan document2

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
2IRS.  "Choosing a Retirement Plan: Profit-Sharing Plan."  November 14, 2014.  http://www.irs.gov/Retirement-Plans/Choosing-a-Retirement-Plan-Profit-Sharing-Plan
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Background of Employee Benefit Plans

b) Employees can make withdrawals during 

employment.  However, those withdrawals are 

taxed an additional 10% if the employee is less 

than 59.5 years old and do not meet exceptions1

c) Required distribution rules under IRC Section 

401(a) apply

i. The plan must make distributions to 

participants on the required beginning date as 

either a lump sum or periodic payments

ii. The required beginning date occurs on April 

1st of the year following:

 the participant's retirement, or 

 the participant reaching the age of 70.5, 

whichever occurs later2

1IRS.  "Choosing a Retirement Plan: Profit-Sharing Plan."  November 14, 2014.  http://www.irs.gov/Retirement-Plans/Choosing-a-Retirement-Plan-Profit-Sharing-Plan
2Cornell University Law School Legal Information Institute.  "26 U.S. Code section 401 - Qualified Pension, Profit-Sharing, and Stock Bonus Plans."  

http://www.law.cornell.edu/uscode/text/26/401
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Background of Employee Benefit Plans

4) Contribution limits

a) Contributions may not discriminate in favor of 

highly compensated employees

b) Maximum contribution for 2015 per participant 

is the lesser of 100% of compensation or 

$53,000 for 2015 (subject to cost-of-living 

adjustments for later years)1

c) Employers can deduct amounts not exceeding 

25 percent of aggregate compensation for all 

participants

1IRS.  "Choosing a Retirement Plan: Profit-Sharing Plan."  November 14, 2014.  http://www.irs.gov/Retirement-Plans/Choosing-a-Retirement-Plan-Profit-Sharing-Plan
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Background of Employee Benefit Plans

b. 401(k) plan

1) Description: A type of a profit sharing plan that permits 

employees to contribute monies through elective 

deferrals

2) Type of employers: Businesses of any size may 

establish a 401(k) plan for employees

3) General distribution rules: 

a) Loans may be permitted based on the plan 

document

b) Generally, in order to qualify for the distribution of 

elective deferrals, one of the following must occur: 

i. Death or disability of participant 

ii. Employment termination 

iii. Plan terminates with no successor1

1IRS. "401(k) Resource Guide - Plan Sponsors - General Distribution Rules."  December 17, 2014.  http://www.irs.gov/Retirement-Plans/Plan-Sponsor/401%28k%29-Resource-Guide-

Plan-Sponsors-General-Distribution-Rules
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Background of Employee Benefit Plans

iv. Participant reaches 59.5 years of age, or 

v. Participant faces a financial hardship (these 

have included certain medical expenses, 

costs related to the purchase of a principal 

residence, burial or funeral expenses)1

c) Required distribution rules under IRC Section 

401(a) apply.  The plan must make distributions 

to participants on the required beginning date as 

either a lump sum or periodic payments.  The 

required beginning date occurs on April 1st of the 

year following: 

i. the participant's retirement, or 

ii. the participant reaching the age of 70.5, 

whichever occurs later2

1IRS. "401(k) Resource Guide - Plan Sponsors - General Distribution Rules."  December 17, 2014.  http://www.irs.gov/Retirement-Plans/Plan-Sponsor/401%28k%29-Resource-Guide-

Plan-Sponsors-General-Distribution-Rules
2Cornell University Law School Legal Information Institute.  "26 U.S. Code section 401 - Qualified Pension, Profit-Sharing, and Stock Bonus Plans."  

http://www.law.cornell.edu/uscode/text/26/401
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Background of Employee Benefit Plans

4) Contribution limits

a) As of 2015, employees are limited to $18,000 in 

elective deferrals

b) Total plan contributions per participant 

(including both employee and employer 

contributions) may not exceed:

i. employee's compensation, or

ii. $53,000 or $59,000 including catch-up 

contributions for those 50 and over (these 

amounts are for 2015; amount is 

periodically adjusted for the cost-of-living)1

1IRS.  "Retirement Topics - 401(k) and Profit-Sharing Plan Contribution Limits."  October 23, 2014.  http://www.irs.gov/Retirement-Plans/Plan-Participant,-Employee/Retirement-Topics-

401k-and-Profit-Sharing-Plan-Contribution-Limits



23

Background of Employee Benefit Plans

1IRS.  "Retirement Topics - 401(k) and Profit-Sharing Plan Contribution Limits."  October 23, 2014.  http://www.irs.gov/Retirement-Plans/Plan-Participant,-Employee/Retirement-Topics-

401k-and-Profit-Sharing-Plan-Contribution-Limits

KEY POINT

Additional "catch-up" contributions of $6,000 are permitted for participants age 50 

or over.1

EXAMPLE

401(k) Plan

Both an employer and employee may contribute, although employer contributions 

are not required.  Employee elective deferrals are limited to $18,000 per year.  For 

example, an employer may offer to match an employee’s contributions up to 4%.  

Therefore, if an employee contributes 4% of his compensation to the plan, then the 

employer will also contribute an equal amount to the plan.
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Background of Employee Benefit Plans

c. Money purchase pension plan

1) Description: 

a) Company contribution is based on a fixed formula 

not related to profits and is mandatory according 

to the plan document1

b) If the minimum contribution is not met by 

employers, then an excise tax will apply2

c) Employers or employees can contribute

2) Types of employers: Businesses of any size may 

provide a money purchase pension plan2

3) General distribution rules:

a) Loans may be permitted based on the plan 

document2

b) Withdrawals are not permitted while participant is 

still in service2

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
2IRS.  "Choosing a Retirement Plan: Money Purchase Plan."  October 23, 2014.  http://www.irs.gov/Retirement-Plans/Choosing-a-Retirement-Plan-Money-Purchase-Plan
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Background of Employee Benefit Plans

c) Required distribution rules under IRC Section 

401(a) apply.  The plan must make distributions to 

participants on the required beginning date as 

either a lump sum or periodic payments.  The 

required beginning date occurs on April 1st of the 

year following: 

i. the participant's retirement, or 

ii. the participant reaching the age of 70.5, 

whichever occurs later1

1Cornell University Law School Legal Information Institute.  "26 U.S. Code section 401 - Qualified Pension, Profit-Sharing, and Stock Bonus Plans."  

http://www.law.cornell.edu/uscode/text/26/401

Source: psphotograph/iStock/Thinkstock
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Background of Employee Benefit Plans

4) Maximum contribution for 2015 per participant is the 

lesser of 100% of compensation or $53,000 for 

2015 (subject to cost-of-living adjustments for later 

years)1

5) Employers can deduct amounts not exceeding 25 

percent of aggregate compensation for all 

participants

1IRS.  "Choosing a Retirement Plan: Money Purchase Plan."  October 23, 2014.  http://www.irs.gov/Retirement-Plans/Choosing-a-Retirement-Plan-Money-Purchase-Plan

EXAMPLE

Money Purchase Pension Plan

Contributions are mandatory and based on an established formula.  For example, 

contributions may be equal to 10% of an employee's compensation.
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Background of Employee Benefit Plans

d. Employee stock ownership plan (ESOP)

1) Description: Retirement plan in which company 

contributes stock (or money to buy its stock) to the plan 

for benefit of company's employees1

2) Types of employers: Primarily companies with publicly 

traded equity securities

3) General distribution rules:

a) Required distribution rules under IRC Section 401(a) 

apply.  The plan must make distributions to 

participants on the required beginning date as either 

a lump sum or periodic payments.  The required 

beginning date occurs on April 1st of the year 

following: 

i. the participant's retirement, or

ii. the participant reaching the age of 70.5, 

whichever occurs later2

1United States Securities and Exchange Commission.  Employee Stock Ownership Plans (ESOPS).  http://www.sec.gov/answers/esops.htm
2Cornell University Law School Legal Information Institute.  "26 U.S. Code section 401 - Qualified Pension, Profit-Sharing, and Stock Bonus Plans."  

http://www.law.cornell.edu/uscode/text/26/401
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Background of Employee Benefit Plans

4) Contribution limits: In accordance with IRC Section 

401(a), contributions cannot discriminate in favor of 

highly compensated employees1

e. IRC Section 403(b) plan (referred to as 403(b) plan)

1) Description: An IRC Section 403(b) plan is a tax-

sheltered annuity which permits both employee and 

employer contributions2

2) Types of employers: Only public schools and 

certain 501(c)(3) tax exempt organizations, such as 

churches, are permitted to establish this type of 

plan2

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
2IRS. "IRC 403(b) Tax-Sheltered Annuity Plans."  February 23, 2015.  http://www.irs.gov/Retirement-Plans/IRC-403%28b%29-Tax-Sheltered-Annuity-Plans
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Background of Employee Benefit Plans

3) General distribution rules:

a) Distributions from deferrals may only be made in 

the following circumstances: death or disability, 

employment termination, employee hardship, or 

attainment of age 59.51

b) Minimum distributions must begin no later than 

April 1st of the year following: 

i. the employee's retirement, or 

ii. attainment of age 70.5 years, whichever 

comes later1

1IRS. "IRC 403(b) Tax-Sheltered Annuity Plans."  February 23, 2015.  http://www.irs.gov/Retirement-Plans/IRC-403%28b%29-Tax-Sheltered-Annuity-Plans

Source: Daniel Ernst/iStock/Thinkstock
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Background of Employee Benefit Plans

4) Contribution limits: As of 2015, employees are 

limited to $18,000 in elective deferrals.  Total plan 

contributions including both employee and 

employer contributions may not exceed:

a) employee's compensation

b) $53,000 (this amount is for 2015; amount is 

periodically adjusted for the cost-of-living)1

1IRS.  "Retirement Topics - 401(k) and Profit-Sharing Plan Contribution Limits."  October 23, 2014.  http://www.irs.gov/Retirement-Plans/Plan-Participant,-Employee/Retirement-Topics-

401k-and-Profit-Sharing-Plan-Contribution-Limits

KEY POINT

Additional "catch-up" contributions of $6,000 are permitted for participants 50 years of age 

or older. If permitted by the 403(b) plan, an employee who has at least 15 years of service 

with a public school system, hospital, home health service agency, health and welfare 

service agency, church, or convention or association of churches (or associated 

organization), has a 403(b) elective deferral limit that is increased by the lesser of: $3,000,

$15,000 (reduced by the amount of additional elective deferrals made in prior years 

because of this rule) or $5,000 times the number of the employee's years of service for the

organization (minus the total elective deferrals made for earlier years).1
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Background of Employee Benefit Plans

f. IRC Section 457 plan (referred to as 457 plan)

1) Description: Plan sponsored by governmental entities

a) Covers employees who are not eligible for a 

401(k) or 403(b) plan

b) Not covered by ERISA1

c) Contributions and earnings are tax-deferred2

2) Types of employers: Employer must be a state or local 

government or IRC Section 501(c) tax-exempt 

organization2

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
2IRS.  "IRC 457(b) Deferred Compensation Plans."  October 23, 2014.  http://www.irs.gov/Retirement-Plans/IRC-457%28b%29-Deferred-Compensation-Plans
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Background of Employee Benefit Plans

3) General distribution rules:

a) Hardship distributions may be permitted based on 

plan document1

b) Minimum distributions must begin no later than 

April 1st of the year following:

i. the employee's retirement, or 

ii. attainment of age 70.5 years, whichever 

comes later.

4) Contribution limits: Total employee and employer 

combined contributions are limited to $18,000 in 2015.1

5) Additional salary reduction contribution is allowed for 

participants 50 and older in the amount of $6,000

for 2015.

1IRS.  "IRC 457(b) Deferred Compensation Plans."  October 23, 2014.  http://www.irs.gov/Retirement-Plans/IRC-457%28b%29-Deferred-Compensation-Plans
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Background of Employee Benefit Plans

g. Simplified Employee Pension (SEP) Plan

1) Description: Allows employers to make contributions 

to Individual Retirement Accounts (IRA) established 

for employees (the owner is also considered an owner 

if he or she receives compensation from the 

business)1

2) To be eligible employees must meet all of the 

following requirements:

a) At least 21 years old

b) Worked for the company for 3 of the last 5 years

3) Types of employers: Businesses of any size including 

self-employed individuals2

1IRS.  "Simplified Employee Pension Plan (SEP)."  February 13, 2015.  http://www.irs.gov/Retirement-Plans/Plan-Sponsor/Simplified-Employee-Pension-Plan-%28SEP%29
2IRS.  "Who Can Participate in a SEP or SARSEP Plan?"  October 23, 2014.  http://www.irs.gov/Retirement-Plans/Plan-Participant,-Employee/Who-Can-Participate-in-a-SEP-or-

SARSEP-Plan%3F
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Background of Employee Benefit Plans

4) General distribution rules:

a) Minimum distributions must begin no later than 

April 1st of the year following the participant 

reaching age 70.5 years1

b) Participants can use the IRS's Uniform Lifetime 

Table to determine the minimum required 

distribution amounts1

1IRS.  "Retirement Topics - Required Minimum Distributions (RMDs)."  January 26, 2015.  http://www.irs.gov/Retirement-Plans/Plan-Participant,-Employee/Retirement-Topics-Required-

Minimum-Distributions-%28RMDs%29
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Background of Employee Benefit Plans

5) Contribution limits: Contributions must be made by 

the employer only and are limited to the lesser of:

a) 25% of employee's compensation

b) $53,000 (this amount is for 2015; amount is 

periodically adjusted for the cost-of-living)1

1IRS.  "SEP Contribution Limits (including grandfathered SARSEPs)."  October 23, 2014.  http://www.irs.gov/Retirement-Plans/Plan-Participant,-Employee/SEP-Contribution-Limits-

%28including-grandfathered-SARSEPs%29

KEY POINT

Elective deferrals and catch-up contributions are prohibited since this type of 

plan is exclusively employer funded.1
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Background of Employee Benefit Plans

h. KSOP

1) Description: KSOPs refer to ESOP plans which are 

combined with 401(k) plans.  In KSOPs, employees 

can make elective deferrals using a 401(k) 

arrangement1

2) Types of employers: Primarily companies with publicly 

traded equity securities2

3) General distribution rules:

a) Minimum distributions must begin no later than 

April 1st of the year following: 

i. the employee's retirement, or 

ii. attainment of age 70.5 years, whichever 

comes later2

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
2IRS.  "Employee Stock Ownership Plans (ESOPs)."  February 3, 2015.  http://www.irs.gov/Retirement-Plans/Employee-Stock-Ownership-Plans-%28ESOPs%29
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Background of Employee Benefit Plans

4) Contribution limits 

a) Matching employer contributions may be made 

in stock

b) Contribution limits for elective deferrals under 

section 401(a) and 401(k) apply: $18,000 for 

20151

1IRS.  "Employee Stock Ownership Plans (ESOPs)."  February 3, 2015.  http://www.irs.gov/Retirement-Plans/Employee-Stock-Ownership-Plans-%28ESOPs%29
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Background of Employee Benefit Plans

3. Tax advantaged DC plans under Internal Revenue Code

a. Tax qualified status—IRC Section 401(a)

1) Allows plan income to be exempt from federal tax in 

retirement trust

2) Must meet requirements in eligibility and benefits

3) Must meet coverage limits under IRC Section 410(b)

4) Contribution limit requirement under IRC Section 415

4. Roles in administration and operation of DC plans

a. Plan sponsor—usually the employer

b. Plan administrator—may be the plan sponsor or an 

outside party

1) Responsible for carrying out the legal requirements of 

the plan including disbursements and recordkeeping1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.



39

Background of Employee Benefit Plans

c. Plan participants

d. Audit committee

e. Human resources department—responsible for 

coordinating enrollment of participants and maintaining 

eligibility information

f. Payroll department—required to maintain information to 

determine payroll amounts for calculation of contributions

5. Outside service providers that may be used in operation of a 

DC plan

a. Trustee

b. Investment custodian

c. Investment manager1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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Background of Employee Benefit Plans

d. ERISA legal counsel—may design and amend the plan 

document that governs the rules of the plan

e. Outside administrators—may provide enrollment services, 

eligibility services, benefit payments, and required 

compliance testing1

KEY POINT

Using a service organization will require related audit procedures.1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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Background of Employee Benefit Plans

B. Defined Benefit Plan (DB Plan)

1. A DB plan is a type of plan that will pay to participants a 

specific benefit upon retirement

a. Benefit amount is determined by a formula defined in the 

plan document based on factors such as age, years of 

service, and amount of compensation earned

2. Characteristics

a. Benefits based on actuarial assumptions, age, years of 

service, and compensation rather than accumulated 

account balance1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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Background of Employee Benefit Plans

b. A specific benefit is not determined until termination of 

employment, retirement, death or disability of the 

participant

c. A plan's obligation to pay future benefits is based on 

present value of future benefits as required by plan 

provisions

d. Current compensation is used to calculate future benefits1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.

EXAMPLE

Defined Benefit Plan

Contributions are mandatory and are based on an established formula.  For example, 

contributions may be 5% of an employee's pay per year of service up to 10 years

of service.
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1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.

3. Difference between DC and DB plans

a. The difference between a DC and DB plan is that a DC 

plan is funded based on current information and the 

amount paid out to the participant in the future is based on 

an accumulated participant balance

b. Example: An account balance in a money purchase plan 

may consist of annual contributions of 10% of each year's 

compensation plus the amount of earnings on those 

contributions earned each year

c. A DB starts with the projected benefit at retirement based 

on a plan formula that considers compensation, age, 

service, assumed rate of return, and actual rate of return.  

An actuary calculates an amount of current contribution or 

cost in order to receive a specific benefit amount at a 

future retirement date1
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4. Cash balance plan

a. Characteristics

1) Often described as a hybrid plan because it has 

characteristics of a defined benefit plan and defined 

contribution plan

2) A cash balance plan is a type of defined benefit plan in 

which the employer maintains hypothetical employee 

"accounts" 

a) The employer credits a certain amount to the plan each 

year and promises employees earnings (credits to their 

accounts) at an established rate.  Interest is also 

credited to the "accounts" at a specified rate which is 

typically different from the actual return on investment

b) Therefore, the actual value of the plan investments at 

any given time has no impact on the participant's 

promised future benefits1,2

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
2United States Department of Labor, Employee Benefits Security Administration. "FAQs About Cash Balance Pension Plans."  

http://www.dol.gov/ebsa/faqs/faq_consumer_cashbalanceplans.html
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3) Interest rates can be modified moving forward but 

cannot reduce the benefits already accrued by plan 

participants1

4) Participants bear no investment risk as they are 

provided credits and interest at a specified rate1

5) Employer makes the contributions and maintains full 

investment risk

6) Companies of any size, type, or industry may use a 

cash balance plan1,2

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
2United States Department of Labor, Employee Benefits Security Administration. "FAQs About Cash Balance Pension Plans."  

http://www.dol.gov/ebsa/faqs/faq_consumer_cashbalanceplans.html

EXAMPLE

Cash Balance Plan

Contributions are mandatory and are a specified amount.  Employee “accounts” are also 

credited with a specified rate of interest.  For example, the employer may credit an employee’s 

“account” with $2,000 per year and credit the account for interest at a rate of 4% per year.



46

Background of Employee Benefit Plans

b. Advantages of a cash balance plan

1) Participants can watch their account balance grow, as 

with a defined contribution plan

2) Participant bears no investment risk

3) Employer bears the investment risk if the actual 

investment return is lower than rate promised to 

participants

4) Upon termination of employment, participant knows 

what his or her distribution amount will be

5) Some cash balance defined benefit plans may only 

allow a distribution at normal retirement age1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.



47

Background of Employee Benefit Plans

5. Pension equity plan

a. A defined benefit plan where 

participants are credited with 

points based on age and service

b. Upon termination of employment, 

average compensation is 

multiplied with accumulated 

points to determine an account 

balance

c. Balance is generally distributed 

as a lump sum or converted to

an annuity

d. Companies of any size, type, or 

industry may use a pension 

equity plan1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.

Source: GaryPhoto/iStock/Thinkstock
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6. Administration and operation of a DB plan

a. Key plan provisions

1) Understand eligibility age and service requirements

2) Maintain that the dates of participation requirements 

have been met

3) Meet vesting requirements by determining that each 

participant's benefits are fully earned over the number 

of years specified by the plan

4) Determine annual benefit as the amount of benefit due 

at normal retirement age earned on an annual basis1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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5) Determine benefit distributions—when they can and 

must be paid and the form of payment

6) Determine accumulated benefits (by the actuary) and 

record them on the financial statement of the plan 

sponsor as well as the plan

7) Maintain minimum funding standard account as a 

plan's obligation to pay future benefits (estimated as 

the present value of future benefits)1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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b. Roles in the administration of a DB plan

1) Plan sponsor responsibilities

a) Usually the employer provides the participant and 

beneficiaries with proper notices

b) They are also responsible for the enrollment and 

eligibility process and maintaining proper records

c) Employee data needs to be maintained to 

determine date of birth, date of hire, and date of 

termination

d) The sponsor oversees the distribution process 

and determination of eligibility; communicates with 

the trustee regarding payments1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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Types of Defined Benefit Plans1

Plan Characteristics

Cash balance plan

guaranteed credit per year; more closely 

resemble a defined contribution plan; 

benefits received at retirement are in 

terms of a stated account balance

Pension equity plan

a participant's benefit is stated as a lump 

sum based on current value of an 

accumulated percentage of the 

participant's final average compensation

Background of Employee Benefit Plans

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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KEY POINT

Defined benefit plans are based on benefits at retirement rather than current 

contributions.  The annual cost to fund that benefit can vary from year to year 

based on changes in compensation, age of participants, and rate of earnings on 

the underlying investments.  Employers bears the investment risks with a 

defined benefit plan.1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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c. Reports and records

1) Census records summarize participant data and are 

provided to the actuary for benefit calculations

2) Actuarial valuation reports are prepared by the actuary 

showing present value of accrued benefits and annual 

funding requirements

3) Participant account information is kept for cash 

balance plans and plans allowing employee 

contributions, showing participant additions and 

earnings1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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C. Health and Welfare Benefit Plans

1. What health and welfare benefit plans may provide

a. Medical, dental, prescription drugs, psychiatric, life 

insurance, or accidental death benefits

b. Postemployment benefits, severance, or disability

c. Sick leave, vacation, tuition assistance, dependent care, or 

legal services

d. Postretirement benefits or supplemental unemployment 

benefits

2. Types of funding arrangements

a. Defined contribution health and welfare plans

1) Maintain an individual account for each participant1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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2) Have terms to determine the contributions to 

participants' accounts rather than define the benefits 

to be received

3) Limit benefits received to the amounts contributed 

to the participant's account, plus earnings on 

investments, less expenses

b. Defined benefit health and welfare plans

1) Specify a determinable benefit that may be a 

reimbursement to the participant or a direct payment 

to the providers or an insurance company for the cost 

of the services1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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2) May include benefits payable in a lump sum or in the 

form of a death benefit

3) May define or limit level of benefits based on age, 

years of service, and salary, similar to the principles of 

defined benefit pension plans

4) Contributions may be determined by an actuary using 

factors such as claims, premiums, hours worked, or 

other factors determined by the plan sponsor1

NOTE1

A plan funded by a fixed level of contributions in the case of a collectively 

bargained plan (union) can still be a defined benefit plan if it is set up to provide 

a defined benefit.

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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3. Trust arrangements

a. Characteristics of trusts

1) Set up to hold assets of the plan or to pay benefits to 

participants

2) May or may not be tax exempt

3) Assets may be segregated or restricted under different 

trust arrangements

b. Types of trust arrangements

1)    Voluntary employee beneficiary association (VEBA)

a) Tax exempt

b) Most common form of a trust to hold investment 

assets in a health and welfare plan1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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2)   Taxable trust such as grantor trusts in which the 

grantor maintains specific powers or benefits of 

ownership1

3) IRC Section 401(h) account (referred to as 401(h)

account)

a) Set up to pay retiree health benefits and is in the 

form of a defined benefit plan

b) Related to a defined benefit pension plan with 

benefits paid at retirement

c) Benefits may be funded by a defined benefit 

pension plan

d) Any benefits paid out of a 401(h) account must be 

for retiree health benefits and not pension 

benefits2

1IRS.  "Instructions for Form 1041 and Schedules A, B, G, J, and K-1 (2014)."  http://www.irs.gov/instructions/i1041/ch01.html
2AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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4. Defining the reporting entity

a. Forms of reporting entity

1) Employer may sponsor multiple welfare benefit plans

2) Some may sponsor individual health and welfare 

programs included in a single plan, for example: 

medical, dental, and vision

3) Combination of programs by an employer into a single 

plan (wrapper plan) to simplify regulatory reporting1

KEY POINT

Generally, if a trust exists, audited financial statements of the plan may be 

required under ERISA.1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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b. Factors affecting accounting and reporting

1) Who is covered under the plan—active employees, 

terminated employees, dependents, beneficiaries, 

retirees, union/nonunion employees

2) Benefits covered under the plan through a trust or not 

must be included in the plan's financial statements

3) Determination of who is required to contribute to the 

plan to cover benefits: the employer, the participants, 

or both

4) Determination of how benefits are funded

a) Contributions to a trust (a trust may not include all 

of the activity of the plan)

b) Through general assets of the employer1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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5. Parties in the administration of health and welfare plans

a. Same parties as in retirement plans with the following 

additions:

1) Insurance company for fully insured benefits

2) Claims processor for self-funded benefits

3) Pharmacy benefit managers

6. Health and welfare arrangements

a. Insurance companies

1) Nature of reporting may be affected by whether the 

insurance company accepts the degree of risk or only 

provides administrative services

b. Pharmacy benefit managers

1) Used to provide prescription drug benefits and help 

control costs1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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c. Tax advantaged defined contribution arrangements

1) Flexible spending arrangements (FSAs) 

a) Can be set up by the employer through an IRC 

Section 125 cafeteria plan

b) Allow participants to deduct a portion of their 

earnings through payroll deductions to pay for 

qualified expenses such as medical, dependent 

care, or other expenses

c) Amounts deducted are not subject to any payroll 

taxes.  Qualified expenses can be paid up to the 

amount the participant elects each year1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.

Source: Devonyu/iStock/Thinkstock
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2) Health savings accounts (HSAs)

a) May be established for employees with certain 

high-deductible health plans

b) Both employee and employer can make 

contributions

c) Disbursements are nontaxable and reimburse 

employees for qualified medical expenses

d) Remaining balances may be withdrawn at age 65 

or used to pay for long-term care insurance1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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3) Health reimbursement arrangements (HRAs)

a) Similar to health savings accounts (HSAs) except 

that employees may NOT contribute 

b) Funded solely by the employer

c) Does not have to be associated with a high-

deductible health plan

d) Disbursements are nontaxable and reimburse 

employees for qualified medical expenses up to 

an established maximum amount1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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7. IRC Section 125 plans (i.e., cafeteria plans or flexible benefit 

plans and referred to as Section 125 plans)

a.   Most common types of benefits included

1) Medical insurance premiums

2) Out-of-pocket medical expenses

3) Dependent care expenses

b. Employee contributions

1) Participant elections at the beginning of the year for 

payroll deductions to pay for benefits

a) Amount of payroll deductions or contributions are 

not taxable income to the employee

b) Employees are allowed to pay for certain 

employee benefits on a pretax basis1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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c) Employee saves payroll taxes on the amount of 

the contributions

d) Employer also saves payroll taxes on the amount 

of the contributions

c. "Use it or lose it" rule

1) If employee does not use all of the amount of benefits 

elected at the beginning of the plan year deductible 

throughout the year, he or she may forfeit the unused 

portion1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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Example of how a Section 125 cafeteria plan commonly works:

Employees must pay $100 per month for their group health insurance coverage.  The 

company has a cafeteria plan and one of the allowed benefits is group health insurance.  

Payroll is paid semimonthly.  An employee may elect to have $50 per pay period 

deducted from her paycheck to pay for the individual portion of the health insurance.  

The $50 is not taxable for any payroll taxes.  The employer also does not pay any 

payroll taxes on the amount.1

Background of Employee Benefit Plans

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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III.   Financial Accounting and Reporting for ERISA Plans

A. Government Regulations

1. Internal Revenue Code effect on employee benefit plans

a. Internal Revenue Code (IRC) Section 401(a)

1) Qualified trust tax benefits available

a) Current tax deductions for plan sponsors for 

contributions to plan

b) Deferment of taxable income to participants until 

the benefits are distributed

c) Exemption of trust from income tax on earnings in 

the trust1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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d) Favorable tax treatment of benefit distributions to 

participants because recipient may be in lower tax 

bracket when distributions are received as compared 

to when participant was working

e) Distributions from a qualified plan can be rolled over 

tax free to an IRA

2) Who benefits from a qualified plan?

a) A broad group of employees 

3) Nonqualified plans (non-401(a) plans)

a) Benefit only a few key employees

b) May not be currently funded

c) Contributions may not provide current tax deductions

b. IRC Section 419 and 419(a)

1) Allows employers to make tax deductible contributions        

to health and welfare benefit plan1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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2. Effect of ERISA on employee benefit plans

a. Purpose

1) Provides for federal government oversight of the 

operating and reporting practices of employee benefit 

plans

2) Establishes reporting requirements for covered plans

3) Establishes minimum standards for participation, 

vesting, and funding for defined benefit and defined 

contribution plans sponsored by private entities

4) Establishes standards of proper conduct for fiduciaries 

of plans1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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b. Authority under ERISA

1) Internal Revenue Service (IRS)

a) Has authority to issue regulations covering 

reporting and disclosure requirements and 

administrative responsibilities

2) Department of Labor (DOL)

a) Has authority to issue regulations covering 

reporting, disclosure, and administration

3) Pension Benefit Guaranty Corporation (PBGC)

a) Guarantees participants in most defined benefit 

plans receive certain minimum benefits if the plan 

terminates

b) Administers terminated plans in some 

circumstances1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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c. Plans under ERISA

1) Employee benefit plans established, set up, or 

maintained by employers engaged in interstate 

commerce

2) Employee benefit plans of employers in any industry 

or activity affecting interstate commerce

3) Employee benefit plans of employee organizations 

representing employees engaged in those type of 

activities1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.



74

Financial Accounting and Reporting for

ERISA Plans

d. Three primary purposes of ERISA are to ensure plans:

1) vest accrued benefits for employees with substantial 

service

2) meet minimum standards for funding

3) subscribe to plan termination insurance for DB plans 

with the PGGC  

e. Plans to which most aspects of ERISA do not apply:

1) Government plans, including those of state and local 

governments

2) Church plans, with some exceptions

3) Plans set up to comply with workers' compensation, 

unemployment compensation, or other disability 

insurance laws1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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4) Plans maintained outside of the United States 

primarily for nonresident aliens

f. Minimum guarantees under ERISA pension plans:

1) An employee cannot be excluded from participation 

because of age and service

a) An employee cannot be excluded if he or she has 

attained 21 years of age and one year of service

i. Exception: A pension plan may defer service 

until two years of service and age 21 if the 

benefits immediately vest 100%1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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2) Vesting or nonforfeitable rights

a) Contributions by participants are nonforfeitable or 

100% vested

b) Vesting of employer contributions or benefits have 

minimum vesting requirements based on years of 

service

i. A year of service is defined as a 12-month 

period in which the participant has completed 

at least 1,000 hours of service

c) Participant becomes fully vested upon the 

termination or partial termination of a plan

d) Plan administrators must maintain sufficient 

records and furnish participants with benefit 

statements on a regular basis1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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3) Minimum funding standards for pension plans

a) Pension plans must maintain a funding standard 

account (FSA) which is a memorandum account 

not included in the plan's financial statements 

i. Certain DC plans must keep FSAs, on a 

limited basis, to determine compliance with 

minimum funding standards

ii. For most DB plans, sponsor's annual 

contribution must be adequate to cover 

normal period cost, amortization of unfunded 

prior service, and changes related to plan 

amendments, gains or losses, or changes in 

actuarial assumptions1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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g. Trust requirements under ERISA

1) IRC requires pension and profit sharing plans be 

funded through a trust

2) ERISA requires all employee benefit plans including 

pension and welfare plans be held in trust

a) Exceptions

i. Certain insurance contracts

ii. 403(b) custodial accounts

3) Employee contributions to a pension plan or a welfare 

plan must be deposited into the trust in a prescribed 

amount of time1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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B. Reporting and Disclosure Requirements

1. Plan reporting requirements under ERISA

a. Documentation requirements

1) Administrator must furnish to the DOL upon request 

any documentation including the summary plan 

description, bargaining agreement, and trust 

agreement

2) Most plans must file an annual report to satisfy ERISA 

and IRC requirements

3) Administrators must furnish specific benefit plan 

information to participants and/or beneficiaries1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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b. Form 5500: Annual Return/Report of Employee

Benefit Plan 

1) IRS, DOL, and PBGC joint agency designed this form

2) The Form 5500 Annual Report is the most significant 

to the auditor

3) Who is required to file:

a) All pension benefit plans and welfare benefit

plans covered by ERISA and not otherwise 

exempt must file

b) Reporting requirements for Form 5500 vary 

slightly for large plans, small plans, and direct 

filing entities (DFE)—administrators must follow 

the appropriate procedures based on the

plan type1

1Department of the Treasury, Department of Labor, and Pension Benefit Guaranty Corporation.  2014 Instructions for Form 5500. http://www.dol.gov/ebsa/pdf/2014-5500inst.pdf
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c) Filing is required even if there is no contribution to 

the plan for a certain year

4) Who is exempt from filing (generally)

a) An unfunded excess pension benefit plan

b) A welfare benefit plan that covered fewer than 100 

participants as of the beginning of the year and is 

unfunded, fully insured, or a combination of insured 

and unfunded

c) A church pension benefit plan not electing coverage 

under IRC Section 410(d)

d) A pension benefit plan covering only an individual 

or an individual and his or her spouse who own a 

trade or business (incorporated or unincorporated)

e) A government plan1

1Department of the Treasury, Department of Labor, and Pension Benefit Guaranty Corporation.  2014 Instructions for Form 5500. http://www.dol.gov/ebsa/pdf/2014-5500inst.pdf
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f) A pension plan or welfare benefit plan maintained 

outside the United States primarily for persons 

substantially all of whom are nonresident aliens

g) A pension benefit plan for a partnership that 

covers only the partners or the partners and the 

partners' spouses

h) An employee benefit plan maintained only to 

comply with worker's compensation, 

unemployment compensation, or disability 

insurance laws1

1Department of the Treasury, Department of Labor, and Pension Benefit Guaranty Corporation.  2014 Instructions for Form 5500. http://www.dol.gov/ebsa/pdf/2014-5500inst.pdf

Source: violetkaipa/iStock/Thinkstock
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5) Types of filers

a) A single employer plan (plan sponsored by one 

employer)

b) A plan for a controlled group 

i. A plan for a group of corporations or a group 

of trades or businesses under common 

control as defined by IRS code sections

ii. For Form 5500 filing purposes, a controlled 

group is generally considered as one 

employer when benefits are paid to 

participants from the plan's total assets 

without regard to contributions from each 

employer1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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c) Multiemployer plan

i. A plan to which more than one employer is 

required to contribute; for example, a union 

plan

ii. Maintained subject to one or more collective 

bargaining arrangements

iii. Participating employers do not file individually 

for these plans1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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6) Participant

a) Defined by ERISA as any employee who is or 

may be eligible to receive a benefit

b) Even if the employee has no account balance, he 

or she is considered a participant because of 

eligibility

c) In the case of a 401(k) plan, a participant is an 

individual who is eligible to participate in the plan 

even if he or she elects not to contribute

d) For purposes of Form 5500, the determination of 

number of participants in the plan is calculated as 

of the beginning of the plan year1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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7) Plans required to file annual Form 5500

a) Defined contribution plans

i. Profit sharing plan

ii. Money purchase plan

iii. Employee stock ownership plan

iv. 401(k) plan

v. 403(b) plan

b) Defined benefit plans

i. Pension equity plan

ii. Cash balance plan

c) Welfare benefit plans1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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c. Form 5500 additional disclosure schedules

1) Plans with 100 or more participants

a) Schedule C

i. Reports payments paid by the plan to any 

service provider of $5,000 or more

ii. Reports changes in service providers

b) Schedule G

i. Reports supplemental investment information

c) Schedule H

i. Reports financial information and detail of 

assets and liabilities1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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d) Schedule R: Retirement Plan Information

i. Funding

ii. Amendments

iii. Distributions

iv. Can also be used for plans of less than 100 

participants

e) Schedule SB: Single Employer Defined

Benefit Plan

i. Actuarial information, calculations, 

assumptions, and attachments

ii. Applies to plans of less than 100 participants 

as well1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.



89

Financial Accounting and Reporting for

ERISA Plans

f) Schedule MB: Multiemployer Defined Benefit Plan

i. Actuarial information for multiemployer 

defined benefit plans

g) Schedule A: Insurance Information

i. Attached if any benefits under the plan are 

provided by an insurance company

h) Annual report (see slide 92)

2) Small plans (less than 100 participants)

a) Schedule I: Financial Information

i. Detail of asset and income information

b) Schedule R: Retirement Plan Information (same 

as large plan)1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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c) Schedule A: Insurance Information (same as large plan)

d) Schedule SB: Defined Benefit Information (same as 

large plan)

d. Short Form 5500 

1) Limited to small plans of less than 100 participants

2) Investments are limited to readily determinable market value

3) Assets do not include any employer securities1

4) Schedule requirements are more limited than with Form 

5500

a) Schedule SB (Single Employer Defined Benefit 

Actuarial Information) is required for a single employer 

defined benefit pension plan

b) Schedule MB (Multiemployer Defined Benefit Plan and 

Certain Money Purchase Plan Actuarial Information) is 

required for money purchase plans amortizing a funding 

waiver using Form 5500-SF1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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e. Other small plan filing differences

1) Small pension plans must meet the audit waiver 

conditions to file Form 5500 S-F:

a) At least 95% of plan's assets must be qualifying 

plan assets

i. Assets typically held by a bank, brokerage, or 

insurance company

ii. If requirement is not met, additional fidelity 

bond coverage is required for individual 

handling nonqualifying assets

iii. Additional bond coverage must be disclosed in 

Summary Annual Report to participants

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.



92

Financial Accounting and Reporting for

ERISA Plans

f. Summary annual report to participants

1) Information required

a) Total assets at beginning and end of year

b) Number of participants covered

c) Total plan income and expenses

d) Amount of distributions paid out in the year

e) Information about the plan administrator and 

employer: name, address, etc.

f) Names of the investment companies holding the 

plan assets1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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g. Timing of filing Form 5500

1) Must be filed by seven months after the close of the 

plan year

2) Extensions may be filed for an additional 2½ months 

to file using Form 5558 before the original due date

3) An extension may also be granted if the plan sponsor 

has an extension on its corporation income tax return 

to the due date of the corporate return, provided the 

plan sponsor and plan are on the same year end1

KEY POINT

Information from Form 5500 must be given to plan participants annually in the 

form of a Summary Annual Report.  A participant may also request a copy of the 

Form 5500 and Schedules.1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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h. Section 125 cafeteria plans

1) Cafeteria plans are not required to file any additional 

Form 5500 Schedule

2) IRS Notice 2002-24 eliminated the need for filing 

Schedule F for cafeteria plans, "but they may still be 

required to file a Form 5500 to report on the plan's 

welfare benefits covered by Title I of ERISA."1

3) Cafeteria plans must still follow the reporting rules for 

welfare benefit plans

4) Section 125 plans are not required to have separate 

trust arrangements1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.

Financial Accounting and Reporting for

ERISA Plans
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C. Plans Pursuant to the Securities and Exchange Commission 

(SEC)

1. Plans subject to the requirements of the Securities Act of 1933

a. Certain defined contribution plans that allow participant 

employees to invest their funds in employer securities1

2. Additional requirements of plans subject to SEC rules1

a. Filing requirements with the SEC on a Form 11-K which 

requires the following: 

1) Title and address of plan

2) Name of issuer of securities

3) Audited statement of financial condition for the last two 

years

4) Audited statement of income and changes in equity for 

the last three years2

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
2United States Securities and Exchange Commission.  Form 11-K.  https://www.sec.gov/about/forms/form11-k.pdf
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b. Must submit an audit in accordance with PCAOB 

standards to the SEC

c. Must also submit audit in accordance with GAAS for filing 

with the DOL

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.

KEY POINT

The Form 11-K must be filed within 90 days following the plan’s fiscal year end. 

For plans subject to ERISA, plan financial statements must be filed within 180 

days of the plan’s fiscal year end.1

Source: Aquir/iStock/Thinkstock
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IV. Internal Control Using a Service Organization

A. Services Provided by a Service Organization Relevant to the 

Operation and Audit of an Employee Benefit Plan

1. Service providers in the operation of an employee benefit plan

a. Trustee

1) Responsible for the safekeeping of the plan's 

investments

b. Custodian

1) The party who actually holds the assets

a) Many times the trustee and the custodian are the 

same party

b) Sometimes the custodian is an institution and the 

trustees are individuals1

1AICPA.  Employee Benefit Plan Audit Quality Center. Effective Monitoring of Outsourced Plan Recordkeeping and Reporting Functions.  March 22, 2013.  Accessed January 2015.  

http://www.aicpa.org/InterestAreas/EmployeeBenefitPlanAuditQuality/Resources/PlanAdvisories/DownloadableDocuments/EBPAQC_Plan_Advisory_on_Monitoring_Outsourced_

Functions_highres.pdf
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c) Custodian may perform investment functions such as 

collecting income and purchasing and selling 

securities

c. Investment manager

1) The investment manager may make investment decisions 

and directs the custodian to purchase and sell securities

d. Record keeper

1) Keeps track of the investment transactions

2) Record keeper is responsible for accounting for 

participant accounts, valuation of investments, processing 

of checks, and preparation of participant

3) Record keeper is NOT responsible for the plan's 

investments1

1AICPA.  Employee Benefit Plan Audit Quality Center. Effective Monitoring of Outsourced Plan Recordkeeping and Reporting Functions.  March 22, 2013.  Accessed January 2015.  

http://www.aicpa.org/InterestAreas/EmployeeBenefitPlanAuditQuality/Resources/PlanAdvisories/DownloadableDocuments/EBPAQC_Plan_Advisory_on_Monitoring_Outsourced_

Functions_highres.pdf
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4) Many times the record keeper is the third-party

administrator

e. Third-party administrator 

1) May assist with some or all of the following functions:

a) Accounting for participant accounts

b) Preparation of participant statements

c) Processing distributions

d) Other plan administration functions, including

i. performing compliance testing

ii. plan design

iii. calculation of employer contributions

iv. allocation of employer contributions, plan 

earnings, and forfeitures1

1AICPA.  Employee Benefit Plan Audit Quality Center. Effective Monitoring of Outsourced Plan Recordkeeping and Reporting Functions.  March 22, 2013.  Accessed January 2015.  

http://www.aicpa.org/InterestAreas/EmployeeBenefitPlanAuditQuality/Resources/PlanAdvisories/DownloadableDocuments/EBPAQC_Plan_Advisory_on_Monitoring_Outsourced_

Functions_highres.pdf
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v. preparation of the annual Form 5500

vi. keeping plan documents up to date

vii. determining employee eligibility

f. Actuary in a defined benefit plan

1) performs actuarial valuation

2) determines minimum funding amount

3) determines any contributions due for the year

4) calculates any benefit payments due to participants

g. Payroll processing company

1) Outside service company used by many employers to 

process payroll1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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B. Nature of Services and Interaction Between Service 

Organization and Plan Sponsor

1. Services provided relevant to an audit

a. Maintenance of accounting records

b. Management of investments

c. Processing of investment transactions

d. Safeguarding assets held by custodian

e. Maintenance of individual participant accounts

f. Processing of benefit payments

g. Processing of payroll transactions

h. Processing and maintenance of participant loans1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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2. Obtaining information about the nature of the services provided 

by a service organization

a. Review trust agreements

b. Read service contracts

c. Determine which service applies to each service 

organization (some organizations may offer several 

administrative services, but they may not all apply to the 

particular employer)1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.

Source: Jim Pruitt/iStock/Thinkstock
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C. Monitoring Service Organization Controls 

1. A crucial step in monitoring a service organization is 

understanding the quality and effectiveness of the processes, 

procedures, and controls used to provide the plan's accounting 

information 

2. In evaluating a service organization, the auditor should 

determine whether:

a. participant enrollments, cash receipts, and distribution of 

plan assets are processed completely, accurately, and in a 

timely manner per the instructions of the plan sponsor and 

participants

b. dividends are timely and are accurately recorded

c. investment transactions are applied properly

d. plan assets are safeguarded from loss or misappropriation1

1AICPA.  Employee Benefit Plan Audit Quality Center. Effective Monitoring of Outsourced Plan Recordkeeping and Reporting Functions.  March 22, 2013.  Accessed January 2015.  

http://www.aicpa.org/InterestAreas/EmployeeBenefitPlanAuditQuality/Resources/PlanAdvisories/DownloadableDocuments/EBPAQC_Plan_Advisory_on_Monitoring_Outsourced_

Functions_highres.pdf
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e. participant transaction confirmations, account statements, 

and reports are accurate and timely

f. year-end compliance tests are complete and accurate

g. changes to systems and software are tested and approved 

prior to production

h. access to service organizations' facilities and software 

programs and data is limited to authorized individuals and 

controls are in place to protect them

i. new plans and mergers are established in accordance with 

plan documents, and participant and financial data are 

accurately recorded1

1AICPA.  Employee Benefit Plan Audit Quality Center. Effective Monitoring of Outsourced Plan Recordkeeping and Reporting Functions.  March 22, 2013.  Accessed January 2015.  

http://www.aicpa.org/InterestAreas/EmployeeBenefitPlanAuditQuality/Resources/PlanAdvisories/DownloadableDocuments/EBPAQC_Plan_Advisory_on_Monitoring_Outsourced_

Functions_highres.pdf
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3. SOC 1 Report (Service Organization Control Reports)

a. Purpose

1) Helps the plan sponsor to understand and monitor the 

quality and effectiveness of the service organization's 

processes and controls

b. Performance of report

1) CPA performs examination of controls at the service 

organization under AICPA professional standards

2) A Type 2 SOC 1 report is the same as a Type 1 SOC 1 

report but also includes a description and results of 

the CPA's test of controls1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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c. Greater demand for SOC Reports can be attributed to the 

following:

1) Concern over quality of accounting information

2) More outsourcing of plan administration services

3) Increased use of technology in plan administration 

services

d. Not having an SOC Report can have the following 

negative effects:

1) Difficult to determine if the controls at the service 

organization are designed and operated properly

2) More procedures may be necessary1

KEY POINT

An SOC Report is not mandatory for a service organization.1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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4. Significance of controls at a service organization

a. Depends on the degree of interaction between the service 

organization's activities and those of the plan sponsor or 

employer (user entity)

1) Interaction is the extent that the user entity is able to 

implement effective controls over the processes 

performed by the service organization

2) If the service organization is allowed by the plan to 

execute transactions without specific authorization of 

each transaction, there is less interaction and less 

control over the service organization1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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5. Effect of use of a service organization on user entity's risk of 

material misstatement

a. Depends on the nature of the services provided and the 

controls over these services

1) If the plan has proper controls and they are operating 

effectively, the use of the service organization may 

decrease the risk of material misstatement

a) Assumes the plan sponsor does not have the 

expertise or resources to perform that particular 

activity1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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b. If the plan sponsor does not maintain independent 

accounting records, the auditor must evaluate the services 

provided and the impact on the user entity's internal 

controls to better assess the risk of material misstatement.

c. Examples of scenarios where the plan sponsor may not 

maintain independent accounting records:

1) A 401(k) plan with enrollment done on an automated 

phone line or on a website electronically

2) A welfare benefit plan with claims processed 

electronically1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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6. Additional design and implementation of controls of service 

organization

a. If the auditor is unable to obtain a sufficient understanding 

from the user entity, the auditor should gain an 

understanding by using the following procedures:

1) Obtain SOC Report

2) Contact service organization through the user entity in 

order to obtain specific information

3) Visit service organization and perform procedures that 

will provide necessary information about the controls 

of the service organization

4) Use another auditor to perform procedures and tests 

that will provide the necessary information about the 

relevant controls of that service organization1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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7. Controls of participant information in a service organization

a. Provide reasonable assurance that participant data is 

recorded properly and accurately

1) Confirmation notices to participants to confirm the 

record keeping system is accurate

2) Procedures for a regular review of participant 

statements

3) Follow-up procedures for confirmations

b. Determine employees meet eligibility requirements of plan 

before enrollment1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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c. Control disbursements and transactions

1) Develop proper procedures for loans, withdrawals, 

distributions, and forfeitures

a) Confirm quarterly participant statements

b) Perform follow-up procedures1

KEY POINT

A third-party service organization that does not provide an SOC Report is a risk 

factor in the audit of an employee benefit plan.1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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V. Audit Requirements

A. ERISA Requirements: Form 5500

1. Pension plans

a. Generally, plans filing Form 5500 as a large plan require 

an audit of their financial statements by an independent 

qualified public accountant.  These plans include:

1) Plans with 100 participants or more at the beginning of 

the plan year

2) Plans that must file Schedule H financial information 

for a large plan1

KEY POINT

Generally pension plans with 100 participants or more at the beginning of the 

plan year require an audit of their financial statements.1 See 80-120 Rule 

exception on slide 118.

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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2. Plan participants for inclusion in 100-participant count

a. Active participants

1) Current employees covered by the plan and earning 

or retaining credited service

2) Includes individuals who are eligible to contribute to a 

401(k)

b. Retired or separated participants receiving benefits

c. Retired or separated participants entitled to future benefits

d. Deceased individuals

1) Individuals who had one or more beneficiaries 

receiving or entitled to receive benefits1

Audit Requirements

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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3. Welfare plans 

a. Have same audit requirements as pension plans with the 

following exceptions (if the criteria below are met, the plan 

may be exempt from the audit requirement):

1) Pay benefits solely from the general assets of the 

employer

2) Provide benefits exclusively through insurance 

contracts or policies issued by a qualified insurance 

company or through a qualified HMO

3) Premiums are paid directly out of the general assets 

of the employer1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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4. 80-120 Rule

a. Rule stating that if there are between 80 and 120 

participants at the beginning of the plan year and a Form 

5500 was filed for the prior year, the plan may elect to use 

the same filing status ("large" or "small") as in the previous 

year

b. Requirements to qualify for rule

1) A Form 5500 was filed for the prior plan year

2) Schedule I was filed for the prior plan year if applicable

3) The number of participants entered on the Form 5500 

as of the beginning of the plan year is between 80 and 

120

c. If these requirements are met and Schedule I was filed for a 

small plan the previous year, the plan may still file as a small 

plan for the current year and no audit is required1

Audit Requirements

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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KEY POINT

If there are between 80 and 120 participants at the beginning of the plan year 

and a Form 5500 was filed for the prior year, the same filing status can be used 

for the current year.  If the plan was filed in the prior year as a small plan, the 

current year will not require an audit.1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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5. Form 5500 audit requirements

a. Plans with 100 or more participants as of the beginning of 

the plan year not qualifying for an exception must 

complete the Form 5500 requirements for a large plan

1) Annual audit requirement

a) Plans are required to engage an independent 

qualified public accountant (IQPA) according to 

ERISA

b) The accountant's opinion, accompanying financial 

statements, and notes must be attached to

Form 55001

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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B. Limited Scope Audit

1. Audit areas

a. Plan contributions

b. Participant data

1) Eligibility dates

2) Participation dates

3) Compensation information

4) Participant elections

c. Participant allocations

d. Benefit payments

e. Liabilities and plan obligations

f. Loans to participants

g. Administrative expenses1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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2. Investments and investment income

a. Investment information is not subject to audit procedures if 

the plan management elects a limited scope audit

3. Requirements to elect a limited scope audit

a. Investment information is prepared and certified by

a third party

1) Bank

2) Other regulated financial institution like a credit union

3) Insurance company that is regulated by a federal or 

state institution

4) Trust company

5) Other regulated institution1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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b. The limited scope exemption does not apply to 

investments held by a broker or dealer or an investment 

company (a trust company that is regulated by a state or 

federal agency would be eligible)

c. Qualified certifying institution must certify both the 

accuracy and completeness of the investment information 

submitted1

KEY POINT

Plan management is responsible for determining that the conditions of the 

limited scope audit exemption have been met.1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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d. Results of a limited scope audit

1) Disclaimer of opinion

a) Since investment information is a significant part of 

plan assets, the auditor does not express an opinion 

on the financial statements

i. All other plan information has been subjected to 

audit procedures

2) SEC reporting

a) Limited scope audits and disclaimers are not 

acceptable for SEC purposes for employee plans 

required to file Form 11-K with the SEC

b) In a limited scope audit, the auditor is precluded from 

issuing an opinion on supplementary schedules in 

relation to the financial statements1

1AICPA.  Employee Benefit Plan Audit Quality Center.  Employee Benefit Plans—Financial Statement Audits.  May 1, 2013.  Accessed January 2015.  

http://www.aicpa.org/InterestAreas/EmployeeBenefitPlanAuditQuality/Resources/PlanAdvisories/DownloadableDocuments/EBPAQC-Plan-Advisory-on-EBP-Financial-Statement-

Audits.pdf
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C. Full Scope Audit

1. All areas of audit are covered, including investment information

2. Performed when a plan does not qualify for a limited scope 

audit, based on the following criteria:

a. Investment assets not held with a certifying institution

b. Plan did not elect a limited scope audit

c. Institutions did not provide the required certification of the 

plan assets

3. Considerations

a. Supplemental schedules are required to be covered as 

part of the auditor's report

1) Supplemental schedules include required 5500 

schedule attachments

a) Schedule H: Detail of Financial Information1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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b. Supplemental schedules reported as part of financial 

statements

1) Reported in an other-matter paragraph

2) Separate report on the supplemental schedules

c. Elements of reporting supplemental schedules

1) A statement that the audit was conducted for the 

purpose of forming an opinion on the financial 

statements as a whole

2) A statement that the supplementary information is 

presented for purposes of additional analysis and is 

not a required part of the financial statements1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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3) A statement that the information is the responsibility of 

management related to underlying accounting 

information

4) A statement that the supplementary information has 

been subjected to the auditing procedures applied to 

audit the financial statements1

1AICPA.  Audit and Accounting Guide: Employee Benefit Plans.  January 1, 2014.  PDF e-book.
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