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GENERAL:

The Payroll Department is responsible for processing all District payrolls and
compliance with all rules and regulations pertaining to and/or resulting from payroll
operations which includes the following:
e Timely and accurate payment of wages, proper deductions of employee elected
plans, and maintaining individual leave balances.
¢ Taxing, reporting, and payment of all related taxation items.
¢ Maintaining records and reports required by the District, State, and Federal
governmental agencies pertaining to personnel paid through the payroll system.
¢ Reconciliation of all payroll and data to the general ledger.

AUDIT OBJECTIVES:

1) Comprehensive policies and procedures addressing payroll activities have been
developed and documented;

2) The District is in compliance with the established policies and regulatory
requirements.

3) Adequacy of internal controls relative to data integrity, error detection,
segregation of duties, and restricted access to properly authorized employees;

4) To determine if salary and wages are authorized and accurately recorded;
5) Payments to employees are complete, accurate, timely, and valid;

6) Taxing, reporting, and payment of all related taxation items is accurate, complete,
and filed timely;

7) Recorded balances are regularly substantiated and reviewed.

AUDIT PROCEDURES:

1) General
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a)

c)

Obtain the following, where applicable:

i. Policies and Procedures

ii. Organizational Charts and job descriptions

iii. Prior Audit Reports

iv. External Auditor Management Records

v. Regulatory Examination Reports

vi. Related Information Regarding Laws and Regulations

Review policies and procedures to determine adequacy. Ensure the policies and
procedures have been communicated to the appropriate personnel.

Review any prior examination reports to determine whether corrective action
has been implemented for noted deficiencies.

2)

Time Clock System

f)

Document the Time Management process.

Review the procedures for time clock management to determine adequacy.
Determine if time worked is accurately recorded and retained.

Are time clock transactions properly authorized and approved.

Determine if controls are in place to properly manage and account for employee
time and attendance management.

Test security features over time clock system, including password parameters.

3)

Payroll Processing

a)

b)

Document the flow of documents through the payroll process.

Payroll procedures should be reviewed for appropriate controls to ensure the
accuracy of salary payments.
Verify the following:
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Vi.

Who has system access to the payroll systems. Determine who has the
ability to add, delete, modify, etc., payroll information. Assess for
appropriateness and proper segregation of duties.

Test security features over the payroll system including password
parameters.

If there is proper cross-training between employees in both the HR and
Payroll departments.

Signatures of employees preparing salary payment calculations and the

officer reviewing the same should be evidenced on the appropriate register.

Ensure that file copies of Employee Statements of Earnings and Payroll
Registers are maintained in the custody of the Payroll Department
personnel.

A supervisor shall review all computer/manual payroll registers to ensure
that the information has been accurately entered and captured, and should
sign the register and accounting entries to evidence review.

Select a sample of individuals from the payroll register and perform the
following:

Vi.

Vii.

Trace the pay rate and all deductions to properly authorized forms in the
employees' personnel file.

Determine if departmental classification are accurate.

Select a pay period and recalculate regular and overtime pay to ensure
compliance with organization and federal guidelines. Compare employee
time reported with pay rate found in personnel to the employee's actual
payment seen in the department's statement of account. Ensure the
payment was for the correct amount.

Recalculate all amounts, including gross pay, deductions, stipends, and net
pay. Trace elective deductions to signed authorization forms and reference
taxes to appropriate sources.

Trace appropriate disbursement to employee.

Compare Direct Deposit Report with the ACH confirmation received from
the bank.

Trace total payroll amounts to posting in the proper general ledger
accounts.

Document controls for protection and distribution of payroll checks. Conclude
on adequacy.
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4) Utilized Forms

a) Obtain copies of all forms used by the department.

b) Evaluate for adequacy and effectiveness.

5) Absence Reporting

a) Document the district's procedures for the reporting and recording of employee

leave.

b) Select a sample - Determine if employees' reported leave agrees to what is
found on payroll records.

6) Test a small sample of:

a) New Hire - for the following:

iii.
iv.

I-9 completed and on file.

W-2 completed, signed and on file.

Communicated timely to the payroll department for processing
Re-calculate first paycheck to verify accuracy.

b) Terminated Employees - for the following:

Verify that employee's personnel file contains proper documentation of
their termination.

Confirm that their final checks were processed and calculated correctly.
Verify that the employee is properly marked as "non-active" in the payroll
and workforce system and no subsequent checks have been generated.

c) Overtime - for the following:

Verify that overtime rate was properly calculated at the time and a half rate.

d) Supplemental Pay - for the following:

Determine the type of job being performed for the extra duty pay.
Determine if a consistent rate of pay is being paid for similar jobs.
Determine if the employee's time recorded for supplemental pay is outside
the normal duty times for their regular pay.
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7)

Expense Control

a) Scan salary expense amounts for the prior 12 months. Follow-up on any unusual
fluctuations noted. Or compare prior period salary expenses to current period
expenses and current budget and investigate significant variances.

b) If deemed necessary, validate the payroll register by selecting a sample of
employees and physically verifying their existence.

c) For payroll benefit expenditures, identify bonuses, stipends, PSA's, or other
unusual compensations, and inspect evidence of approval.

d) Evaluate reasonableness of accrual for payroll expenditure at the end of the
period.

8)

Tax Reporting
a) Determine how the district is notified and keeps current on all tax updates.

b) Determine if income taxes and other deductions are calculated properly on test
samples.

c) Determine if payroll taxes are deposited timely.

d) Determine if all quarterly and year end reports are filed with the appropriate
entities timely and accurately so as to avoid penalties.

e) Determine if the distribution of W-2's was timely.

9)

Reconciliations

a) Obtain the reconciliations of a payroll related deposit accounts and payroll
liability accounts. Trace balances to the general ledger, bank statements, and
supporting documentation. Test transactions as necessary. Verify the accuracy
of the reconciliation.
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10) Custody of Payroll Records

a) Ensure that access to payroll records is limited to authorized employees only.

Determine whether files are consistently safeguarded during and after business
hours.
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