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Project Team (list members):

	Project Timing:
	Date
	Comments

	Planning
	
	

	Fieldwork
	
	

	Report Issuance (Local)
	
	

	Report Issuance (Worldwide)
	
	


Review the Payroll processing function focusing on adequacy of controls, overall efficiency and effectiveness of the processes, and compliance with policies and procedures. Specific areas of review include the adequacy of system and manual check processing functions; proper review of payroll information; adequacy of supporting documentation; appropriate review and authorization of manual checks; and existence of proper segregation of duties. Additionally, review the Human Resources function as it relates to Payroll focusing on completeness of personnel files, adequacy of supporting documentation for changes to employee profile, and timely reporting of employee information (new hires, terminations, merit increases, etc.) to Payroll.

	Control
	Projected Work Steps
	Initial 
	Index

	I. General Controls

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

2. Test security features over each payroll system, including password parameters.
	
	

	
	3. Determine how many FTE’s are involved in the HR and Payroll function. Obtain organizational chart. Determine how many employees are paid through payroll.
	
	

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

	
	5. Review list of individuals with badge access to the HR suite and determine appropriateness.
	
	

	II. New Hires/Additions to Payroll: To ensure all new hires were legitimate, properly authorized an accurately recorded in a timely manner.

	The recruiter completes the Change of Status (COS) form when a candidate has been selected and the position accepted. In addition, all employees are screened for credit, criminal activity, and drugs.

The Recruiter also performs the preliminary entry of some of the basic employment data, and originates the employee number. Once the candidate accepts the position, the recruiter approves the COS form. Neither the hiring manager nor the HR manager are required to sign the COS form.

The Payroll Processor enters the remaining employee data into the Payroll system, including pay rate information, and date stamps the form. The form is forwarded to the Sr. Payroll/HR Lead, who reviews the data input online and compares to the form. The data review includes the information keyed by the HR recruiter. The Sr. Payroll/HR Lead initials the form. The Lead reviews only those brought to his/her attention. A ghost employee could be activated without knowledge of Lead if a form is not completed.

Monthly, Payroll sends a summary report of employees with key information that includes pay rate, to each Supervisor to review.
	6. Review new hire report and randomly select 10 new hires. Note important information on a spreadsheet (i.e. name, employee #, pay rate).
7. Trace information to supporting documentation (COS form) in the employee files and online system to ensure accuracy.

8. Test the following attributes:

a. New hire is actually an employee (exists in company directory, email system, etc.).

b. Payroll added new hire to payroll register in a timely manner.

c. Pay rate information is consistent with supporting documentation.

d. Employee attended orientation in a timely manner.

e. Senior Payroll/HR lead initialed form indicating review of entry.

f. The employee’s I-9 is maintained in a file separate from the employee’s personnel file.

g. A complete background check was performed on the employee.

h. Employee signed security policy acknowledgment form.
	
	

	III. Terminations/Deletions from Payroll: To ensure that terminated employees were properly recorded and processed in the payroll system.

	The change of status form is completed, authorized by the employee’s manager, approved by HR, and sent to Payroll to process the final pay information.
The severance agreement is signed by the employee and HR and provided to Payroll. The severance agreement contains the amount of severance pay that will be processed, if any.
Payroll will also calculate the amount of the unused vacation to include in the final paycheck. Vacation is payable if voluntary terminating employees give two weeks notice. The change of status form has a box that is checked by the manager or HR to show that vacation is payable.
	9. Review HR report (terminated employees report) and randomly select 10 terminated employees. Test the following attributes: 

a. A COS form exists, is authorized by employee’s manager and approved by HR.

b. Severance:

· If severance was paid, the employee and HR signed the severance agreement.

· The amount of the severance matched severance agreement.

c. Vacation:

· The employee’s manager or HR approved vacation payout.

· Vacation payout matched existing balance in HR at time of termination.

· If vacation balance is negative at time of termination, verify that final paycheck was reduced to cover vacation balance owed.

d. The terminated employee was changed from ‘Active’ to ‘Terminated’ in the payroll system in a timely manner.

e. Using the payroll registers, confirm that no payments subsequent to termination date were issued to the employee.
	
	

	IV. Payroll Processing:  To ensure that only valid employees are paid in accordance with wage contracts and other established policies and that payroll is calculated and recorded accurately and completely only for services actually performed and approved.

	
	10. Review most recent payroll register, and randomly select 10 current employees.

a. Document Employee Name, EE No., Rate of Pay, W-4 exemptions, state withholding, exempt/non-exempt status (if applicable), status (FT or PT), accrued vacation and sick time.
b. For each of these employees, obtain the most recent timecard and recalculate regular and overtime pay to ensure compliance with organization and federal guidelines.

c. Trace this information to supporting documentation in the personnel file (including deductions). Ensure that all information is current and correct. 

11. Compare listing of employees paid in payrun with valid network IDs for the same period to detect if any payments were paid to non-valid individuals.
	
	

	There is a list of items that are paid or deducted through payroll that are manually keyed to the system by the Payroll Processor. This includes bonuses, non-monetary compensation, tuition reimbursement, sign-on bonuses, degree completion bonuses, special incentive bonuses, suggestion bonuses, and more.

Other manually keyed items include employee loans, and deductions for purchases of internal items at various internal stores and fairs. Several of these items require a form to be completed and signed.
Manual input for the payroll run is reconciled by the Payroll Lead by comparing the Payroll report total amount to the source spreadsheet or document in total, prior to the final payroll run.
	12. For most recent payroll run, select five manual inputs and trace to supporting documentation in order to ensure accuracy and proper authorization.

13. Reconcile the Payroll report total amount to the source spreadsheet or document in total for the most recent payroll run.
	
	

	System access to the HR system is limited to the following:

· Hourly employee: access to enter own punches only.

· Exempt employee: access to enter vacation on employees under them, enter their own vacation, correct punches on their hourly employees.

· Administrative Assistants: access to enter vacation on exempt employees in their area.

· Payroll: access to update any type of time entry.
	14. Evaluate HR system access privileges for employees to verify proper privileges based on job function/position.

15. Using sample of 10 current employees, reconcile payroll vacation values to HR system vacation values for most recent pay period.
	
	

	V. Salary Adjustments: To ensure that all employee salary adjustments are being properly authorized and accurately and completely processed in a timely manner.

	The change of status form is completed when an employee is promoted, changes positions, or has a pay rate change. The process is much like the new hire process, but approval by the employee’s Manager is required on the COS form.

Annual reviews result in annual merit pay increases. The annual review is conducted on the employee’s anniversary date or the anniversary of the last pay increase if a promotion or position change was performed. Merit increases and other pay increases are reviewed and approved by the Compensation Analyst before they reach Payroll, to assure the changes are within guidelines. The change in the Payroll system uses the same process and control for a new hire entry.

Promotional increase policy:

· 1% - 4% for one grade level promotion;
· 5% - 8% for two grade level promotion;
· 9% -10% for >2 grade level promotion;
· Promotional increases greater than 10% may be given with justification and prior approval of the Division Chief and Director of HR.

· If the employee is promoted at the time of their annual review, the promotional increase is combined with a full merit increase. Otherwise, the promotional increase is granted in combination with a pro-rated merit increase.
	16. Select five employees receiving a pay rate change and agree to applicable HR information. Verify the following attributes:

a. A COS form exists for the change and appropriate level of management approved the rate change.

b. Subsequent disbursements occurred at the new rate.

c. Promotion increases are within corporate guidelines; any exceptions are properly approved.
	
	

	VI. Manual Checks: To ensure manual checks are properly accounted for, are accurate, and are written to only valid employees.

	The check stock is blank and is used for both normal payroll runs and manual checks. The system generates the payroll check number during printing. The Payroll Processor stores the check stock, and the Director and Lead have key access.

The requests for a manual check are received from supervisors or higher-level management via email or memo.

The payroll processor inputs the information required for a manual check and creates the check in the system. The laser check printer also prints the signature on the check. The manual check and supporting documentation is provided to the Payroll Lead, who reviews and initials the check copy approving the payment.

A manual check register will be printed each week and will be compared to the manual check copy and supporting documentation by both the Payroll Lead and the Director of HR, and both will initial the report.
The Processor sends the positive pay file to the bank.
	17. Identify and evaluate the physical security measures to properly secure manual checks.

18. Review the manual check register, account for voided checks.

19. Select 10 manual checks from the check log that were generated in the prior four pay periods and trace all details to supporting documentation (memo, email, etc.). Verify the approval was not granted by an individual with access to generate a manual check.

20. Verify payroll lead authorized the check (initials on check copy).

21. Tie manual checks to positive pay file.

22. Review the manual check logs for any large and unusual disbursements. Test as appropriate.
	
	

	VII. Direct Deposit: To ensure ACH (Automated Clearing House) information provided to the bank accurately reflects the direct deposit information.

	The verification fax and ACH file are sent to the bank. Checks are printed. The final payroll reports are printed. The Payroll Processor sends the positive pay file to the bank.

Payroll processes ACH payroll payments. Payroll generates the file for transfer. The generated file is saved in the Payroll directory by the system, which is only accessible by the payroll staff. The Payroll Administrator loads the Payroll ACH file previously generated, and sends the file. The Payroll Administrator also faxes summary totals to the bank on the Fax Transmittal. The Bank provides an email confirmation in return on the successful load of the file to the Payroll Processor and to the HR director.

The Payroll Lead is provided with the payroll package, which includes the payroll register, the Payroll Report, the Fax Transmittal, and the Bank Confirmation. The Payroll Lead reviews the documentation for correctness, and approves the package by signing the checklist.

The HR director will compare the Bank confirmation of ACH to the payroll register and approve the Bank confirmation.
	23. Compare Direct Deposit Report with the ACH confirmation received from the bank.
	
	

	VIII. Complete/Accurate recording of payroll in GL Reconciliations: To ensure that payroll values being paid to employees are being accurately and completely recorded in the GL accounts in a timely manner.

	Payroll is closed using journal entries automatically generated by the Payroll System in the appropriate general ledger accounts.

The payroll system is interfaced to the GL after each payroll run. There is no special month-end sub-ledger close as with the other sub-ledgers. There is a month-end accrual from the system that is discussed below. The payroll amounts for the month are reconciled and tested for reasonableness each month by the Assistant Controller. The automated journal entries created by the system are coded with “PR.”
Payroll Accrual—the Payroll Department triggers a system-generated payroll accrual for the period between the last payroll period and the end of the month. They input the number of days to accrue and the system automatically generates the accrual entry to the General Ledger.  This is an automated entry and is posted by the Controller. The Assistant Controller obtains the payroll report from Payroll, recalculates the number of days to pay, and compares to the accrual. The number of days accrued is extrapolated to a monthly amount, and compared to the gross pay amount.
	24. Reconcile the Payroll register to the GL.

25. Determine the type of payroll account maintained (i.e. imprest account).

26. Obtain last month’s payroll account bank reconciliation and perform the following:

a. Ensure reconciliations are current, complete and do not have unexplained or untimely variances.

b. Ensure that there is evidence of supervisory review and signed-off by an employee with no responsibilities in payroll processing.

c. Determine whether the balance ties to the general ledger.
	
	

	IX. Employee Background Checks:  To verify that background checks are comprehensive and diligently performed in a timely manner for all permanent and temporary employees.

	Payroll is closed using the journal entries automatically by the Payroll System in the appropriate general ledger accounts.

The payroll system is interfaced to the GL after each payroll run. There is no special month-end sub-ledger close as with the other sub-ledgers. There is a month-end accrual from the system that is discussed below. The payroll amounts for the month are reconciled and tested for reasonableness each month by the Assistant Controller.

Payroll Accrual—the Payroll Department triggers a system-generated payroll accrual for the period between the last payroll period and the end of the month. They input the number of days to accrue and the system automatically generates the accrual entry to the General Ledger.  This is an automated entry and is posted by the Controller. The Assistant Controller obtains the payroll report from Payroll, recalculates the number of days to pay, and compares to the accrual. The number of days accrued is extrapolated to a monthly amount, and compared to the gross pay amount.
	27. Review existing policies and procedures and interview key personnel within the HR department to understand the process followed for background checks.

28. Evaluate the checks performed and compare with best practices as well as with industry (e.g., VISA) standards.

29. Using a sample of 21 new hires, verify that a complete background check including credit, criminal history and drugs is performed on the employee prior to his/her first day of employment.
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