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	GENERAL:

The Payroll Department is responsible for processing 24 payrolls annually for approximately 8000 employees (i.e. 24-Pay Period, 19-Pay Period, hourly and substitutes).  The Department also plays a critical role in the administration and recordkeeping of various benefits offered by the District.  Administering payroll requires a high level of knowledge of many State and Federal laws and regulations, as well as a thorough understanding of the District’s policies with respect to employment and benefit issues.
This audit will concentrate on ensuring internal controls are in place to maintain the objectives stated above.  

This audit will mainly address the period from January 1, 2003 through June 30, 2003.
  
	
	

	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. Access to payroll records is limited to authorized personnel;

4. Wages are authorized and accurately recorded;

5. Payrolls are properly prepared, approved and recorded; and,

6. Recorded balances are regularly substantiated and reviewed.
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	PRELIMINARY WORK:

1. Prepare an engagement memo to announce the audit.

2. Prepare Auditor’s Independence Statement.

3. Obtain an understanding of the auditee’s operations through research and interviews.

4. Perform a general overview of the internal control environment and establish the scope of the audit.

5. Develop appropriate audit tests to provide assurance that management’s objectives are being met, document in audit work program.


	
	

	AUDIT PROCEDURES & TESTING:

1. General

a. Obtain the following, where applicable:

i) Policies and Procedures

ii) Organizational Charts

iii) Prior Audit Reports

iv) External Auditor Management Reports

v) Regulatory Examination Reports

vi) Related Information Regarding Laws and Regulations

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

c. Review any prior examination reports to determine whether corrective action has been implemented for noted deficiencies.
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	2. Payroll Processing
a.  
Document the flow of documents through payroll processing.

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

i.  
Ensure that file copies of Employee Statements of Earning 

and Payroll Registers are maintained in the custody of the 

Payroll Department personnel.

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


     c.
Select a sample of 15 individuals from each of the following 

payroll registers, 3/14/03 and 6/30/03, (total of 30) and perform 

the following:



i.
Trace the pay rate and all deductions to properly 



authorized forms in the employee’s personnel file.

ii. Agree departmental classifications in payroll.

iii. If time cards are used in the calculation of gross pay, determine that they have been properly calculated, approved and filed.

iv. Recalculate all amounts, including gross pay, deductions, stipends, and net pay.
v. Trace total payroll amounts to posting in the proper general ledger accounts.
                 d.
Document controls for protections and distribution of payroll 


checks.  Conclude on adequacy.
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	3. New Hire Employees
a.  
Obtain a listing of  employees hired between June 1 and June 30,
2003 and select a sample of 10 in order to test the following:


i.
Application was properly filled out.


ii.
I-9 properly filled out.

iii. W-2 filled out and signed.

iv. Reference check completed.


v.
Recalculate first paycheck in order to verify accuracy.

	
	

	4. Terminated Employees
a.
Obtain a listing of employees that terminated their employment 
with the District between January 1 and June 30, 2003 and select a 
sample of 10 in order to test the following:


i.
Verify that employee’s personnel file contains proper 



documentation of their termination.

ii. Confirm that their final checks were processed and calculated correctly.



iii.
Verify that the employee is properly marked as “non-active” 



in CIMS, and no subsequent checks have been generated.

	
	

	5.  Hourly/Daily Rate Employees

a.    Obtain a list of individuals that were hourly/daily rate employees with the District between January 1 and June 30, 2003.  From this list select a sample of 25 employees for testing.  Then request the time cards for these 25 employees for the following pay dates:  1/15/03, 4/30/03 and 6/30/03 in order to test the following:

i.  
Gross pay recalculated, ties to what was actually paid.


ii.   
Time card hours properly add up.

iii. 
 Noted appropriate approval on time card.
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	6.  Overtime Test
a.   Obtain a report that lists all employees that had overtime pay for the payrolls ran January 1, 2003 through the present.  Then verify the following:  

i.   Verify that only 150% was entered by Payroll in order to 
calculate time and a half.
	
	

	7.  Supplemental Pay Test
a.   Obtain the Supplemental Pay Authorization forms for the 2003-2003 
             school year and two pay period of Supplemental Pay Request Forms in order to gain an understanding of the following:

i.    Determine the types of jobs being performed for extra duty pay.

ii.   Determine if consistent rates of pay are being paid for similar jobs.

iii.   Determine if the rate of pay that was originally authorized to be      paid on the Authorization Form, is indeed the rate of pay that was used.


	
	

	WORK PAPERS:

1. Organize all relevant workpapers in a clear and logical and manner and cross reference audit steps to their corresponding workpapers. 

2. Create a final index for the workpaper bundle.

3. Compile and securely store audit CYA files for reference if needed.

	
	

	AUDIT FINDINGS & REPORTING:

1. Document summaries of all audit findings as soon as exceptions are noted.

2. Recommend to auditee any appropriate adjustments, internal control or operational recommendations as a result of the review.

3. Determine whether to include each audit finding in final audit report based on the audit disposition, the overall materiality to the audit and the relative risk exposure.
4. Prepare the draft audit report for review by auditee.

5. Distribute tentative and preliminary audit report to auditee and request responses within two weeks.

6. Compile final audit report with auditee’s responses, review for errors, and distribute to appropriate District management.
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