ABC Company

Payroll Audit Program


I. INTRODUCTION

This audit program is designed to test payroll & personnel processes and operations, as well as various earnings & deductions calculations, various tax compliance requirements and accounting for payroll transactions to ensure adequate internal controls and compliance with federal/state regulations.

II. SCOPE AND OBJECTIVES

The audit will consist of payroll and personnel transactions focused on the period from January 1, 20X1 through December 31, 20X1.

The objectives of the audit are:

1. To ensure that payroll and personnel processes and operations are in place and functioning properly.

2. To ensure that calculation of earnings, special payments, employee benefits, employee taxes and voluntary/involuntary deductions are accurate, complete and performed in a timely manner.

3. To ensure that employment taxes, tax and non-tax reporting requirements are in compliance with applicable federal/state laws.

4. To ensure that accounting for payroll transactions are properly classified, reconciled and posted to the general ledger.  

III. REVIEW GUIDELINES

The audit will be conducted in accordance with (your company) policies and procedures and applicable federal/state laws.

IV. REVIEW CRITERIA

1. (your company) Policies and Procedures.
2. Federal and State Regulations.

V. TESTING

	File Checklist
	W/P Ref.
	By
	Date

	1. To ensure that payroll and personnel processes and operations are in place and functioning properly.
	
	
	

	a.  Review payroll and personnel duties and responsibilities to ensure that there are proper separations of incompatible duties.
	
	
	

	b.  Obtain and review signed confidentially statements for all employees who are involved in the payroll process to ensure that an understanding of confidentially exists. 
	
	
	

	c.  Review Timecard process.
	
	
	

	d. Review New Hire process

· Obtain listing of new hires and verify that all forms pertaining to payroll were submitted and completed in a timely manner.
	
	
	

	e. Review Termination of Employee process

· Obtain listing of terminated employees and review final pay to ensure payment was properly calculated (i.e. computer loans or educational assistance was repaid and PTO payout properly calculated).  
	
	
	

	f.  Verify that all employees handling payroll cash disbursements are bonded.
	
	
	

	g.  Obtain and verify that reports are utilized to help monitor payroll transactions (i.e. budget to actual payroll expenses, error/audit reports, etc.). 
	
	
	

	h. Verify that only authorized access to EDP programs and data are granted.

· Access to personnel files is restricted.

· Access to payroll files is restricted.

· Access to Oracle program is restricted.
	
	
	

	i. Verify that payroll is backed up & disaster recovery plan is appropriate and adequate. 
	
	
	

	j. Review individuals employed by YOUR COMPANY, but not classified as employees, to determine if they meet the definition of employee versus independent contractor or temporary agency/leased employee.
	
	
	

	k. Review prior audit findings from 1999 Internal Audit.
	
	
	

	l. Review employee changes to ensure changes were accurate and made in a timely manner. 
	
	
	

	m. Review policies and procedures to ensure proper internal controls.
	
	
	

	2.  To ensure that calculation of earnings, special payments, employee benefits, employee taxes and voluntary/involuntary deductions are properly calculated.
	
	
	

	a. Earnings Calculations:

· Randomly select one pay period in 2001.  Obtain the payroll register for selected pay period and randomly select a sample of employees.  Vouch employees’ pay to employees’ personnel file to ensure that employees’ payment have been made in the proper amount. 
	
	
	

	b. Special Payments Calculations: 

· Obtain listing of all employees who received special payments (i.e. bonuses, frequent flier payments, out-of-cycle payments, etc.).  Select a sample of employees to test based on auditors’ judgment and vouch to supporting documentation to ensure payment agreed.  
	
	
	

	c. Employee Benefits

· 401k-Test the following: Employees with <1 year of service should not receive 1% YOUR COMPANY contribution.  Employees with > 1 year of service should receive 1% YOUR COMPANY plus matching contributions; additionally review additional YOUR COMPANY match should not exceed the 5% employer match.   All 401k transactions were deposited into the appropriate accounts in a timely manner.

· Section 125-Test the following:  Employees do not exceed Cafeteria limits, reimbursements have proper support & employees’ changes have proper support.  

· Other—Test other employee benefits to ensure calculations are complete and accurate (Long Term Disability, Short Term Disability, etc).
	
	
	

	d. Employee Taxes

· Select a sample of employees and verify that the employees’ tax is correct comparing the employees’ W-4 and appropriate federal/state tax bracket with employees’ tax withholdings.
	
	
	

	e. Voluntary/Involuntary Deductions

· Select a sample of employees who have voluntary/involuntary deductions and vouch to employees personnel file to appropriate deduction support.
	
	
	

	f. Paid Time Off (PTO) & Floating Holiday

· Select a sample of employees and verify that employees are accruing correct amount of PTO based on employees’ length of service.  Ensure that carryover PTO does not exceed limit.

· Ensure that only one floating holiday is used per calendar year.
	
	
	

	3.  To ensure that employment taxes, tax and non-tax reporting requirements are in compliance with applicable federal/state laws.
	
	
	

	a. Employment Taxes & Tax Reporting Requirements:

· Obtain a listing of all federal/state filings for YOUR COMPANY employment/unemployment, social security & Medicare taxes.  Review filings to ensure filing are accurate, complete and filed within due dates.

· Obtain a listing of all employees over the Social Security limit to ensure that the social security tax stops at the appropriate limit.
	
	
	

	b. Non-tax Reporting Requirements:

· Obtain a listing of all new hires in 2001 and randomly select a small sample (20% of total population) based on auditors’ judgment. Test the following

· New hires were reported to appropriate agencies within required time (20 days). 

· New hires completed the required I-9 within three days of hire.

· W-4 was completed.
	
	
	

	4.  To ensure that accounting for payroll transactions are properly classified, reconciled and posted to the general ledger.
	
	
	

	a.  Obtain all Form 941’s (YOUR COMPANY quarterly federal tax return) filed for 2001 and reconcile to salary expense per General Ledger for 2001 to ensure that federal filings agree with payroll amounts on financial statements.
	
	
	

	b.  Obtain payroll reconciliation’s and randomly select two or three payroll reconciliation’s to ensure reconciliation’s were completed accurately, in a timely manner and that adjustments have proper documentation.
	
	
	

	c.  Obtain one-payroll summary for a selected pay period and review postings to the General Ledger to ensure that summaries were posted to the G/L completely & accurately. 
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