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Chapter 9 Audit of Payroll and Personnel Cycle

(I)
Multiple Choice Questions

1.
An auditor vouched data for a sample of employees in a payroll register to approved clock card data to provide assurance that
A
Payments to employees are computed at authorized rates.

B
Employees work the number of hours for which they are paid.

C
Segregation of duties exist between the preparation and distribution of the payroll.

D
Controls relating to unclaimed payroll checks are operating effectively.
2.
Which of the following is a control that most likely could help prevent employee payroll fraud?
A
The personnel department promptly sends employee termination notices to the payroll supervisor.

B
Employees who distribute payroll checks forward unclaimed payroll checks to the absent employees’ supervisors.

C
Salary rates resulting from new hires are approved by the payroll supervisor.

D
Total hours used for determination of gross pay are calculated by the payroll supervisor.
3.
In determining the effectiveness of an entity’s controls relating to the existence or occurrence assertion for payroll transactions, an auditor most likely would inquire about and
A
Observe the segregation of duties concerning personnel responsibilities and payroll disbursement.

B
Inspect evidence of accounting for prenumbered payroll checks.

C
Recompute the payroll deductions for employee fringe benefits.

D
Verify the preparation of the monthly payroll account bank reconciliation.
4.
Which of the following controls most likely would prevent direct labor hours from being charged to manufacturing overhead?
A
Periodic independent counts of work in process for comparison to recorded amounts.

B
Comparison of daily journal entries with approved production orders.

C
Use of time tickets to record actual labor worked on production orders.

D
Reconciliation of work-in-process inventory with periodic cost budgets.
5.
Proper internal control over the cash payroll function would mandate which of the following?
A
The payroll clerk should fill the envelopes with cash and a computation of the net wages.

B
Unclaimed pay envelopes should be retained by the paymaster.

C
Each employee should be asked to sign a receipt.

D
A separate checking account for payroll be maintained.
6.
To minimize the opportunities for fraud, unclaimed cash payroll should be
A
Deposited in a safe-deposit box.

B
Held by the payroll custodian.

C
Deposited in a special bank account.

D
Held by the controller.
7.
The auditor may observe the distribution of paychecks to ascertain whether
A
Pay rate authorization is properly separated from the operating function.

B
Deductions from gross pay are calculated correctly and are properly authorized.
C
Employees of record actually exist and are employed by the client.

D
Paychecks agree with the payroll register and the time cards.
8.
Which of the following departments most likely would approve changes in pay rates and deductions from employee salaries?
A
Personnel.

B
Treasurer.

C
Controller.

D
Payroll.
(II)
Examination Style Questions

Question 1

Bowan Manufacturing Company employs about 100 production workers at its plant in Guangdong province. The payroll department has a payroll manager and five payroll clerks. The following are the company’s payroll procedures:

The factory supervisor is responsible for the recruitment of workers. He hires or rejects the applications solely based on an interview. The supervisor gives the name of the successful applicants to a payroll clerk to prepare an employment record. If the rate is to be adjusted, the supervisor verbally advises the payroll clerk.

Each Monday morning, each worker collects a blank time card from the factory supervisor and fills in his or her name. Workers are required to note in pencil his or her daily arrival and departure times and to return the time cards to the payroll office at the end of the week.

On the following Monday, a payroll clerk adds the hours worked on each day to derive the total hours worked for the week. The payroll clerk prepares a weekly payroll summary by extracting the name and total hours worked for the week from the time card and the hourly rate pay from the employment record. The payroll clerk then calculates the weekly payroll of each worker and passes it to the accounting department.

On the following day, an accounts clerk records all information from the payroll journal that was calculated by the payroll clerk and updates it to the general ledger. The accounts clerk then prepares the payroll cheques for the financial controller to sign. The financial controller checks the payroll cheques against the payroll journal and then signs each payroll cheque. The payroll cheques are given to the factory supervisor, who distributes the cheques to the workers in the factory. Any unclaimed payroll cheques are kept by the supervisor and are cancelled after six months.

Required:

(a)
identify SIX internal control weaknesses, frauds or errors resulted from the weaknesses and make recommendations for improvement. Present the answers in the following format.

	
	Weaknesses
	Frauds/Errors resulting from the weaknesses
	Recommendation for improvements

	1.
	
	
	

	2.
	
	
	

	3.
	
	
	

	4.
	
	
	

	5.
	
	
	

	6.
	
	
	



(18 marks)

(b) State the key objectives to be accomplished in an audit of the payroll system.


(2 marks)


(Total 20 marks)
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