Chapter 11 Payroll and Personnel Cycle

Answer 1

(a)

The five major types of control activities are:

· Authorization
· Performance reviews

· Information processing

· Physical control

· Segregation of duties

(b)

The possible control activities that may exist:

Authorization

· Authorization by appropriate personnel for all additions, changes and deletion of personnel records.

· Authorization for payments of employee benefit costs

Performance review

· Compare actual costs against budgets

· Compare current month’s costs against previous months’
· Relate the number of staff during the month to monthly costs

Information processing

· Unique staff number in sequential order to avoid creation of fictitious personnel record

· Checking of arithmetical accuracy of employee benefit costs to ensure the amounts are in accordance with employment contracts

Physical control

· Restrict access to personnel data

· Restrict access to employment contracts

Segregation of duties

· Persons authorizing employee benefit costs are not responsible for recording

· Persons recording employee benefit costs are not responsible for payment

(c)

Further audit procedures that can be performed as tests of controls:

· Inspect documentary evidence such as authorization for all additions of personnel records and authorization for payments.

· Observe whether the employment contracts are locked.

· Re-performance some control activities, such as follow-ups on unusual monthly fluctuation of employee benefit costs, checking the arithmetical accuracy of employee benefit costs.

· Inquire about the observe the segregation of duties in authorizing, recording and making payments of staff costs.

(d)

The engagement team may only perform analytical procedures. However, the engagement team may also perform some tests of details to obtain additional audit evidence.

Answer 2
	Types of fraud
	Substantive procedures

	1.
Non-existence employees
	· Tracing the selected transactions recorded in the payroll journal to the personnel department to determine whether the employees were actually employed during the payroll period.

	2.
Terminated employees
	· Selecting several files from the personnel records for employees who were terminated in the current year to determine whether each received his or her termination pay in accordance with company policy.

· Examining the payroll records in the subsequent period to ascertain that the employee is no longer being paid.

	3.
Unclaimed wages
	· Requesting a surprise payroll payoff where each employee must pick up and sign for his or her cheque in the presence of a supervisor and the auditor.

· Investigating those unclaimed wages to determine whether an unclaimed cheque is fraudulent.

	4.
Fraudulent hours
	· Reconciling the total hours paid according to the payroll record with an independent record of the hours worked.

· Examining evidence of proper authorization for payroll since it is ordinarily easier for the client to prevent this type of defalcation by adequate controls than for the auditor to detect it.
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