Internal Audit Report:
Review of TCHC Payroll
Processing
To:

Corporate Affairs and Audit Committee

From:

Chief Internal Auditor

Date:

June 18, 2014

Item 7
June 27, 2014
Corporate Affairs and Audit
Committee
Report: CAAC:2014-24

Page 1 of 3

Strategic
Service Excellence:
Plan Priority:
 Demonstrate Value for Money and Public Accountability

PURPOSE:
To provide the Corporate Affairs and Audit Committee (“the Committee”) with the Internal
Audit Report “Review of TCHC Payroll Processing”.
RECOMMENDATIONS:
It is recommended that the Committee receive for information the Internal Audit Report
“Review of TCHC Payroll Processing”.
REASONS FOR RECOMMENDATIONS:
Introduction
The Payroll Department is responsible for the processing of employee payroll, benefits,
pensions and government deductions for approximately 1,400 unionized and nonunionized staff at Toronto Community Housing Corporation and its subsidiaries
(collectively “TCHC”).
With approximately $90 million employee gross earnings processed annually, the accuracy
and timeliness of payroll processing is critical as it has a direct impact on the corporation’s
financial position, employee satisfaction, and relationship with the government on taxes
and other source deduction remittances.
Findings
In our review, it was concluded that the systems for processing employee’s regular salary
payment and government deductions were generally adequate.
Internal Audit, however, noted several significant control gaps in the payroll process,
including:
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Manual calculation and processing of special payments upon an employee’s
employment termination, such as proration of salary, sick bank and vacation pay,
lacked reviews and proper input approvals. As a result, incorrect employee
entitlement payouts totaling approximately $48,500 were noted from a random
sample of ten employees terminated between January 1 and July 31, 2013;
Employee profile creation and modification in the payroll system does not require
review and approval by supervisory staff prior to the data going live. Two data entry
errors were noted from a random sample of thirty employee profiles; and
From a random sample of thirty employee time sheets reviewed by Internal Audit,
twenty-nine lacked evidence of review and approval by the employee’s supervisor.
In a subsequent sample for a later pay period, 44% of authorized time sheet
approvers did not approve their staff’s time sheets in the payroll system.

Other less significant areas identified as requiring improvement include:







Payroll system functional input controls;
Temporary work permit tracking;
Lack of segregation of duties with respect to time sheet approvals;
Evidence of review of exception reports;
Departmental self-assessment(s); and
Payroll processing procedures manual.

This report contains eight Recommendations.
Specific details on our audit observations and Recommendations to improve the payroll
process are outlined in the “Detailed Findings” section of the report.

IMPLICATIONS AND RISKS:
Salary expense is one of the most significant categories of expenses in the TCHC
operating budget. Strong internal controls in the payroll function are necessary to prevent
material misstatements in the financial statements and unauthorized payments, and
mitigate reputational risk.

“Michael Vear”
Michael Vear, CPA, CA, CPA (Illinois)
Chief Internal Auditor
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Internal Audit - Review of TCHC Payroll Processing
Management's Response
Rec.
No.

Recommendation

Agree
(X)

Disagree
(X)

Management Comments

Action Plan / Time Frame

1

All employee profile creation and
modifications should not go live in the
payroll system without some form of a
secondary verification against the source
document by an authorized approver in
the Payroll Department.

X

Management agrees that all changes in Ceridian
Insync (payroll system) are not live and are not
updated to the MasterFile until an Audit/Edit and
Payroll Preview are reviewed by
Manager/Supervisor and written authorization
given by Supervisor and/or Manager to transmit
payroll.

2

Management review the input controls in
the Insynch and/or WTES system and
assess whether it is feasible to further
enhance the existing input controls.

X

Management does not believe these input control Management will review the input controls in the
matters represent a material risk.
WTES system and assess whether it is feasible to
further enhance the existing input controls. Q414

3

All employees with temporary work
permits should be centrally tracked by
the Human Resources Department.
Follow ups should be performed in
advance of the employee's work permit
expiry date.

X

Management agrees that temporary work permits This item will be brought to the attention of the
should be centrally tracked by the Human
Director of Labour Relations & Legal Counsel to work
Resources Division and a process be put in place. with the Human Resource Consultants/Associates on
a process for verifying and tracking work permits. A
plan to be finalized by end of Q4 2014

On a go forward basis all hard copy documentation
will be reviewed against the information input in the
system and paperwork will be physically 'signed off' by
either Manager or Supervisor prior to changes going
live through the payroll transmittal/upload process.
This process was implemented effective pay period
#04 of 2014.
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Internal Audit - Review of TCHC Payroll Processing
Management's Response
Rec.
No.
4

Recommendation
Management make the time sheet
electronic approval process compliant
and effective, whether that be by:

Agree
(X)
X

- Increased monitoring by the Payroll
Department, with appropriate discipline
for repeat offenders; or

Disagree
(X)

Management Comments
Management agrees that this is an area for
improvement and is an integral part of ensuring
accurate time and attendance. During the WTES
training sessions Payroll does emphasize the
importance of the approval process to the
Managers and Supervisors.

Action Plan / Time Frame
1) A communication will be sent out to all staff
reminding them of their responsibility to approve
timesheets in the WTES system every pay period.
Q414

- Increased payroll approval training to
supervisors and managers; or

2) We will work with the vendor to set up automatic
emails to be sent to all time sheet approvers on the
Wednesday prior to timesheet cut-off reminding them
of the their responsibility to approve timesheets in
WTES on the next day. Q414

- Instituting a ‘positive confirmation’
payroll system whereby employees will
NOT be paid unless their time sheets are
properly approved; or

3) We will provide group training sessions specific to
Managers and Supervisors with direct reports to
review all processes for time and attendance including
the WTES process. Q414

- Some other method that mitigates the
risk of time sheets not being properly
approved.

4) We will produce an Unapproved Timesheet report
at the end of each pay cycle and forward the list to the
Executives who will work with their Managers and
Supervisors who are not in compliance with the
approval process. Q414
5) We will develop an on-line manual specific to
Managers and Supervisor with respect to the
timesheet and attendance approval process. Q414

5

Any reconciliation, exception review,
payment authorization, manual payment
processing, or report that involves critical
decision making should always be
signed and dated by the authorized
reviewer upon completion of the review.

X

Management agrees that although the Manager of
Payroll, Benefits & Compensation and/or
Supervisor of Payroll always reviews the
exception reports and checks the system to
ensure the necessary corrections have been
made, we need to always sign and date those
documents upon completion of the review.

Management has implemented the physical sign off of
all reports by all 3 payroll administrators (who are
responsible checking each other's work on a
rotational basis) as well as the physical sign off by the
Manager of Payroll, Benefits & Compensation or
Supervisor of Payroll (whomever authorizes the
completion of the review). Q214
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Internal Audit - Review of TCHC Payroll Processing
Management's Response
Rec.
No.
6

Recommendation
(a) The amounts outstanding with
respect to the over payment of vacation
pay to terminated employees be
recovered immediately by TCHC;

Agree
(X)
X

Disagree
(X)

Management Comments
Management agrees with the recommendations

Action Plan / Time Frame
(1) Management has contacted the employees to
whom the overpayment was made. All recoveries are
substantially completed and reassessed by Internal
Audit by Q4 2014.
(2) On a go forward basis, the Manager of Payroll,
Benefits & Compensation and the Supervisor of
Payroll will review, authorize and sign off on all
vacation payouts to TCHC employees whose
employment has terminated. This review process will
include: (i) all manual calculations prior to the entry of
the data in the payroll system, and (ii) the input of all
changes into the payroll system. Q214

(b) Due to the fact that such a
substantial amount of our sample
selection determined that there were
errors made in the calculation of
vacation pay owing to terminated
employees (both over and under
payments), management should review
all vacation payouts to all TCHC
employees whose employment with
TCHC terminated in 2013; and
(c) In future, all special payments made
to employees that require payroll staff’s
manual calculation and processing
should be reviewed and approved by an
authorized approver prior to the payment
is processed.
7

Management give consideration to
developing a payroll procedures manual
that would address the enterprise-wide
administrative controls over payroll
processing.

X

Management agrees with the recommendation to
develop a procedures manual to address
enterprise-wide administrative controls over time
and attendance and exception reporting
processes.

Management will develop and post on inHouse a
detailed procedures manual that addresses the
enterprise-wide administrative controls with respect to
time & attendance and payroll processing, the
identification of the roles and responsibilities of
various positions, an exception reporting processes
by Q414

8

Management give consideration to
developing various benchmarking and
self assessment techniques to further
improve the efficiencies of the Payroll
Department's operation.

X

Management agrees with the recommendation.

(1) Management will research ways to improve the
efficiencies of the Payroll Department's operation.
Q414
(2) Management will develop and implement a self
audit process for the Payroll Unit inclusive of
benchmarking by Q415.
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