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State of New York Office of the State Comptroller



Division of Local Government and School Accountability August 2014 Dear County Officials: A top priority of the Office of the State Comptroller is to help local government officials manage government resources efficiently and effectively and, by so doing, provide accountability for tax dollars spent to support government operations. The Comptroller oversees the fiscal affairs of local governments statewide, as well as compliance with relevant statutes and observance of good business practices. This fiscal oversight is accomplished, in part, through our audits, which identify opportunities for improving operations and County Board of Supervisors’ governance. Audits also can identify strategies to reduce costs and to strengthen controls intended to safeguard local government assets. Following is a report of our audit of Columbia County, entitled Payroll. This audit was conducted pursuant to Article V, Section 1 of the State Constitution and the State Comptroller’s authority as set forth in Article 3 of the General Municipal Law. This audit’s results and recommendations are resources for local government officials to use in effectively managing operations and in meeting the expectations of their constituents. If you have questions about this report, please feel free to contact the local regional office for your county, as listed at the end of this report. Respectfully submitted,



Office of the State Comptroller Division of Local Government and School Accountability
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Introduction Background



Columbia County (County) is located in eastern New York and has a population of approximately 63,000. The County is governed by a Board of Supervisors (Board) which is composed of 23 members, one of whom also serves as the elected Chairman, who is the County’s chief executive officer. The Board has final administrative authority over County operations and delegates overall responsibility for policy direction and oversight of County departments to committees comprising individual Board members. All County departments report to one of seven1 committees. Expenditures for the 2013 fiscal year totaled $137,524,935. The County’s budgeted appropriations for the 2014 fiscal year are $148,650,278. At the time of our audit, there were 1,029 active employees, of whom 724 were full-time, 220 were part-time and the remaining were temporary or per diem employees. The Payroll Department, consisting of the Payroll Director and two employees, reports to the Controller. The Payroll Director oversees the convergence of the departments’ payroll batches into the biweekly payroll files, runs and reviews processing exception reports and monitors systemically generated change reports to leave accruals. The Payroll Department also retains signed payroll registers, enters new employee information, calculates separation payments, maintains leave accrual balances and responds to employee and department head inquiries. The County converted to a new financial accounting software program in January 2012 that included modification to its payroll processing function. Timekeepers were designated in each County department and began reporting biweekly activity to the Payroll Department by electronic batch processing. The new payroll program is exception based − only deviations from the scheduled hours of fulltime employees are entered by the departments’ timekeepers. The timekeepers enter overtime hours, compensatory time earned and used, paid holidays and all leave time taken by employees. Automatic biweekly payment routines are set up for part-time employees who work fixed work schedules through a program referred to as “autopay.” Biweekly payroll batches are supposed to be approved by the department heads, who are also responsible for certifying the payroll registers.



1



The committees are County Government, Economic Development, Finance, Health and Medical Service, Human Services, Public Works and Public Safety.
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The objective of our audit was to determine if controls over employee time and attendance and leave accruals were adequate. Our audit addressed the following payroll-related question:



Objective



•



Scope and Methodology



Did County officials establish adequate internal controls to ensure that time, attendance and leave accrual records were accurate, complete and properly approved?



We examined payroll transactions processed, and time, attendance and leave accrual records maintained for five selected County departments2 for the period January 1, 2012 through October 3, 2013. We expanded the scope of our examination to November 21, 2013 for one department to review the payout payment for unused vacation leave at separation for one employee. We conducted our audit in accordance with generally accepted government auditing standards (GAGAS). More information on such standards and the methodology used in performing this audit is included in Appendix C of this report.



Comments of Local Officials and Corrective Action



The results of our audit and recommendations have been discussed with County officials and their comments, which appear in Appendix A, have been considered in preparing this report. Except as indicated in Appendix A, County officials generally agreed with our findings and recommendations. Our comments concerning the County officials’ response can be found in Appendix B. The Board has the responsibility to initiate corrective action. A written corrective action plan (CAP) that addresses the findings and recommendations in this report should be prepared and forwarded to our office within 90 days, pursuant to Section 35 of the General Municipal Law. For more information on preparing and filing your CAP, please refer to our brochure, Responding to an OSC Audit Report, which you received with the draft audit report. We encourage the Board to make this plan available for public review in the Clerk’s office.
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See Appendix C, Audit Methodology and Standards, for details on our sample selection.
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Payroll One of the Board’s and County officials’ responsibilities is to establish a system of internal controls over payroll to ensure that employees are paid only those wages, salaries and benefits to which they are entitled. Good internal controls for payroll consist of written policies and procedures to provide reasonable assurance that payroll transactions are authorized, recorded and reported properly, and that work performed is monitored and reviewed routinely. Two important components of any internal control system are properly segregating financial duties to ensure that one person does not control all phases of a transaction and providing management oversight. County officials need to improve internal controls over employee time and attendance practices and payroll processing. We found that the County overpaid $18,7243 to employees for time not worked or for leave time taken and not charged to leave accruals. We also identified an additional $24,824 in leave taken and not charged to leave accruals that County officials corrected as a result of our audit. This occurred because none of the departments examined had an effective system for reporting and recording time and attendance. Some County employees are not required to document their hours worked, and others report and approve their own attendance and leave records without independent verification and oversight. Therefore, County officials do not have adequate assurance that employees have worked the hours for which they have been paid. In addition, department heads did not require employees to submit formal time off request forms when taking time off. Consequently, some employees used accrued leave time that was not properly documented, available or deducted from leave accrual balances. If County officials do not improve their controls over the payroll system, the risk is increased that employees will continue to accrue time not earned and get paid for time not actually worked. Payroll Processing



Written payroll policies and procedures help to ensure that each employee understands the overall objectives and his or her individual role in the payroll process. An important principle of internal controls requires that one individual should not have uncontrolled access to an entire processing cycle. County officials must establish a system of checks and balances to ensure that payroll processing duties are adequately segregated. As such, employees should be required to maintain daily records of hours worked, and supervisors should be 3



$18,724 = $10,142 overpaid to part-time attorneys + $236 overpayment of compensatory time to the Clerk and Deputy Clerk + $231 net balance of uncharged leave accruals for employees that the County has not corrected + $8,115 overpayment to attorney who resigned
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required to approve their employees’ time records to ensure time worked is properly recorded before the departments’ payroll batches are submitted to the Payroll Department for processing. It is also important that County officials certify the final payrolls to ensure accuracy of the payroll journals. The County did not have comprehensive written policies and procedures to provide proper guidance and internal controls over preparing and processing payroll. Consequently, payroll duties were not adequately segregated. Each department head designates an individual to serve as a timekeeper and enter biweekly payroll data into electronic batches for payroll processing. Once the payroll batches are approved, they are accessible by the Payroll Department to process. The designated department timekeeper enters payroll data on an exception basis. Standard biweekly work hours (70 or 80 hours) are paid unless the department timekeeper enters other information by specified code and hours, which may include overtime pay, compensatory time earned, holiday pay or leave accruals used during the payroll period. According to the Payroll Director, once entered, the batch should be reviewed and approved by the department head. The department head is also responsible for certifying the departmental payroll register upon receipt of the payroll checks and pay advices and then returning the departmental payroll register to the Payroll Department once the checks are issued. We selected and examined four payrolls totaling $381,619 for five County departments comprising a total of 52 employees.4 We found an inadequate separation of payroll processing duties in four of the five departments: •



In one department, two employees entered and approved biweekly payroll batches without supervisory oversight or approval.



•



In two departments, the payroll registers were signed by the departments’ timekeepers, one of whom also entered and approved the payroll batches.



•



In one department, three individuals enter payroll data, one of whom also approves the batch.



In addition, payroll registers in three departments were not certified by the department head, as required, for 11 of the 20 payroll registers we reviewed. The County’s lack of comprehensive written policies and 4
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See Appendix C, Audit Methodology and Standards, for details on our sample selection.
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procedures to provide proper guidance over preparing and processing payroll, coupled with inadequate segregation of duties, increases the potential for risk that errors or irregularities could occur and remain undetected and for fraud and abuse to occur. Time and Attendance Records − Although County officials informed us that some County departments use formalized time and attendance systems (i.e., Highway Department, Sheriff’s Office and County Nursing Home), there is no overall County-wide requirement that all employees complete and certify their hours worked on a time record, such as a time sheet or time card. We reviewed the time records for all 52 employees in the five departments selected, comprising 172 payroll entries for the four payroll periods. The regular full-time and part-time employees should have submitted a total of 151 time sheets; however, none were submitted. Temporary and per diem employees working in four departments should have submitted 21 time sheets; however, employees who worked in two departments submitted 17 time sheets. None of the time sheets reviewed showed evidence of supervisory review or approval. In addition, the payroll system is configured to issue biweekly checks for part-time employees for pre-determined hours (i.e., 60 hours for part-time attorneys) in a process called auto-pay. The preset hours include holidays not worked and employee absences. We obtained departmental records, when available (e.g., wall calendar and electronic calendar), from the District Attorney’s Office, Public Defender’s Office and County Attorney’s Office to identify absences of part-time attorneys, along with holidays that fell within the pay periods tested that were not worked. In total, $101,483 for 3,180 hours was paid to 16 part-time attorneys; we identified $10,142 for 322 hours that had been paid to these attorneys for hours not worked. The use of the auto-pay function eliminates human review because it prepares paychecks for a pre-determined amount or number of hours in each pay period. While recognized as a time saving measure, its use can promote complacency and result in errors or omissions occurring and remaining undetected. Compensatory Time – Compensatory time is earned by the Clerk and Deputy Clerk to the Board of Supervisors for attendance and coverage of meetings after normal business hours. Although records of compensatory time were maintained by the Clerk and Deputy Clerk, there is no management oversight of compensatory time earned. In addition, both individuals enter and approve their own biweekly payroll batches which include hours worked and leave time taken. We tested 27.25 compensatory hours earned and determined that Board and committee minutes supported 20 of these hours. Consequently, $236 for 7.25 hours was inappropriately paid for compensatory time. DIVISION OF LOCAL GOVERNMENT AND SCHOOL ACCOUNTABILITY
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This occurred because time logs are not maintained, and compensatory time earned is not reviewed and approved by the Board or committee chair after each meeting, or by the department head as part of the biweekly payroll review. Although the cost to the County for these discrepancies was not material, the cumulative impact of such errors over time could be substantial. These control deficiencies occurred because there is no Board-adopted policy requiring that all employees complete and certify a record of their time worked. With the absence of properly completed, certified and approved time records, County officials do not have assurance the wages paid to employees are for hours actually worked, which increases the risk that employees could be paid for time not worked. Leave Time Accrual Records



The State Education Department requires that counties retain employees’ time records covering leave, absences, hours worked and scheduling for six years. Such time records include, but are not limited to, employees’ time cards or sheets, requests for change of work schedule, vacation schedules, reports of absence and requests for leave without pay. A good system of accounting for employee leave time requires periodic verification that the records for leave time earned and used and leave allowances earned by employees are accurate and prepared in a timely manner. The County should have comprehensive policies and procedures in place that provide for periodic independent reviews of leave time accrual records and balances throughout the year. It is important for procedures to be designed to ensure that leave time is earned in accordance with County policies, collective bargaining agreements and Board resolutions, and that days used are properly deducted from employee leave time accruals. The County does not have comprehensive written policies and procedures to provide proper guidance and internal controls over leave time, and the Board did not ensure that department personnel were following retention schedules. Each department established its own procedures for employee leave accruals and the records to be maintained. For example, two departments used leave request forms, and a third department began using these forms as the result of our audit. However, within these three departments, leave request forms were not required to be submitted by all employees who used leave time. In the two departments where leave request forms were used, the forms were retained in departmental storage. For those departments where leave request forms were not used, record retention varied. One department tracked absences on a wall calendar, which was destroyed after two years. An electronic spreadsheet was used by another department to record absences; however, the spreadsheet maintained for 2012 had been overwritten and the 2013 record did
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not include all leave reported to the Payroll Department. In the last department, a personal record of leave time taken was entered into in a word processing application on a department employee’s computer. The record was not printed annually for retention. Of the five departments selected, we reviewed all of the 26 fulltime employees’ leave accrual records for four payroll periods to determine if departmental records supported the leave accrual records maintained by the County Payroll Department. Departmental records indicated 168 instances of leave time taken covering 1,050 hours. We found 40 instances5 covering 241.50 hours with variances between departmental records and the Payroll Department’s records. The most common variance occurred when department records showed an employee was absent but the Payroll Department records did not have a corresponding charge to leave accruals. This occurred in 26 instances totaling 165.50 hours, valued at $6,976. During our limited test, the majority of uncharged leave totaling 112.5 hours, valued at $5,542, was taken by four attorneys in one department. The remaining 53 hours, valued at $1,434, were taken by four non-attorneys. We expanded our review of the four attorneys’ leave accrual records for the period from June 2012 through October 2013 and found that they took a combined total of 113.50 days (794.5 hours) of vacation, sick and personal leave time, valued at $39,138, that had not been deducted from their accruals and may have gone undetected without our audit. This amount included leave time valued at $15,517 taken and not charged by an attorney who had resigned and received a separation payment prior to completion of fieldwork. Leave time not charged by the other three attorneys collectively totaled 68.50 days (479.50 hours), valued at $23,621. After we brought the deficiencies to the department head’s attention, he obtained detailed records of leave taken by seven employees6 and submitted them to the County Payroll Department to correct the accrual records. These corrections totaled $24,824, leaving an uncorrected balance of $231. As the result of this department’s failure to properly record leave time taken by its full-time attorneys, a separation payment of $7,598 for 154.24 hours of unused vacation time plus a payment of $3,448 for 10 days of leave with pay, authorized by the department head, was paid in November 2013 to one of the attorneys discussed above who resigned from County employment. Had this employee’s leave time been properly recorded for all of his absences, the total payment would have been $2,931 for 59.50 hours of unused, accrued vacation time. Therefore, the attorney was paid $8,1157 more than he 5



6



7



Each day taken within a payroll period was considered an instance (e.g., leave time taken on two consecutive days was counted as two instances). Three active attorneys included in both the limited and extended testing and four non-attorneys identified in the limited testing $7,598 + $3,448 – $2,931 = $8,115
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was entitled to. Although the department’s timekeeper notified the Payroll Department on November 14, 2013 via email identifying 37 leave days to be deducted from the resigning attorney’s accruals, the email was not opened before the separation payment was issued on November 21, 2013. It should be noted that we found the discrepancies in this department because it was the only department that had sufficient records to test. Such records consisted of leave request forms and an electronic calendar that documented daily absences. The public trust is endangered when records of leave time earned and used are not maintained and separation payments made are not fully supported. Recommendations



1. The Board should adopt comprehensive written policies and procedures outlining County-wide requirements for employee time and attendance and leave accruals, including a requirement that all employees complete and certify their hours worked on a time record, such as a time sheet or time card. 2. The Board and department heads should ensure that the duties of payroll batch entry and approval are properly segregated. 3. The Board should require time and attendance records to identify start and end times and the number of daily hours worked to be recorded and certified by all employees. Time records should be reviewed and approved by appropriate supervisors or department heads. 4. The committee chairperson should approve all compensatory time earned for Board and Committee meetings. Compensatory time records should be made available to the department head when payroll batches and payroll registers are reviewed for approval and certification. 5. The Board should review the method by which part-time attorneys are paid, and the associated hours reported, to ensure they are paid for only the hours that are worked. 6. Department heads should ensure that leave requests are documented and approved for all leave time taken. 7. Department heads should maintain payroll records, including time and attendance records and leave request forms, in accordance with formal retention schedules.
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8. The Board should seek reimbursement for the excess amount of the separation payment identified in this report.
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APPENDIX A RESPONSE FROM LOCAL OFFICIALS The local officials’ response to this audit can be found on the following pages.
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See Note 1 Page 23
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See Note 2 Page 23



See Note 3 Page 23
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See Note 4 Page 23
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See Note 4 Page 23 See Note 5 Page 23
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APPENDIX B OSC COMMENTS ON THE COUNTY’S RESPONSE Note 1 General Municipal Law Section 92(1) authorizes county governing boards, by local law, ordinance or resolution, to provide for leaves of absence with or without pay. County officials have provided no documentation that, pursuant to General Municipal Law Section 92, the County Board, by resolution, ordinance or local law, has adopted or ratified a plan for involuntary paid leave, pending investigation of the employee’s conduct. We are aware of no other statutory authority or requirement for the provision of such paid leave for the employee in question, and, despite repeated requests, County officials have not provided documentation for any other underlying authority for the paid leave. Note 2 County officials have not provided any documentation to support their assertions that minimum required hours have been worked. Note 3 If it is the County’s longstanding practice that part-time attorneys are paid for County holidays, County officials should formalize the benefit and ensure payroll records reflect payment of holiday pay for all employees authorized to receive it. Note 4 We did not perform an audit in 2012. We performed an on-site risk assessment focused on expressed concerns regarding forfeiture accounts of the DA’s office. A cursory review of departmental practices covering cash management, cash receipts, cash disbursements, purchasing, payroll and information technology was also performed. We discussed the results of the on-site risk assessment with the District Attorney. The payroll weaknesses identified during the risk assessment were the absence of employee-certified timesheets and the lack of independent review of the leave time taken summary prepared for payroll. Note 5 All employee hours worked should be documented and certified.
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APPENDIX C AUDIT METHODOLOGY AND STANDARDS Our overall goal was to assess the County’s accuracy of employee time and attendance and leave accruals. To accomplish our payroll-related objective and obtain relevant audit evidence, our procedures included the following: •



We interviewed County officials and employees and reviewed collective bargaining agreements, Board resolutions and various reports to gain an understanding of the County’s processing of payroll and maintenance of time and attendance and leave accrual records.



•



We interviewed the Payroll Director to gain an understanding of the payroll batch processing methods used, as well as the procedures followed under the former payroll processing system.



•



We obtained an auto-pay report for review.



•



We interviewed employees and department heads of the five departments selected for audit - Clerk to the Board of Supervisors, Controller’s Office, County Attorney’s Office, District Attorney’s Office and Public Defender’s Office - to determine the processes followed and identify the records available, maintained and retained. We judgmentally selected these departments for review based on concerns brought to our attention by government agencies.



•



We judgmentally selected four biweekly payroll periods within the audit period to test time and attendance and leave accrual records. The payroll periods were selected based on the likelihood of leave time usage.



•



We obtained a listing of active employees and determined that our examination would include testing of 100 percent of the employees in the five departments selected for the four biweekly payroll periods.



•



We obtained the official payroll registers for the payroll periods tested and employee leave accrual reports for 2012 and 2013 for all full-time employees of the five departments tested.



•



We obtained and reviewed departmental time and attendance records, leave request forms, paper and wall calendars, electronic calendars and spreadsheets for comparison to payroll registers for the periods tested.



We conducted this performance audit in accordance with GAGAS. Those standards require that we plan and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions based on our audit objective. We believe that the evidence obtained provides a reasonable basis for our findings and conclusions based on our audit objective.
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APPENDIX D HOW TO OBTAIN ADDITIONAL COPIES OF THE REPORT To obtain copies of this report, write or visit our web page:



Office of the State Comptroller Public Information Office 110 State Street, 15th Floor Albany, New York 12236 (518) 474-4015 http://www.osc.state.ny.us/localgov/
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APPENDIX E OFFICE OF THE STATE COMPTROLLER DIVISION OF LOCAL GOVERNMENT AND SCHOOL ACCOUNTABILITY Andrew A. SanFilippo, Executive Deputy Comptroller Gabriel F. Deyo, Deputy Comptroller Nathaalie N. Carey, Assistant Comptroller



LOCAL REGIONAL OFFICE LISTING BINGHAMTON REGIONAL OFFICE H. Todd Eames, Chief Examiner Office of the State Comptroller State Office Building - Suite 1702 44 Hawley Street Binghamton, New York 13901-4417 (607) 721-8306 Fax (607) 721-8313 Email: [email protected] Serving: Broome, Chenango, Cortland, Delaware, Otsego, Schoharie, Sullivan, Tioga, Tompkins Counties
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