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PAYROLL COSTS

Where the entity operates a defined benefit pension scheme ensure the S2/2 audit programme is completed and where employees receive share-based payments ensure the S2/3 audit programme is completed.

	Audit tests

	
	Extent

	Reference

	Initials / Date

	General
1. Obtain a schedule showing gross payroll, social security, and pension contributions split by category of employee, including directors. (P) 

	
	
	
	

	2. Agree totals shown on the above schedule to the trial balance. (E)

	
	
	R
	

	3. Obtain a schedule showing average employee numbers based on an average of the absolute number of contracts of employment in place each month.  This schedule should analyse employee numbers based on their role (e.g. sales, marketing, production, administration etc.).

NB: Where applicable, ensure these figures agree with those used to determine the company’s ‘size’.

	
	
	
	

	4. Agree comparatives for payroll costs and employee numbers to the previous period’s statutory financial statement. (C, P)

	
	
	R
	

	5. Review payroll and salaries by category for reasonableness and consistency. (C)

	
	
	
	

	6. Revisit the risk assessment, materiality calculation and assignment plan and update as appropriate where matters have been identified during the assignment.

	
	
	Ac11,
Ac13,
Ac14
	

	7. Ensure key findings from this section are included in the draft letter of representation, points for the management letter and points for A.E.P.’s attention.

	
	
	Aa4,
Aa5b,
Aa7
	

	8. Scrutinise the payroll records for any unusual items. (A & CO)

	
	
	
	

	9. Obtain the net pay control account and ensure it represents the final period’s net pay due to employees by agreeing to payroll records and agree the balance to after date payment. (CO)

	
	
	
	





	Audit tests (continued)

	
	Extent
	Reference
	Initials / Date

	10. Obtain the payroll deductions control account and ensure it represents the final period’s amount due to the appropriate taxation authority by agreeing to payroll records and to after date payment. (CO)

	
	
	
	

	Holiday pay accrual 
11. Obtain a holiday pay accrual schedule and ensure that where appropriate a holiday pay accrual has been calculated for a sample of employees, the schedule is arithmetically correct, details of entitlement to holidays have been agreed to contracts of employment or the entity’s Personnel Manual, details of holidays taken have been agreed to the entity’s holiday records, and the number of days accrued represents either a legal or constructive obligation. (E, CO)

	
	
	
	

	Directors’ emoluments (where applicable)
12. Obtain a schedule that documents total directors’ emoluments and the number of directors who are accruing benefits under defined contribution schemes. Ensure that total emoluments include:
· Salary and bonuses,
· Employers’ contributions to defined contribution pension schemes; 
· Gains made on share options (but not the value of options granted); and 
· Benefits in Kind. (P)

	
	
	
	

	13. Check that directors’ salaries (including bonuses) are authorised and correctly calculated. (A)

	
	
	
	

	14. Check that pension contributions made in respect of directors to defined contribution schemes are authorised and correctly calculated. (P)

	
	
	
	

	15. Review declarations of benefits and ensure all directors’ benefits have been fully identified and quantified. (P)

	
	
	
	

	Key Management Personnel (KMP) compensation
16. Obtain a schedule that documents KMP compensation. (P).

	
	
	
	

	17. Review the definition of key management and assess whether the entity has identified the correct persons to include as KMP. (P)

	
	
	
	

	18. Ensure that KMP compensation has been correctly calculated. (P)

	
	
	
	

	Audit tests (continued)

	
	Extent
	Reference
	Initials / Date

	19. For KMP who are not directors undertake tests 13 to 15. (P)

	
	
	
	

	Walkthrough
20. Undertake one walkthrough test for each system in operation (this must cover the transaction and associated controls). Use the results to decide whether to replace some or all tests of detail with detailed analytical procedures. (A)

	
	

	

	


	Detailed analytical procedures
21. Perform detailed analytical procedures as applicable to the client.  E.g. average salary per category, ratio of salaries to social security, proof in total and trend analysis. (C, CL, A)

	
	

	

	


	Tests of detail
22. For a sample of employees, check:
· their existence;
· gross pay with reference to contracts, pay review letters, clock cards, timesheets, etc.;
· deduction calculations;
· net pay to cash book or electronic payments; and
· inclusion on the payroll summary. (O, C, A)

	
	

	

	


	23. Check that payroll and payroll summaries are correctly posted to the nominal ledger. (O, C, A)

	
	
	
	

	24. Review payroll to ensure joiners and leavers have been correctly treated. (A)

	
	
	
	

	25. Check the accuracy of the employee number disclosures.  Ensure that figures have not been produced on a full time equivalent basis. For a sample of employees ensure their classification is appropriate by reference to supporting documentation, such as: 
· Job descriptions;
· Personnel files;
· Management schedules. (P)

	
	
	
	

	26. Where the entity contracts with self-employed persons who are not treated as employees consider whether this treatment in justified. (C)

	
	
	
	

	27. Where applicable, check that any pension enrolment legislation has been appropriately complied with (C)

	
	
	
	

	28. Check that any additional amounts payable have been correctly accounted for on benefits. (C)

	
	
	
	

	29. List and perform any additional tests considered necessary:


	
	
	
	


Assertion key:
E=	Existence;
R&O=	Rights and Obligations;
C=	Completeness;
V=	Accuracy, Valuation and Allocation;
P=	Presentation;
O=	Occurrence;
A=	Accuracy;
CO=	Cut-off;
CL=	Classification.
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