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In 1976 +ne Department of Health, Education, and
Welfare (HEW) paid over $2.2 billion to about 150,000 employees
through a centralized, automated payroll system. Weaknesses in
the system that might prevent timely and accurate payrents to
employees include inaccuracies in time and attendance reporting,
uncontrolled paymeuts to experts and consultants, and illegibie
cr miesing rayrcll records. Findings/Conclusions: Previous GO
reperts have recommended that a series of actions be taken to:
(1) correct a high rate of errors in time and attendance
reports; {2) improve supplemental pay processing to prevent
érroneous payments, pay and leave records, and withholding
statements from being generated: {3) provide controls over pay
adjnctments to keep previous pay crrors from being compounded
during the adjustment process and to reduce *he potential for
frauldulent or unauthorizei payments thrcugh the adjustment
precess; (8) eliminate practices tha*t allow excessive and
frauculent payments to experts and consultants; (5) control
tempoiary pay records to prevent overrvayments and inaccurate
withhciding statemznts; and (6) provide better microfilm copies
of pay records that are being retained for payroll reccircen and
audit. Reccmmendations: The Secretary of Health, Education, and
Vvelfare should have the Assistart Secretary fc Personnel
Administration take the necesszry actions to ins* e that che GAO
reccmmendaticns previouslv made are fully implemented.
(Author/s<)
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Need To Apply Adequate
Control Over The
Centralized Payroll System

Depariment of Health,
Education, and Welfare

In 1976 HEW paid over £2.2 billion to about
150,600 empioyees through a centralized,
automated payroll system.

This report discusses me y weaxnasses in the
system that may prevent timely and accurate
payments to employees. Included aie

--inaccuracies in time and attendance
reporting,

--uncontrolled payinents tc experts and
consuitants, and

--iliegible vr missing payroll recosds.

GAO is recommending a series nf actions to
correct these weaknesses.

Several of the weakr.esses ihave been pre-
viously reported by GAO, HEW’s Audit
Agency, and others. HEW has not taken ade-
quate corrective action, however. GAO is
therefore recom:nending that the Assistant
Secrztary for Personnel Administration
monitor the imp!ementation of the recom-
mendations cort-ined in this report.
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UNITED STATES GENERAL ACCOUNTING GFFICE
WASHINGTON, D.C. 20348

DIVISION GF FINANCIAL AND
GENERAL MANAGEMIENT STUDIES

B-164031

The Honorable
The Secretary cf Health,
Education, and Welfare

Dear Mr. Soecretary:

This report is the fourth in a series on the centralized
payroll system of the Department of Health, Education, and
Welfare (dEW). It discusses system improvementes needed to in-
sure that wages and salaries are paid accurately and promptly
to about 150,000 employees. Abcut $2.2 billion was paid to
these emplcyees in calendar year 1976.

Our review was made at your Department's Division of Cen-
tral Payroll in Washington, D.C., and@ was undertaken pursuant
to the Budget and Accounting Prccedures Act of 1950. Section
J12(b) of the act provides for approval of executive agency ac-
~ounting 3vstems by the Loaptruller Cereral. HEW'S statement
of principles and standards for ite accounting systems was ap-
proved in April 1970, and it plans to submit the centralized
payroll system design for approval in June 1979.

We evaluated HEW's actions on recommendatiors in audit
reports issued since 1969 on the centralized payroll opera-
tior. The recommendations were made in reports by HEW's
Audit Agency, a special interagency payroll review panel con-
veneG by HEW, and us.

The appendix to this report contains details of our find-
ings, conclusions, and recommendations. Briefly, it recom-
mends a series of actions that tchould be taken to:

--Correct a high rate of errors in time and attend-
ance reports.

--Improve supplemental pay processing to prevent
erroneous payments, pay and .eave records, and
withholding statements from being generated.

--Provide controls over v adjustments to keep
previous pay errors fr. ‘g compounded dur-
ing the adjustment proc. ¢. 1 to reduce the
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potential for fraudulent or unauthorized pay-
ments through the adjustment. process.

~--Eliminate practices that allow excessive and
fraudulent payments to experts and consultants.

--Cuutrol temporary pay records to prevent over-
payments and inaccurate withholding statements.

--Frovide better microfilm copies of pay records that
are being retained for payroll research and audit.

Some of our recommendations relate to system deficiencies
that have previously been reported by HEW's internal auditors
or by us, but have not been corrected. Because of this, we rec-
ommend that you have the Assistant Secretary for Personnel Ad-
ministration take the necessary actions to insure that our
recommendations are fully implemented.

We discussed our findings and recommendations with payroll
officials, including the Director of the Division of Central
Payroll. The officials generally agreed with our findirgs and
recommendations.

as you know, section 236 of the Legislative Reorganiza-
tion Act of 1970 requires the head of a Federal ajency to sub-
mit a written statement on actions taken on our recommendations
to the House Committee on Government Operations and the Senate
Committee on Governmental Affairs not later than 60 days aftcr
the date of the report and to the House and Senate Committees
on Appropriations with the agency's first request for appro-
priations made more than 60 days after the date of this re-
oort.

We are sending copies of this report to the Director of
the Division of Central Payroll and the Assistant Inspectsr
General for Audit. We are also sending a copy to Congressman
Mario Biaggi, by agreement, because of his interesx in HEW's
payroll system.

We appreciate the courtesy and cooperaticn extended to
our representatives dur‘ng our audit. We would appreciate
your comments and advice on any actions taken or planned on
matters discussed in this report.

Sincerely yours,

DA

D. L. Scantlebury
Director
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SUMMARY OF FINDINGS AND RICOMMENDATIONS TO

IMPROVE SYSTEM CONTROLS OVER PAYROLL OPERATIONS

The centralized automated payroll system of the Defart-
ment of Health, Education, and Welfare (HEW) paid approxi-
mately $2.2 billion to about 150,000 employees in calendar
year 1976. We evaluated the procedurcs and records control-
ling these payments and identified many opportunities for im-
proving the payroll system. These improvements would help in-
sure that only accurate and prompt payments are made to em-
ployees.

POSITIVE ACTION NEEDED TO IMPROVE CONTROLS
OVER TIME AND ATTENDANCE REPORTS

Previous reports by HEW's internal auditors ani us dis-
cussed a high error rate in time and attendance reports used
as a basis for issuing biweekly paychecks to HEW employees and
gaid that this condition could lead to errors in employees' pay
and accrued leave. At the time of our review the potential for
pay errors still existed becaus¢ management had not corrected
continving weaknesses in timekeeping practices.

We first reported on errors in time and attendance re-
ports used by HEW's payroll system in January 1969. 1In that
report, 1/ we:

--Discussed many clerical type errors (such as
mistakes in arithmetic and carrying totals
forward) in recording annual and sick leave
balances and estimated that leave balances
were overstated 2nd understated by about $3
millicn as a result of the errotrs. .

--Commented that the errors went undetected
because many time and attendance reports
forwarded to central payroll were not re-
viewed by the timekeepers' supervisors.

Responding to our findings in 1969, HEW said that a new
system was being designed using computers to maintain leave
balances. HEW also said the new system should eliminate any
errors in leave balances and that action would be taken to
insure more effective supervision in time and attendance
reporting.

1/"Need for Improvements in the Automated Central Payroll
System of the Department cf Health, Education, and Wel-
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In December 1970 HEW's irnternal auditors reported that
timekeepers and their supervisors were still not adequately
reviewing time and attendance reports. The internal auditors
estimated a Department-wide error rate of over i0 percent, in-
cluding missing certifications by timekeepers and supervisors,
and attributed this error rate primarily to inadequate review
by timekeepers and supervisors. The internai: auditors also
told HEW's management of the importance of adequate reviews,
noting other control features, such as reviews by payroll
clerks and employee complaints, were not detecting errors.

In responding to that report, central payroll officials
again acknowledged the need for action to improve the quality
of time and attendance reports. A 1971 internal audit report,
however, notel that the tiine and attendance reports still con-
tained errors necessitating the issuance of supplemental pay-
checks.

We considered whether HEW's procedures for time and at-
tendance reporting now conforin to standards specified in cur
Policies and Procedures Manual for Guidance of Federal Agencies
(6 GAO 7). These standards emphasize the need for adequate
supervision and reviews over time and attendance reporting to
prevent unauthorized, fraudulent, or otherwise irreqgular acts.

Under HEW's procedures, a report is to be submittel for
each employee listing the nature and length of absences. The
timekeepers are responsible for correctly filling out time re-
ports, and their supervisors are required to certify the va-
lidity of the reported information. Employees should certify
accuracy of time reported for them as leave taken, if any.

We selected a sample of 900 time and attendance reports
and found that 79, or about 8.8 percent, were not prepared
in accordance with HEW's procedures. Of these 79,

-=39 reports (about 4.4 percent) were not
certified by the employees' supervisors;

--19 reports (about 2.1 percent) did not
contain required certifications by the
employees for whom they were submitted; and

--21 reports (about 2.3 percent) either
were prepared in apparent disregard of
payroll regulations or contained clerical
errors, lack of specifics on authorizations
for reported overtime hours, or insufficient
information to accurately compute pay.
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The repcrts we reviewed had already passed throuah con-
tr ols programed into the comnuter to help insure that only
accurate, reliable, and comp.cie data was used in computing
employee pay. The 8.8 perc:nt error rate showed that little
progress had been made to japrove the accuracy of time and
attendance reports siace 1¢70 when the error rate was about
10 percent.

Central p- roll offic.als acknowledged that the error
rate was too high and attributed it primarily to a high turn-
over rate for timekeepers. They 2:id timekeeping was not a
desirable job--75 percent of HEW s approximately 6,000 time-
keepers were replaced every 6 months.. They also said the job
was normally assigned to the newest clerical member of an of--
fice who generally attended no formal training programs. Thus,
the timekeepers' knowledge of HEW's procedures was generally
limiteé@ to information passed on to them by other timekeepers.
These officials believed that formal training courses were
futile becavsz of the high turnover rate of tim~keepers.

Central payroll officials acknowledged that the lack
of training resulted in a significant amount of erroneous
and unnecessary paperwork. For example, they said their
review of 470 corrected time and attendance reports sub-
mitted by timekeepers showed that many of the reports had
to be corrected because they had not been prepared according
to established HEW procedures.

Conclusions and recommendations

Our Policy and Procedures Manual for Guidance of

Federal Agencies (6 GAO 7) provides that the preparation

of time and attendance reports must be properly supervised
and reviewed to prevent unauthorized, fraudulent, or other-
wise irregular acts. HEW's procedures require that the re-
ports be prepared under adequate supervision and review,
The procedures also require certifications indicating that
the supervisory and review tasks have been adequately per-
formed. These procedures, however, are not being followed.

Because the high error rate in time and attendance re-
ports has been a longstanding prokblem at HEW, positive action
is long overdue to correct the condition. We therefore recom-
mend that the HEW Secretary require the Director of the Divi-
sion of Central Payroll to:

--Issue instructions to HEW's timekeepers and
their supervisors emphasizing that prescribed
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procedures must be followed in preparing
time and attendance reports.

--Develop a mandatory training program for
timekeepers that explains procedures in
Federal regulations and in HEW's manual
for accrnrate recording and reporting of
employees' hours of work and leave.

—--Issue directives requiring that only pro-
rerly trained employees are assigned as
timekeepers.

-=-Develop a monitoring program to insure that
the procedurec are followed and to ident:ify
timekeepers and supervisors who habitually
deviate from the procedures.

IMPROVEMENTS NEEDED IN
SUPPLEMENTAL PAYROLL JROCESSING

Central payroll manually processes a substantial number
of supplemental paychecks for HEW employeea. We estimete
that HEW issued about 5,000 supplemental paychecks in calen-
dar year 1976, valued at about $2.9 million.

Because central payroll's procedures do not insure that
employees are accurately and promptly paid and leave balances
and earnings are properly recorded, many supplemental checks
must be issued. Because the preparation and processing of
supplemental checks were not adequately controlled, unde-
tected clerical errors

--provided the opportunity for erroneous pay-
mcnts,

--resulted in erroneous amounts of leave being
recorded,

--allowed payments near yearend to be recorded
inaccurately in pay records, and

--permitted incorrect employee withholding
statements to be issued for use in filing tax
returns,



APPENDIX I APPENDIX I

Opportunity for ecrroneous
payments to employees

Central payioll issues supplemental paychecks to em-
ployees who cann>t be paid under tne regular automated proc-
ess, usually because time and attendance reports and per-
sonnel documents are inaccurate, late, or missing. Payroll
supervisors are required to validate data used for partial
or full) payment. Because supervisor reviews are not thor-

ough, many clerical errors are not being detected, result-
ing in erroneous payments to employees.

HEW's payroll procedures require payroll liaison officials
or timekeepers to notify central payroll when employees dc¢ not
receive their pay. rayroll clerks are responsible for re-
searching (1) employee pay records, (2) time and attendance
cards, (3] earning statements, and (4) documents in employee
personnel records. This research establishes whether supple-
mental paychecks should be issuerd. Clerks are also respon-
sible for recording the data necessary for computing supple-
mental payment amounts on input documents used in processing
supplemental paychecks. The payroll clerks' supervisors are
instructed to review and approve the documents used in prepar-
ing lists of checks to be issued by the U.S. Treasury. These
revievs are to be made before the lists are prepared.

We noted, however, that supervisor reviews of the input
documents were primarily limited to checks of mathematical
accuracy and of proper placement of data. They did not make
any reviews to determine whether employees were entitled to
the supplemental payments and, if so, to establish whether
the data used for pay computation was accurately recorded
from source documents.

In reviewing supplemental payments authorized by super-
visors, we found erroneous amounts were withheld for taxes on
17, or 34 percent, of 50 supplemental payments we reviewed.
The erroneous withholdings occurred because noncurrent tax
tates were used and becaiuse arithmetical errors were made,
resulting in paychecks with incorrect net pay being issued
to the 17 employecs.

In further reviewing 74 of the 50 supplemental payments,
inaccurate leave balances had heen recorded for 5, or 20 per-
cent, of them. No sick or annual leave balances were recorded
for three employees even though they had balances that should
have been recorded. Two employees were given 8 hours of sick
and annual leave, althcugh they were classified as temporary
employees not entitled to earn leave.
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L.eave erroneously :acorded
for emplovees

HEW has about 7,500 part-time employees who may accumu-
late sick and annual leave based on hours worked. 1Incorrect
leave balances have been recorded for some of these part-time
employees because of weaknesses in HEW's practices for accumu-
lating leave when they are paid tihrough the supplemental pro-
cess.

Part-time employees earn leave based upon the length of
their Federal service and the number of hours worked in a pay
period. Employees with less than 3 years of service earn 1
hour of leave for each 20 hours worked; those with 3 but less
than 15 years earn 1 hour for each 13 hours; and those with
over 15 years receive 1 hour for every 10 hours. To illus-
trate, 1 hour of earned annual leave should be recorded for a
part-time employee with less than 3 years of service who works
24 hours in a pay period. The remaining 4 hours of work
should be carried forward to determine the amount of leave
earned at the end of the next pay period.

We noted that the document used to process supplemental
payments did not have space to ¥ecord hours worked, which
should be carried to the next pay period. Payroll officials
said the hours to be carried could be entered on leave rec-
ords by using another form. They acknowledged, however, that
payroll clerks often neglected to use the other form. As a
result, part-time employees were not always credited with the
full amount of annual leave earned.

In addition to problems with the documents, we also noted
that central payroll was not promptly recording leave balances
it computed when making supplemental payments. Often over a
month elapsed between the processing of a supplemental check
and the recording of the leave earned in the period involved.
Employees frequently complained about their incorrect balances
during this delay.

Employee complaints were generally received by %the leave
unit in central payroll. When complaints were received, the
leave unit adjusted employee leave records without regard to
supplemental leave entries already in process and eventually
recorded in the leave records. Some employees were thus given
twice as much leave as they actually earned.

Payroll officials acknowledged that duplicate amounts
of leave had been given to some employees. The officials
said that responsibility for correcting leave errors had re-
cently been reassigned to the payroll processing units.
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According to them, this change will reduce the potential for
dupiicate leave entries. Because the reassignment occurred
after our review, we did not determine the effect of this
change on the accuracy of leave records.

Improper recording of yearend payments

Central payroll clerks often recorded supplemental pay-
ments made tc employees near the end of the calendar year in
the following year's pay records. For example, we reviewed
67 supplementas payments to employees and found that 31, or
46 percent, had been recorded in employees' records for the
following vear. We also noted that it generally took about
5 weeks for supplemental payments to be recorded in employee
pay records.

In our opinion, agency procedures must insure that pay-
ments are recorded in employee pay records for the year in
which the payments are made. Otherwise, the pay records are
understated or overstated and cannot be used to resolve ques-
tions relating to employee pay nor to determine amounts to be
reported for such deductions as retirement contributions and
tax withholdings.

Incorrect earning statements
1ssued to emnloyees

When supplemental payments were improperly recorded in
employee pay records, HEW issued incorrect earning statements
(W-2 forms) for the employees to use in filing city, State,
and Federal income tax returns. HEW attempted to issue cor-
rected earning statements to the employees, but it was not
always successful in doing so. For example, in reviewing 30
erroneous pay records, we found that HEW had not issued cor-
rected statements for seven, or about 25 percent, of the em-
ployees involved. 1In four of the seven cases, corrected earn-
ing statements had been issued for only 1 of the 2 years in-
velved.

Central payroll officials could not specifically explain
why the corrections were not made, particularly since Internal
Revenue Service regulations require that corrected statements
be issued when originals are found to be incorrect. It ap-
peared that some pay clerks did not realize that supplemental
payments incorrectly recorded in 1 year actually misstated
pay records for 2 years. Therefore, the clerks only cor-
rected the statements for the first year. At other times,
the clerks apparently assumed that amended statements issued
to correct other errors also included the adjustments for sup-
plemental pay. We believe this confusion stems from the lack
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of writter HEW procedures describing when revised st>temente
must be issued.

Conclusions and recommendations

Better controls are needed over the supplemental pay
processes to insure that employees are paid correctly and
that leave records. earning records, and earning statements
are accurate. We therefore recommend that the HEW Secretary
instruct the Director of the Division of Central Payroll to:

--Require payroll supervisors tc thoroughly
review data accumulated by pavroll clerks
before approving it. This data should re-
late to the propriety and accuracy of sup-
plemental payments.

--Monitor the entry of leave credited to em-
ployees paid through the supplemental proc-
ess to insure that duplicate entries are
no longer being made.

~-Insure that payroli clerks ugc~rstand and
follow the procedures established to credit
leave recoréds of part-time employees receiv-
ing supplemental payments.

~-~-Revise central payroll's procedures so that
supplemental pay is recorded in employee pay
records for the year in which payments are
made and develop procedures describing the
circumstances in which employee earning state-
ments must be revised.

NEED TO ELIMINATE POTENTIAL FOR
EXCESSIVE PAY TO EXPERTS AND CCNSULTANTS

In fiscal year 1976 HEW paid about $4.7 million to ap-
proximately 2,000 experts and consultants it employed. Some
0’ these employees might have been paid excessively because:

-=Multiple pay records were maintained for
some experts and consultants, and controls
were inadequate to detect multiple payments
for the same services.

~-Many time reports for experts and consul-
tonts were submitted long after services
were rendered. Sometimes no means existed
to establish the validity of the reports.
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--Payroll cierks sometimes changed time and
attendance reports to show that work was
performed on an authorized assignment, when
in fact experts and ccasultants had submitted
reports showing they b.d spent time on un-
authorized assignments.

Multiple pay records

HEW's procedures allow six different pay records to be
maintained for each expert and consultant employed by HEW.
In 1973 the HEW Audit Agency pointed out that inadequate con-
trols over the multiple pay records had permitted improper
and fraudulent payments to consultants. Although we could
not establish whether fraudulent payments were continuing,
we noted tha“ questionable payments had been made. Missing
or illegible records, however, often prevented us from es-
tablishing the propriety of payments.

HEW appoints experts and consultants cn either a tempo-
rary or intermittent basis, and these appointments specify
compensation at either hourly or daily rates. By law, em-
ployment on an intermittent basis cannot exceed 130 days in
a year, and emp.oyment on a temporary basis (over 130 days
in a year) cannot exceed 1 year. Since experts ind consul-
tants are allowed to hold several appointments at the same
time, centval payroll's records are designed to handle up
to six pay records for each expert and consultant. An iden-
tification number is assigned to each appointment for pay ard
cther purposes, and all current appointments are shown on a
master list of consultant appointments. A separate pay-
check is issued for work performed under each appointment.

Central payroll's automated system has edits or checks
programed in computers to prevent experts and consultants
paid under each pay record from exceeding the equivalent Of
14 days work, or a maximum of 80 hours, per pay period. No
automated edits or manual controls, however, exist to prevent
experts and consultants from being paid for 14 days or 80
hours work under each of the six separate pay records or
to prevent duplicate payments for a lesser amount of time.
As a result, experts and consultants could receive up to 12
weeks or 480 hours of pay during a 2-week perind or receive
multiple payments for the same services or hours of work.

In 1973 HEW's Audit Agency reported that overpayments
totaling $3,397 were made to three consultants with dual
appointments. The Audit Agency attributed the overpayments
to inadequate timekeeping practices and inadequate internal
controls to insure that consultants are not compensated more
than once for the same work.
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HEW officials said it was desirable for accounting pur-
poses to maintain separate pay records for each appointment
held by an expert or consultant. They also said that ccebin-
ing separate appointment data under one pay record would not
be compatible with the automated payroll system's design.
They acknowledged, h.wever, that controls could and should be
implemented to prevent duplicate payments and payments in
excess of 14 days or 39 hours during a pay period under tbhe
multiple pay records.

Late time reports

Without specific HEW procedureg requiring experts and
consultants to submit time reports at the end of pay periods,
reports for such employees are often submitted many months
after the work was said to be performed. As a result, the
clerks must spend a considerable amount of time trying to es-
tablish the validity of the reports, an effort that is not
always successful.

Time and attendance reports for experts and consultuaats
should be prepared by HEW's designated timekeeper for the of-
fice receiving the services. The timekeeper should certify
that the entries in the report are correct, and a supervisor
should also verify the accuracy of data and authorize central
payroll to make payments for the time reported. HEW, however,
has not established specific procedures requiring that experts'
and consultants' reports be submitted at the end of the pay
periods for which the reports are prepared.

Payroll clerks said that each month they processed many
late reports for experts and consultants. For example, cne
pay clerk said that she processed about 20 late reports each
pay period. 1In reviewing 20 of the late reports, we found
that the reports were received by clerks from 6 to 32 weeks
after the pay period in which the work was said to have beéen
performed. Clerks also said they spent a considerable amount
of time attempting to verify data submitted in the late re-
ports. We could not establish whether their efforts were
always successful because many of the records needed to verify
entitlement to pay were illegible.

We see no justifiable reason for the delays in submitting
time and attendance reports if the rep..ts were prepared when
work was performed and were certified at the end of the pay
period. 1f reports are not prepared until shortly before they
are submitted, however, the accuracy of the work hours reported
and certified becomes questionable. Only the timekeeper's mem-
ory or unofficial records and notes could be used to prepare the
reports. These are not acceptable sources for obtaining accurate
and reliable information for hours worked, especially when a

10
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considerable amount of time has elapsed beiween the date of
the wo*k a2nd the submission of the reports.

The time and attendance reports for experts and ccnsul-
tants nust be submitted at the end of each pay period to com-
ply with standards in our Policies and Procedures Manual for
Guidance of Federal Agencies (6 GAO 15). As specified in the
manual, no more than 12 days may elapse between the date a pay
period closes and the date employees, including experts and
consultants, are paid for work performed in the perio’.

Unauthorized changes to time reports

HEW's procedures require that time an2 attendance reports
for experts and consultants contain the appointment identi-
ficaticn number under which the reported work was performed.

The procedures also require that the number be matci :d against
those in a master file to insure that the pay is ma - under a
valid appointment number. When the payroll clerks found an in-
valid number on a report, however, they simply changed it to one
shown on the master record without the change being verified or
approved by appropriate cfficials.

In our examination of 139 biweekly reports, we found that
pay clerks had changed the appointment numbers in 12 instances,
Again. missing or illegible -ecords prevented us from fully in-
vestijating all of these cases. We were able to establish, how-
ever, that in one of the c(ases a consultant was paid $466.20
even though the consultant did not have a current appointment
authorizing employwent with HEW. Other improper pavments to
experts and consultants may result from these unauthorized
changes. And, payroll cannot assure that the proper appropria-
tions are being charged for salary payments sgince multiple ap-
pointments for experts or consultants may be authorizod under
different appropriations.

Conclusions and recommendations

HnW's system for paying its experts and consultants con-
tains serious weaknesses related to time and attendance re-
port.ng. Because of illegible and missing records, we did not
attempt to establish the full extent of improper payments
resulting from the weaknesses. We are therefore recommending
that the Hew Secretary instruct the Director of the Division
of Central Ppayroll to:

--Determine, in conjunction with the Inspector
General's office, the prcpriety of past payments
to experts and consultants and initiate action
to recover any payment: found to be improper.

11
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--Include controls in the automated payuull
system to insure that duplicate payments or
paynents for over 14 davs, or 80 hours, of work
in a biweekly pay period are not made to ex-
perts and consultants.

--Develop regulations requiring time and attend-
ance reports for experts and consultants to be
submitted at the end of each pay period in which
they work.

~-1instruct pay clerks to return to timekeepers
any time and attendance reports with erro-
neous data and require timekeepers to justify
or explain any corrections or alterations.

--Tell experts and consultants of the need for
time reports to be submitted properly and ar-
curately and emphasize that erroneous reports
will delay payments of their salaries and wages.

NEED FOR EFFECTIVE CONTROLS
VER PAY ADJU EN

HEW's procedures. provide for payroll clerks to prepare
input documents, callec adjustment edit worksheets, to (1)
correct previous errors in employees' pay and (2) pay amounts,
including special bonuses, that cannot be handled by the reg-
ular or the supplemental process. Informaticen in the input
documents bypasses certain essential computer edits, and the
payroll clerks frequently initiate pay adjustments without
other individuals verify.ng the propriety and accuracy of the
documents. As previously pointed out by HEW's internal audi-
tors and us, the processing of pay adjustments without ade-
quate supervisory checks can compound the number of pay er-
rors and provide the orportunity for making frauduient or
otherwise unauthorized rayments.

Our Policy and Prccedures Manual for Guidance of Federal
Agencies (6 GAO 7) cautions agencies to include in their pzy-
roll system adequate controls te insure that all adjustments
to pay, leave, and allowances are properly authorized. 1In our
1969 report on HEW's payroll system, we reported inaccuracies
in pay adjustments that were made to correct previous errors
in pay. We aiso discussed the need for great care in making
such adjustments so that pay errors will not be compounded and
extended over long periods.

In January 1971 HEW's internal auditors reported an
crror rate of about 8.6 percent in adjustments to correct

12
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previous pay errors. The internal auditors believed that
adequate review by others could have prevented the errors.
They did not nake recommendations, howsver, because central
payroll officials said the problems with accuracy of pay ad-
justments would be corrected by revisions to the payroll sys-
tem implemented in June 1972.

We considered the adequacy of control procedures in the
revised system to see if pay adjustments were appropriately
and properly authorized. Payroll clcrks must prepare the ad-
justment edit worksheet for a proposed pay adjustment. in
doing so, they should manually research and calculate the ad-
justment to an employee's pay. The worksheets can be used to
change most factors affecting employee pay including

--rates for base, premium, and other types of pay;
--hours of work or leave taken;

--amounts withheld for Federal and State taxes
and other purposes; and

--amounts for special awards and bonuses.

The worksheets become the means for putting data into the
computers to adjust employee pay. In HEW's automated payroll
system, the data processed from the worksheets bypasses essen-
tial computer edits designed tc check on the accuracy and ap-
propriateness of payments. Moreover, central payroll has no
written procedures requiring reviews to establish the propri-
ety and accuracy of adjustments before payroll clerks submit
the edit sheets for computer processing. The potential there-
fore exists for unintentioral or intentional errors by payroll
clerks to go undetected for a long time.

We also noted that the adjustment edit worksheets had
been used to pay regular or premium wages that were rejected
by computer edits because the wages could potentially exceed
the maximum annual salary allowed by law. For example, com-
puter edits preveated the payment of 21 overtime hours to a
GS-rated employee because the overtime payment »lus the em-
Ployee's regular salary would have exceeded the maximum pay
permissible by law (5 U.S.C. 5547). The law prohibits pay-
mentes exceeding the maximum pay rate for a GS-15 employee.
Abouc 2 weeks after the computer's action, the employee's
field office asked central payroll to pay the employee for
the 21 hours of overtime. A payroll clerk prepared an ad-
justment edit sheet that was used to issue the employee a
$213.99 check for the overtime. In combination with the
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employee's regular pay, the amount exceeded the maximum limit
authorized by law.

Conclusions and recommendations

Because pay clerks are allowed to adjust employee pay
records without review and approval by supervisors, they have
tiie opportunity to conceal errors or fraud. Also, tie lack of
review and approval makes it difficult to determine whether
unauthorized payments are being made and whether previous
errors in pay have been properly corrected. We therefore rec-
ommend that the HEW Secretary instruct the Director of the
Division of Central Payroll to:

—-Require supervisors of pay clerks to verify
the propriety and establish the accuracy of
all information in edit sheets proposinrg ad-
justments to employee pay.

--Require the reviews to be completed and the
adjustments approved before the edit sheets
are submitted for computer processing.

--Include the requirement for review and approval
in Central Payroll's operating manual.

NEED TO ESTABLISH CCNTROL
OVER TEMPORARY DAY RECORDS

Central payroll has no established procedures to transfer
data on temporary reco.ds to permanent pay records once they
are established. Opportunities therefore exist for improper
payments tc be made and erroneous withholding statements to
be issued to employees.

HEW's payroll system identified each employee's master
pay record by social security number. New employees without
a social security number are assigned temporary identification
numbers for pay purposes until valid numbers can be obtained
from the Social Security Administration. Since 1971 HEW has
issued temporary identification numbers to approximaiely
400 employees. Using special computer programs, we identified
91 temporary pay records, maintained under special identifica-
tion numbers, that were still active. Several had been active
since 1972. Analysis of these records and other related data
showed that central payroll did not follow any consistent
practice for handling the temporary pay records when valid
social security numbers were obtained.
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Many times the temporary records were properly closed
out, At other times, however, a new pay record was established
under the valid social security number while the temporary
record continued in active status. These dual pay records
provide the opportunity for erroneous payments. For example,
one employee had been improperly paid $2,164.80 because of
such records. Also, sometimes action was not taken to create
a new pay record after receiving valid social security numbers
for employees. Instead c(entral payroll continued processing
payments under temporary 1 ambers.

We noted that no written procedures existed to explain
how temporary records should be handled once permanent ones
are established. This condition has also led to confusing
and erroneous withhnlding statements being issued to 24
of the 91 employees with active temporary numbers.
Specifically,

-=12 employees were issued statements under
temporary numbers although the correct
social security numbers were available
when the statements were issued;

--7 employees with a combined income of
$32,745 were issued no statements at all;

--1 employee was issued separate statements
under both a temporary number and a valid
social security number; and

--4 employees were issued statements that
did not include their total income. (In-
come amounting to $5,762 earned under the
temporary numbers was not reported for 3
employees, and income of $3,264 earned by
the other employee under his permanent so-
cial security number was not included.)

Conclusionrs and recommendations

Since paychecks can be issued to employees under both
permanent and temporary social security numbers, the poten-
tial exists for improper or fraudulent payments. Temporary
pay records have been maintained for excessive periods of
time because no procedures for eliminating them have been
established. The lack of procedures has also created con-
fusion resulting in erroneous earning statements. We there-
fore recommend that the HEW Secretary instruct the Director
of the Division of Central Payroll to:
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~-Purge pay record files of all temporary pay
records for which there are also permanent
records.

--Implement procedures to insure that only
one pay record can be active for an e.-
ployee at a time.

~--Implement followup z° - ctedures to insure
that new employees obtain social security
rumbers within 30 days.

BETTER MICROFILM COPIES OF
TYME_AND ATTENDANCE REPORTS NEEDED

Central payroll microfilms all time and attendance re-
ports and retains microfilm reels for use in payroll research
and audits. Microfilm copies of reports for some employees
were completely illegible; others were of poor quality and
useless. Research to verify complaints about pay errors
therefore could be delayed while original copies of the re-
ports are obtained from storage facilities outside of Washing-
ton, D.C.

The illegible microfilm copies of records resulted from
attempts to microfilm time and attendance reports for about
2,000 consultants and experts. Such reports for these em-
ployees were on blue paper, and the microfilming process HEW
us¢d would not reproduce data from that color paper. Appar-
ently, HEW officials were not aware of this situation, be-
cause they continued to have the documents microfilmed.

Central payroll was aware that the time and attendance
reports microfilmed for other employees were of poor quality.
For example, 72 of 129 microfilm reels of time and attendance
reports we examined were labeled "fogged," meaning the reels
contained a number of microfilm copies of reports that could
not be read. '

Central payroll officials attributed the poor quality
of the microfilms to untrained and careless employees. Of-
ficials said the backlog of work did not allow them to re-
place any copies of time and attendance reports. We believe .
the poor quality of the microfilm contributes to HEW's back-
log and the time spent to review and replace illegible micro-
film would be minimal compared to the time required to re-
trieve original copies of the reports from storage. Moreover,
we believe that the time spent by payroll officials tc review
the microfilm could be minimized by establishing a quality
control program providing for rejection of any reels of film
found to contain illegible microfilm.
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Conclusions and recommendations

Economic advantages exist in retaining copies of time
and attendance reports on microfilm, including reductions in
storage costs and personnel costs to research records. Also,
the use of microfilm expedites record research and makes it
possible to respond more quickly to employee complaints
about pay errors. Because of the poor quality of the micro-
film, however, HEW cannot always ."ealize these benefits.

We believe action should be taken to improve the quality
of central payroll's microfilms and recommend that the HEW
Secretary instruct the Director of the Division of Central
Payroll to:

--Institute quality controls over microfilming
of all employee time and attendance reports
to provide for rejecting any illegible copies.
--Change the consultants' and experts' time

and attendance reports as necessary so that
they will reproduce legibly on microfilm.
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