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Office of the City Auditor
INFORMATION CALENDAR
May 30, 2017

To: Honorable Mayor and Members of the City Council
From: Ann-Marie Hogan, City Auditor
Subject: Status Report — Performance Audit of the Payroll Audit Division

INTRODUCTION

On June 28, 2016, the City Auditor’s Office presented to City Council an independent
audit completed by Macias Gini & O’Connell (MGO) LLP: Performance Audit of the
Payroll Audit Division." Overall, MGO found that Payroll Audit’s internal control
practices, policies, procedures, and control environment are designed to protect against
fraud, waste, and abuse; and to operate in compliance with Federal, State, and City
policies, rules, and regulations. However, MGO cited areas of concern related to the
City’s aging automated infrastructure, FUNDS$, including difficulty in controlling access
rights to the payroll module, and inefficiencies and control weaknesses related to the
manual, labor-intensive, paper-based process that FUND$ demands. This is the City
Auditor’s Office second report back to Council on the implementation of MGO’s audit
recommendations. We issued our first status report on January 24, 2017.2 We will
provide our next report September 26, 2017.

CURRENT SITUATION AND ITS EFFECTS

This status report provides information on the actions that the Payroll Audit Division of
the City Auditor’s Office, with assistance from Information Technology staff, has taken to
address MGO’s recommendations. Details on progress made are in the attachment to
this report.

MGQO’s audit included ten recommendations. In our January 24, 2017 status report, we
identified three recommendations as fully implemented, three as partially implemented,
and four as not implemented. In this report, we amend the status to two fully
implemented, two partially implemented, and six not implemented. We categorized
some recommendations were implemented because Information Technology had
provided or modified reports to assist in monitoring whether employees had
inappropriate access. In attempting to use those reports, we realized that they were not

" MGO Payroll Audit (6/28/16): http://www.cityofberkeley.info/uploadedFiles/Auditor/Level 3 -
General/A.2%20RPT%20Performance%20Audit%200f%20Payroll%20Division.pdf

2 First Audit Status Report (1/24/17):
http://www.cityofberkeley.info/Clerk/City Council/2017/01_Jan/Documents/2017-01-
24 Item 53 Status Report Performance.aspx
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usable for that purpose, or in one case worked in the test environment but had not yet
been moved to production, so the recommendations are not fully implemented.

BACKGROUND

The City of Berkeley’s Payroll Audit Division organizationally sits within the City
Auditor’s Office and includes a staff of seven full-time employees. While the Payroll
Audit Division is one of the smaller divisions in terms of staff, it has one of the largest
jobs: processing biweekly payroll for the approximately 1,600 individuals employed by
the City. In fiscal year 2016, personnel costs represented approximately 60 percent of
the City’s total budget and the Payroll Audit Division processed approximately 43,000
checks and direct deposits. Placement of the Payroll Audit Division within the City
Auditor’s Office means that we cannot audit payroll activities in accordance with
government auditing standards as that creates the appearance of a lack of
independence. Therefore, we concluded that the best way to safeguard our
independence was to hire an outside auditor to conduct an audit of our Payroll Audit
Division’s operations. We contracted with the consulting firm of Macias Gini & O’Connell
(MGO) LLP to perform the work.

ENVIRONMENTAL SUSTAINABILITY

The payroll process as it currently exists is a highly labor-intensive, manual, expensive,
paper-based process. The City consumes about 100 reams of copy paper annually in
just time sheets alone, not including paper check stubs and manual paychecks. While
the City uses recycled paper, the process for producing recycled paper is far from
eco-friendly. The City, and the environment, would benefit greatly from a modern,
automated payroll process that uses far less paper and ink.

POSSIBLE FUTURE ACTION

Enterprise Resource Planning is currently underway to replace the City’s core financial
system, FUNDS$. Replacement will include implementation of a new personnel and
payroll system that will address many of MGQO’s recommendations regarding
inadequacies and inefficiencies of the current payroll module and paper-based, manual
processes. Although the new system is expected to address MGQO’s concerns, action is
needed in the interim.

The City must make an investment of staff time and money to address MGQO’s audit
recommendations, and to keep the personnel and payroll system functioning until
replacement is complete. Payroll audit will assist IT in determining whether IT can
contract with SunGard to make the changes and in quantifying the amount of new
funding that Council would need to appropriate in the FY 2018-2019 budget in order to
address the significant risks of not taking action.
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FISCAL IMPACTS OF POSSIBLE FUTURE ACTION

According to the Government Finance Officers Association, the current estimate for
FUNDS$ replacement now stands at $15.1 million, which includes software licensing,
professional services, and additional personnel costs to fund the temporary backfill for
staff assigned to the City Manager's FUND$ replacement implementation team. The
cost to contract with the current City’s software vendor, SunGard, to implement all of the
MGO recommendations are not yet known, but likely to be substantial.

CONTACT PERSON
Ann-Marie Hogan, City Auditor, 510-981-6750

Attachments:
1: Auditee Response Form: Payroll Audit Recommendation Summary Status_053017
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