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Auditing Pay Practices: 
When the CEO Talks, We Listen
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Introduction

What do you do when the chief executive 
offi cer (CEO) tells you he wants to 
dedicate one full-time equivalent (FTE) to 
auditing pay practices year-round? You 
listen! Prior to this our auditing primarily 
focused on assisting our external 
auditors with the annual fi nancial audit. 
Our fi rst risk based annual audit plan 
included auditing pay practices. When 
we presented the results of the risk 
assessment to the CEO, he stated that 
he wanted an FTE dedicated to auditing 
pay practices. This is a tall order since 
Renown Health has 4,700 employees 
working at two acute care hospitals, 
one rehab hospital, a skilled nursing 
facility, several outpatient clinics and 
urgent care locations, a medical group, an 
insurance provider, a group purchasing 
organization, and a collection agency. 
Dedicating one FTE to pay practices from 
a fi ve person staff can be a challenge. 
However, we are glad we listened! 

Obtaining the Data
For this audit to be effective, we needed 
to have a good deal of data. Since this 
was an initial post-conversion audit we 

waited until we had six pay periods of 
data to review. At Renown, the Decision 
Support Department performs data 
downloads and electronic analyses for all 
departments in the hospital system. As 
you would imagine, the analysts in this 
department had their hands full already! 
They were not used to Internal Audit 
adding to their already heavy workload. 
We fi rst solicited their assistance by 
meeting with the Decision Support 
Director to explain the value of 100% 
testing and to establish a productive 
working relationship with his staff. Once 
he was on board, we needed to defi ne 
clearly what we wanted. Our data pull 
was quite involved, and included the 
following types of information:

Employee master data as of the last •	
date of the last pay period.

Payroll register data for six pay •	
periods.

Electronic timecard edits and •	
approvals.

Once Decision Support understood our 
need for the data, we needed to determine 
what required testing so a detailed data 
request could be prepared. We decided 
to break the audit into six separate 
categories:

System Rules and Reports1. 

Analytical Review2. 

Application of Policies and 3. 
Procedures

Authorization for Payment4. 

Effi ciencies and Cost Savings5. 

Consistent Pay Practices6. 

See our audit program1 for further 
information.

Performing the Audit

To date we have performed this audit 
for three of Renown’s entities: the two 
acute care hospitals, and our ambulatory 
centers. 

First Pay Practices Audit 

We performed the fi rst audit on the 
larger of our two acute care hospitals. 
This was our initial operational audit 
using data analysis and we were not 
quite sure how to best go about it. This 
audit took 641 hours to perform because 
we struggled fi guring out the best way 
to analyze the data. Because we have 
a limited budget, we could not afford 
automated technology such as ACL. One 

Executive Summary
This article discusses our department’s audit of Renown Health’s pay practices, 
a 946-bed integrated health network located in Reno, Nevada. It was a learning 
process for us as this was an initial review after conversion from ADP to the 
Kronos Work Force Management System, a change we were not involved with. 
Our department lacked IS auditing experience so we opted to collaborate with staff 
from key departments associated with our work force compensation processes. This 
proved to be an important element of our overall success. Utilizing their knowledge 
and our audit expertise the initial audit produced results that more than paid for our 
department’s annual budget.

1 This program is also available in the AHIA Audit Library.
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team member understood a little about 
Microsoft Access, so she agreed to try 
it and become our ‘pay practices guru’. 
The Access queries took some time to 
develop. 

Equally important was establishing the 
relationship with Human Resources (HR) 
and Payroll, as well as understanding 
the data we received. Before analyzing 
anything, we worked with HR and 
Payroll to obtain a sound grasp of:

Pay codes: productive versus non-•	
productive; premium versus non-
premium; shift differentials. 

Job codes: how to identify full-time; •	
part-time; per-diem; and more than 
one job code for the same employee 
(floats).

As with most internal audit organizations, 
we try to adopt the principle of ‘no 
surprises’. That is why it was important 
to have the buy-in and assistance 
with HR and Payroll. A representative 
from HR and from Payroll reviewed 
each audit step’s results to ensure 
that we understood the data correctly. 
Consequently, when we presented the 
audit report draft, there was agreement 
with the issues. In fact, they welcomed 
the audit! It helped them to ensure 
the effectiveness of the conversion to 
Kronos and provided an objective look 
at how the organization can ensure that 
its employees are paid in compliance 
with policies and procedures, as well 
as making efficient and effective use of 
Renown’s resources. 

Also, a contributor to the lengthy audit 
hours was that the staffs in HR and 
Payroll were not accustomed to the 
type of questions we were asking and 
the idea of 100% testing was foreign to 

them. It was important to educate them 
concerning how to respond to issues 
the audit identified. We helped them 
understand the importance of addressing 
the issues and educated them regarding 
the criteria for workable action plans 
designed with hardwired controls to 
ensure the identified inconsistencies do 
not reassert themselves. 

Second and Third Pay Practices Audits 

We performed the second audit on 
Renown’s remaining acute care hospital. 
For this audit, we developed Microsoft 
Access database queries for each audit 
step and our audit clients began to gain 
a better idea of our process. The third 
audit included all our ambulatory centers. 
Because we now had a defined process in 
place and had built productive working 
relationships with our audit clients the 
third audit took only 30% of the time the 
first audit required.

We also had gotten better at analyzing 
the data and continued to make 
improvements as we went along. Two 
specific improvements we made during 
the third audit relate to how we received 
data. For example:

We attempted to determine the •	
electronic timecard edits that 
increased and decreased pay. 
Initially, we received downloads 
that separately indicated the edits 
that increased pay and the edits 
which decreased pay. In the first 
two audits, the Payroll Manager 
manually reviewed those edits with 
the highest number of occurrences 
and found that some of the edits 
did not actually increase or decrease 
pay when considered in conjunction 
with other edits. As such, it would 
be difficult to develop a consistent 
algorithm to determine increases 
and decreases. Also, the Payroll 
Manager’s process was manual and 
tedious. Therefore, we decided to 

change the reporting to include only 
employees and departments with the 
largest number of manual edits. As a 
result, we reported more accurately 
and reduced the time the Payroll 
Manager spent working with us on 
the audit.

In the first two audits, we considered •	
incremental overtime as being one 
hour or less per pay period (two 
weeks). By the third audit, we 
were able to receive more detailed 
data which allowed us to define 
incremental overtime on a weekly 
basis. As a result we could more 
effectively determine employees that 
were actually working incremental 
overtime without needing to wait 
until the end of the pay period.

Pay Practices Audit Results

Our work identified three common 
themes across each of the audits: 

Policy and practices were not always •	
in sync. In some cases, the practice 
needed alteration; in others it made 
more sense to update the policy.

Kronos users did not understand •	
how to use the system effectively. The 
Payroll Manager developed Kronos 
classes to address the concerns 
expressed when we met with 
supervisors. These classes are nearly 
always full.

We could be saving money by •	
more closely monitoring how what 
we pay employees in both pay 
and benefits aligns with the FTE 
status. We estimate this generated 
an approximate $2 million in cost 
savings—which is four times our 
department’s annual budget!

As a result of our three pay practices 
audits, the Decision Support department 
staff designed the same queries, which 
run on a regular basis and are posted to 
a Payroll Dashboard. This dashboard is 

Equally important 
was establishing the 

relationship with 
Human Resources 

and Payroll, as well 
as understanding 

the data we 
received.

A representative from HR and from Payroll reviewed  
each audit step’s results to ensure that we understood  
the data correctly. Consequently, when we presented  

the audit report draft, there was agreement  
with the issues.
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available to all Renown Health leaders. 
These queries now cover both of our 
acute-care hospitals, our rehab hospital, 
urgent care and imaging centers, the retail 
locations within the hospitals, and our 
HMO. This enables continuous monitoring 
coverage of the entire organization. 

HR representatives now are able to meet 
with each location’s leaders on a regular 
basis to discuss the reports and how 
we can ensure that Renown is paying 
employees correctly. The dashboard 
reports are hardwired, so we are now 
going to change our approach to the pay 
practices audits. Instead of performing 
the queries ourselves, we may use the 
queries to determine the extent to which 
the dashboard reports are effective at 
addressing the issues noted. Will we still 
need an FTE next year dedicated to pay 
practices? We’ll see!

Success Demands More Work

The CEO was so satisfied with the results 
of our audits, he asked us to do more 
work related to payroll—meaning to 
identify potential ghost employees! A 
ghost employee is someone who receives 
a paycheck but doesn’t work for the 
organization. This situation usually 
requires collusion—between the manager 
and ‘employee’, or between HR and 
‘employee’. 

Before the era of direct deposit, 
identifying ghost employees was 
accomplished by requiring in-person 
payouts, meaning each employee is 
required to personally pick up and 
sign for their paycheck. Most of our 
employees’ pay is direct deposited to their 
bank accounts now. So it is not feasible 
to hold someone’s pay until they sign for 
a direct deposit stub. We pondered what 
audit steps might indicate the existence 
of a ghost employee. Some of these 

queries were developed by reviewing 
an article in New Perspectives by Cliff 
Therrien (February 2008). By themselves, 
our query results would not indicate a 
ghost employee, but when considered in 
conjunction with others, would indicate 
further research is required.

Some of our investigation required 
manual work. For example, based on 
previous experiences of one of our team 
members, we looked for employees 
with the same address as Mail Boxes 
Etc.®, hotels, or similar locations. We 
also looked for employees with the 
same address as vendors. While this 
match may not necessarily indicate a 
ghost employee it would indicate that 
completion of a conflict of interest form is 
warranted. The Payroll Manager worked 
with us to submit information to the 
Social Security Administration (SSA). We 
found that some married employees had 
not changed their names with the SSA. 
Other of our queries included looking 
for employees who were paid outside 
their job code range; base pay not within 
job code range, and duplicates (e.g., 
more than one employee with the same 
address, same social security number, 
same direct deposit bank account, etc.). 
Each time we identified a match using a 
ghost employee query, we considered it a 
potential exception. 

We then created a grid by employee, 
listing each employee, and the query 

number in a column. We determined 
which employees had the most potential 
exceptions and rank ordered these 
exceptions from highest to lowest. We 
found hundreds of employees had more 
than one exception. 

Now, we had to determine whether any 
were actually ghost employees. It was 
necessary to work with HR to make 
this determination. But we needed to 
do this without working with someone 
who could add a ghost employee to the 
employee master and/or the payroll 
master. After consultation with the 

Vice President of HR, we looked for the 
employees with more than one exception, 
who had not logged into the online 
mandatory compliance training module. 
Unfortunately, this module does not 
generate a log-in report. The folks at HR 
manually looked up 650 employees. These 
efforts identified four employees who 
had more than one potential exception 
and had not logged in to complete on-
line training. We arranged to have these 
employees pay stubs handed to them by 
an HR representative. The audit result: No 
ghost employees were identified! Through 
these audit procedures we were able to 
provide assurance that ghost employees 
did not exist in our organization.

Audit Successes

The audit identified approximately •	
$2 million cost savings by changing 
the how the organization pays annual 
leave. This made our department a 
profit center with our first audit!

As a result of the audit, queries •	
and reports were developed that 
all of leaders in the organization 
can use to continuously monitor 
the pay practices of their respective 
departments. 

By developing standardized working •	
papers, queries, and reports in Access 
we reduced our audit time by 43% 
for the second audit and 70% for the 
third audit. 

Our meetings with supervisors •	
identified misunderstandings about 
how to perform scheduling and 
ensure compliance with policies in 
Kronos. Some of them asked for step-
by-step instructions for how to input 
and edit electronic timecard data. 
Others asked for an updated pay 
code list with descriptions. We aren’t 
Kronos experts, so we sent these 
comments to the Payroll Manager, 
who developed Kronos courses based 
on these interviews. These courses 
filled up quickly. 

Some of these 
queries were 
developed by 

reviewing an article 
in New Perspectives 
by Cliff Therrien 
(February 2008).

The audit identified approximately $2 million  
cost savings by changing the how the  

organization pays annual leave.
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Audit Program for Pay Practices Audits2

System Rules and Reports
Match pay rules and system edits to current HR policies and the union contract. (Performed once).1. 
Determine what reports are already available from Kronos that can be sent to Supervisors on a regular basis.2. 

Analytical Review
Identify the departments and employees with the most call back pay.3. 
Identify the departments and employees with the most on-call pay.4. 
Identify the departments and employees with the most overtime.5. 

Identify the departments and employees with the most manual edits.6. 

Application of Policies and Procedures, Compliance
I1. dentify employees with call back pay but no on-call pay.
Identify employees with both licensed and non-licensed call pay.2. 
Identify employees with licensed call pay who do not have a licensed position.3. 
Identify employees with on-call and call-back pay, who work in departments not eligible for this type of pay.4. 
Identify employees paid for more than 80 regular hours per pay period. 5. 
Identify employees receiving bereavement, jury duty, and/or continuing education pay who do not qualify for it.6. 
Identify employees receiving shift differential who are not eligible to receive it.7. 
Identify employees receiving relocation pay or moving expense reimbursement more than six months after hire date.8. 
Identify exempt employees with premium pay.9. 
Identify employees whose total work, paid leave, and unpaid leave total less or more than their required FTE hours for all six pay periods.10. 

Efficiencies and Cost Savings
Identify employees with on-call pay but no call-back pay (do they really need to be on-call).1. 
Identify employees and department with the most incremental overtime.2. 
Identify employees paid for more than 18 hours/day average.3. 
Identify employees paid more than $10,000 gross and/or $5,000 net in one pay period and review back-up.4. 
Identify employees with productive + non-productive hours > standard FTE hours during the same pay period.5. 

Identify per diem employees with zero or less than 20 hours and tie to departments with the most overtime.6. 

Authorization
Determine whether employees can approve their own timecards as both employee and supervisor.1. 
Determine individuals below supervisor who can approve time cards.2. 
Determine whether employees can approve as supervisor, timecards for individuals outside their cost center or roll-up.3. 
Determine timecards not approved by employees.4. 
Determine timecards not approved by supervisors.5. 

Determine timecards not approved by either employees or supervisors.6. 

Consistent Pay Practices 
Select a sample of supervisors and interview them regarding their understanding of the policies and procedures and have them walk us through 
how to approve a time card.

Audit Program for Ghost Employees Review
Using Payroll and HR Databases

List employees with PO Box addresses.1. 
List more than one employee with the same address.2. 
List employees in alphabetical order to determine if an employee name has more than one employee ID.3. 
List employees in social security number (SSN) order to determine if an employee has more than one SSN.4. 
List employees in employee number order to determine if any employee number is out of the normal range.5. 
List more than one employee with the same direct deposit account.6. 
List employees listed on the latest payroll register but not on the employee master and vice versa.7. 
Identify employees with a base rate outside the job code range and obtain authorization for difference.8. 

Using Payroll, HR, and Other Databases
List employees not on the system email listing.1. 
List employees with the same SSN as the Tax ID for vendors listed in the vendor master.2. 

Compare employee SSN to the Social Security Administration list. (http://www.ssa.gov/employer/ssnv.htm).3. 

Manual Work Required
Identify employees with the same address as hotels in the area.1. 
Identify employees with the same address as Mailbox Etc. or other similar locations.2. 

2 This program is also available in the AHIA Audit Library.
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What We Learned
Ensure that the Decision Support •	
staff understands exactly what is 
required, and develops a consistent 
and reviewed protocol for pulling 
the data. This way, if someone in 
Decision Support leaves, another 
person can provide the data without 
reinventing the wheel.

These audits required commitment •	
by HR and Payroll to work with us 
to ensure we understood the query 
results. We didn’t want to just crunch 
numbers. We wanted to know what 
those numbers meant. This took 
substantial amounts of their time. 
Therefore, it is important that Human 
Resources and Payroll are involved 
in audit planning and understand the 
commitment they are making before 
starting to audit. 

We wanted to establish a positive •	
relationship with people during this 
audit. This was our first audit, and we 
wanted to make a good impression. 

It was important to us not to simply 
write a report with query results and 
say “fix it.” We understood that HR 
and Payroll have perspectives that 
could help us. Initially, we thought 
it might be tedious to validate every 
result with HR and Payroll during 
fieldwork. However, we soon realized 
that this investment during the 
process paid large dividends because 
at the end of the audit, everyone 
understood the issues and what 
needed to be done to address them.

Conclusion

Although we are a small department with 
new auditors and initially were not sure 
how to accomplish the CEO’s request, we 
figured out how we could do it, instead 
of thinking about why we could not. We 
did this by working together as a team to 
come up with ideas about how to use the 
tools and the knowledge already resident 
in the department. The individual with 
Microsoft Access knowledge agreed to 
increase her knowledge of that product. 

Other team members contributed ideas on 
what queries she could run in Access. An 
individual who had experience looking for 
ghost employees came up with ideas about 
how to track them down. We worked with 
HR to identify their concerns related to 
compliance with their policies. We met 
with supervisors to understand their 
concerns regarding Kronos. It took a lot of 
work and learning along the way, but in 
the end, we addressed the CEO’s concerns, 
established positive working relationships 
with others at many levels, and saved the 
organization from expending millions 
more dollars than necessary! NP

Renée Jaenicke is the Internal Audit Director at 
Renown Health, an integrated health network 
in northern Nevada. She leads a department 
of five which performs operational audits and 
external audit work. Chartered in July 2008, 
her department has identified approximately $2 
million in cost savings and just over $1 million 
increased net revenue opportunities.. She may 
be reached at (775) 982-4117 or via email at 
RJaenicke@renown.org.


