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" EXECUTIVE SUMMARY .
REPORT ON THE PAYROLL SYSTEM

General Conclusions of the Study N

%)

The outcome of this study includes a substantial number of récommendations
whi-h, taken together; are designdd .to improve the long-term operational
eff:ziency of the Montgomery County Public Schools (MCPS).payroll §ystém.
Because of the linkage among the recommendatlons, it 1s _importamt that the
resulting payroll system "be viewed and understood as -a Wholeﬂﬂand'that

1mplementat1on proceed as a coordinated effort™ Hlstorlcallg payroll system

compgter programs have had a series of quick fixes with little op no lasting:

penefit Ouly through a coord1nated design of a new _payroll system ~can . the
recommendaticns of this study be implemented in an effective manner which will

assure the full cost savings identified in the report However,ra coordinated

design _for the supporting computer software can only follow from coordinated

scho'ol’ system policies and procedures with which all involved can agree and

enforce: -

o ) ;777777777” R o o . - o . . _ . oL .
The * report recommends a series of actions which promise fo provide a net
annual savxngs "of $58,000 in the short run and an additional amnual savings . of

$529;000 in the *ong run after a new payroll system is in place. _The_latter

savings is divided into. $133,000 of recoverable savings and $396,000 of

opportunity cost - savings, largely in computer time. These savings are

identified later in this. EXecutive Summary and detailed in Chapter 11 of the

report. ,

Payroll Issues and Chzracteristics

o ~

Given the. significant payroii—reiated issues identified in the course of this

Iy \

study, the ‘solutions which appear best to address those issues effectively -and

eff1c1entiy, apd the potential savings from- implementlng the solutions, the .

recoumended characteristics of the new payroll system are as follows:
K c -~ -
o The six existing péyroiis sﬁodld be consolidated intoétwo payrolls.

.- .

o The 'staggered pay dates and multlple paychecks should be consolidated

to provide a single biweekly pay,date for all employees w1th total

'compensatlon for each employee included in a single paycheck.

-~ .

~
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o 'Empipyee group common charactéristics, .rather than employee group
dlstinctxons, should drive the Dayroll system design '

Y -

o The automated payroll, system should be déesigned to. acgomodate the
e < mass of payroli activity which -shares common characteristics, and

should avoid specifying exception capablllties to process 1nfrequently.

occurtlng transactions:

] . -
o Leave accointing information should be ipcorporated into the proposed

: human resources (personnel) management system; and fully automated
leave . aczcounting functions should be dutomatically triggered by
personne l actions: ) S ' o

o Automated capabilities should be sufficiently flexible to minlmizé
réstraiats on personnel management. . : S :

o Provision should be made for usiﬁg on-:line terminal entry and access.

o d1re t depos1t program which' is voluntary for- present employees’ but

mandatory for new otnes should be implemented: » ‘
o The D1v1sion of Payroll verification actxvities which are redundant
‘to or. replicate controls lotated “%elsewhere should be eliminated.

- S o L o <“- .
In order to allow a néew -payroll system w1th .the above characteristics to

function effectlvely,, a 'set of supporting recommendations ‘dealing 'with how

employee attendance and léave are processed must be impiemented These are as

follows: . g
“ . |

o Leave and attendance reporting shculd be standardized to an hourly

basls for all employees. . ) v
o Extended vyear employment and extracurricular _activities stipend
’ attendance _-data should be collected concurrently with' regular

attendance data. 2 -

- ~ -

o On-line attendance data entry procedures whtch provide fgor immediate

error feedback should be codsidered.
i ’

o Within ,ché D1v1s1on of Payroll (a) checksrfor attendance validatipn

and employee- -authorization for pay Bhould be moved to the beginnlng of
the payroll cycle; (B) aire reliance should be piaced on computer

controls for basic atténdanc edit and verifxcatgpn requ:rements, and
(c) attendance voucher corrections processing should be automated.

. ‘The study also ildentifled/ a number of issues which a®e not d1rectly payroll

matters, but which impact on the design ‘of the payroll system or _the methods

. for -processing attendance. Because these are: not primarIly payroll issues and

can only be properly addréssed in a larger management —Tontext which measures A

benefits to jthe payroll  system against any potential detriments to ‘qther

systems, this study is wunable to make specifice récommendations on these
issues.- However, they are highlighted here so that senior managers can
{ ‘7 R
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determine which they may wish to address prior to the final design of the
payroll system:. These issues are as follows: ’ ‘

t
. .

¢’ Position control dats ‘maintenance should be. integrated with the
budget information system . .

o The new human resources management systemrlshould consider features
which 1mprove the timeliness-and reliability of employee information
in position control and personnel master files which feed the payroll’
system - and mnust consider other specifications to .accomodate the
payroll: redesign described in this Teport. oL ' ’

o The reéquirements of - olicies “and adminlsrrative practices . which
create distinctions among. employee groups should bé reevaluated

o Personnél  procédures relating. to éupporcéd prcjécts should be
modified to conform with administrative policy. .

o The effectiveness of paliciés and procédurés for approving disability
leave 'and handling workman' s compensation cases should be evaluated

and 1mprovements introduced. v o .
" o The basis for determining ] compensation for all cypes of
extracurricular act1v1ties should be standardized. .
‘ &

.- o The need for special fiscal year—end payrolls Shouid bé eliminated.
o :‘ . r , : : :
T , o - |

L L. . . 5ot s 14ed ac
Implementation Authorization and Responsibilities

» I . . I . R o . . . - N R _ oL N ool
Most - of the- issues 'identified directly with .the payroll system can!be
addressed and implemented within the Office of the Associate ; Superintendent

" for Supportive Services. However, implementation of a direct deposit program

ERIC
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may require Board of Education action and/or neégotiations with tregard , to
whether the ‘program will be mandatory or,voluntary for new employee$s and for
certain aspects of the ‘procurement process 1in ' contracting with a financial
tnstitution.. - - ’ N

S

Ir contrast, very .few of the non-payroll issues identified above can be

‘resolved adm1n1strat1"ely within one office. Although these modifications to

personnel policies’ and procedures represent a significant avenue for further

Jstreamlining payroll operatlons, addressing them ‘'requires a . coordinated

administrat1Ve effprt which can weigh . ‘the relatiye ‘benefits and drawbacks to
non-payroll aspects of MCPS and, where changes are eventually recommeéended,

Board ®f Education actions or negotiations.
" . ) :

The MORE -Study of Personnel Services, which is being conducted under external,
contract and which has a report due in January, 1983 may contribute important
f1nd1ngs and recommendations on many of the nonfpayroll issues. In .any case,
it is* 1mportant to remember that, if a new payroll system is ‘to be purchased

-~ . 1 .
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or built in FY 1985, these issues must be resolved quickly .in order to permit
system specifications to be written. -

* * * ) 3

The remainder of this Executive Summary is in two sections The first ‘secticn
* prov-des an ‘overview® of the study and summarizes the findings and

recommendations _highlighted previously. The second _section outlines a
strategy for implementation of the recommendations and summarizes the cost

' savings.

Summary of the Study and Its Findings and Recommendations:

" Introduccion to the Study (Chaptérs 1 and 2)
In 1979, the Board of Education of the Montgomery Couaty Public Schools - (MCPS)

directed the superintendent to undertake a serioss of Management Operations
Review and Evaluation (MORE) studies of*al l>units of the school system except

school- based instruction A, primary:)factor leading to selectlon of the -
payroll system as one of the earlier processes for study was that salary

ﬁe\penditures which +flow from® the payroll system comprise approximately 77
percent of the total MCPS operating budget.

The payroIl system is ccmprised of procedures whicn assure administrative
" authorization for ° persomnel actions, maintain employce compensation

information, coltect empioyee atten? .nce; and combine Aattendance data with

compensation information to produce employee paychecks. The’'system transcends

organizational boundaries to .encompass ; the actions of a large group “of °

participants: the DiVISIon of Payroll, school and ‘office timekeepeepers, the.
<. Départment of Personnel Services, the Department of Wanagement Information and
Computer Services, and the BIVIsIon of Accounting : .

- The - payroll ystem> 15,,§§Yi§§§, into six separaté payrolls,;eacn)of which

opérates as a distinct independent system. . These payrolls, of which four .

operate on biweekly pay cycles; annually produce approximately 365,000 -

employee paychecks, Pay dates for the various payrolls are staggered so that
at least two payrolls are aiways in process each week. : '

The three elements which comprise the primary payroll ®ystem functions are
- employee recordkeeping, leave benmefits accounting, ard ‘attendance -and pay
processing’ . Employee payrotl-related  information -is  stored on the
computerized Personnel Master File (PMF) Respor sibillty for  gerneral -
maintendnce Vof employee PMF records res1des with_the Department of Personnel

Services. The Division, ef - Payroii accounts for employee leave benefits using

. an 1ndependent recordkecping system uvnder which informational linkage be tween

leave files and the PMF is supported manually by__payroll clerks, Salary

payments. are contingent upon Division of Payroll, processing of employee

. prepared attendance documents collected and sSummarizéd' by, the individual

. schools and departmental reportlng units.
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The payroll system is not a self—contained organizational unit.r The ability
of the system to efféctively meet its ass1gned " task of providing prompt,
accurate paychecks 1s largely dependent on information provided by sources
whose 'payroll-rélated functions are incidental to their régular dutiés.
Lacking a . sélf<containeéd structuré, thé payroll system i§ in a reactive
position which dilutes its ability to either coordinate or efficiently adapt
to environmental changes. Also; thé computer software technology under which
payroli sperates is obsolete. Computer programs have remained constant .in the
face cf ongoing administrative changes, leaving to payroll «clerks the
responsibility of satisfying changing requirements without the. benefit of
computerized support. 3

Evaluatidn of System Integrity (Chapter 3) o )

K

Controts iﬁE;@@g@ﬁ'to= assure that only properly authorized individuals are
eligible to receive salary payments are in effect. Employee attendance

vouchers are reviewed and approved by a *esponsxble o#ficial: The system of

_verifIcatIon checks and. controls appears adequate to ‘provide reasonable

‘assurance that  errors which may occur during leavé and attendance processing

will be datected and reentered for correction on a timely basds. However,

transactions nanually computed by Division of Payroll clerks are not subject

to a system of approval or review: In' additiom, the tack of a separate

mechanism on :the substitute ,teacher payroli for reprocessing attendance error

correctiormns conflicts w1th proper internat control: Further,: security and

control over access to payroll-related data relies heav1iy on the segregation

of responsibilities and transaction audit trail reports.

Recommendations: (1) Require supervisory review of manually computed leave
and salary ad]ustmenCS’ (2) Implement a separate mechanism through which
substitute teacher attendance error corrections can be 7reprocessed (3).

application against manual adjustments to stipend paymemts. (4) Implement in

Expand automated controls in the extracurricular activities payroll for

“full the recommendations of the MORE study of data processing regarding
password procedures and software security. - . \ .

Emplovee. Payroll Records (Chapter &)

r
I3

The payroll system, becauss of 1its reliance on position " control and the

Personnel Master File (PMF), 1is .impacted by matters affecting the level of

efficiency and effectiveness of these personnel information 5¥§Fem$:,;,P§§%§%§ﬁ
control functions independent of, and is incompatible with; the budget process
on which it~ is purportedly based PrObiem§,,}9,,?9?}Elon ,999§f°;,, edit

procedures and ! the disconnected manner of transmitting. budgeted position -

actions expose the employee recordkeeping process to delays in maintaining

up-to-date PMF information. Payroii—related information contained in the PMF

was found to be accurate, but the process of getting that information into _ the

a«ay
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PMF its inefficient and problematic. The MOR E Study of Personnel Services will

coutinde analysis of-these issues to form a- balanced perspective from which

recommendatiotis may evolve.
- 1

Payroll processing programs lack the _capahility in & given pay period to
compensaté employees at more than’/one rate of pay or to distribute salary
payments to’ more than one “budget account. This 'limitation is oVercome,

whenever pOSolbl by requirlng that’ personnel actions be made effective ; only

as of the first day of a pay pertiod; and when not possible; by imposing upon

the Division of Payroll a m;nually supperted process -~ of treating - in-period

personnel actions on a retroactive basis.- The PMF updating mechanism prevents

P cecording any personnel actions affecting employee salary-related informacion
during the time frame In which payroll attendance 1is being processed.

However, this freezing of the” PMF also prevents recording . lat changes or
corrections . in payroll information otherwise required ta, assure correct
émployée compensation or proper budget actount distribution-. Processing such

actiors  when the PMF is . frozen requires clerical interventibdn and manual
correction. . ' ' : ) ‘

Employees can be compensated, although their PMF records cdntain an invalid

budget accocunt ‘code.  However, because an account _is not authorized, the
salary expenditfture w1ll not be recorded in accounting . records purlng the -
period from July;,; 1981 <through November, 1981, approximately_§478 OOO of

salary payments went unrécorded for varying lengths of time.

-

The Division of Payroll devotes approximately two person years (about $32, OCO)
‘annually- to reviewing- PérsSonnel Actign Notices and baiancing daily controls

over all salary—re]ated 1nformatlon in employee PMF records. Aspects of" these

control procedures are ‘ineffectual and redundant to verification procedures

applied by the Department of Personrel Serv1ces—’/
. . s -

Recommendations: (1) Provide the capability to compensate empioyees on a

R multiple "salary rate basis and the ability to distribute salary payments to

_muitiple budget accounts. (2) Provide-the .zpability to process corrective

personnel actions during the period the Personnel Master File is frozem. - (3)

'Eliminate ineffectual or redundant verification procedures and automate

catculations of daily" changes in control balanges: (4) Amend procedures

involving salary authorizdtion for supported. projects employees to conform

thh administrative policy for détérmining eligibility for eompensatlon

. Leave Accounting (Chapter 5) D - "
AN ‘ . - L oo S
Although the leave accountlng process is structurally dependent gpon personnel
recordkeeplng and attendance processing, the accounting for- leave beneflts

s operates independent of otHe€ perscnnel/payroll functions V?ersonnel act1v1ty
which affects leave information ‘must be . processed twice: recorded fFird® in /the
PMF and then separately recorded in. leave files. Further, while thére is

on—line data retrleval of employee information contained ‘in the PMFy leﬁve
information is available only through blweekly produced leave balance réﬁorts

\

EKTC o ' o ] i
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In contrast, leave .feportlng 1s integrated with attendance processing with

leave files automatically updated during attendance process;ngiito efiect
leave taken by employees, -leave earted during the pay period and new
cummulative leave balances. < N
» N -
SN

Overall,, the .leave accounrlng process is inefficient. With the one exception

of leave attendance processing, the leave accounting functlon currently lacks
the benefits achievable through syStém automation and is almost entirely
supported by clerical efforts. ' ¢

Fuli-time professional employees report attendance on a basis of days worked,

in either one-half or full day increments. ' All other employees, 1nclud1ng
part time profe551onal enployees, reportfratténdance on a/ basis of "hours
worked; Includxng fractIons thereof. Daily Dbasis reportlng. by one group

negatively impacts leave accounting because of the complexity of maintaining

employee teave records on both hourly and daily bases and because 1t prevents

these employees from accurately reporting leave usage.

Employee blweekly paycheck stubs disclose sick and, annual leave balances
available for use by employees, including leave advanced im anticipation of

employees worklng thetr full' annual: work schedule.” Leave balances §so

presented are not adjusted during the year : when an employee, because of
absences w1thout pay, fails to earn all leave advanced. There were 913

employees in fiscal 1981 -who ended- the year with negative leave balances. It

is probable that most, if 'mot all these employees; were unaware of their

position Untll f1nd1ng thelr fISCal 1982 advance reducéd by. thé amount. of .

tinearned: leave from the prior year: ) N

The granting of d’Sablllty teave benefits is contlngent upon accéptance of a

workmen's compensatlon claim by Wontgomery County Claims, Inc. However,

Separate - systems exist for procesaing 'disability 1leave and workiien's,
compensation .The procedures for approwing dusabllity leave benefits are, -at =

best, not relevant and at worst create substanfial rigsk to anm’ employee for ¢

repayment of contingent dlsabilxty leave benefits should his/her workmen's

compensation claims be dlsaliowed - .
= ; .
v

Recommendatlons (1) Incorporate all leave accounting information into the

Personnel Master Flle (2) Consolidate employee recordkeeplng procedures into

one system which recognxaes leave information maintenance as an extension of’
general personr’l recordkeeping. (3). Introduce computer technolpgy  to

minimize reliance on clerical’ interfention, improve 1integrity of leave

1nformatJon, facilitate monltorxng of compliance with -MCPS leave policiés and

improve data access and retrieval: (4) Standardize leave 4nd attendance
reporting v appljlng the same houriy reporting basis to all employees. _ (5)

Reduce lezve balances disclosed on employee paycheck stubs during the year for

any portinn of advanced leave thch will not be earned by an employee. (67,

_Establish a committee with a mandate to study disabllity leave/workmen s

Q
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Atténdance Processing (Chapter 6)

Payroll téams apply a numbér of procédurés which are intended ‘to verify the
accurac¥ of  employée . attendance prior to _its sSubmission  for computer
processing. In large measure, the application of thesé procedures 1is either
redundant or inapproptiately matchéd with functional responsibility. Payroll
teams 1lgnore the résponsibilities and/or capacity for attendance verification
provided by reporting units. ° Further; application of thése procedures are
generally redundarnt with computer processing edit controls.

:Attendance documents are’ processed in batch mode, WHich includésﬂ control over

the number, of attendance records plus some combination .of controls over -

reported attendance categories. Payroll teams calculate ~and " record control
balances on control sheets. A sample survey of location timekeepers found
that over 60 percent of the timeke®pers also calculate attendance totals, but
in dccordance with payroll 1nstructions, do not record these totals on summary

attendgnce documents forwarded to ;the division: .In addltlon, atterdance

processing error- identification is limited by the absencé of batch controls -

whlch woutd detect processing errors in leaverclasslficatlon
) i : :
Acconntlng for leave reported through attendance processing- is an effective

operatiomn: Automated procedures are efficient and appropriately complement

the* ob7 ectIves of this phasefof the attendance process. Y

-

Duat authorization validation procedures are _built into the  attendance

process. This . dual’ validation necessitates rapid error reprocessing and
increases the number of computer ‘production cycles required to process
attendance Further, the more s1gn1f1cant of the two checks, the one for PMF

authorizatlon, does not ocan until late in the cycle,‘although the _requisite

need for resolution arises earlier in the attendance process. Shifting the

PMF authorization check forward would consolidate early in the attendance

cycle all procedures directed toward error identification.

Recommendations: (t),Redes1gn the attendance processing cycle. (2) Eliminate

redundant attendance validation procedares. (3) Reas51gn to reporting units

the respons:blilty for taking batch control totals, define report7ﬁg location
prbpLlatse nd -extend

batch  processing contfol elements to. include comntrdl over postings to

.ds the approprIate level from batch controllIng attendahce data,

1nd1v1dual leave categories (4) Revise scheduling to set Monday following

the end of the pay period for reporting wunit submission of attendance
documents, to the Division of PayToll. : ‘

Multipleﬁanroll”CycleSJLChapter'7)

; ‘ oy ¢ .
" The attendance process is segmented:tby employee groups There 1is, in fact;
not one payroll, but six separatespayrolls which, annuaily process 122 payment
cycles. = . > .



Each payroli functions as an indepéndént, .Stand alone systeéem, éepardté
payroll teams are dedicated to each payroll; there are spdcialized employee

attendance vouchers and collecq1on procedures; independent daily verification

controtl E?F?i?,?f? maintained; and each payroll is subjected. to individualizeg
Computer processing: While each payroll is *functionally distinct, they are
not . tn fact wholly independent systems./ All payrolls use the same Personnel

Waster Flie, share computer software applicatlonc‘ and may be providing

separate compensation to the same employees

Under current WCPS policy, there are characteristiés which distinguish certain

distinctions has been a Contrlbuting factor to the Historical evolution c¢f the
payrolls. LeSS\gmpGrtance has been attached to common characteristics among
employee groups: \ o - :

i * .
Empba3121ng the ‘exiscence of common characteristics provides a basis on which
to replace the current multiple payroll structure with a consolidated payroll
system. Recommended is a two payroll structur , a”permanent employee payroll
and an other employee payroll.- These two payrolls would have '~ separate
atteridance collection and processing cycles ' Both payroils would be combined

into the same payment processing cycle so that compensation to employees from
all Sources would be comblned into a single biweekly paycheck.

"employee groups from othérs: The importance given - te employee. group

The extended year employmenE program, .Summer assignments of support personnel
and ,var;able _bases. for extracurrlcular tactivities are examples cf policies
which add compléxities to payroll- operations. Reevaluation of administrative
personnel policy cifers another. avenue by which 51mplif1catlon of payroll
attendance processing can be achieved.

/ : ; 4
Recommendatlons (1) Design :and develop a ' new payroll structure whlch
capitalizes on common chafacterlstlcs between existlng payroll groups. (2)
Incorporaté a redesigned payroll structure infto the overall plan for
replacement- -of the current payroll system. (3) Include specifications #n the
ptoposed development of a hum&n réesources data base system to accommodate 4

Thé"compleiity of the payroll structure is affected also by perSJnnei poiIcy

o -

~redesigned payroll Structure. (4) Consider a dlstrlbuted system network to

. replace batch proce551ng as the mode. for payroll attendance data entry. (5)
Reevaluate - adminisStrative - and/or  Board  of Education pOliCleS which
significantly impact thé compléxity of payroll procedures.

7.

-
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Othér-Attandanceé Processing Issues (Chaptér 8)

Atténdanceé vpouchér corréections are processed by a system of manual procedures
entirely outside régular _attendance processing. Location timekeepers
responding to a samplé survey listed corréction of employee time estkmates -
(89.7 percent) . and correcting; mistakes on summary atténdance vouchers (74.4

percent) as the two most fréquéent ,reasons for usSing, voucher corrections.

Chapter 6 recommends stéps which if taken would eliminate the need for

employees to estimate their attendance. 1In. so doing, the. majdr source ~of
voucher corrections would be eliminated. Incorporating other types of voucher
N -~ B
e :
E-9 ] -
<
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corrections into the regular attendance processxng eycle would automate ,the

corrections process and provide for leave and’ salary ad justments without
{nvolving substantial clerical resources. )
At the end of each fiscal year, special pay*oiis are processed as a means for

e

sutting=off activity Dbetween fiscal years: 7§perat1ng special pay cycles as
tHe means for savisfying year—end cutoff requirementsiis not cost—effective as
it requires not only all the costs associated with processing an attendance

o Ci
tLs

e, but also generates’ overtime and complicates the transition between
fisca ’ .

Al
1 vears.

<

“mplovees who hold more than one p051tion are paid separately for time worked

¢ éuach position. This practice may result in substantial underwithholding  of

iwcomey taxes from employee paychecks ~In addition, the method for computing

tax withholdings applicable to extracurricular activities salary payments .does

not tomolv with the Internal Revenué Service regiulations regarding withhoiding

-1 supr mentary wages. Chapter 7 recommends an alternative payroil structure

which o "consolidating "compensation from all sources into a single paycheck
cnuld ciiminate deficiencies in current tax withholding methodology

tation. 98071 dated July 24, 1981, was developed to assure payments

sonai services made out of school Independent Activity Fund (IAF)

.plied with federal and state tax laws rtregarding sociai security

Ty Ial
RS : QZ‘
LOr ')e‘:

cts

taf remittances and annual réporting of gross earnings on Forms "W=2.

ed 1rocedures are cumbersome and were developed only as a temporary

with the .intent of eventually 1ncorporat’ng these payments into the
od “CPS pavroll system.

commendations: (1) Incorporate into the attendance processing cycle
dutonmated Vﬂrocedures for . processing attendance voucher corrections 7(?2
*liminate the need for special fiscal year-end payrolls by 1mplementing a plan

nrovides for leave. accounting based on a 26 pay period year ending the

TAs paw prior to June 30; and either make annual cost—of-living adJustments

- .crive as of the first full pay period subsequent to July 1, or allocate

ctendance in the pay period straddling June 30 on a ratio basis for

lication of new Joiy 't salary rates. (3) Include in negotiations for

HEEPS

uciatioﬂ agreements beginning July 1, 1984 and July 1, 1985 contractual

modifications enabling impiementation of a plan to eliminate the need for

snecidl fiscdal year-end. payrolls (4) Determine income tax withholding on
extracurricular actlvxtiesi payments based on a -flat 20 percent rate. (5)
Incorporate compensation for personal services to independent school

ictivities into employees' regular MCPS paychecks.

Anslwsis of Direct Deposit (Chapter 9)

A telephone survey, Condncted of nine Waryland PUbllC School systems and the
Marwland %t:tw Department of Education, found that seven of the . nine

cducational gencies Surveyed we' : using a direct deposit program. Employee
Mrticipation rates inn the Yolnntary direéct deposit programs rarged from 25 to
50 percent, with an average participation .rate of 34 percent. Most school

|
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systems participating in a direct deposit payroll system saw little or no
economic benefit to their organlzations, but viewed direct deposit primarily
as an empioyee benefit.

A cost analysms found that dlrect depos1t would generate net annual savings to
MCPS. The major cost consideration is the cost of float (lost investment
opportunity arising from requirements for earlier deposfting of payroll
funds), :-which 1is offset by ,small Operatlonal savings in check issuance and
postage costs and significant 1ntang1ble savings through increased worker

productivity. v : S /

For émpioyées, direct depositr of fer. greater conVenience,rprovides earlier
accéss to their net pay and eliminates the need to make special arrangements
for handling checks whén abséent from work. For financial institutions the

benefits from ptoviding lead bank sSérvicées are sich that few lead banks -

charge séparately for handling direct,deposSit programs. In fact, léad banks
have even been know to pay an organization a yearly fee for --the privilege of
providing lead bank services. -

It is anticipated that future rapid growth in éléctronic banking and the
escalating costs of processing_paper checks will make direct deposit programs
almost mandatory. A payroll system_ designed for use between 1984 and 1990
without direct deposit capab111t1es will likely have a serious defic1ency

Recommendations: (1) Design and develop a direct déposit payroll program for -
all employees . and implement _the program with completion of the new
personnel/payroll systems. (2) Use the RFP bid procuremént process for

initial selection of a financial institution to provide ‘lead bank services.
Explore the possibilities of the lead bank paying MCPS an annual feéé and
tightly negotiate the settlement (payment) Schedule with the lead bank. (3)
Consider the possibilities of a mandatory direct deposit program for all
employees or at least for all new employees.

Division of Payroll Operations (Chaptér 10) -

The Division of Payroll staff totals .22 _permanent pos1tions The f1scal year
1982 division budget totals _approximately $440,000; 1nclud1ng $21 000 for

staff overtime. Adjusted for ©prior usé of temporary employees, division
personnel have increased two pos1t10ns, or about ten percent in the past five
years. The level of staffing and the reliance on overtime contrasts sharply

with payroll operatlons of four nelghboring county school systems. MCPS_ staff
utilization, as measured by the ratioc of employees paid to payroll staff
ranges from 49 pefcent to 58 percent of the working 1levels of the four
comparison school systems. Although direct comparisons across counties is

difficult due to the variability of respéctive payroll opérations; the
existing disparity suggests significant inéfficiencies in MCPS payroll

operations.

o L . . P YA
The efficient utilization of payroll staff is sériously constrained by a
payroll system whose design is inefficient and lacking in -adequate

3
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téEh:blogicak support Mgy A revealing distinction between  MCPS and - the
comperison countles may lie in the age of their reSpective computerized
payroll systems. Baltimore, Anne Arundel and Fairfax counties are functioning
with payroll systéms designed in 1980. The basic design of the MCPS payroll
system utilizes procedures developed over a, decade ago.: Y

?ayroll verification philssophy 0verempha51zesiwthé need .for divisional

verification of externally generated data. Alternate strategies for assuring
the integrity of gnformation which ~acknowledge total “system" verification
efforts, which {gre ‘tempered by the realities of error . probability and which
consider the soufce of errors, would avoid the wasteful absorption of staff
resources attending current divisional practice. ’

Introducing automated . payroll records retention and retrieval systems;
reducing microfilming efforts and éliminating duplications ‘betweén persounel
and payroll filing systems would afford further improvements in staff
productivity:

Comments made during private interviews w1th payroll employees suggest a low
state of employeei morale, stemming in large measure from unplegsant physical

surroundlngs, a perceived lack of administrative support and the reoccurflng
problem of handiing employee complaints:

The study considered the appropriateness of . divisional status of payroll
operations and whether administrative effectiveness would  benefit from
combining payroll and Division .of Accounting opérations. A final
determlnation as to the adv1sabl11ty of recommending a merger ’of payroll and

-accounting OperatIons, or. some other -alternativé sStructure affecting the
Division of Payrolil, will be examined in-the MORE Study of Accounting and

F1nancial SerVIces . ,

Recommendatxons {1) The des1gn of the new payroll System should acknowledge~;

in its options analysis the opportunity to _ _realize _a reduction 1in payroll

operating costs and an improvement in staff productivity. (2) The division's

'ver1f1cat10n and control philosophy should be . changed to acknowledge total.

systEms verificatxon efforts, should be tempered by the realities of error
probabllity and should consider the source of  potential errors:

(3) SpeclflcatIons of the new payroll system should provide on-line &automated

capabilities for the retention and . retrieval of historical payroll
information: - (4) The : periodic microfilming of current employee deduction

authorization forms and the retention of nonessentialipersonnel action notices
in employee payroil files should be discontinued. (5) <Consideration should be

given to consolIdating personnel and payroll employee filing systems. (6)

Improve the physlcal appearance of the payroll office and provide a conference

area for MCPS "employees to discuss personal matters with payroll stafi.

Prov1de payroll empioyees with an in-service 'program to assist. them in

handling employee inquiries and complaints. (7) Assess the current divisional

stdatus of -both Payroll and Accounting as part of the MORE Study of Accounting

and Financial Services:

E=12
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- STRATEGY FOR IMPLEMENTATION OF STUDY RECOMMENDATIONS
AND SUMMABYfQFWCOST SAVINGS
(CHAPTER '11)

P
y

. S .
The Task Force on Lbng Rgngée Planning f@r Futuré Use of Computér Technology
has proposed development of a human resourcet management information system,
which includes replacement of current -persannel = and  payroll  systems.
Developmental efforts for replacement systems are scheduled to begin in fiscal
1983, awith implementation of the new  systems'.in fiscal 1986. The planned
replacement of payroll processing programs raises a question about the timing
for taking action on the recommendations of thi's study, particularly wlth

respect to recommendations whose implementation necessitates major payroll
program modifications. ' :

"
FAY . -
There are recommendations made in this study which can ,be 1mplementz now
without reference . to the replacement of payroll computer . programs.

Recommendations which fall into this category generally concern clerical

functions and resbonsibilities;¥hich are not gssocidted with payroll computer

programs. -

There is a second category of recommendations whose ‘implementation requires

payroil program modifications; and.thus raises a question of timing. Begause

of the historic complexity and cost associated with modlfying current payroll

computer programs, most recommendations in this second catégory can be

implemented more smoothly, at no additional cost by inclusion in the design

for the replacement payroll system rather than by modifying current payroll
programs. .

Recommendations Which Should Be Implemented Immediately

Recommendations Having No Specific Costs or Savings Implications

The following recommendations involve costs or savings which are ’not

measurable in monetary terms or which are not subject to reasonable monetary

measurement: None are expected to entail significant costs of lmplementation.

o Implement MORE Data Processing study recommendations . for improved
password procedures and software security (Chapter 3) ‘

o Round manually calculated leave adjustments to no more than one or two
decimal places: (Chapter 5) : !

o Establish a committee to develop methods for improving - the
.effectiveness of policies and procedures for approving disability leave
and handiing workman's compensatlon cases. {(Chapter 5) . /

o Provide regular 1nfprmation notices and assistance to aid employees. in

making correct income tax withholding declarations. (Chapter 8)

,J



o Discontinue the microfllming of eﬁpi6§ee deduction authorizations and

the filing of nonessential personnei action notices (Chapter 10)

o Improve the physical envigonment: in the payroll office and rprovidé
space for holding pr;vate conferences. (Chapter 10) '

o Prov1de an in service program to assist payroll employees in handling
employée inquiries and: compla1nts (Chapter 10)

o RedUcé the volume of phone; inquiries directed .to payroll employees.
(Chapter 10) : ’ ”

_ﬁ?Recommendations.Resulting'in Specific Costs or Savings

*  Savings (Costs) in Other
Recommendation ! Staff Years Dollars (Costs)
Implement payroll supervisory revieéw
of manually computed leave and salary T
ad justments" (Chapter 3 - ( .25) ($ 5,000) -
Improve efficiency of daily payroll _. S |
control procedures. (Chapter 4) 1.2 19,000 -
Conform supperted projects employee L
salary ~authorization procedures with S o - .
admlnlstratIve policy. {Chapter 4) 300 5,000 -
Ellmln???,r?§§9da“t attendance voucher ’
validation checks by payroll clerks. s
(Chapter 6) : .7 - 16,000 -
N .t
.Reasslgn from Eﬁ?,DIV151°“ of Payroll ‘ .
to reportxng7gnitsirespon51b111ty for : . . \
taking attendance batch control totals. .
(Chapter 6) .3 5,000 - .-
Reasz:gn respgnsxbrlxty for summarizing o
portions79§7the7temporary, part—time : : oo .
payroll frbm tb?iDlviSIOn of Payroll . A . ‘
to reporting units. (Chapter 6) .5 9,000 - R
s

Reduce the volume of attendance voucher

correctlons by revising the timetable for

reporting Unltﬁ§g§@{SSIon of attendance . T )
documents. (Chapter 8) . .5 10,000 L= b

.Establish tax withholdings on extracurricular

act1vities payments based on the application

" of a flat 20.percent rate: (Chapter 8) . - - : mligﬁﬁﬁ)f
. \ . - ’ ,,,,,,
Annualized estimated net savings (costs) 3.25 - $59,000 $(1,000)_
Total Net Savings : : $58,000
_ N § ret
E=14 17
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The foregoing are recommendations which should be implemented immediately that

result in specific costs or savings. Immediate 1implementation of the _

recommendations is feasiblc and will interface smoothly later with a new

-

payroil system

In the aggregate, implementation of these recommendations will generate net
savings of $58,000, including a reduction in Division of Payroll clerical

staff of about three posxtions These savings are achievable ‘without waiting

for new personnel and payroll systems:

Recommendatlons Which Should Be’ Incorporated

Into Design of the Replacement Payroll System:

Recommendations Having No. Specific_Costs_or Savings Implications

. A

The . following recommendations involve savings which are not measureabie in

monetary terms or which are not subJect to reasonabie monetary measurement.

The costs of 1mplementation are assumed to be absorbed in the estimated cost
of the replacement payroll system.

o Expand automated controls over extracurricular activities payments to
include manual adJustments to paymernts. (Chapter 3) .

o §r0vide‘,the ~capability o compensate employees at more than one saiary

rate and- toc distribute! salary payments to more than one budget
account. {(Chapter %) - -

0 ﬁ?qﬁidé the aapability to process corrective personnel actions during
- attendance .processing when personnel files are otherwise frozen.
(Chapter 4) : '

o lncorporate all leave accountlng 1nformation into the Personnel Master
File and consolldate employee recordkeeping, 1nclud1ng‘ leave benefits
accounting, into-.one' system. (Chapter 5) ’

- B B . ) ) ) ) ) g ) ) ) o

o Fully automate the leave accounting furct‘on. }(Chapter 5)

A\

o Standardize leave and attendance reporting by all ‘employees to an
hourly basis. (Chapter 5) -

o Amend the basis on which leave balances are presented on employee
paycheck stubs. (Cnapter 5) Y

o Replace "use of permanent status codes with years experience
1nformatlon f1elds for determining supporting services eligibittty for
annual leave benefit increments. (Chapter 5)

o Define reporting locations as the appropriate 1level for batch
controlling attendance data. .(Chapter 6) . .

,
[¢3]
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o 'Reevaluate administrative and/or Boardr of Education policies wnich
S significantly impact the complexity of payroll procedures (Chapter 7)

o Incorporaté, compensation for personai' services to independent school

54 activities into employees'’ regular paychecks and provide a system of .
reimbursement to MCPS by school Independent Activity Funds.
(Chapter 8) : : .

o Consider the possibllities for consolidating Personnel and - Payroell
employee records filing .programs (Chapter 10)
s oL o ) . .

Recommendations Resulting in Specific Savings

—

The following recommendations'fresult . in specific savings and should Vbe

incorporated in the .design of the replacement = payroll  system. The

recommendations included in this section require basic revisions to current -

payroll computer programs, and several; as 1indicated in their respective )

chapters, will require enabling revisions to personnel programs as well,

These recommendations should direct and guide theé 'Tmew system development

effort.
\

As a package,fImplementatlon of the recommendations in this section will, upon
installation of a uew payroll system in fiscal 1986 _ generate (in current

dollars) annuatl savings of about $529,000 1ncluding fringe benefits
associated with saiary costs. Installation of thé new  personnel system wiltl
generate an additional savings to the Division of Payroll of .75 person years
or $13,000. Once these recommendations are implemented and the new personnel

and payroll systems are operational Division of Payroll staffing should be

reduced by an add:tional seven positions and the need for, staff overtime

eliminated, with a corresponding recoverable savings, including ftinge
benefits, oi about $146,000. These savings are in addition to the ' savings of

about three positions in the Division of Payroll or $59 000 overall;

ach1evable through the recommendations which can be implemented immediately.

Reductlons in computer attendance processing time Will annually make avaiiable

for other use about 537 hours computer time, with an equivalent opportunity
cost savings of §336,000. Implementation of a direct deposit program provides

nther opportunity cost savings of $60, 000. . Though the total $396 000 in

opportunlty cost savings does not tramslate into actual line item budget

reductions, the amount does constitute a tang1ble bénefit to MCPS.

\

\
The aggregate estimated cost savings of $529 OOO will return to MCPS tng
$326, 000 1nvestment7§n a new payroll system in approximately 8 months,r which

more than meets the criterion in. the MORE Data Processing report that new
systems development should be undertaken if payback is less’ than three years-

E-16 19
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RECOMENDATIONS RESULTING TN SPECIFIC SAVINGS |
. WHICH SHOULD BE INCORPORATED INYO DESIGN OF HE \
REPLACENENT PAYROLL SYSTEM
‘Recoverable Savings _Opportunity Cost Savings: .
T Staff  Staff  Conputer Computer  Other  Total
Recommendation ~ Years Dollars Hours ~ Dollars  Savings Savings
iatoate the attendance voucher - S
corrections process. (Chapter 8) ' 3§ 6,000 - § - § - § 6,000
fliviie the need fo a spociel flocal
«year-end cutoff payroll. (Chapter 8) 2 3,000 RV 20,000 - 23,000
Redesign the attendance processthg S ) o L
m v oyeler (Chapter 6) D - 50 32,000 - 32,000
I . " PN
H e o
™ Consolidate existing payrolls into a . _ - o
two payroll structure. (Chapter 7) - - Y455 284,000 - 284,000
, Inplenent a volintary direct e
deposdt progran. (Chapter 9) - - - - 60,000 60,000
Efficienctes dchievable in the :
Division of Payroll from a new ) - : -
payroll system. (Chapter 10) 6.0 124,000 - - - 124,000
Anmualized estinated saviogs 6.5 © §133,000 53 $336,000 $60,000 © $529,000
Estinated cost to developa
new ‘payroll systen ‘ : . §326,000
Tnvestment payback period | . . 8 months
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CEAPTER 1

*

é ! . . i;c.

! o

ganagement Operatfons Review and Evaluatioﬂ )

In 1979,,the Board of Education of the Montgomery County Public Schools (MCPS)
directed the\superintendent to undertake @ series of studies of all units »bf
the school 'sz;tem éxcept schodl-based instruction. These Maqagement

jnd Evaluation (MORE) studies, conducted by or through the
ational Accountability, address the fbllowing broad

Department of
questions:

o Can‘any functions or services of the unit be eliminated?
o Can any functions or sérvices be provided 1in a more effective or
efficient manner? T,

Ll

o Are there ways to assume additional functions or provide additional
services without adding new resources or in an othérwise cost . effective

manner? e

- : (
o Are the administrativé and financial controls by which the unit is
managed adequate? -
o Have the objectives of the 1978. adm%nistrative réorganization been
met? (When thé question is applicable)
The delineation of these questions doe&s not mean that MORE studies are
restricted to these issues. Rather, many major and subordigaté issues wmay be
addreSSéd; ~and the 1dentification of these 1issues is/one of the important
phases of the study. >

*
Too o o o R
The Division of Payroll and the payroll system ‘were not significantly
affected by the 1978 reorganization, and the issue is not addressed in this
report. ' .



PAYROLL SYSTEM

The study of the payroll system was among the first group of the MORE studies
to be scheduled. The selection criteria is based on a weighting system which
takes into account the size of a unit's budget; size of the budget by
percentage of growth, number of ' staff members; and a final score on a
critérion chegklist. The relationship between units (or studies) 1is also_ a
critérion. A major factor leading to selection of the payroll system for
study was that the salary expenditures which flow from the payroll system

comprise approximately 77 parcent of the total MCPS operating budget.

In addition to the broad questions posed by the MORE studies; this study

addresses certain objectives specific to the payroll system, which are

o That employees receive prompt, accurate paychecks, with all deductions
computed correctly

6 That all aspects of thée payroll system are conducted efficiently
o That controls are in place which protect MCPS against fraud or gross
error ’

6 That all legal requiréménts of the federal and state governments and

the Board of Education are béing met
tThere is a substantial dinter-rélationship between the payroll system and
personnel and data -processing operations. = The personnel function and data
processing operations are themselves subjects of separate MORE studies: The
MORE Study of the Department of Management Information and Computer Services

(october, 1980) made recommendations, later developed into a coordinated plan .

by the Task Force on Long=Rangé Planning for Future Use of Computer
Technotogy; which 1include replacement of payroll applications and a long-term
pian for implementation of a distributed processing system. The decision to
develop a new payroll system has a major impact on the timing for

implementation of recommendations of this study, and this 1ssue is addressed

The personnel function includes maintenance of employee records containing
payroll-retated inforc:tion and authorizations basic to  payroll  system

operations. Records -aintenance issues identified in this study as affecting

payroll operatiens; but whose resolution resides within the personnel function
have been identified and referred for inclusion in the MORE Study of Personnel

Secvices which has a report scheduled for January 1983.

5 o ) - D
“See Appendix A for a presentation of payroll study methodology.

<
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CHAPTER 2

GENERAL DESCRIPTION OF THE PAYROLL SYSTEM

Introduction’ ) .

~

The  payroll system is ‘a process comprised of procedures which assure
administrative authorization for personnel actions, maintain empioyee
compensation information, collect employee attendance and combine attefdance
data with compensation information for production of employee paychécks. Thisg
process transcends organizational boundaries to engompass the actions of a
large group of participants. The most visible is of course, the Division
of Payroll. Others, who participate in varying degrees, include school and
office timékeepers, the Department of Persgonnel Services, the Department of
Management Information and Computer Services and the Division of Accounting.

Employee Payroll Records

The Personnel Master File (PMF) is the basic repository for information about
all MCPS employees. Individual employee records on this computerized file™
contain a variety of pérsonal information such as address, past employment
history, creditable years experience, certification data, position held and
work location. Theé file also contains data relevant to paychéck calculation"
such as salary, WOrking _hours, budget code and all withholding and
deduction~related information. The only payroll—related employee information
not contained in the PMF is leave benefits. Leave balances are maintained by
a system independent of the PMF.

All actions recorded 1in the PMF are subject to administrative authorization.
Professional and Supporting -services (permanent) positiens are siubject to
bidgeted positiofi conttrol. Each instructional level and operating unit is
authoi.ized a stated numbér of positions through thé annual budget. The
position control function 1s intended to assure that permanent, employees are
emploved only in positions authorized through the budget and that operating
units_ do not exceed authorized employment levels. This administrative control
is effected on an automated basis réquiring agreement of _personnéel actions
with position conitrol as a condition for updating employee PMF records. Other
mechanisms are used to secure authorization for personnel actions 1involving
nonpermanent positions, such as substitutes and temporary employees.

'see Appendix B for & flowchart overview of the Budget, Personnel and
Payroll systems participation in the personnel accounting process: :

> 26 S



The pazrollisystem ts PMF driven. Tha PMF specifies those employees subject

to compensation and the salary they are authorized to receive. The PMF is

accessed during payroll attendance processing to ascertain authorization to

pay individuals dand to obtatn requisite salary computational information
needed for the preparation of paychecks. .

‘General maintenance of position control and . employee PMF records {s _the

responsibility of the Department of Personmel Services through the Divisions

of Staffing .and Salary Administration; Certification and Records. In the

corporate Sense, these -tasks reside within the personnel function rather than

payroll. Howaver, the payroll system ts driven by "and; in fact; cannot

furnction witHout access to persqnnel information. Thus; in a narrower sénse,

these tasks are an extension of the payroll system as well:

Leave and Attendance Processing

K

Léave benefits accrue to permanent employees on cthe basis. of the type of

position held and 1in proportion to the number of days/hours worked. The

Division of Payroll accounts for employee leave benefits using an independent

recordkéeping process. Payroll clerks ‘separately record changes in leave

benefits arising from pe;sonnel actions, as there is no direct linkage between

leave files and the MF. Leave usage ts captured through attendance
processing using automated procedures which 1include identification and

disposition of leave used in excess of available benefits.

The payroll system 1s divided into six separate payrolls, each of which

operates 'as a distingt independent syvtem Designated teams of payroll clerks

are assigned resnonsibility for each of these payroiis The six payrolls and

their ‘général chdiracteristics are summarized in Exhibit 2:1:
-~
Full-time professional employees report attendance on an exception basis. ALl

other émployees report attendance .on a positive basis; that is, they report

bo th h0urs worked and .absences taken. Irrespective of the manner in which

professional and supporting services employees report their attendance; the

two permanent payrolls both utilize the exceptionr basts for processing

reported attendance. This methodology requires that only exceptions to stated

work schedules, such as léave usidge and overtime, be processed _for adjusting

anticipated attendance to actual attendance for payment purposes. Employee

work schedules on the .other payrolls are not similarly defined and require the
processing of actual timg,reported

Pay dates for the four biweekly payrolls are staggered to even the workload:

On alternating Fridays, the two permanent payrolls-—professional and

supporting services—-share common pay_ dates with the nonpermanent e@ployee

payrolls——temporary, part- time and substitute teachers. At least two payrolils
are always in process each weék under this distribution of pay cycles.



GENERAL CHARACTERISTICS OF THE

Payroll

Professicnal

Lo

Supporting
Services
Temporary,

‘Part-time

Substitute

Teachers

Extended Year
Employment (EYE)

Extracurricular
Activities
(Stipend)

Average
Paychecks

Per Cycle

6,900
5,500
1,100
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1,900

1,375

EXHIBIT 2.1

‘Pay
Period

Biwe?kly
Biweekly.
Biweekly
Biweekly
Biweekly in summer;

periodic remainder
of the year

Triannual

SIX MCPS PAYROLLS

PS

Processing ~  Processing

Methodology Time-—
Exception 9 days
Exception - 9 days

/

_ Pééiiivé 16 days
Positive : 16 days
Positive - 16 days
Combined

Positive and -
flat fee
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Problems Faced by the Payroll System .

To read, pnderstand, and interpret this report fairly, it is essential to bear
in mind some of the organizational and functional problems faced by the
payroll system.

First, the payroll system 1is not a self-contained organizational unit. The

ability of the system to meet effectively, its assignedf task of providing
prompt accurate paychecks 1s largely dependent on information provided by
sources whose payroll-related functions are incidental to their regular

duties. Further, 'he organizational reporting structure under which payroll"

operates is widely diffused. The Division of Payroll, operating the <core of
the payroll system; reports to the Department of Financial Services under the

the Office of the Ascociate ‘Superintendent for Supportive Services. The
Divisions of Staffing and Salary Administration, Certification and Records,

wearing two hats 1in maintaining personnel/payroll data, report to  the
Superintendent's Office through the Departm2ant_ of Personnel Services.

Administrators and timekeepers, who authorize and collect employee attendance,

cover the full range of responsibility lines of reporting. Lacking a

self-contained strociure the payroll system is 'by mnature reactive to its

environment. Payroll's recactive position dilutes 1its ability to either

coordinate or adapt efficiently to envirommental changes.

Second, the computer software technology under which payroll operatés 1s

obsolete:  The technical design of payroll applications datés back to the
1960s when processing was performed on an IBM 1401 computer. Modifications to

those original programs have been 1limited primarily to changes required to

convert programs to new hardware systems as more advanced computer .equipment

was acquired Few actual program enhancements have been made for the benefit

of user departments. Over the years; payroll has benefited little from

investments MCPS has made 1in advanced computer technology. Programs- have

remained c0nstant in the face of ongoing administrative changes, :léaving to

payroll clerks the responsibility of satisfying changing requirements without

the benefit of computerized support.

A number of the issues discussed in this study are either reflective of thé»

difficulty of developing a coordinated’ response to change within a diffused

organizational structure or indicative of the consequences of neglecting to

maintain efficient, responsive computer programs.

L.
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 CHAPTER 3
EVALUATION OF 'SYSTEM INTEGRITY

s

Introduction -

The findings arising from an audit and evaluation of the system of internal
control as applied within the payroll system are summarized in this chapter.

The objective of this*' audit and evaluation was to determine the adequacy of

internat controi procedures for providing *reasonable assurance ¢ of the

propriety and accuracy of payroll-related activity

‘The American Institute of Certified Public Accountants provides the generally

accepted definition of internal control. The Statement on Auditing Standards

No. 1 defines controls as consisting of two types — administrative controls

and accounting controls: . These controls are defined as follows

~ Administrative controil i??%?§?§1,b“§,,i§,i§§§4 limitedh to, the plan of

organization‘ and the procedures and records that are concerned with the

decision processes leading to management's authorization A of transactions.

Such authorization 1s a management function directiy associated with the

responsibility for achieving the objectives:.of the organization and is the

starting point for establishing accounting control of transactions.

Accounting control compnisesithe plan of organization and the procedures

and records that are concerned with the safeguarding of assets and the

reliability of financial records and consequently are designed to provide
reasonable assurance that:

a. Transactions are executed in accordance with managements general or
Specific authorization. ’

b. Transactions are recorded as necessary (1) to permit preparation of

financial statements in conformity with generally accepted accounting

principles or " any other criteria applicable to such statements and

(2) to maintain accountability for Such assets.
s

c. Accéss to assets is permitted only in accordance with management's
authorization. :

d. The recorded accountability for assets is compared a&&r the existing

i5 taken with

assets at reasonable interva}s and appropriate action
respect to iny differences.

,lStatement on Auditing Standards No. 1, American Institute of Certified
Public Accountants,; 1973, Sections 320.27 and 320.28. '




Controls have been classified into three categories in applying this broad

definition to tiie evaluation of payroll system controls:. These categories are
defined as follows: :

o  Authorization procedsres  are comprised of administrative
authorizations and supervisory approvais intended to provide only for

processing activity which is in  accordance with management's

objectives.  Authorizations are applied to activity, such as

ad employments, leave reporting and special adgustments, presented for

input to the payroll system. Authorization controls aiso incorporate

chécks to determine transactions have been subJected ‘to approprilate
administrative approval. ~

o] VérificationAprocedﬁrés are checks and controls deSigned to provide

reasonable assurance of the dccuradcy of payroll system’ transaction

processing, including procedures intended to minimize the risks of
undetected errors.

o Segregation of responsibilities involves the assignment of tasks and
responsibilities 1in a mauner which limits access to records and
prevents circumvention of -controls. Segregation involves an

organizatiomal @ structure designed to safeguyard assets by minimizing-
the potential for fraud or irregularities.

The following paragraphs.summarize the results of an analysis of internal

controt procedures and their effectiveness within the attendance and pay

process.

Findings: Authorization Procedures

An active employee Personnel Master File. (PMF) record represents the basic
authorization, enabling the Division of Payroll to pay an employee for time
reported. An’ employee who does not have a PMF_ record fotr the position on

which time was réported or Whosé record 1is <classifieéd inaciive 1s not

An initial step in the automated attendance process is a check for an active

PMF record: ) Attendance will be rejected if an employee ..es not have a PMF
record. If an employee has a PMF record which is inactive, atcendance will ~be

accepted for processing, but will be “red-flagged” and listed for further
follow—up by payrolil clerks: 1In each case the Division of Payroll notifies

the Department of Personnel Services of the need to obtain appropriate

:approvals which authorize the Division of Payrcll to pay the employee.  Once

authorization 1s received 1in the Division  of Payroll, as evidenced by an
dctive PMF record, the employee will be paid.

Controls intended to assure that only properly authorized individuals are

eligible to receive salary payments are In effect. Additionally, controls

have been established to determine that salary payments will be made only for
- WOTrK performed within approved work schedule periods.




Internal control procedures specify that employee attendance be reviewed and
authorized by a responsible official. Employee ‘timé sheets and/or sSummary
attendance vouchers are reviewed, by school principals and department
directors. Their signatures on attendance documents constitute evidence that
time reported has been authorized for payment. The . Division of Payroll
monitors compliance by school and department of ficials _ through this

procedure. The Division reviews attendance documents for evidence of
approval. Officials are notified when authorizatiocns are missing. — If
necessary, the Division of Payroll will withhold paychecks from distribution
to employees until proper authorization- of attendance has been received.

Audit procedures designed to test” ‘for compliance with intérnal control found
no exceptions to stated procedures. It appears that employee attendance is
subjected to authorization by responsibie officials prior to Payment of time
reported.

Design of the payroll computer programs requires that the Division of Payroll

manually compute a variety of adjustteuts in maintaining employee leave

balances and in processing attendance for payment, Payroll clerks either note

nggfé informed of the need for computing an adjustment. They determine the
entry to be made, calculate the ameount of the adjustment and prepare the
transaction for computer processing: These transactions are supported by

4dequate audit trails; however, they are rot subjected to any system of

approval or review:

Transactions wanually compdted by the Division of  Payroll are numerous, and

especially in the case of 1leave accounting; constitute a major source of

activity w1th1n the payroll system: However; these transactions are not

sub1ected to the same 1level, of internal control as required of transactions

ortginating elsewhere in the payroll system. For example, voucher corrections

submitted to correct previously reported attendance must be authorized in

writing by a school principal or department director. The ensuing adjustment,

determined by manual computation; does not receive a* similar review for

propriety. Consequently, there is no control which assures that the only

ad justments processed are those aﬂppOft&d by properly authorized actions.

Although certain types of manual adjustments are lengthy and all are subject

to Some level of human error; computations are mot independently reviewed for

correctness prior to processing: With the exception of end ox year leave
balance reviews, reliaace for detection of calculation errors 1lies primarily
with employees or account managers - Existing methodologyiproyidesisomeileyel

of reliance ~hat errors may eventuaily be disclosed. Proper internal control

would , dictate that .imbedded within the payroll process would be.a system for

detecglng errors on a timely basis, that is, prior to submission for
processing.

The need for nimerous manually computed transactione arises out of deficitences

in personnel/payroll computer programs which do not provide for a sufficient

level of automation to support the various forms of payroll-related actiyity

The preferable alternative is to reauce substantially or eliminate the need

for .manually calculated ’ adJustments by automating these  procedures.

lmplementation of this alternative requires substantial changes to present

-



computer sof~ware. Further discussion of deficiencies in automated support
for employee recordkeeping and leave accounting - functions are presented

elsewhere ir this report:

Implications of .the ﬁindings

sound :system of internal control requires that activity be properly
aughorized and thaE,,Pr°é§§§?§§ be 1in ~place to detect errors on a’ timely

basis. Personnel actions ‘underlying the need for manual adjustments; are

subject to approvai. Lacking 1is an authorization link assuring that manual

ad justments are prepared only .- in response to authorized activity. This

linkage can be provided by assigning to payroll team supervisors the task of

reviewing the, propriety of manual adjustments, noting that eac¢h 1is supported
by amn authorized action: i . o

Payroll team supervisors should also review these transactions for clerical
accuracy as a part of the approval process. Certain types of transactions

entail simple, straightforward computations while others require. complex

manual calculations. All manual transactions are Subject_ to _some level of
‘himan error.  Thus, the reliability of payroll data depends upon a timely

verification ~f the accuracy of clerical computations. Supervisory check over

thé accuracy of manual ad justments prior to processing would provide. such a
timely review. . ‘

At present, the volume of manual adJustnents is quite large, and will likely

remain soO_ until 'a wmore highiy automated payroll system 1is deVeloped Under

theseé conditions, it may not be feasible for payroll team supervisors, during

this interim period to review ait activity supported by manual computations.

Temporary procedures wh{ch address the need for timely error detection; _Yyet

recognize the _difficulty of applying these”procedures to such a large volume
of activity would be. appropriate Supervisory review and approval could be

applied based on a defined set of criteria which combines a specific review of
complex transactions with a cursory review of routine activity.

Findings: Verification Procedures

Verification procedures comprise 1in the aggregate a group of checks "and

controls designed to provide reasonable assurance of the accuracy of payroll

attendarce processing; most importantly including procedures intended to

minimize the risk of undetected errors. Existing procedures provide checks

over attendance processing, .check preparationhand payroll accounting:.

Division of Payroll procedures require. establishment of balancing controls

prior to processing attendance data. Batch processing techniques are used for

this purpose; with a basic batch defined as a reporting location, except on

the temporary, part—time payroll where batching is based upan social security

number and employee groups. Once éstablished, these controls are maintained
throughout the processing’ sequence; _ they segregate and 1dentify regular
attandance processing from error identification and correction processing; and

they must balance at the end of each processing point as a condition to moving

to the next stage in processing.

10
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‘The attendance process also contains a° combination of manual and computer
checks intended to detect the existence of errors. Procedures are designed to
disclose errors of two types. The first type of error is of . a clerical
nature. Examples of «clerical errors would include mathematical error,
attendance reporting errors or keypunch errors. The second type of _error
‘arises from noncompliance with time reporting procedures and regulations:
Examplés -‘include reporting 1eave in excess of the balance available,
submitting time outside regular annual work schedule or reporting time under
. position charactéristics othéer than as specificidlly autHorized. Except for
thé substituté tééchérs péyroll Séparété prOCédurés éxiét for réproceSSing
ThefDiVision of Péyroll.reconciles all ,reports générétEd each pay period,
including = payroll = withholdings,  déduction, ' émtumbrance .. and salary
~distributiont. Reconciliations are performed on an aggregate basis. That is,
"thé total per each réeport is balanced to the réspective total of salaries paid
or type of déduction takén pér thé payroll register. In .addition, aggregate
and individual employee year-—to-—date balances are verified on a regular basis.

impiications of the Findings
The system of checks and controls ovér thé atténdance and pay process
(excluding manual adjustments; which findings are diScussed above) appears
adequate to provide reasonable assurance that errors which may occur during
transaction processing will be detected and reentered for correction on a

timely basis.

The 'Division, of Payroll corrects errors occurring in processing substitute
teacher payroll attendance by changing employee - time vouchers so that ‘they .
reflect the right information. Changing time vbouchérs to correct mistakes
which occur during voucher preparation is an expedient - method for correcting
errors 1in the attendance process. This approach, howeveér; conflicts with
proper internal control procedures., - Changing employee  time vouchers
constitutes alteration of an original sourcé document and results in a loS§ of
a clear procedural audit trail.  As an original source document, employee time
vouchers should not be altered, The substitute teacher payroll needs a
separate mechanism for reprocessifig voucher error corrections which 1leave
intact time documents submitted by employees. -

-

There are automated controls in the extracutricular activities payroll which

prevent an activity sponsor from receiving stipend payments in excess of the

hours or amount. specifically authorized for a given activity. This control .
extends only to payment computations originating through the regular stipend

payment process The same control does not consider dollar adjustments which
may be added tc stipend paycbecks. Thus, each time payroll clerks prepare a
dollar adjustment, they must manually check that an adjusted amount to be paid

in a stipend pay pertod; when added to cumulative payments does not exceed

the amount authorized. If an adjustment would cause excess compensation,;

payroll clerks reduce the adjustment amount accordingly. This ‘shared

responsibi]ity between payroil clerks and computer checks is inefficient and

1t 36



‘more prone to error than wére the computer checks to be applied to all sources
of stipend payments. ‘ ' ’

Findings: Segregation of Responsibilities

The. segregation of responsibilities is an important attribute for the payroll

system. It requires an -organizational structure which limirs access _to

records and prevents circumvention of controls. When fanctiouing effrctively,

it serves to safeguard assets by minimizing the potential for fraud or
frregularities.
The design of the payroll system allocates responsibilities in a manrer

intended to provide safeguards through a series of checks and balances.

EXHIBIT 3.1
_PAYROLL SYSTEM
ALLOCATION OF RESPOMSIBILITIES

- - Responsibility
Fonction . Resides With
L ’ e L
Budget Management MCPS Administration Account
' Managers
Employment Records ¢ Department of Personnel
(PMF) Services
- - - - = - 7v‘ >"' - - -
Attendance Reporting Reporting Locations
Pay and Leave Processing Division of Payroll
Computer Processing Départment of Management
Information and Computer Services
Paycheck and ‘ pivision of Payroll
Accounting Distribution bivision of Accounting

Account Managers

In Exhibit 3.1, payroll system functions are ordered sequentially on the basis

of control impact. In descending order, each function provides a check over
subséquent functions. in ascending order; each function. is  reasonably
precluded from the capability ~of performing preceding functions.  For

example, an employment record and attendance voucher are necéssary 1nput to
the pay process. The Division of Payroll is responsible for pay processing.

12
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It does not have :.the authority either to create an employmént recprd or to

submit attendance vouchers in the normal chrse The Divi=t»n 1§ chéckéd' from

‘ performing these functions through the exercf\é by the De:.:rtment of Personnel

Services and reporting locations of their respective :responsibilities.

" Security over primary data files 1is also premised upon Ségregation of

responsibility. Access . to data files 1s generally restricted for transaction

processing purposes to units assigned maintenance responsibility through _the

use of transaction keys: Assigned transaction keys do not wholly preclude

access by unauthprized personnel. For this purpose, the system relies heavily\

upon ' responsibility wunits monitoring transaction output listings to preveant

drreguiaritxes Transaction keys do provide an audit trail for 1linking

Security of payroll <production tapes 1s performed by the Division of Data
Processing Operations through the monitoring of tape numbers. LIBRARIAN, a

sof tware 7§ecurity storage . package, 1is used to protect payroll software from
unauthorized changes. ! -
; v %
QiegéiiiiéecurityirEIies heavily on the segregation of responsibilities and
treggact%ggiieudit trails. As such, emphasl!s 1s placed upon the.detegtion af

"irregularities. Security procedures are moderately preventive 1in precluding

unautbgr;zed ~access. Remote terminal (CRT) passwords and input transaction
keys speclfy access to payroll-related data and thus limit update capability.
They do not, however, preclude unauthorized access. Personnel within the

payroll cycle have. the knowledge and ability; should they so choose; to

manipulate payroll files: CRT passwords or transaction audit trails would

disclose attempts at data manipulation for subsequent interpretation by other

personnel as improper transactions.

Implications of the Findings

Access  to . payroll-related  data accrues according to  functional

responsibility. However; CRT password procedures and transaction keys are

‘insufficlently effective 1in prectuding irreguiarities. This deficiency 1is

offset by established tramsaction audit_ trails and information reports. Taken

as a whoie, the system of security is workable; and the audit- uncovered

nothing to indicate otherwise:

The MOKE study of data processing operatfons made recommendations directed

toward strengthening  password procedures and software securfty:
Implementation of .these recommendations would enhance the level of security
over  payroll-related data, raising the level of protection against
sophisticated schemes of fraud or irreéulérities ¢

.
.-
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Recommendations
. = ’ ]
o Manually computed leave and salary transactions prepared within the

Division of Payroi* should be mage subJect to supervisory review for

initial authorization and for computational accuracy. Until actions

can be taken at the _source to minimize the volume of manual

transacticns, supervisory review and approval should be applied based

on a defined set of criterta which combines a specific review of

complex transactions with a cursory review of routine activiry.

o - Substitute teacher attendance vouchers should not be altered as the

method for correcting processing errors. Therz should be a separate

mechanism through which error corrections can be 'réprocessed which
leave original documents tntact: )

o - Automated controls in the extracurricular activities payroll should
be* expanded for application against all soprces‘of stipend payments,

which includes mgnual adJustments to payments as weli as through the
regular payment proc

»

N~
\\/l‘

o .The récogméndations of the MORE Study of Data Processing regarding
g passward procédures and software security should be implemented in
full. .

Other chapters of this report which cover empioyee rccordkeeping, leave

accounting and attendance v0ucher corrections present recommendations which

address system modifications, the results of which ,would reduce the volume of

manually prepared transactions by the Division of Payroii. Atisuch lower
levels, the burden of supervisory review and approval will ditself be sharply

reduced. i

Funds for acquisition of a software security package were requested

though tater deleted; during preparation of the fiscal 1983 auperintendent s

Operating Budget Request.



CHAPTER 4

~~

EMPLOYEE PAYROLL RECORDS

Introduction

£
N I

records and addresses the implications for the payroii system ¢f the adequacy

This chapter looks at -informatfon systems used to maintain employee payroll

of these systems. In large pazxt, this review centers on the Personnel Master’

File (PMF) and its relationship to the pdyroll system.:' The Division of
Payroll expends about four person years (about $60,000); or nearly 20 percent
of rtotal staff time, dinteracting with, the PMF. Thus; the levei of

effectiveness of employee information systems is important to ficient
utilization of payroll staff.

Overview

The $ystems which will bé discussed in this chapter do mnot, per se; faii
within the ©payroll _syter but are larger functions which serve purposes more.

extensive than payroll alonc. The payroll system is one of several functions,

including budget and personnel, which rely on the employee information
provided. Thus; whil% these systems must’ be included in this presentation,
the focus of analysis and thrust of recommendations are directed not SO much

at attributes of these functions as at the implicatiomns such attributes have

on payroll. The, broader look at these functions will be a part of the MORE

Study of Personnel Sérvices. -
\

"In the folloWing paragrapﬁs'a brief overview of employee information systems
is presented to provide a génmneral understanding of the setting in which the
findings are based.

The Personnel Master File is the primary repository of employee information

The file contains a variety of information used by the Department of Personnol
Services and the Division of Insurance and Retirement as well as the Division
of Payroll. Employee recordkeeping 1is a function whitbwfalls witbin the
personnel system. Lead responsibility for maintaining the PMF resides "with
the Division of Salary Administration, Certification and Records, although
portions of PMF information are maintained by other wunits, including the
Division of Payroll. Employee infprmation for which the Division of Payroll

ts directly responsible include tax withholding, miscellaneous * payroll -

deductions and cumulative year—to-date employee salary payments and
withholding balances. X )

-
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A5 the basic repository of employe ‘ormation, the PMF  drives the payroll

process. Thé PMF specifies thosc employees authorized for payment, their
salary rate, compensible work schedule, salary account distribution, and
paycheck distribution.  Attendance and pay processing makes access to and 1is

in turn controlled by the PMF.

The PMF itself 1s subject to _position control.. The function of pcsition
control is to assure _adheréerence with " Board of Education budget
authorizations.. Professional and supporting servicesrpositions are subgectr to
budget authorization. Position control verifies that each employee in these
twe groups holds an authorized position and that there are no positions which
exceed budget authorization 1levels. The cénterpiece in this function is the
Position Control File administered_by the Division of Staffing. The positiO'1
Control File edits personnel actions pLior to .their being fecdorded in the PMF
to test for compliance with budget authority. This edit process determines
that a valid position exists and checks that position characteristics as
reflected in the PMF conform with what is recorded in the Position Control

File. 1f position control number, work schéduleé, location and budget code are
tn agreement, the personnel action will be recorded to an employee's PMF
record. If a position. 1s not vacant, if position characteristics do not

. agree, or if an authorized position does not exist in the Position' Control

¥tie; then the personnel action is considered unauthorized and rejected from-
recording to the PMF.

Theigavroil system with its reliance on the ﬁﬁ% ana positibn c0ntroi' is
impacted by matters affecting the level of efficiency and effectiVeness of
these Iinformation systems.

Findings: Position Control

5 prtmary budgetary building tool and common unit of méasure 18 aithorized
positions. _ Each unit ° and program 1is authorized a Stated number of
professtonal and supporting services positions. Given the role of authcrized
positions in budget development, position control follows as an appropriate
mechanism for administering compliance with - budget authority.  The Position
Control File operates as this mechanism. Position controlrgerforms this
fanction acting as an authorization source for the PMF, which i1in tuia

represents authority for the payroll system 1in making Salary and wage

payments: : \

There are issues affecting position control which impair the effectiveness of
the authorization 1linkage. Potentially the most significant of these issies
concerns the lack of interaction between the budgetary process and position
control: Position control. functions independent of the budgét process on
which it ts purportedly based. 1In fact, the respective information systems
are incompatibite. The opportunity of each system to Support the neads of the

other is lost. The budget process completely 1ignores the position control

system and; conversely,; position control neither facilitates nor recelves
direct benefits from administrative efforts invested in the budget. Lacking
dccess to budget ftles, position control is reactive rather than préscripect

depending as it does on timely managerial initiative to transmit posiition eﬂd

personnel changes.
' 16 41
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Professional and supporting services PMF transactions are subject to editing

by position control. An employee PMF record canmot be created anless there

exists an authorized vacant position on the Position Control File:. Job

characteristics such as location, budget code and units scheduled; cannot be

changed on " ans existing PMF record until after the Position Controit File has

been changed.  Under certain circumstances involving modifications of

supporting services ”posit;pns updates to position control are automatieally

recorded to employée PMF re¢ords, as well. Other actions require separate
entriés to each respective file.

Thé combination of position control edit procedures and the disconnected
manneér of transmiting budgeted position actiocns exposes the employee '
recordkeeping process to delays 1in maintaining up—to—date PMF information
Position control displays characteristics which create time lags and
succeptibility to error which are dysfunctional to records maintenance needs.
The following égamples présént some of the dysfunctional characteristics of
position control.

o Occasionally position control edit procedures will sSelectively accept
a portion of a PMF transaction which otherwise "should have been
réjéectéed 1in thé entirety, when an attempt is made to place an employee
in a non—-vacant position.

o Transactioni edit reports Will print incorrect‘ ‘ransaction status
messages, for examplag Stating that an attempted update was rejected
when, in fact, an indivIdual was recorded in the Position Control File.

A

o The relationship between position control and the PMF occasionally
breaks down; allowing a personnel action to be recorded in one file,
but not the other, whén dn action should have been accepted or rejected

in the éntirety in both files.

The existence of such ) characteristics is- problematic not only because of
delavs which énsue, but also bécausé the uncertainty of results questions the
reliability of récords mainténance systems.

lmplications of the Findings

?ositioni control, per se, does not fall within the payroll system. ‘A generai
review of this function was made since position control does impact timely
maintenance of payroll-related PMF information. This limited review does not

form a basis for specific recommendations. However, the general findings
support recommeéndations contained in the ] Report of the Task Force on
Long-Range Planning for Future Use of Computer Technology. That report  has

identified position control as one of the Bsystems for replacement dand
inclusion in a_ Human Resources Management Information data base and proposes
to integrate budget information with personnel data! Advancements in employee
records maintenance will beé sustained only if accompanied by improvement in
the efficiéncy and coordination of budgeted”position control.



Findings: Personnel Master File

* E S . . - ]
As the primary repository of employee payroll”rélated, information;, the
Personnel Master File (PMF) directs the payroll process. The PMF represents

the source for authorization to pay and contains all information, except leave

balarnces, required tqQ convert employee attendance 1into a paycheck. Only

employees with active PMF regords are authortzed to receive 'salary payments.

An employee will not be compensated for time worked unless or until an active

PMF record has been created. The amount of compensation is determined by the
PMF. The payroll process relies on the PMF to specify employee rates of pay;

compEnsable hours, budget account distribution, and salary Withholding and
deduction information.

- -
"It 4s important for payroll processing purposes that the PMF  contain

up-to-date and accurate employee payroll-related information. A lack of
timeliness or accuracy in employee records maintenance impacts on the ability

of the payroll process to make timely and accurate salary payments. A review

of the PMF operatlons was made to ascertain the implications- such operations
have uponi the payroll function.

A limited test of the accuracy of PMF payroli-related information was made

based upon “s random sample-of employee records. Data subjected to testing

included pay rates, position characteristics,\ employee withholdings and

deductions, and léave beriefit determinants. The purpose of the test was to

determine that this information was supported by and 1in agreement with

compénsation Schediles and administrative and employee authorizations. No

exceptions were noted in the sample, leading to a conclusion that information
contained in the PMF is reasonably dccurate.

-

The review of PMF operistions did disclose other matters with implications

concerning the timeliness of employee records maintenance, which are discussed
.in the following paragraphs.

PMF baca Entry Procedures

Entr} of employee information into the PMF occurs through any one of three

méthods: remote términals (CRT' s), keypunched data entry, or concurrently with

update of the Position Control File. Remote terminals are used to enter

actions which modify exdisting PMF records. Keypunching is the medium used for

creating new employee PMF records. Personnel actions which modify a

supporting _services employee s biweekly work schedule, budget code or location
are automatically récorded in that employee s PMF record at the time the
action 15 réflected in the Position Control File:

There 1§ no direct on-line data entry capabiiity available for regular

transaction processing. Personnel actions are entered daily onto transaction

tapes for overnight updating of the PMF. Transaction reports are provided the

following day for use in verifying the accuracy of the previous day's entries



b

The lack of direct on~line data entry affects the timeliness with which
personnel. actions can be reflected in employee PMF records. The significance
of this lack of on-line capability liés in the identification and Vreprocessing
of edit and keypunch errors. . With PMF updates _consigned to'/évernight

processing, transaction errors and rejects are not identified and,” corrected
untils the day/night following initial data entry. At least oune day elapses

before an employee's record is properly updated; with & minimum two days
elapsed when correctivns are necessary. .

Responsibility for maintenance of certain PMF information is segmented.
Employee tax withholding and miscellaneous deductions information is procesded

by the Division of Payroll. The Division of Insurance and Retirémént handles

data concerning employee insurance and retirement benefits. __Changes ,in this

information are transmitted by employees directly to these. divisions for daily

updating of PMF records. This same division of responsibility exists when

creating PMF records for new employees. The Department of PerSonnel Services
collects requisite employment papers:from new employees; prepares the basic

PMF record and forwards to the ' Divisions of Payroll and of InsSurance and

Retirement the information for inclusion in their respective segments 1in.

employee records. However; before Payroll and Insurance and Retirement can

submit this iInformation for processing; Salary Administratipn must have

already created the basic employee PMF record. Hence, a minimum of two days

elapse before a new employee's PMF record 1s fully created.  Should any

difficulties arise 'in processing, the time lapse increases to three or more
days. :

This time lag in creating new employee records arises from ségméntation of

responsibility for employee records maintenance. Segmentation has no impact

on currermnt employee records modification and 1is «consistent with respective

divisional interests: Prior existence of a PMF record allows changes to be

processed as received: For new employees, dedwttions and benefits information .

cannot be entered untii after Salary, Administration has initially created an
employee record: The deiay in creating new employee records can be avoided by

eliminating segmentation in this one 1instance. The package of employment

documents which the Department of Personnel -Services collects includes

deductions and benefits declarations. Were Salary Administration to Rrocess

this information alonmg with ail other new employment data, rather than

forwarding it to the Divisions of Payroll and of Insurance and Retirement an

" There are a number of characteristics dinherent in PMF computer software

programs which complicate and impede the ability of the Division of Salary

Administration, €ertification and Records to provide timely maintenance of

employee records: Following are a few examples of personnel actions which

require cumbersome processing.

o Only one future effective date transaction may be recorded in the

PMF . For example; Salary Administration records in the PMF a salary

change to become effective September 1. If in the interim they receilve

a change in units scheduled to be effective August 15, they cannot

process this action as the future field is already in use. 1In order to
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process the change in units scheduled, Salary Administration must on

day 1 clear out the September 1 transaction and then on day 2 they can

record the onits scheduled for future transaction. After August 15,

the salary change must then be reentered:

~

o The transfer of an employee from one payroll to another requires a

minimum two days to process. On the first day,; the empioyee s record

on the old payroll is terminated B On the second day, a record is

created on the new~payroll in a manner similar to a new employment.

PMF edit procegures do not provide a capability to reflect such a
transfer in one step. )r;

A

o The PMF automatically rejects an attempt by Salary 'Administration to

process 1in -a- single step a transfer of a classroogiteacher (position
class 1001) to a resource teacher position (position class 1054).

Knowing  the action will be rejected by the computer, Salary
Administration processes the transfer.r The employee' s record will not
mové to the new position, but their record will reflect the new job
title of resource teacher. With that small change accomplished Salary
Administration can reenter the Bsaue transfer action on the following
day, which this time will be accepted and result in- correct adjustment

of the employee § PMF record and the position control file:

o On thé supportiiig’ services payroll only, Salary Administration cannot
effect in a single action a change in position title if the wage rate
of the preceding position 1included a salary adjustment (i ‘8.,
of f-scaleé, shift differential, etc.). Such ' personnel actions require
two-part processing. On the first day the employee's position title is
changed; on the second day the new wage rate is entered.

o Salary Administration cannct reéscind a recorded fiitire transaction 1if
it. ‘includes a positior class change. PMF mechanisms reject attempts to
reversée position class number. One of two options are available when
this occurs. The 1incorrect position class number can be left in the
PMF; where it will roll into the vomployee's record when the effective
date arrives. With thisﬂoptionL there 1s a high probability the
incorrect position class will causé the employee's attendance to 3be
rejected during processing and résult in delayed salary payment. The
other option 1s to enlist the aid of the Division of Systems
Development to force the PMF to accept rescission of the transaction,
an action which under other circumstances would be considered a
violation of computer file  security. This characteristic 1is
particularly dysfunctional as it is an éveryday occurrence during the
summer when theré is a high volume of teacher reassignments.

Thesé examplés are by no means a complete catalog of dysfunctional PMF
characteristics.  With the  exception of FEhe last example, these
characteristics 1individually do not necessarily surface frequently, yet in the
aggregate they reflect an environment in conflict with the need for  timely
maintenance of employee records. ' '

20




!

Administrative Responsiveness

Administrative responsiveness 1s a prerequisite for “timely maintenance of
employee records. Managers must bercognizéhtrof;rand willing to comply with,
the need for timely transmission of personnel 3ctions. From the point of view
of the payroll process, any lack of administrative responsiveness translates
into difficulties 'in providing accurate and timely employee paychecks.

The consequences of administrators who delay or Fail to transmit personnel
actions on & timély basis are made visible through "no pays"” amnd retroactive
payroll adjustments. The term "no pays" identifies employees whose attendance
in full or in part is rejected for payment either because of the lack of an
authorizing empioyee record or_ Dbecause of out—-dated PMF information. For
éxample, a manager may employ an individual and négléct to fofward employmént
information to the Departmént of:Personnel Services in sufficient time for an
employment record to bé creatéd. 1When the employee's attendance 1s submitted
it will be rejected for lack of an authorized PMF record. Retroactive rayroll
ad justménts arisé whén a personnel action is received and procéssed aftic the
date_ _the action was to become effective. A retroactive adjustment would arise
should an administrator fail to notify the Department of Personnel Services of

-an employee . promotion involving a higher 1level of; pay. Late notification

requires that the Division of Payroll recalculate salary ‘payments forward from
the effective date to determine additional compensation payable at the higher
rate of pay. -In both instances, Personnel and Payroll resources are consumed
unnecessarily, accommodating delinquent administrative actions. Inconsistent
responsiveness of administrators is not the sole nor the primary source of no
pays and retroactive adijustments, btut it is a contributing factor.

Personnel procedures specify that the Departmeént of Personnel Services assign
starting dates for new employees. The purpose of this procedure is_ to_ assign
starting dates on a basis which provide§ Yeasonable assurancé of sufficient
time to gathéer and process employee records. ' A review of no pay records found -
instances where employees worked prior to assigned starting dates or before
receipt of notification in the Division of Staffing; suggesting that managers
be reminded of  prescribed procedures. It would also be helpful to provide
managers with a timetable stating the minimum 1lead times they _should allow
when 1initiating various personnel actions. The timetable would reflect the
minimum period . of advance notice required to assure timely wupdating of
employee records. .

Implications of thé Findings

The payroll system looks to the Personnel Master File to provide proper
authorization and the 1information necessary to convert attendance into a
salary payment. Timeliness in PMF records maintenance 1s a_critical
requirement for smooth and accurate payroll processing. Out~of-date or
missing information can cause payroll processing errors; affecting an
employee's pay, leave benefits or subsequent accounting for salary
distribution. -

The findings suggest that payroll-related information containéd in the PMF is
accurate, but that the process of getting that information into the PMF |is
inefficient and problematic. Overnight transaction_  processing and the

.
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practice of segmentizing creation of new employee records contribute to delays
in recording personnel actions. Data entry which could otherwise be

accomplished in-a day: extend to two Or more days to complete. Dysfunctional

characteristics of PMF computer software ptograms make data entry difficult

and introduce uncertainty of results. Software problems force. muiti—step

processing of single actions Similar actions accepted for recording one day

may be rejected by computer edits the next day. These findings suggest that

the priority given development of a new human resources information system in
the Report of the Task Force on Long-Range Planning for Future Use of Computer

Technology 1s appropriate. Improvements in employee records mainténance forms

a necessary foundation for initiating improvements in procedural efficiency
within the payroll system.

Addressing inconsistencies in  administrative responsivéness is more

problematic; from the viewpoint of "the payroll process, as it is difficult to

monitor compliance without advance knowledge of pending,actions, Increasing

awareness of system needs and providing a ‘timetable for minimum advance
notification of personnel actions may improve overal]l responsiveness:

Requiring written documentation from managers to Support making exceptions to

stated timetables and including responsiveness to personnel needs in annual

evaiuations of managerial effectiveness may serve to heighten administrator

awareness. However, the perspective of the payroll study is too narrow to

provide an indepth analysis of this issue. A full analysis of the interaction

between participants involved with this 1issue may find that an equal or

greater responsibiiity iies with personnel procedures or other matters outside

the controt of administrators. A wider set of. implications and potential

recommendations wiil be more appropriately afforded by inclusion of this issue

in the MORE Study of Personnel Services. It would be inappropriate in this

study to make specific recommendations concerning matters which are wholly

outside the control of the payroll system.
Findings: Limitations Impcsed by the Payroll System

While there are limitations originating oitside the payroll system which

impact on the timelineSs of emplovee information used by _payroll, there are

conversely, two limitations originating within payroll which also 1impact

employee records malntenance: The first limitation concerns assignment of the

date personnel actions are to be made effective. The second limitation

affects the period during which personnel actions can be recorded in the PMF.

A desired objective arising out of accommodation of payroll processing

limitations 1is the assignment wherever possible of the first day of a pay

period as the effective date for persomnnel actions. This objective applies

generally to the effective dates of salary changes and employmént Startiung

dates. It is not an ob jective appiied to personnel changes such as promotions

or transfers where the need ffor fiexibility in personnel management 18

important’ However when actions are made effective on a day other than the

first day of a pay period, PMF updating mechanisms treat the action for

payroll purposes as not becoming effective until the following pay period.
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of the pay period arises because payroil processing programs lack the capacity

in a given pay period to compensate employees based upon more than one rate -of

pa or to distribute salary payments to more than one Tudget account A

flict thus arises between the need for flexibility in personnel management
and the 1nability of payroil computer programs 'to recognize that need.

Resolution of this conflict is accomplished by imposing upon the Division of

Payroll a manually supported process of treating in—period personnel actions

on a retroactive basis. Empioyee compensation and budget account distribution

is determined ©on the basis of conditions existing as of the beginning of the

pay period; In the following pay period; payroll clerks recalculate

compensation or account distritvction on the new basis retroactive to the date

the action became effective.r Retroactive adjustments, affecting compensation
are included in an employee S next paycheck those "affecting account
distribution are adjusted by journal voucher. '

Each pay period a portion of the PMF covering those employces who are about to

be paid 1s "frozen” until after completion of the attendance process: During

this freeze period the PMF updating mechanism prevents recording any

transactions affecting employee salary—related information 3if 1t is to be

effective within the pay period for which employee attendance is about to be

processed. = Data elements subject to the freeze 1inctude pay rate; units

scheduled; budget account code biweekly gross pay and whether pay is based on

annual or hourly rates. The period during which records are frozen begins the

last Thursday of the pay period and corntinues until Friday of the following

week, in effect, encompassing “the period during which attendance is processed-:

The purpose of freezing, or holding constant salary—reiated information s to

facilitate the Division of Payroll's ability to control the payment process.

Since attendance processing physically occurs during the pay period following

the period for which payment 1s being made, a mechanism 1is ‘necessary tos

prevent recording and hence, incorrectly compensating employees based upon

salary data whigch does not pertain to the period of payment. Freezing the PMF
satisfies this need.

-

Freezing the, fﬁf also prevents recording salary changes retated to the pay

period for which payment 1s being made, the absence of which can cause

incorrect compensation or budget salary distribution. For example, the

Division of ‘Salary Administration, Certification and Records may receive

notice of an increase, effective the beginning. of the pay period, in the hours

an employee is schéduled to work. If the notification is received too tate to

process prior to the freeze, Salary Administration . must wait until theg

following pay period when the PMF is unfrozen to record the increase. In

the meantime; the employee works and reports attendance based on the new

D, .~ — - ——

increased hours. When.the attendance process compares:- reported hours to the

PMF for authorization to pay, a mismatch in work schedule wilil occur, causing,

in this example, a rejection of the additi0nal hours for lack of authorization

to pay. At this point, the employee is included on the no pay and cutback
list given to Salary Administration for problem identification  angd.
resolution. The problem can be identified by reference to the unprocessed

notification, but resolution 18 prevented by a frozen PMF. The Division of
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Payroll has several options available to correct salary payments or budget
distribution vﬁeﬁ the above or similar situations arise. _ Each option,

however, requires -clerical intervention and manual correction._  Depending upon

theiinature of the- problem and clerical workloads; final resolution,: including
corrected employee compensation, may not be accomplished until a future pay

Implications of the Findings

The 1inability of payroll computer programs to compute salary payments at more

than one rate or to make multiple accounting distribution impacts Division of

Payroll clericzl resources and can deiay proper compensation~of employees and

correct budget account distribution. Similar effects result when freezing the

PMF prevents inclusion of las® minute personnel actions or corrections in the
current pay period computations.

The preceding findings addressed the need for timeliness in the maintenance of

employee records. Were all personneI actions to occur on a basis which

allowed for timely processing,rthere would be mo need to process iast minute

personnel actions or corrections and hence no conflict with the current

practice of freezing the PMF. However, given an assumptionr that positive
rémedies -resulting from the MORE study of Personnel Services will reduce, but
will not alleviate the need for a capability to process special actions

against the frozen PMF, :hen revision of current practice remains relevant.

In both inStancés increasing the flexibility of the payroll systEm would help

to improve thé accuracy of employee salary payments and resultant accounting

distribution, and reduce, clerical resources in the Division of Payroll devoted
to processing retroactive adjustments.

Findings: Noncurrent Budget Account Codes

An integral part of each employée s PHF record is the budget account number to
which salary expéenditures are to be accumulated fn accounting records. An
account number must be specified for an employment record to be created, and
the specified number must be valid, that 1is, authorized through the fiscal
budgetary process. Account numbers have an associated termination date,
usually June 30, after which the accounting system will reject attempts at
further recording of tramnsactions. The majority of accounts are automatically
renewed each vyear as .a normal part of the budgetary process. This same
process creates a need to designate new account numbers and discontinue .
otheérs.  For example, a departmental reorganizationcan result in the
elimination of accounts. When this occurs, action must be taken for employees
affected by the reorganization to adjust position control and their PMF record
to replace o0ld_ now 1invalid budget accounts with current budget 4dccount
designations. Because there 1s no direct line of communication between
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udget/accourting information and personnel - information, account managers;

after completing the budgetary process, must take separate action _to 1initiate

account coding changes in personnel records.: Failure to :do so will not affect

compensation to employees, but ft will prevent a saiary payment from being

recorded as a dishursement for lack of a valid account code.
\

The need to reauthorize budget account codes is especially problematic with

projects supported by nOncounty funds. Each project has an associated fiscal

year which necessitates segregation of funding and\expenditures by project

year. ProJects must be reauthorized annually and budget account codes changed

to segregate activity For reasons both controllable a d uncontrollable the

process of reauthorizing and recording new project numbers in employee records

is a recurring annual problem. The problem is controllahle if the delay in

obtaining valid project numbers arises out of ineffectual praject management

Delays caused by granting agencies are more problematic because they are less

Subject to MCPS control. A4s presently designad’ employees can be compensated

although the1r records ccntain an invalid budget account. However, because an

account is not authorized, the salary expenditure will not be\ recorded 1in

accounting records. Such payments will remain unrecorded’ until a valid

dccount number is designated. During the period from July, 1981 through

November, 1981 approximately 5478, 000 of salary payments went unrecorded for

varying lengths of time because employee records did not contain vatid account

codes. In this year, as 1in prior years, additional labor was expended

investigating and éventually reprocessing each payment for posting to
accounting records.

Implications of the Findings
The problems resulting from the existence of noncurrent budget accounts impact
the payroll system. The Divfsion of Payroll is left the responsibility for
reprocessing salarv distribution rejections. The implications of this issue

are found outside the payroll sSystem and concern the adequacy of ‘'the

informational linkagé between budget and personnel systems, the responsiveness
of account managers and the logistics of working with 'external funding

agencies. The implications associated with budget/personnel informationiand
managerial responsiveness are similar to findings presented elsewhere 1in this
chapter. The 1issues concerning supported projects are more specialized and

deserve further comment,

Firm comnmitments from granting agencies are required before a proJect can be

authorized. The nature of events periodically cause uncertainty as to funding
which may extend up to or carry over into the period a“project is(to begin.r A

question arises under such circumStances concerning continued compensation to
employees scheduled to work on pending projects. On the one hand, payments
made prior to project _authorization are; technically illegal which; were

project funds denied, would have to be repaid out’ of county funds. on the

other hand, is the question of whéther projects should be halted or continued
in anticipation of funding approval. Current policy requires project approval
prior to authorizing expenditures, but allows, the granting of an exemption in
special circumstances. However, 1In practice procedures implementing this
policy are internally contradictory. Personnel recordkeeping functions on a
negative response basis. That is, project employees will be ompansated in

due coursée unless notification is réceived from project managers terminating
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actiyei employment.  Accounting procedurés function on the basis that any
payment made on an unauthorized project is invalid and will not be recognized

in the accounting records, regardless of whether an administrative exemption

exists or not:

From the vieWpoint of the payroll system, the prbbiém, arising from peﬁments

made’ on invalid project numbers would be reduced by making personnel and

accounting procedures conform with administrative policy. Om that basis, 1o

payments would be authorized until a project has received formal approval. On -

those occasions wheniaispecialiexemption is granted; salary payments Wwould be
recorded to accounting records 1n the same manner afforded any other

authorized expenditures. R

Verification of Personnel Actions

fD |

Findings:

Personnel actions are processed daiiy for inclusion in the Personnel Master

File. An integral parr of this process are computer produced daily

transaction reports for use in verifying that the previous day's transactions

wére correctly recorded 1in the PMF: Transaction reports are supplied to the
respective divisions who initiated the input:. In this way the Divisions of

Salary Administration, Certification and Records; Payroll,; and Insurance and

Retiréement can by reference to source documents verify that PMF activity they
have,,initiated was processed correctly. Conversely, transaction reports

providé timely notice to these divisions of processing errors requiring
correction. )

Anotner product of the PMF verification process is the Personnel Action Notice.

(PAN). PANs are computer produced documents which provide an audit trail in

support of PMF transactions initiated by the Department of Personnel

Services. A PAN reflects, for each action, the information 1in an employee's

récord before the action and the new information after the PMF update. The
PAN constitutes an integral information document for payroll control purposes.

The Division of Payroll maintains aggregate control balances over all salary

related information in employee PMF records which are stated on a monetary

basis. Control balances are maintained separateiy for qih of the six
Ve E/ payrolls. Coritrol balances change datily in relation to the recording

of per’onnel actions. Control balances are used by the Division of Payroll to

, account for all PMF activity affecting payroii information.

The following control procediures are performed aAiiyfffai each payroll by
assigned payroll team$-using computer generated PANs, daily compares, and
master pay and deduction reports \

o Payroll clerks examine each PAN and verify, to the extent possible,

the correctness of the personnel action. For example, salary rates are
t agreed to salary schedules. \

o The ,dailyﬂ compare reports list payroil—related transactions recorded

in the PMF the previous night. Payroll clerks account for each

transaction initiated by the Department of Personnel Services and

verify its correctness by reference to a supporting PAN.
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_ o The net effect of the transaction on conmtrol balances is calculated

and added together with all cther transactions t?;‘rrive at a total net
change in each control balance.

o This net change is added to aggregate control totals from the prior

day's master pay and deduction report. The resuitant total is compared

for agreement with control totals per the curremt day's master pay and

deduction report. Since the two balances ghould agree; -any difference

represents a descrepancy which must be investigated and resolved.

o DPANs requiring further action by payroll 513F¥§, are set aside for

later reference. These are PANs whose personnel actions require the

Division of Payroll towcalculate leave adjustments, retroactive salary
ad justments, account distribution adjustments, etc.

The Division of Payroll estimates that approximately two person years (about

$32,000) are devoted to the functions of reviewing PANs and balancing daily

controls. There are aspects in the application of control procedures which,
if modified, would lessen the time given to thisrfunction. J

lmplications of the Findinga

“The design of the current personnel/payroll/leave accounting  functions
requires that the Division '0f Payroll receive and review all PANs; for PANs

are a basic source document notifying the Division of Payroii of personnel

activity which necessitate action on their part to process corresponding

ad justments to employee leave records, to  process retroactive salary

ad justments, or to take other action consistent with the nature of the PAN.
In additton,; matching PANs to daily compares provides the Diviston. of Payroil :

with assurance that changes occutring 1n their controi balances have been

authorized < On the other hand; the attempt by payroll 7 lerks to verify the
accuracy of Personnel Action Notices is _ineffectual without access to original

transaction source documents. For example, verifying a change in hourly rate

of pay by reference to a salary schedule presupposes grade. and step per the

PAN is correct That is a determination which can only be madei by comparison

to source documents, which 1s what Salary Administration does when it verifies

the correctness of personnel actions 1t has initiated The Division of

Payroli must review _PANs, _but _the division should 1eave to  Salary

Administration the role of verifying the correctness of transactions initiated

in the Department of Personnel Services.

The function of accounting for the change in daily control balances would be

simpiified were the format of daily compares altered to inciude for each

action and in total for the day, the ‘net change arising from transaction

processing. Inclusion of~“this information would eliminate the need for

payroll clerks to calc'late and account individually for the effect of each

change. Computer progra s can make such calculatioas far more efficiently.,




Findings: -Parallel Employee Personnel Files

The Division of Salary Administration, Certification and ,Records maintains a

card flile containing salary and empioymen history on alil professionai and
‘supporting services employees. This card file iszconsidéréd by  the division
as 1its primary source for research and veri ation purposes. Salary cards
are manually, maintained parallel with the computerized PMF. Once a year the
file 1is reconciled to the PMF via comparisons’ of salary cards to annual
employee salary information notices. The division keeps the card file because
* 4t 1s considered more up-to-date, provides personnel action h*story and is

*  easier to use than the PMF The PMF requires more information to access
appropriate records, and the configuration of CRT dﬁspiayed files is awkward
to use.

Implications of the Findings

-

 The existénce of‘separate, but parallél employee personnel files does ndt

’/~\\\ﬁaffect the payroll system. It is presented ia this report as an additional

issue emphasizing the need to evaluate the usefulness of the Personnel Master

File, as presently désSigneéd, as the basic foundation on which the maintenance

of employee records relies. The existence of a preferred manual file 1s an
indictment of the general effectiveness of the PMF. -

Récommendations

The Division of Payroll expends about four person years (about $60,000)
interacting with the Personnel Master File, 1including two person years
processing ‘adjustments  generated by personnel  actioms. Initiating
improvements in the timeliness of employee recordkeeping sSystems would make
possible a reduction 1in the level of these payroll resources. The findings
presented in this chapter primarily concern issues Wwhich, while _they "impact

7 the payroll system; derive from sSystems outside thé control of payroll.
Issues concerning position control and employee recordkeeping pertain to the
personnel functiomn. Theéseé 1issués have: been _perceived solely from the
viewpoint of the payroll system and the findings 4dre 1limited by this
perspective. - It would be inappropriate in this study to make recommendations
on such a basis.  The findings; though, do suggest ample need for improvement
in position control; employee recordkeeping and opération of the Personnel
Master File. The MORE study of Personnel Services will address these 1ssues
and form a balanced perspective from which specific recommendations may
evolve.
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The perspecdtive of this study does provide a basis on which to make the
following recommendations . 5

o

?ayrdii cOmpﬁter programs should be enhanced to provide the capability

of compensating employees on the basis ofrmore than ofre salary rate and

the ability 'to distribute salary payments to wmore than one budget .
account.

The capability to. process corrective. personnel actions during the

period the Personnél Master File is qtherwise frozen for attendance
processing 'should be provided. :

1' . ’ .
\ -

The efficiéncy of daily payroll control procedures should be improved

to - ) -

Downgrade Division of Payroll attempts at verification of Personnel
Action NOtiCéé to a general review for reasonableneﬁg.

Enhance daily compare computer programs to provide for the Diviaon
of Payroll the net change in control balances arising from personnel
actions.

Procedures involving salary authorization for supported projects
employees to conform with administrative policy should be modified so
that

Eligibility for compénsation 1§ based solely upon project approval
or authorized exemption; and that )

Salary payments So  authorized are promptly recorded in the
accounting records. ‘ :

L=y
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CHAPTER 5

LEAVE ACCOUNTING

Introduction

accounting for leave benefits provided permanent employeées and fecording of

their wusage comprise the primary activities within the _leave _ processs

Responsibility for. this recordkeeping function rests with thé Division of

Payroll. All leave information is stored on two computerized files and 1is

maintained inaependently from the Personnel Master File. Information on these

files include employee identification data; position characteristics relevant

to determination of leave benefits, cumulative and yearly earned and advanced

balances for sick, annual and personai 1eaves, and leave usage by the- various
available categories.

This chaptér addresses such quegtigns as:' Are procedures for gatheéring and

maintaining leave infurmation efficient? Is the manner of data colléction
ef fective for monitoring compliance with MCPS leave regulations and in

suppiying appropriate information to administrators and employees?

iedve policy is largely a personnel matter: Though policy may impact pajroll,

it 1s not_ a function of the payroli system to formulate leave polic¥. Thus,

the focus of review in this study is upom accounting for leave usage and

maintaining leavé balamnces. Policy related issues are a subject which will be

"evaluated during thée MORE study of Personnel Services:

Findings: Leave Accounting Structure and Automation

Leave Accounting Structure

The process of accounting for leave benefits avallable to employees oOperates

independent of other personnel/payroll functions: Leave information is stored
on two separate computer files, one for professionai empioyees and one for

SDppC"tlng services employees, with each supported by 1ts own recordkeeping

systems. While leave _accounting addresses obJectives and recordkeeping needs

which are separable from peérsonnel recordkeeping and attendance processing

w
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functions, the process is structurally dependent upon these functions as
primary suppliers of leave information. The 1level of recognition  of
informa;ional dependency  udpon = personnel = recordkeéeping and attendance
processing impacts overall effectivenéss of the leave accounting function.

Each employee leavie record contains personal information ~ and position
characteristics which include:
{?.

social security number ' employment date

position class numbér work unit type (hours/days)

school aumber pay code (lO or 12 month employee)

number of pay periods (to be paid) years experience

percent full time permanent status code.

units scheduled T /

Leave bénefits are determined on the basis of above employment status and

position characteristics.  For example; a  twelve-month employee, with
permanent status; less than_four years experience; working eighty hours a pay
period; will receive annuszl leave benefits of 120 hours,  Each of these

descriptors affects the type and amount of bénefits available. The source of
this employment information is the Personnel Master File (PMF).

Leave accounting relies. on the PMF _for _the information :.: requires for
determining those employees who qualify for leave benefits and on what basii
benefits are to be provided. However, there is no linkage between the PMF andf
the 1leave file which provides for concurrent maintenance of information common
to both files Personnel activity which affects leave information must be

processed twice: recorded first 1in the PMF and then separately recorded in
the leave file. .

In contrast, leave accounting arising from attendance reporting is integrated
within the attendance ptocesgv of the professional and supporting services
pavrolls. The biweekly atteirdance process is the primary source of leave
usage and activates calculations of 1leave earnad by employees. This
relationship is recognized by incorporating the informational needs of leave
accounting into the attendance processing structure. Thus the leave file is

systematically updated to reflect leave taken by employees; leave earned
during the pay period and new cumulative 1leave balances, directly from

attendance information.

The attendance process also supports leave accounting through incorporation of
controls to prevent employees taking more leave than is available to them.

These controls provide automatically for the appropriate disposition of excess
leave, The disposition of excess leave follows prescribed remedies which;
depending on the leave category involved, automatically will (1) reallocate

any reported excess leave to another available category with no loss in pay to

an employee, (’) treat the excess as leave without pay with a resultant loss

in pay to an emplovee; or (3) apply a combination of the two preceding

remedies.
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Structural separation of the leave files from the PMF also 1impedes access to
current leave information. On-line data retrieved through remote computer

terminals is limited to information contained in the PMF. As a separate
system, similar access does not extend to employee leave information. Access

to leave information 1is provided through biweekly leave balance reports
produced as a product of attendance processing. The impact o leave balances
from interim period ad justments anc personnel actions is not visible until the

next succeeding leave balance report update. <

Automation of Leave Accounting Procedures

With one exception, the leave accounting process lacks any -substantive

benefits achievable through system automation: The process 1s almost entirely

supported by clerical efforts: The one exception is in accounting for leave

usage emanating from employee attendance reporting: Leave balances are

automatically adJnsted and updated during attendancerprocessing Computer

technology is used to perform intelligent functions such as accruing leave

earned by employees and identifying and determining disposition of excess

leave. Clerical intervention is minimized:

Even in the area of attendance processing, there are lapses in leave

acc0unting automated support arising out of policy changes implemented since

initial development of payroili computer applications: For example; ten-month

professional and supporting services ~employees working during the summer

report attendance,; 7respectively, on the extended year employment (EYE) payroll

and the temporary, part-time payroll: These employees are allowed to use

accumvlated sick leave benefits. However; the attendance processing programs

for these two payrolls have never been fully adapted to accept leave

reporting. In this instance; a policy change was not followed by investment

in appropriate ) procedural modifications. As a result; the burden of

accounting for leave usage on_ these two payrolls has shifted to payroil

clerks, who in the absence of automated support must rely% on manual
ad justments.

More prevalei: is the lack of autcmation to support leave activity occurring

due to employmen* changps In this area; leave accounting is neariy aii a

clerical effort. When thanges in employment status occur, those changes must

o reflected in the leave fite. A simple computer match of the leave file

against the PMF once every two weeks 1is used to reflect current position
characteristics in the 1leave file: This computer match is beneficial as it

reduces reliance on clerical input However, the benefits of this process are

negated by the fact that correSpond1ng adJustments to" leave balances
necessitated by employment changes are not an 1Iintegral part of the match

update

Ad justments of leave balances necessitated by personnel activity are pr.  sed
entirely on a manual basis. Payroll clerks review personnel actions, noting
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those neceasitating ad;ustments of leave balances ) The effect of each action
is calculated and resultant ad justments are scheduled out for inclusion in ,the

leave file.

_— / ,,,,,,,
The adJustment process is made far more complicated than it need be due to the

lack of meamingful automation. This is primarily ) evident through

nonrecognition of the relationship between leave file information elementc

First, there is a relationship between employee position. characteristics and

leave Dbalances. As stated above, position charactéristics detérmine the type
and amournt of leave benafits to be earned and accumulated. Second, the

relationsh1p between leave balance elements is additive. That is,fan increase

in sick leave advance requires a corresponding increase in the cumulative sick

leave balance,r an- increase in s8ick leave wused requires a decrease in the

cumulative sick leave balance. Current computer programs, lacking  any
intelligent capabilities, provide no assistance  reécognizing  these
relationships. This function is left entirely to payroll «clerks. Payroll

clerks wmust identify when an action requires ad justment of leave balances,

calculaté the impact individualiy on each balance, and prepare a separate

ad justment 1increasing or decreasing each affected leave element.

Implications of the Findings

Ky

Overall the leave accounting process is inefricient In part, the process is
structurally inefficient. To a far greater degree, it is 1inefficient because
of the near absénce of meaningful automated support. Substantial clerical

effort is expended maintaining what otherwise purports. to be an automated
process.

Structural separation of the leave file from the Personnel Master File is
inconsistent with the extent of dependency of leave accounting upon personnel

recordkeeping. _ The leave accounting 7process is driven by personnel
recordkeeping. It cannot function without; and is sensitive to changes 1in;
employee poSition characteristics. Yet the process has no direct access to

personnel actions.

Wwithout diréct access to personnel actions; the leave process must maintain

employee position ;information which duplicates that already contained in the

PMF. Separate systéms are used to keep each information file up—to—date Use

of separate systems for_ maintaining common information means transaction

processing 1is redundant. This redundancy is longitudinal. That is, personnel
actions are first recorded in the PMF, after which they are then recorded in

the lsave file. A minimum of two days is required to reflect a single
employment action in both records.

The leave process requirés more direct access to personnel information than 1s

qow available. Restructuring the relationship between 1leave accounting and

personnel recordkeeping to _lmprove the exchange of information would benefit

overalt employee records mainténance. Separate transaction processing is
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can be recofded in the PMF:

inefficient. Personnel actions must be prepared, recorded and verified twice
rather than only once. _Such methodolegy increases work effort; for a single
action 1is processeéd first by the Departmént of Personnel Servicés and then
later by the Division of Payroll. The delay 4introduced by thHis structure
tmpedes the ability of maintaining employee information on a timely basis, an
important requirement of the attendanceé process. A mismatch between PMF and
leave file position characteristics may cause improper rejection of an

employee's attendance from payment, the recovery from which can only be accom-
plished through clerical intervention.

Except for 1leave -accounting; the central file for employee records is the
Personnel Master File. 1In 1976, when the current PMF was designed, space was

provided for inclusion of leave information: Leave data was not included in
the PMF at that time to satisfy a ne | for independent verification of PMF

accuracy. Whether or not that n. i continues to exist today, the leave file

is not as effective a control mechanism as would be procedures specifically
designed for that purpose:

Segregation of 1leave information firom the PMF negatively impacts overall per-

sonnel recordkeeping:. - This structure requires duplicaté records; causes

redundant transaction processing and impedes overall capabiiity of maintaining

and accessing accurate and timely empioyment records: In the attendamnce

process,; leave file maintenance 1intercedes in the process before attendance

A

The need for improvement in structural efficiency strongly suggests incorpora-

tion of 11eave information into the PMF: Leave accounting would become an

‘extension of personnel recordkeeping and cease to exist as a separate entity.

Accounting for the impact on leave bglances for changes in employment status

is in all cases a separate effort performed by the Division of Payroll There

is no automated support which would facilitate this aspect of leave account-

ing; Leave recordkeeping reties aimost wholly upon clerical efforts. Archaic

pre grams relegate the computer to little more than a scrhisticated file

cab1net As a result; Ieave recordkeeping is overly Iabor intensive and far

too sabJect to the effects of human error than acceptable in what purports to
be a computerized environment. )

On the average, approximately .7 person years (about $12,000) of professional

and supporting services payroll teams work efforts are devoted to the

identification and preparatton of 1eave balance adjustments arising from
personnel activity. This effort increases significsunzly in response to
numerous employment realignments which occur annually in preparation for each
new school year. In terms of manual effort, payroll clerks cannot compete
with computer technology over the speed with which computations can be made.

Depending upon the nature of the transaction, payroll clerks may spend as much
as a half an hour calculating leave ad justments for a single personnel
action. Automating leave recordkeeping procedures would eliminate the need
for clerical preparation of leave: balance adJustments arising from personnel

actions.
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Lack of automation also unnecessarily exposes the leave procéss to human
error. Current application of computer technology 1is inconsistent. ‘It
pro-‘des for biweekly updating of empioyment characteristics; yet 1ignores any
corr..ponding dimpact on leave balances: Payroiil clerks are left to their own

resources to note the need for leave adjustments: With no automated connec=

tion between personnel characteristics and leave balances, errors may go

undetected by the system, placing undue reliance upon employees to note errors

in their 1leave balarnces. The volume of activity is too large to expect pay-

roll clerks, in the absence of computer supportrito provide effective control
over the accuracy of Ileave information: For example, a computer contrnl

preventing ten-month employees from carrying annual leave benefits is far more
effective and timely than expecting payroll cterks to review thousands of

records for the same purpose. Leave accounting sorely needs the benefits of

computer technology. The process is far too labor inteﬁsive, cumbersome and
ineffectual. Major improvements to leave maintenance can only come through
complete automation of theé process.

One particular case vividly illustrates deficiencies in the leave accounting
process. This example concerns an employee who at the beginning of the school

year transferred from a tén-month position to a twelve-month position, then

after several weeks transferred back to a ten-morth position. Following 1is
the sequence of errors which transpired, coupled with system weaknesses which
fostered an environment for error.

Sequence of Errors System Weaknesses
o Reacting to a change in status, Independence of leave file from
payroll clerks advanced annual PMF required payroll clerk to
leave, but based upon the wrong manually process the personnel
number of years experience; later action in the leave file. Redun-
corrected to increase advanced dant processing increases the
annual leave: . probability for,iand i- this case,

an error occuring.

o While processing an attendance Leave adJustments are entirely a
correction, clerk made an error in manual process lacking any auto-
ad justing leave balances. mated support which would enhance

reliability

o When employee reverted back to While the PMF is updated daily,
the ten-month position; clerk leave file activity is only pro-
processed adjustment to delete céssed biweekly. Thus the Divi-
annual leave advance. However, sion of Payroll, as happened in
because the adjustment made to this case, may be using out—of-
correct the first error was not date information. Further, the
yet recorded in the leave file, process lacks timely control to
that portion of the advance was prevent ten-month employees from
not deleted and remained on the carrying annual leave balances.

employee's leave record:
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Séquénco of Errors System Weaknesses

o Eight months later, employee used There are no automated controls
a portion of the remaining leave preventing such unauthorized
balance, though ten-month employees usage. Burden falls on payroll
areé not entitled to take annuazal clerks to review thousands of
leave. At June 30, a year-—end transactions to prevent such
computer leave update program ugsage. Further, reliance on
deleted remaining annual leave periodic checks does not assure
balance frou employeé's recozg. timely error detection.

A restructure of the leave procéss which conSol‘dates employee records
maintenance, treats leave accounting as an extension of ©dverall personnel
recordkeeping and automates procedures and controls would yleld significant
improvements as follows:

(o]

Eliminate duplicate records. Including leave information in the PMF
avoids maintaining the same position characteristics information in
separate - files. Leave accounting would satisfy its information require-
ments directly from the PMF.

Eiiminate redundant transaction processing. The important step here is
coupling the needs of personnel accounting and leave accounting into a
single action:. When the Department of Personnel Services transacts _a

personnel action; automated procedures are triggered which not only

process the employment action but also concurently calculate and record

corresponding leave ad justments. Payroll clerical involvement would not

be required to initiate leave transactions, but rather, would center on
control over transaction integrity.

Provide timely information. Concurrent transaction procéssing would

cut processing time from the current minimum two days down to one day.

Biweekly -leave maintenance turnaround would be replaced with a daily

update: Timely processing would contribute to a reduction in the

probability of employees, expecially new employees, being rejected from

attendance processing because of incorrect leave file information.

fncorporation of 1leave balances into the PMF would also provide on-line
data retrieval capability for accessing up-to-date leave information.

Conform payroll computer applications with current leave policies.

Present applications have not kept up with changes in leave policies. A

decision to open eomputer applications to revision provides a much

needed opportunity to wupdate automated procedures to reflect current
leave policdes.

Enhanced computerization would allow application of internal computer

checks improving overall leave file integrxty
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indings: Professional Employees Leave Reporting

The ,bésis' on which professional employees report leave and attendance depends
on whether they are working in a full-time position or are working in a

part—-time position{s). Professionals assigned full time positions KEport
atterndance on a basis of days worked, in either one-half or fuli-day
increments. Professionals assigned part-time or split positions report

attendance on a basis of hours worked, including fractions thereof: Among the
regular biweekly payrolls, full time professionals are the only employee group

which does not report on an houriy basis. Daily basis reporting by this one
group negatively impacts leave accounting in several ways.

The combination on the samé payroll of daily and hourly basis reporting com—
plicates leave records maintenance .Different reporting bases contributes to
a general tension in the leave procéss. The computerized leave file is blind
as to units of measure. That is; there is no differentiating between the
value of one. day or one hour. The onus for making such distinctions falls
upon payroll clerks. Payroll clerks must be cognizant of the applicable unit
of measure when reviewing records or calculating adjustments. Often this
requires researching basic file documents to make such determination.

?he greatest tension producing point occurs in conjunction with annual hudget
position and staffing realignments when professional employees assignments

change between full-time positions and part-time positions. Payroll <clerks
must convert employee leave balances to a new basis of reporting, either
hourly or daily, a laborious, time—consuming process.  Further, the leave
baitance conversion process must be timed to coincide with similar conversion

of payment basis and employee attendance reporting. Inappropriate timing at

any of these three points can cauce an error in employeas' leave records or

incorrect paychecks. As a result, the Division of Payroll closely monitors

all conversions: Since annual budget position realignments 1is a fluid

process, it is not uncommon for the Division of Payroll to convert an

employee s leave record from,; say, a daily to an hourly basis and a short time

tater, to reconvert leave balances back to a daily basis.

While houriy employees are directed to report leave down to a. fraction of an
hour, daily empioyeesiiare directed to report leave in half-day increments.
The practice of reporting absences in increments of one—half day impedes daily

basis employees from accurately reporting leave usage.

Attendance processing programs are designed to accept reported time to only

one decimal place. Wwith hourly employees, this requirement {is met by

providing employees with a scate which converts minutes into tenths of an

hour. An employee who takes one hour and forty4five minutes sick leave (1.75

hours) for a doctor's visit would report 1.7 hours,; resulting in a minor
difference between actual and reported time of three minutes On the other
hand, a daily rate employee taking two hours sick leave (:25 day) would have
to report either .2 or .3 days, resulting in a far larger variation of one

nalf hour.
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When employees did report correctly .25 days, the Division of Payroll would
have to change ghe time to either .2 or .3 days. Reporting absencés in
half-day increments was intended to eliminate this rounding problem. A half
day was selected by the Division of Payroll based on the tradition that since
substitutes cannot be engaged to work for less than a half-day, teachers will
always take at least a half-day of leave. ‘

School timekeepers were asked in a sample survey how full-time professional
employees report absences of less than half a day and between one-half and a
full day. Responses concerning the disposition of absences of less than
one-half day were as follows:

‘Percentage
p Timekeéepers
Disposition Responding
Absence excused -23% .
Excused, unless substitute required 5 :
Excused if teacher arranges coverage 3
School policy is to report omne—half day : 31
Delay reporting until accumulated absences
equals one—half day 20
Does not occur : : 10
Report actual fraction of a day S
Report one—half day, credit excess against
future absences 3
Total 100%

Following are responses concerning the treatment afforded absences of between
one-half and a full day.

Percentage
Timekeepers
Disposition Responding
School policy is to report full day 38%
Teachers always take full day 18
Does not occur 10
Report full or half-day depending on how
~ long substitute required 10
Report one-half day 8
Delay reporting until accumulated absences
_ equals a full day 8.
Report tull day, credit excess agalnst
~ future absences. 5
Report actual fraction of a day - __ 3
Total : . 100%
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The manner of treating 1irregular absences; as reflected in  timekeeper
responses, 1s wholly inadequate to protect the interests of both MCPS and

full-time professional employees. Current practice may produce any of the
following negative effects:

o Underreporting of .leave usage costs MCPS in employee productivity and

in excess accumula*ion of leabe balances which inflate monlies paid

émployées at termination for "unused” leave.
o Overréporting of leave usage péﬁéiiiéé employees.

o Requiring employees to Separateiy track absences until a half‘day or

full-day has been accumulated places an unnecessary responsibility wupon

employees and jeopardizes the accuracy of leave reporting.

o iimicigg aESencesr to a half or a full day forces employees to take more
time off than may be needed costing MCPS in employee productivity and
substitute salary expendltures., . :

Zven when employees report the actual fraction of a day absent, computer
program limitations force errors in reporting of up to a half hour.

Implications of the Findings

The findings suggest there is 1little to commend the policy of full-time

professional employees reporting leave usage on a daily basis. This practice

is. detrimental to the atténdance and leave accounting process; 1mplies

increased expenditures and fosters differential treatment of employees in .
application of leave policy. . : :

The e+t in clerical resourcés reg:ired to accommodate the mixture of daily

and h,rriy reporting 1§ incorporatéd in the .7 persou years presented in the

previ. s s:ction as resources devoted to the maintenance of 1leave balances.
It is ot feasible to detéermine an actual expendlture arising out of present
leave .-po ting practices. However, the manner of treatiné teaves  of
irregulis  periods suggest, first, an increase in the liability for payoff of
accumuiz <! icaves 3nd second; an increase in substitute expenditures to the

ex-ent toe -r ctice =»ncourages employées to take more leave than needed.

The var:z.ca ©» practice found in the sample survey reflects differential
treatment ou: eiipioyees. While an employee at one location need not report an
hour taken £+ a doctor's appointment; were that same employee at another
location, : kalf “ay's leave may have to be reported. Differential treatment

alsc exiéts tween Zaily and  hourly employees' leave reporting: Hourly
'emplovaes gt re<uired to report time down to a tenth of an hour, or in

intervals o) six minutes, with a procedural error rate of three minutes:

Daily employees, 1in reporting time in half-day increments, or four-hour
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intervals, positively or negatively, are faced with an error rate of from

one~half hour to three hours, depending on the practice they must follow at
their work location.

The negative aspects of daily reporting can be reduced thrOﬁgh improved

computerized support to reduce clerical resources {as noted in the previous

section) and b¥ introducing a scale for reporting leave in fractions of a dav

representing half-hour intervals to improve reporting ackuracy and equalize

practices. However, such remedies address effects rather than cause.

All employees, except professiomal, are compensated on the basis of a

négotiated schedule of hourly rates: Hours are thus a natural unit of measure

for  calculating wage  payments and reportingi attendance. Professional
employees are compensated on the basis °f,,§,,ge$9t§at3d schedule of annual
salaries. Some wunit of measugfe~is necessary to provide for periodic salary

payments _ ‘and for attendance reporting,rthe selection of which 1is procedural.

For professionals, the selection is inconsistent, part—time professionals are
compensated and- report time on an hourly basis, while Ffull-time professionals

are compensatéd and réport on a daily basis. The findings suggest that both

MCPS and employees would benefit were all Employees tncluding full-time

professional, to Jse the same unit of measure, namely hours, for reporting
attendance.

Eindings: Leave Balance Disclosure

Employee biweekly paycheck stubs present sick and annual Zleave balances

available for wusé by émployees, This practice of regularly informing

employees of sick and annual  leave availability is meritorious. Apprising

employees of leave balances is beneficial in avoiding any confusion as to

availability which may result in docking an employee s pay for leave taken in

excess of existing baléncés. However, the nature of current disclosure
presents incomplete and potentially misleading information. .

The amount of sick and annual leave balances disclosed on paycheck stubs

consists of cumulative unused léave from prior years, plus leave advanced for
the current year, minus leave used to the date of the paycheck. Though this

~slance represents leave benefits available for use, it does not necessarily

”ﬂpresent the amount of leave an employee will actually earn. The amount of
irave earned may differ from what has been advanced.

Empioyees are rJvanced leave based upor their anticipated annual work

schedt.le. An empluv:e working his/her full schedule will st the end of the

fisca: year have s:rned leave benefits equal to that advanced the beginning of

the year: If an enproyee incurs any absences without pay, he/she will not

earn 1l leave whic~ has been advanced. Employees are liable for repayment of
any er::ss use of a’canced leave, the satisfaction of which is normally
attainz. through a reduction in the succeeding year's advance.

41




.

Disclosure of leave svailability is based upon leavé advanced and doés not

reflect the effects of unearned leave. Thus; the balances presented will not

alert employees of actual or impending liability for excess use of advanced

leave if they earn less leave than taken:. On an "advanced basis;” disclosure

depicts availability of leave benefits during the year, declining as leave is

used and if ail leave is used; reaches a balance of zero. This basis does not

reflect adJustments which reduce actual teave available when an employee is

absent without pay: When employees are so absent, they do not earn sick or

annual leave. The *eave accounting process captures adjustments which reduce

earned leave, but does not apply them against employee balances to reduce the

amount of leave available. So during the year, balances provided employees

can be overstated. ¢
Implications of the Findings

Itiere were 913 employees in fiscal year 1981 who ended the year with a nega-

tive sick or annual leave balauce: Because ﬁdvanced basis disclosure is not

ad justed for unearned leave until the end of the fiScal year, it 1is quite

probable that most, 7if not all - - 11oyees were unaqareiofitheir pgsition
utitil finding their fiscal year et reduced byitbe amount of unearned
leave. Without prior knowle: ~:@3 cannot intelligently plan leave
usage.

Prudent planning of leave ... Lyuiras informed  disclosure.  Leave

information presented on emgloya. paycHec“- falis short of this mark. The

emphasis of present disclosure 1s upot use of advanced leave. While employees

are allowed to use leave in advance of its being earned they are nonetheless

responsible for unearned leave, and should be made aware’ of this. A simglez
effective way to improve disclosure to employees is to reduce leave balances
directly for unearned leave, Overuse of advanced leave w°?%§,,99t be

eliminated in total, but should be reduced substantially This approach would

avoid giving employees the impression they have more 1leave than tb??,,“?%%

actually ‘earn and would also provide a direct relationship between earned and
advanced leave which is visible to employees

Findings: Disability Leave/Workman's Compensation Insurance

<
Employees who are absent as.a result of injury caused by an accident occurring
in the coursée of his/her -employment may receive continued salary payments
through disability leave  benefits contained in association agreemerits.
Disability benefits provide full payment of salary during the period of such
absenges, less the amount of any workman's compensation insurance payments
awarded.




Disability leave must be requested by employees and approved by the Department

of Personnel Services. Authorizations are requested as well  from

principals/directors and area offices. Final approval of disability leayeiis
contingént upon approval of a workmen's compensation claim by Montgomery
County Claims Services.

Votification of approval of a disability leave request is distributed to

appropriate officials, dincluding the Division of Payroll Thiis notificatign
to the Division of Payroll becomes the authorization to pay dlsability leave.
There are no defined prcceéedures notifying employees of disability leave

approval.

3

Insurancé and Retirement, which bécomes the basis of request for awarding
workman's compénsSation payments. The Division of Insurance and Retirement
reviews accident reports for complétenéss and forwards them on to Montgoumery

County Claims for processing.

Separately, an employee must file an accident report with the Division of

The Division of Payroll 1is résponsible for processing disability leave
reported by employées, adjuSting salary payments for workman's compensation
awards and adjusting payroll attendance and salary records for claim
approval/disapproval The nature of workman's compensation ~claims generally
causes the division to process such adjustments on a time consuming
retroactive basis. ”

Implications of the Findings

In practice, the procedures requiring approval for disability leave\\benefits
are, at best, not relevant and at worst create substantial risk to an\employee

for repayment of disability leave. benefits - should his/her workman s
compensation ‘claim be disallowed. Approval of disability leave is contingent
9999W§,W°rkman s compensation award vet it 1s otherwise a. wholly separate

process from workman's compensation. Disability 1leave follows & trail of
approvals which in the end does not have a béaring on actual approval.

For supporting services employees, approval of workman's compensation claims
is the central issue for receipt of disability leave benefits. However, the
payroill system is linked to the disability leave process for determining
whether or not an employee 1is _authorized _for continuing salary payments.
Because an average thirty day périod is needed by Montgomery County Claims to
process workman's compensation claims, intervening salary payments are made orn
a contingent basis. The contingent nature _of these payuents necessitates

complex accounting by the Division of Payroll as well as exposing employees to
the risk of 1iability to MCPS for repayment of salary in the event claims are

disallowed.
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For professional employees, the central issue is interpretation of the MCEA
agreement of disability leave benefits. One interpretation suggests that MCPS

must approve disability leave benafits regardless of _the merits of the

associated workman's compensation claim. Under this "~ interpretation;, a

professional employee must receive continued salary paymenti under disability

leave even if his/her workman's compensation claim is denied.

Workman's compensation jnsurance 1is a compiex area which under any system is a

cumbersoma operation. The dual systems for disability leave and workman's

compensation claims, and the question of interpretation of disability leave

benefits further complicate this area: The limited resources of this study

are insuffic: :nt to address this complex area: MCPS should form a working

committee to study ® disability leave/workman's compensation policies and

procedures and to make recommendations to improve the effeetiveness of this

area. Suggestion for issues and related questions the working committee
should address include

o Approval process. Should disability . leave/workman's compensation

approval procedures Be consolidated urnder an umbrella approval process?

Since disability leave 1is contingent upon an approved workman's

compensation claim, should an umbrella approval process center aroaad——\

workman s compensation claims procesqing and approval procedures?

o Functions and responsibilities. Who should participate in the approval

process and who shculd be included on an information basis only? Shocld

one office be given overall Lesponsibility7 Is the dissemination of

information appropriate? Is it adequate? Are there any functions which

would benefit from computer support? Would improvement in computer
support be cost-effective?

o MCEA contract interpretation. Is MCPS obligated conmtractually to
approve %ll professional employee requests for disability leave
benefits?

o Contingént benefits. Should irnterim contingent disabiiity leave
benefit payments bé made prior to resolution of workman's compensation
claims? Are there alternativeS(/thch would less*n the risk to both
employees and MCPS curréently associated with interim benefit payments7
Can_ or should MCPS grant interim benef‘t payments on the basis of a
preliminary decision of the merits of a workman s compensation insurance
claim while awaiting a ruling by Montgomeryv County Claims Service?

lThé new MCEA contract; which became effective July 1, 1982, states that
approval of disability leave is contingent upon final approval of the related
workmen's _compensation claim, thereby «clarifying, for perieds cubsequent to
July 1, 1982, the issue of contractual interprétation. " -
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Findings: Leave Benefit Categories
.eave accounting is dééignéd to capture ,ieéve, usage Vunder fifteenr separate
categcries. The catigories correspond with the types of short—-term leave
henefits nrovided in Association~ Agreements. These categories include:

personal illness  _ sick leave bank
{llress_1in the iamily professional leave

. annual leave unusual and imperative leave
personal leave military leave
holidays . civil leave )
emergency leave . disability CT
bereavement leéave-immediate leave without pay

family

bereavement leave - other

A question periodically posed ‘bncérné the need to.account for leave usage at
this level of detail vérsus someé altéernative which <consolida leave
reporting for a:ttendance bprocessing purposes into fewer categorie.. The
underlving logic of the question suggests that lcave reporting is directed by
the need to control usage and the need for administrative informaticn, so that
a category lacking these requirements would nct necessitate specifi:. reporting
is a2 separate category.

Tertain ses of leave benefits are subject by Association Agreements to usage
limitaticns which require specification in _atténdance réporting to accumulate
usage for measurement agzinst limitations; effectinuz when necessary, a cutoff
of further usage. Sick leave 1is captured under two categories, personal
tilness and illness in family, to monitor usage under différent limitations as
provided in Association Agreements. Othér typés, such as professional and
civil leaves, are not subject to defined limitation, but are captured for
administrative purposes, for example, in evaluating substitute teacher budget
r“qulrements

.1 which has been suggested would réducé, thé hg@bér ,of réportiﬁg

Ap nosa

catepncier ‘rom fiftesn to  nine._  This reduction is effected by combining
personal :ilness and illness in the family into a single sick leave category
1ad cansolldaoding reporting of béreaveémént,; professional, urusual and
(mpe-va lve, oivi'  and military leaves undér an umbrella category, other
o }w cavowonatiration for their consolidation under the former states that
,irce emnicsnc =, of sick leave is controllable only in the aggregate, no
—urpose ¢ -~erved by wusing two _categories; and in _the latter, the six

-ategories o rot require centralized control aad administratively provides
Surf**'cn' anzlytic information whether combined or reported separately.

4
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Implicatfons of the Findings

?educing the number of reporting categories of fers to simpiify attendance

preparation and ‘mérely through a reduction in categories lessens the potential

for misclassification of leave , usage. However, this study makes no

recommendation conceérning consciidation as achievable be“ef§§§,,§9, not appear

material and little procéssing emphas-s is now given to categories which would
be candidates for consolidation., Nor douldr keypunching activity iikeiy be

reduced as, even in combined form, leave usage would stili require
_-processing. On the othér hand, some level of reasoning does exist for
individually reporting each category.
A word of caution 1is necessary concerning the useability for administrative
analysis of the six categories méntioned above. First the mixture of daily
and hourly réporting raisés a .uestion of ‘the interpretive value of
information which contains no assigned unit of measure; a case of mixing
apples and oranges. Second; these categories are not subject to unit of

measure conversion when employees move bét@één hourly and dailyr assignments.
Thus, the historical basis rur identification of'unit of measure is lost.

Findings: Other Leave Accounting Matteérs

Empioyees on Long-Term Leave

A category known as ~"9999s” consists of a smc i group of employees (38 in

Februarv, 1982) who are on long—term leave wusually for persoral illness or

maternity leave. While #n this classification, these employees receive no
regular salary, but can continue receiving salary payments by  using
accumulated sick leave benefits. As long as payménts can be made from leave
benefits; these employees also continue to earn additicnal leave benefits,
which 1dds tc the pool of benefits available for continued salary payments.

Hoge» r; because of the nature of leave accounting computer . programs, biweekly

acerta.s of leave earned must be manually mdintained' by payroll clerks;
Invoivxng calculation of additional leave earned and processing an adjustment

to add that amount to employee's leave file record. While the clerical time
tnvolved in processing salary payments for this ‘group 1s not significant

approximately three hours each pay period (about $500 annually), the

processing methodology is at best a nuisance and at worst highly prone to

clerical errors. The process is a nuisance because payroll clerks are

rwrlrcating cOmputer functions which credit these employees for leave earned,
but, because of program structure a-e incapable of cred: ting for payment.
Reliancez on manually calculated balances introduces the potential for clerical
srroy. Payrotl clerks do periodically match their «calculations against

cumputar caiculations to check the accuracy of their figures. The disclosure

lad }

Py -

ERIC

Aruitoxt provided by Eic:



of ome such error in fiscal 1982 becamé a highly visible matter, involving a

number of offices including the Montgomery County Council, the Board of

Education and the superintendent of schools.

Annual Leave Anniversaries

Association Agreements provide three levels of annual leave based upon the

nuinber of years employment with Montgomery _ County  Public Schools.

Determination of the amount of annual leave to advance employeés is based on
their years of EXperience While professional payroll lgave accounting

procedures use years experience data for thic determination, supporting

services payroll procedures use a determination method based.  upon permanent

status codes. Using permanent status codes 1is a convoluted approach to

determining the amount of lesave advancement. The information necessary foxr

=uch determination, years experience, is already available in,employeé leave

:cords. Translating that in‘ormation into code form is not necessary and
cught to be discontinced.

In the year a pc-fessiotnail  employne. reaches .a annual,leave anniversary,

payroll clerks tredit the tmptoyee s leave record for n “.additional year of
servicr and advani- annuai leave at the next higher level. Payroll clerks
then must make z ~ote RO reverse out the addition of one year to the years

evperience <({ieid come the end of the fiscal year. This reversal is made
nécessary »y the fact that at the beginning of the next fiscal year thé match
of the PME apainst the leave file witl also increase the employee's years

expérience by on: year. 1f the Division of Payroll neglects to procéss the

raversal, years experience on the employee's leave record will be overstated.

Computatioral Rounding Facter

Tﬁé bivision of Payroll computes all 1eave balances and ad justments to four
decimal places. This practice involves a level of accuracy wholly unnecessary
for proper leave accounting: The value of .0005 hours or .0005 days is niurely

ésoteric. Rounding calculatioms to one or two decimal places would be
sufficient to provide for accurate leave accounting.

Implications cof the Findings

.

Individually, these items dc not constitute significant deficiencies. Yet

taken as a whole, they reinforce the need to evaluate and revise the leave
accounting function. The lack of meaningfui automation shifts,responsibility
onto the shoulders of payroll clerks.. The lack of structural integration. of

leave accounting with personnel accounting creates unnecessary and at times

dys functional practiceq Lastly, a general inertia impedes the desire for

change, even when it involves practices that no one wants or needs.
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ﬁecommendations

Recommendations heére are necessarily general as decisions concérning imple-
méritation are many and are best reserved for paytoll managémént to address.

The

~aforementioned indings strongly suggest a major initfative to overhaul

the leave accounting process to effect the following recommendations:

O
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Incorporate all leave accounting information into the Personnal Master
File. Separate leave files for professional and supporting services
employees should be discontinued.

Zonsolidate basic employee recordkeeping ‘procedures into~ one sSvatess .M
1 manner which recognizes "~ cave information maintenance as an exrewus..un
of general personnel record 2epinv: eliminating the present dual = v ord-

ing systems.

Improve data access and retrieval by extending remote terminal display
capabilities to the leave accounting area.

Introduce computer technology to:
minimize reliance on clerical intervention

facilitate monitoring of compliance with MCPS leave policies

extend full :iave accounting capabilities to the extended year

Pwpioyment ane temporary, part—time payrolls, and employees on
long~term leave

N

Standardize leave and attendance reporting by applying the same hourly

reporting basis to all employees.

Amend the basis on which 1leave balances are presented on employee
paycheck stubs by reducing the balances reported as available for use by

the amount of any portion of advanced leav. .+hich will not be earned by
an employee:

Fsta itsh a committee with a mwmandate to  study disability
leave/workman's compensation policies and proc.iures. Among others,

this committee should include a representative from the Department of

Personnel Services; Diviston of Payroll; Division of Insurance and

Retirement, Department cf Association Relations and Division  of

Administrati-s Analysis and Audits:

Determine supporting services employees annual leave benefits by using

years ewperience data directily rather then by using permanent status
code indicators.
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o Round all leave balance computacions to no moré than two decimal
places.

A restructure of leave accounting suggested by these récommendations offers

the Division of Payroll an opportunity to reduce clerical resources in this

area by .75 person years for an estimated aggregare savings of $13,000,

including fringe benefits.
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CHAPTER 6
ATTENDANCE PROCESSING

Intrcduction

The purpose of this chapter is to evaluate the efficiéncy of atténdance
processing procedures. In its simplist terms, attendance processing_ comprises
a set of procedures designed to accumulate employee attendance data and to
combine that data with salary compensation information £for production of a
paycheck. These procedures occur-in the following four phases:

Phase Procedure -
I . Attendance collection and summarization

a. Collect and summarize employee attendance
b. Validate attendance data

It Attendanc: data conversion
a. Batch attendance documents
b. <Xevpunch attendance data
c. Validate employee authorization for
payment against leave file
d. Reprocess errors and adjustments
IT1 Leave accounting

earned and used during pay period

IV Payment processing
a. Load attendance onto the Personnel
Master File
b: Validate employee authorization for
payment

c. Reprocess errors and adjustments
d. Produce paychecks

Exhibit 6:1 diagrams the functions within each phase of the current attendance

processing cycle: There is not a single attendance processing cycle. There
are six separate attendance processing cycles, one for each employee payroll
group. Although  there are variations in specific procedures between
. .
oy s
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EXHIBIT 6.1
CURRENT ATTENDANCE PROCESSING CYCLE
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attendance cycles, they all share sufficiently similar. dééign _characteristics
to allow all to be evaluated 1in terms of the phases outline above. The:
existence of multiple payrolls is itself a mhjor issue affécting not _only
attendance processing, but the payroll system as a whole. Because of its
importance the issue of multiple payrolls is addressed separately in Chapter
7. ) :

Findings: Attendance Collection and Summarization

The function of phase I of the attendance processing cycle is to collect

summarize and validate employee attendance data. The employee attendance

voucher 1is the basic source .of attendance data. All payrolls require some"

form of attendance reporting as a precondition for salary payments. The type

of document used and the manner of reporting varies between and within payroll

group< There are eight attendance voucher forms 1in use and fifteen

dentifiable ways of collecting attendance: Collection methodology

incorporates a variety of principles and procedures. Across employee groups

attendance may be reported in daily, hourly, nightly; or singular units on a

positive basis, exception basis; or on a modified exception basis: Attendance

data may be collected biweekiy, triannually,; or during epecified intermiztent

periods. All payrolils specify some form of attendance reporting by

employees. Howeverzwrtbere is tittle consistency within and between payrolls

in attendance reporting requirements:

The attendance processing timetable specifies that 1location  timekeepers

transmit attendance documents to the Division of Payroil by the close of

business on the last day of the pay period. In order to meet this timetable,

employees are usually required to wlbmit their attendance vouchers to

timekeepers on the last Thursday of thz pay prriod; giving timekeepers that

day for preparing attendance documents for submission to the Division of

Payroli the foliowing morning Meeting these deadiines necessitates an

estimation by employees of their reportable attendance for the last work day

of the pay period Under normal circumstances,; employees should be able to

accurately anticipate their work schedule: However; an unexpected absence or

the workiug of overtime would result in incorrect attendance reporting.

Payroll procedures specify that adjustments of previously report time be

Submitted using a voucher correction form: Other impiications associtated with

this requirement that attendance be estimated for the final day of the pay

period are summarized in Chapter 8.

Responsibility for summarization of employee attendance data resides with

either tocation tImekeepers or payroll clerks depending upon payroll group.

Empluyee attendance on the two permanent payrolls and the EYE payroll is

transcribed by iocation timekeepers onto summary attendance vouchers: Summary

attendance vouchers are preprinted reports containing relevant position

information, valid as of the beginning of the pay period, for ez:h employee by

reporting location: Timekeepers fiit in the days/hours worked and absences

taken by leave category as reported by empioyees: Any changes in prepr1nted

information or employment changes occurring since the beginnning of the pey

period are reflected on the summary vouchers by timekeepers writing in the new



information. An important requirement of the two permanent payrolls 1§ the

determination by the timekeepers that each employee's reported attendance
bidlance with his/her days/hours scheduled for the pay period. That is; 1if an

employeée 1is scheduled to work eighty hours, the timekeeper must, through a

combination of time worked and absences, fully account for eighty houré.

Tmployée attendance on the temporary, part-time and the extracurricular

activities payroll is summarized by payroll clerks rather-than timekeepers.

Reporting locations transmit individual attendance vouchers to the Division of

Payroll. Payroll clerks then transcribe employee attendance onto summary

documents. There is no requirement to balance reported attendance to hours

scheduled as there is with the two permanent payrolls since these employee

Payroll teams apply a number of procedures against reported attendance which

are 1intended to verify thé accuracy of data prior to its submission for

computer processing. The objectives of these procedures are twofold: to

ensure that employees are compensated only as authorized and to detect errors

which would cause an employee's attendance to be reJected during attendance

computer processing. In large measure, the application of these procedures is

either redundant or inappropriately matched with functional responsibility.

Payroll teams procedures 1ignore the responsibilities and/or capacity for

attendance verification provided by reporting units. Further, application of

these procedures-are generally redundant with both timekeeper functions and

computer processing edit controls. Examples of procedures which faill in this
category including the following

o Verifying that timekeeper corrections or additions to  preprinted

summary attendance vouchers agree with data in employee s PMF record:

o Comparing all EYE employee time vouchers to summary attendance
vouchers to ensure correct timekeeper preparation.

o Verifying the mathematical accuracy of attendance documents, including

determination that each émployée's time reported agrees with his/her
units scheduled. . )

o Determining that time chargéd to.the sick leave bank 1is in compliance
with an employee's grant authorization.

o Determining that any excess use of bereavement leave 1is supported by

unit manager approval.

o Determining that a substitute téachér reported as long-term has been
authorized for long—-term status and has not incurred a break in

SErVIt_ R .

Responsibility for accuracy in attendance reporting resides with reporting

units: Procedures exist, including réview and approval, which specify

reporting unit verification 1in each of the above examples. Division of

Payroll procedures are thus not initial verification, but are redundant to

verification procedures which are, or at least should be, applied by reporting
units.
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From another viewpoint, payroll teams verification might be justified as a

check over the accuracy of reporting unit attendance preparation. With_  the
exception of wverification of EYE attendance documents, verification s either
radundant or ineffectual: Reauﬁaanay exists with computer edit routines which
appiy the same procedures as do payroll clerks. For example, computer edits

verify the mathematical accuracy of reported attendance, 1including agreement

y@th7ug;ts scheduled: Other procedures are ineffectual because payroll clerks
do not have the information with-which to make an accurate determination of

correctness. The most which can be done 1is to assure that attendance

tnformation does not confiict with the PMF. Such action assures an employee a
paycheck, but not necessarily for the correct amount.

Implications of the Findings

The 1lack of coﬁsistéﬁcy in attendance collection methodology presents a

confused picture when the payroll system is viewed as a whole. At this level,

there is an appearance of overspecialization which suggests costly

complexity. With separate payroll processing, specialization 1is possible

without producing significant negative effects. Standardizing attendance

collection procedures would, in the aggregate, simplify payroll procedures.

Were there only one payroll this would be a critical objective:. However; as

long as separate payrolls exist, the cost of obtalning consistency outweighs
any benefits.

The Division of Payroll expends approxxmateiy :5 person years (about $9,700)

through assumption of responsibiiity for summarizing and verifying 7tbe

mathematlcal dccuracy of temporary, part time payroil attendance: \ecognition .

of procedures performed by reporting units suggests this time investment would

be saved by transferring the summarization and batch totaling functions to the
reporting units.

Following is a summary of the approximate distribution of the temp -ary,
part—time payroll by type of emptoyee:

Number of Paychecks

Bus driver substitutes tt5
Adult education teachers 330 i
Home instruction teachers 70
Temporary employees 615
Secretarial substitutes 30
Cafeteria substitutes 50
TOTAL 1,210

’

Bus driver substitutes, as a group, are already being summarized by the

Division of Transportatton rather than by the Division of Payroill: Procedures

now performed by the Department of Adult Education are the equivalent of

summarization of adult education teachers vouchers. Thus; adding the task

of transcriblng attendance onto summary vouchers would not necessarily alter

L
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nre-trar.on time. Hove tnstruc~i\n vouchers are processed on an _ unsummarized

:sie and ~eo 7'“'*inu“ as aach. Temporary employees are widely dispersed
.d for an+ ;.:tfu .car reporting unit would only  require summarizing
attencince :ov .+~ :cw employees. Secretariat and cafeteria substitutes
attendance, on . fher hand; does naot lend itself «&o reporting wunit
summarization, as ik locations cannct be anticipated in advance. For these

two groups, summari ;ation and control is most effectively performed by the
Division of Payroll.

In add'tion to saving .5 person years, transference to reporting units of

respon. .1lity for summarizing temporary, part- time payroll attendance would
produce other significant benefits, as follows:

o} ReducLion in payroll housekeeping associated with - handling over a

thousand atgendance documents each pay period. ) This would more than
of fget adthiona‘, payroll time required to distribute preprinted

summary attendance documents to reporting units.

o Eliminate problems payroll clerks encounter when attempting to

correctly report attendance for employees «with muitipie positions.

Location timékeepers are better equipped informationally, to make such
determinations.

o Regular receipt of preprinted Summary vouchers would afford reporting

units an opportunity to _affirm thé <correctness of each temporary
employee's position and salary-related data.

corrections are rrocessed annually. _ A sample survey of timekeepers suggests

that the overwhelming majority of voucher corrections occur out of a need to

correct employee attendance estimates for the last work day of the pay

period. Were employees not réquired to estimate attendance, the volume of
voucher corrections would decline substantially. However, the payroll

processing timetable requires submission of attendance documents to the

Division of Payroil on the last. day of the pay period. This timetable

The Division of Payroll. estimates that about 25,000 to 50,000 voucher

provides payroll teams time to verify attendance vouchers before submitting

all documents for keypunching by 5 p.m. Monday. Realignment of verification

procedures would ease attendance _colléection time constraints, alilowing for

eiimination of the need fuor _employees to estimate  Friday attendance.
Recognizing the redundancy and 1ineffectiveness of these procedures would

provide a basis for realigament.

ipplication of verification procédurés by payroll teams provides a

preidentification of attendanc¢ proviessing errors. Computer edit controls
witl identify errors and discrénanciés; but one processing day Iater than
found by payroll clerks. An extra day is gained for error corrections

activity for a given attribute, as opposed to acting only upon activity
identified as an error. Thus, these proc- 'ures are only beneficial ‘to the

purposes:. The extra day, however; is gained at the expense of examining ati

axtent that the error rate is substantiz . The only item which resembles this
situation is incorrect preparation of EYE summary attendance vouchers by
timekeepers unfamiliar with the process. For all other items, the rate of

error is too low to justify the lévél of payroll clerks' verification efforts.
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This group of clerical veriflcation procedures could be eliminated githouc an

adverse - effect on ovérall attendance processings accuracy. It <c¢an be
accomplished through a combination of  actionms e @D reemphasizes
timekeeper responsibility for accura¢” of atter :. e data; and (2) allows
appropriate reliance on existing co: ..t.cexr edit co™.r 8 as a primary error
detéction mechanism. Actions take~ to elimirnsi=z these payroll team steps
could yield annual savings in payroll resocurces of about .7 person year
{516,000). The savings 1in time on the professional; supporting services and

EYE payrolls would be sufficient to allcw timekeepers until Monday before

submitting attendance documents :o the Division of Payroll, with enough time

available for payroll teams to prepare attendance for keypunching by the

_present five o'clock deadline. Such a change in schedule would remove the

need for employees to estimate their attendance for the last work day of the

pay period and the subsequent need’ to correct changes in estimates.

Findings: Attendance Data Conversion

The fonction of phase 1II of the attendance processing cycle is to produce a

computer tape of actual attendance as reported by employees. This attendance
tape provrdes phase IIT with the attendance data needed for recordlng leave
used and computIng leave earned by employees. Attendance documents are

~rocessed 1in batch mode: Batch processing provides for convertlng attendance

data from summary attendance vouchers ontd computer attendance tapes on the

basis of controlted groups: The use of controlled groups énables isolation of

processing errcrs for control purposes which, overall, both facilitates

aggregate processing control as weil as error Iden*iftcation

Obtaining control balances is the last step payroll teams perform pri -
turningiiattengance docupents over ~the . the D%YE?E?P,,9f,,?a§§,l,?59c* T
Qpe{atlons 7§oriigevpunch1r €ontrot balance catzgories and grouping 1 :czs

differ between the payrolls: All payrolls incorporate & control over the

‘number of attendance records plus some combination of controls over reported

sttendance: Control grountngskincorporate at least three levels, for example,

(t) location total; (2) subgroup total, and (3) grand total: Payroll teams

obtain controt balancer by addlng entries by controlled category. by lIocation,

aggregating location totals to arrive at subgroup totals, which in turn are

combined to arrive at a grand total by concrol category. Control balances are

then recorded on control sheets for subsequent use in determinlng the accuracy

Once batch control baléncés have been recorded, attendance documents are

forwarded to the Divisinn of Data Processing Operations for keypunching onto

attendance tapes. The attendance tapes are initially prepared prior to the

end gf the pay period in conjunction with production of the preprinted summary

ance vouchers: The information contained on the attendance tapes is the

atten
same as that which is pr1nted on the summary attendance vouchers Thoagh

specific information contained on attendance tapes differs among paYroll

groups, these tapes share a common purpose of reflecting all payroll group

emplovees authorized by the PMF for salary payment:
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The two permanent employee payrolls, professiomal and supporting services;

utilize exception _basis processing. Attendance tapes contain the number of™ =

days/hours each employee is scheduled to work and thus, is expected to account

for on his/her attendancé Vvoucher. Specification of work schedules on the

attendance tapes saves time during ...tendance processing as only exceptions to

regular attendance; such as leave taken and overtime, need be keypunched For

example, it 18 not necessary to keypunch reported attendangce when an employee
works each of the ten days hé/she was scheduled' to work for the pay period, as

the attendance tape already contains that eXpectation. Were the employee to

take a day of sick leave; then the employee s reported attendance would have

to be keypunched to adjust the attendance tape to reflect (in this example)
nine days worked and one day of sick leave used.
o

Unitke the two permanent payrolls, there are mno predefifed biweekly work

schedules assigned employees paid through the temporary, part—-time, the EYE

and the extracurricular activities payrolls Attendance data conversion

requirements of these payrolls necessitates positive basis processing, that

is; keypunching 211 attendance réportéd by employees. The substitute teacher

payroll also uses positive basis processing. Kowever, éttendance data
conversiogi isiaccomplisﬁed not through kéypuiiching, but rather througbithe use
of computer optical scanning equipment. The optical scauner reads each

attendance voucher and records the data onto an attendance/tape

/

The initial keypunching or updating of attendance ,/tapes generates the

production of attendance transaction, edit and batch control reports which the

Division of Payroll uses for verifying and controlling the accuracy of

attendance data conversion. Among the different payrolls, the primary focus

at this point Jn the attendance process 1is the jdentification.of errors

incurred during the updating of attendance_ tapes. Verification of batch
controls begins at the group level (usually four groups) A group winich is

out of balance with control totals requires; first, a checking of 1ocation

totals until the ones which are out~of- balance are found, then checking the

appropriate tocation attendance reports to locate employee(s) 1iose attendance

is incorrectly presented: This pricess will identify either a keypunch error

in a control field - (oniy) or a clerical error in the control total: Another

edit report presents addition errors, in which _keypunched attendance does not

agree with biweekly scheduled hours, and duplicate records, in which an

employee's attendance is listed twice on the attendance tape. On the two

permanernt payrolls only; there is a dummy edit report which lists employees

who, based on a match of the attendancé tape with the leave file, do not have

a leave record. This edit report indicates that listed employees etther have

no leave record or there was an error 1in keypunching employee s social

security number or position class number. All indicated errors from these

various reports are Investigated and reprocessed in a second update of the

attendance tape. The same edit reports produced in the first attendance

update are also received with the second attendarce update. The end product

of this phase is an attendance tape which reflects actual attendance as
repurted by employees.
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lmplications of the Findings
The calculation of location attendance control balances by ray
suggests a misalignment of functions betv . payroll clerks aad tl

roll teams
L.Keepers.

Timekeepers are responsible for the correctness of atténdance -~ocuments. An

effective mechanism for determing such correctness involves a
mathematical accuracy. A sample survey of timekeepers found that
permanent payrolls over sixty percent of the timekeepers do in fact
attendance totals as a part of their check of the accuracy

preparation of summary attendance vouchers.

Payroti team responsibility extends to control over the accuracy of

processing, det=rmining during each operation that reported att

chéck of
on the two
cdlcula . e
of their

|
attendance
endance is

converted correctly into salary paychecks. This determination requires the
use of control balances. It does not, however, require their preparation by

payroll clerks.

Reassigning the function of obtaining control balances to location t

presents the following advantages:

o Because timekeepers have access to_ both employees and.
attendance documents, they can correctly dispose of errcrs de
the course of calculating control balances Payroll clerk

-~

o The Division of Payroll would invthé aggregate sav:e .3 pers

imekeepers

sipporting
fected 1in
s, lacking

Ohé years

(about $5,600). The impact on timekeepers wouid be negligible since |

(1) it appears a maJority already calculate attendance totals
dispersion among all reporting locations leaves each

responsible for only a small number of total payroll group emp

cand  (2)
timekeeper
loyees.

During the initial step of keypunching reported atténdancé, documénts are

batch cc- - lled on the basis of defined groups. The error isolati

suggests t:... a more natural batching would occur were attendance
!

batched instead by location.

Coupting timekeeper calculation of control balances with locatio

on process .
documents

0 batching

presents an opportunity to streamline the batch control process by shifting to

the cggggter the search for out—of=balance location controls.
caicuiated controlxbalances would be keypunched. as the last entry

Iécatién s atfen&ﬁgpe input. The computer, when checking the ma
accuracy of Iocation attendance, would match its calculated total
controt balances. Messages on the attendance edit report would

indicating by location whether processad attendance balanced or
batance wifb, control totals. Additional mescages printed when a 1

out-of-batance would 1isolate and present the transactiorn(s) cr

put—of-batance condition.

rimekeeper assumption of the task, of obtaining control balances.

facilitate expansion of control élements to include  Specif
categories. Present controls only detect errors which create a ma
-
<~
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dezoct  a kevounching error {f sixteen hours of sick leave is incorrect;y
Lo ied as =isht nours, but will not ‘iscover an erroneous processing of

2ave as annual leave. While t:... _requency of such errors is low, it is
srlace to leavé to the .employee the respon51bility for detec:zng
sing arrora, This 1s & function which should reside within the

e . itselr.

t{sorepanoy. ey cannot ldentlfy cl1ssification errors. That is, controls

- balances to include specific leave categories would be an
payroll clerks to assumé strictly on the basis of the large

S N

plovee attendance they must process. Dispersed among location
sxpansion of control elements 1is achievable for only a small
Cerss e Ly rime,
Findin gs: Leave Accounting

Af e third phase of the atténdance process 1s twofold: first, to
) lesve balances in the leave file for leave benefits used and
Lrioionag enefits earned during the pay. period;,; and second, to adjust
trasiance tapes when employees report leave used in excess of balances
sle to tnem. This phase applies, in total, only to the professional and
supperting  services payrolls, as the full array of leave benefits is limited
+, .nolovees on these two payrolls. Ten-month professional employees, while
sorzing  in extended year employmert assigmments do not éarn additiondl leave
' way use sick leave benefits accumulated through their
Thus, modified leave accounting procedures are in effect

: savrail  which accept sick leave reporting and which adjust
Loaitie 0UTLS I” the event excess lcave 1s reported. This process is not
antomated tnﬁl ., as payroll clerk: must manually -date leave file
when excess sxck leave 1s reported. Ten—-month supporting services

also uase accumulated sick leave (bepefits when working in
asstgnmeﬂrs However, automated .leave accounting procedi 2s
axtended to include the temporary, partftimé payroll, on which

S '“WoftediiiiThIS gap in automated support is filied by payroll

seyarately rrocess leave adjustments to record in the leave file
vrted by suprorting services employees while employed in a temporary

S prepared in phase II of the attendance process contain

ployees: These tapes are used during phase III to record

used in empioyees leave file records. In the process,

~ize¢  procedures compare the amount of leave reported to the employee's

mulative balance and reduce the cumulative balance for leave

vl T tle evernc leave rEported exceeds the available cumulative balance,
rvide automatically for the disposition of such excess. The

saner i disposition  varies with the category of leave tnvolved, and may

e 1l location of excess leave from the excess category to another

satepors before transference to leave without pay.

60
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fsr leave reported and employee leave benefits balances have been credited for
ad “'tional leave earned Jduring the pay period. The attendance tapes have beén
. sted for ewcess lzavé reported and at this point contain actual employee

i
rreadance which in phése IV becomes the basis for computation of salary

payments.

completion of the leave accounting phase, the leave iile has been updégéd

Ay
K

Implications of the Findings

iccounting for leave reported by professicnal and  supporting services
employzes through the atténdance processes of their respective payrolls are

effective operations. - Automated procedures are efficient and appropriately

compiement the objectives of this phase of the attendance process:

+s noted previously in Chapter 5, the same level of ac:omated support for
leave rep ‘ting provided the two permanent payrolls does excend as well to the
ZYE and ctemporary, part—time payrolls. Changes in leave policy have extended
limite. leave benefits to permanént employees when working in assignments paid

through the EYE and temporary, part—time payrolls. However, attendance

processing computer programs have not been modified, in total, to accept
efficie~tly leave reporting by employees. The ability to use leave benefits
on these pavrolls is not, but should ve, complemented wirh the capacity to
accept and account efficiently for leave reported.

Findings: @ayment Processing
The focas of the fourth phase of attendance prow.essing is alculation of
employee paychecks based upon repcrted attendance. The necessa:_  ingredients

salary racas and deduction information contaiiied in ‘employee PMF records.

Thus, this phase begins by transferring the data from attsndance tapes to

for this phase are reported attendance contained on the attendance tapes and

employee PMF records. Concurrent :ich recording attendance in the PMF is a

validation check that all employses reporting attendance are in fact
authorized to receive salary payment. Existence of an active PMF recovd
constitutes such authorization An individual who does not have a PMF record
or whose record is inactive is not co-sidéred an av-horized employee for
payment purposes, and he/she will not be paid for repor d attendance until an

1 Do non ca e o e
Chapter 7, in its analysis of the current multiple payroll structare;

mikes recommendations which would provide the requisite capacity to account

for leave reporting by ten-month employees while working in extended year

assignments.
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active record {§ created. EmploVeé attendance will also be rejected; 1in full

or 1a oart, from further paymént processing 1f there ‘< any discrepancy £in

employee position characteristics on the atténdance tape as compared to the

{nformation in the PMF. _ All 1instances of disagreement are automatically

‘»solved in favor of thé PMF, as 1t 1is thé scle authoritative source for
vloyee payroll information.

A computér report i3 producéd in conjunction with the recording of attendance
to the PMF which identifies employees who for lack of an active PMF record or
becauseé of disagreement in position characteristics will either not receive a
vavcheck or will receive a paycheck but for 1less than the full amount of
atténdance reported. A number of .ndividuals listed on this report have been
preidentified by p-.voll clerks during phases I and 11 as Tequiring corrective
actior, aind would i:e prompted the Division of Salary- Administration;

Certificacion and “.ocourds  to investigate and attempt resolution of
aut'. “izatior _discrecancies. A final opportunicy prior to calculating and
producing  employee paychecks 1s provided for reprocessing €rrors and
correct.ng authorization discrepancies. Any unresolvad errors must be held

for corvezxrion ‘7 the next pay period.

Implications of the Findin. s

»n validation

the attendance process as 1t concerns the phasing of #itncrz:
procedures

The significant implications of the findings adaress che overall structure of

Dua: authorization validation procedures zre built istc the attendance

precess. Attendance 1s validated against both rhe lezve riife and the PMF:

T: 7 dual validation necessitates rapid error reprocessing and increases the

n -r of computer processtng cycles re- uxr=d te process attendance. Further,

the nore significant of the two checks, the one for PMF authorization, does

not occur until phase IV; although thaigue sticrn of authorization a-id requiSIEE
77777 s and 1s satisfied manually by

nayroti gierks. Thus the attendance proc_ 3 w0uld benefit were the PMF

need for resolution arises eartier in the ©r

authori-ation vaIIdat101 check performed i conjunction with initial

at--ndance 1nput doring phase II:

Validzcron of attendance against the leave file 1is a procedural matter
feruireﬁ because of the Lndependence of the leave file from the PMF. This
ailda;Loh check informs the Division of Payroll of discrepancies existing
5éEwecn the two files which will require an adjustment of leave balances.
ere the maintenance functions consolidated, as recommended in Chapter 5,
there would be no 1nrorﬂation discrepancies and no newd for separate

validation of attendance against the leave file.

“oving the PMF authorization check forward to phase II would also eliminate a

computer attendance proce ssing cycle in phase IV which provides a second

opportunity for reprocessitis  errors and corrections. ~Shifting the
Authorization check forwar weald COnSOleate; in phase TII all oprocedures
nl
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. vued toward error identification. Thus, only one error reprocessing and
0 astment cycle wouls be needed, namely that now provided at the end of phase
IT.

Conclusions

Tris scction synthesizes the implications of the findiugs of this chapter into
in alteraative attendance processing design: Uuder an alternative design the

attendance process would ctill be compobed of the same four phases. However,

proc edures ard functional rASponsibllitIes within phases would be

reccostituted. Exhibit 6.2 diagrams the functions within ea<i: phase for an

1lt rrnative attandance processing cyclp The changes incorporated into this

Jesign  alternatiwse are compared in the following paragraphs to :he current

dttondance processing cycle presented in Exhibit 6.1

The changes in ohase . reve.ve around a shift in attendance wvalidation
srovidires  and  baten  control fLnctiosns  from  payroll clerks to location
| imekiepArs, and emplosize relisnce on  in-place computer controls for
st-indanceé dit and «:r-or identification. As stated earlier in this chapter;

reslignment Gf responsih:licy for this --c=ion wor 1d remove the neced for
cmplovdés  to estimate : .elr attend -ce ‘ur +te lax  work .day of the pay period
and the SubSequent need to corr ¢t cnan: ir o Lniwetes. Reparting lscations
would submit atténddince documeirits - . Tivision of Payroll Monday rather

rhan friday morning a3 is row required.

1w redi st ribution ol  functions between phases 1T and IV cinstitures a

sivnificant ch:nge 1in attendance pru.es-ing design. The internt =f the change

is - move t.é checks orward in the attendance process for talid payment
1nt”~rizac;ohi and fu. discrepancies in posiiion characteriscics between
ndance information and the PMF. The cirrent design entails a fragment;d

the number of computar crocessing cvcles required to Drepare attendance for
payment proecessing. [wo computer processing cycles are used to orepatre an
ad justed attsadanes tape. Then in phas. IV, two more cycles are provide? to

approach  to verification of reported attendance, the Pffact of which increases
ni L B - . ).

record  adijustéd attendance onto the PMF for pajment processing:. This gmhd

mronn of two computer cvcles Lsrnecess;tated by the~ fact that attendance is

not alidated against the FPMF until ph..-~ Tv, hence a second opportunltv to
reprocess érrors arising from PMF validaticr d. qrrepancies However, were all
validat’ e and err~r edit puvoceédures secuenced together, there would onlv be a
need te rovide ~ue computér cycle for reprocessing attendance validation and
edit errors. The érror correction process now provided in phase IV woutd be

unnocessarv and hence sliminaced.

'nder the alternative désign, payroll! clerks, 1in phase TI, tould log-in

Attendance documénts as received 'nd submit as a group to data processing for

kxevpunching, Data conversion would include keypunching location computer

hatoh  contvol  totals, Data conversion would be followed by recording in and

validaticn of reported attendance with the PMF. These procedures would

nrodito: 2dit reports for usé by the Division of Payroll in identifying and
sl

resolving attendance processing errors.  The final procedure in this phase is

o3
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PHASE

i

EXHIBIT 6.2 S
ALTERNATIVE ATTENDANCE PR _ESSING CYCLE

REPORTING DATA )
ONITS PAYROLL PROCESSING ACCOUNTING
SUMMARIZE
ATTENDANCE
VOUCHERS

VALIDZ TE AND
BATCH
CC* TROL

RECEIVE l
LOG-IN
VOUC.1ZRS

KEYPUNCH
i——————~ - ATTENDANCE

LOAD AND
VALIDATE _
ATTENDANCE
TO ¥MF
j
__ RECONCILE _
CONTROL TOTALS.
CORRECT EARORS.
— —
REPROCESS
ERRORS AND_
ADJUSTMENTS
—
REFCN’;I‘.E
CONTROL
TOTALS
L — — _ — 71 [
__LEAVE

ACCOONTING

PAY REGISTER
_AND
CHECKS

‘ RECONCILE el — SIGN
{ CONTROL CHECKS

TOTACE




the reprocessing of error correccions.,  Any unresolved «ITOrS would be set

aside for correction the ~ouxt_ pay period. Upon compléetion of this phase

emplovee attendance will b« a final adijusted format .

PhaSL 17T would rema’n . currently structured. Present procedures for
accounting fdr leave repc ‘d function efficiently and require no fundamental
design changes. Phase | would be; composed of payment processing and
nroduction of employee p: necks and relatad payroll reports.  Computer

processing cvcles would proc. d nninterrupted from the beginning of phase TIII
through the <ad of phase IV.

%5 stacted in the introduction to this chapter, there are six attendance
_processing cycles whicn, while conceptually similar in design, employ varying
attencince processing pro;é&ufes. The alternative attendance processing cycle
“-sign presented in this section'approximates processing requirements of the’
‘wo  permanent empl e payrolls more closely than processing applicable to the
arher four pavrolls Tnié alrernative does; however,; provide a valid guide,
uqually appi:cao;k to these other payrolis: pﬁéﬁEér / in addressing the
exisring mulriople pavrall structure makes “;ééﬁﬁéﬁaatlons concerning the
Srra e s theso other payrolls whi make moot any additional
‘deratioe hzvond conceptual design, of these separate payrolls withid the
cutoot U analysis:

Recommendations

oz “ocommendations wuich follow focus wupon two issues: the first, a
re . .osat of attendance processing fu .. ¢ :ions to ~ffect an appropriate match
a ‘zdurat  respoinsibilities with admInzstrthve responstbtllc1es and

. redesian of the attendcnce processing cycte to improve operational

, Tiiminate app’ication of att ndan & validation procedures by

Tivision of Payvroll through a compiruation of:

Reliance on reporting anit administratise authorization and

tion responsibilities

atteriance valids

2eliance on  in-place computer controls for attendance edit and
error identification; thus enatling

o ~sision  in schedulinz which wculd szt a new deadline of the Monday

‘5llowins the end or 1 pév perlod for r porting unit submission of
ittondance documents to the Divisjor of Pavroltl

4 Reer-ucture the attendance batch control process by:

reassigning from the Division of Payroll to reporting ‘units
rosponsibility for taking haten control totals
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defining réporting location as the appropriate 1level for batch
controlling attendance data

extending batch procéssing control elements to include controils
over postings tc individual leave categories.

o Assign to individual reporting units responsibility for summarizing

for the Division of Payroll the attendance of its reSpectivp empioyees

incli.ded on the rtemporary, part—time payroll, exclusive of secretarial
and cafeteria substitute categories.

o Redesiy: the  attendance processing cycle on the basis of the

alternarive design presented in Exhibit 6.2. )
Implementation of the above recomm:idations offers the Division of Payroll an
opportu.iity to reduce clerical resovurces dedicated to atténdance processing by

about two person vears for an estimated aggregate savings, including OoLige
benefits, of ) OBF,,§31’OOO Further, redesigning attendance processing on a
hasis which, at : minimum, treduced the number of computer procéssing cycles

would save at least 50 houro of computer machine time for an eztivalent annual
savings of §32,000;

oY)
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Chapter 7

MULTIPLE PAYROLL CYCLES

introduction

~he attendance process 1is segma~tt. by érployeé groups. There is, in fact;
not cuae attandance process but S Se- raté attendance 'processing cycles

Koo

cunprised as follows

L.

v
.

6.

Professional payroll: Composed of teache>, administrative and
supervisory positiors. Biweekly pay dates, producing an average of
6,900 paychecks.

Su;, rting  services  payroll: Composed of all permanent and
conditional support positions. Biweekly pay datés, producing an
average of 5,500 paychecks.

Temporzry, part-time payroll: Payroll includes temporary employees,
adult fducation and home instruccion teachérs, bus, cafeteria end
cterical substitutes, lay readers, NIH instructors and others.

R:iweekly pay dates, produciag an average of 1,100 pavchecks.

>stitite teacher payroll: Compased of & pool of  +ndividuals
avthorized to substit:te for regular teachers. Biwsekly pay dates,

producing an average of 740 paychecks.

Extended vear « .ployment (EYE) payroll: Compiised of ten-month
professioral employees working beyond théir regularly scheduled work
vear: Payroll i.cluaes summer school teachers; workshop participants,
teacher specialists, and other special projects personnnel. Biweekly

pay dates during July and August. During remainder of year, pav “dates
occur only after extended hclidays. An average of 1,900 paychecks are
produced biweekly during July and August.

Extracurricular activities (stipend) payroll: Composed of ewplecyees,
generally teachers; sponsoring school-related activities requiring
time bevond their regular duty day. Three pay dates annually in
Becembe . Mar 'nd aster June 30, producing an average of 1,375

payche:

Ja¥
b
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Ta addition to the six émployeé PéYrQllS, therer is, an end-of—ﬁégﬁﬁ
supplementAI payroll - which 1s uséd for processing handwiritten cz-ecks,
tncluding semiannual paychecks to employees on academic leave.

ajer factor contributing to the evolvement of Separ.%e payrolls was the

nf capacity of former computer equinment. The number of computer punch
R ¢ H woelﬂ neve had to be processed at one time to pay all employees
ruae-nc: ‘ar exceeded the capacity ot Ccomputer equipment. Computer

‘xn*tarlons were overcome by staggering payroll cycles.

Four payrolls operate on a biweekly basis. Pay dates are scaggéréd to even
the workload . On aciernating Fridays, the two  pérmanent

pﬁvrolls——professional and sgoporging services-share common pay dates with
the nonpermanent payrolls——temporary, part—time and substitute teachers. This

distribution of pay cycles means that at least two payrolls are always 1in

process each week: The EYE payroil operates biweekly during July aad August,

addlng a third pay cycle every othar week to the payr..l processing schedule.
The six payrolis result; over the course of a year, in processing a total of

l2° payment cycles. Thirty—six payment cycles are affected by holiday

schedules. That {s, the normal time alloted for attendance processing 1is
Lompressed into a shortened schedule to compensate for working days lost to

MCPS holidays.

Advar.ements in computer technclogy since initial design of the payroll
ssstem, have ellminated the limitat,:nsignxeni orlginally required staggering
pay cycles. In 1976, payroll files were converted from a computer punch card

s§ystem to magnetic tape, an input medium which is fully capable of processing

a large volume of activity. However, ,§b?,P§SIC attendance processing computer
programs in use today are still those originally designed for wuse on older

equipment. These programs have never been mcdified to take advantage of

technological 2dvancement:. Thus. while an initial Iimitation giving rise to

separatée payrolls has been rvimoved, it has been replaced by a limitation

imposéd by outdated computer L C&uT designed for a system of separate
payrolls.

Each payroll functions as an indapeudent, stand alone system. Separate

pavroll teamg are dedicated ro each puerll specialized employee atteidance

vouchérs are used ¢ty capture attenaance data; independent daily control
veérification totals are maintained; and ezch payroil is subject=d to

individualized computer processing. Wwhile each payroll 1is functionally

distinct, they are not in fact onlly independent systems. All payrolls use

the samé Fersonnel Master Ile (PMF) and other payroll files and share

computer software applications The different payrolls are able to use the

same files through the use of payroll group codes and separate file

maintenance procedures. Payroll codes allow for the trezatment of the PMF as

{¢ it were six separate files rathar than one. Three cowputer progr,ms are

used to process émplovee attendance. Ther profe\»Ional supporting rJlCcS,

temporary, part-time, EYE and wmonthly sunplement-_ payr::ls slare one

program. Sep .~ate u.ngrams have Dbeen developed ¢co pcocess the substitute

teacher and the ex:racurricular activities payrolls Distinctions arong the

five payrolls uSing the Sameé program are accommodated through tt: use of
branches within thé basic program. For example, a branch exists to process

professional employees leavé usage which, since temporar,; emplc.ees Aa:e .ot

59 9i
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sub ject to leave benefits, is not referenced when processing temporary. payroll
attendance. All seven payrolls use the same program to produce paychecks, pay
register and payroll distribution reports.

Under current MCPS policy, there are characteristics among the payrolls which
distinguish certain employee groups from others. Exhibit 7.1 presents basic

distirguishing characteristics and reflects the extent cf
simil.—~ity/dissimilarity between payrolls,

Exhibit 7.1

PAYROLL EMPLOYEE GROUP CHARACTERISTTICS

Defined Flexible
Work Leave _ Salary
Employee Group Schedules Benefits Distribution
Professionatl yes yes no
Supporting Services yes yes ns
Temporary Part—time limited limited partiatl
Subst: tute Teachers timited no yes
<iended Year S -
_mplovament (EYE) partic: Iimited parctal
Zxtracurricular o o 7
Aerivities partiat no partial

Attendance processing procedures differ between payrolls as employee group

distlnctions have created specxalized processing: The importance given to

employee group distinctions has been a contributing factor to the historic

definition of ayroll and the evolution of the existing muitiple payroilil

structure. Less importance has been attached to common characteristics among
~mpiOyee groups.

The purpose of this chanper is to evaluate ctne c01tinuing nesd for the currenL
multiple payrolil structure giving equal weight in “the analys: to the

aplications of botl common and distingnishing payroll characteris :  The

unalysis will follow two pramises: fir=t; that if the common ground vetween
emplovee groups and between the payrolls through whict they are pa*d is

9.
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overriding,; then indepexdent payroii processing is not required, and second,

that if distinctions between employee groups and their respective payrolls is.

substantial, then independent payroll processing is apprcpriate.

Findings: Common Pavroll Employee Group Characteristics

This s~ . r focuses on ’uiiucifving characteristics - zred by employee groups,
who und.. <. urrent multiple p.yroll structure, a-: paid through different
payr. . . ‘“te importancé of this analysis 1f in the potential that an
emphi: + > . common characterictics holds for . ag existing payrolls

3

aiong i1tnes which combine employee g . inc.. similar attendance

iite
processing and recordkeeping systems.

Defined Employee Work Schedules

The professional and supporting services employee groups share in equal

measure the characteristic of defined employee work schedules. Each

employee s work schedule in these two groups clearly specifies when and where
an emplovee will work, and the amount of time each is accountable for in a

ziven pay period The abiLity to anticipate compensible emPloYee?;,W?hen,,énd
to what extent they will be compensated, and when they are working has a
suhstant al tmpact on development of atténdance processing procedures gop@on

attendance coliection procedures on the proféessional and supporting services

payrolls inc orporate this characteristic with both payrolls using preprinted

ittendance coliection forms, dlstributed to assignment locations; which
specify for each employee the time for ~hich they are held ac.ountable:

Fnsuing attendance processing is directeo toward conirolling adherence of and

recording exceptiosns t  lefired work ¢ hedulés.

The e=mployee groups on thne oth four .avrolis -ire, in reverse rashion,
commonality of this cﬁéracteristic .: plc 7éé work scuedules ale fluid and can
vary from one pay period to another. t.ondasdce colléction and processiag
procedures on these four payrolls accommodate the lack of “‘efined wOTK
schedules by processing collected attendance only wupon posit: - employee

reporting of actual hoars worked.

Professional and supporting services employees have ava.ldple to them the full

irrzy of leave benefits: Leave file records are maintained for each group
which account for 'heir ieave benefits. *:tendance processing for these two
réspective DaVTOlL\ ncorpo ate automated leave accounting procedures to

capture leave reported on employee attendance vouchers.



Ten-monti: professional and suppﬂrtlng °eri es emplcyees are entitled to use
their sick leave banefits earned through their regular positions while they
are working extended vear summer assignme.ats. Professional employees working
extended year assignments are compénsatad through the XEYE payroll and
supporting services employees are paid through the temporary, part—ti-.e
payrol]. As leave benefits do not otherwise accrue to employees on these
payrolls, accounting for its uges  is accormnodatéd through wmodified
computer/manual prrcedures. Whiie procadures on these two payrolls differ
with 122 awcur-ing procedures on tiié professional and supporting services
payt.lle 517 “ou- payrolls shaie a common need to capturz leave réported by
ten-month pro:..-:onal and supporting services employees and to record its use
in respective emnloyee leave files.

Funcumbrance Accountinz

Only employees on the professional and supporting services 7paytolis _are
sab‘sct ro encumbrance accounting. Encumbrance accounting is facilitated by

tie characteristics of defined work schedules. Knowledge of positions and
work scheiules enables the acquisition of information and application of

controls necessary for encumbrance accounting. Tnis information. includes
Hudget aothorized posxtions and salaries, specified work year and biweerly

anits scheduteds~ Thses two payrolls use the same procedures to acquire,

-ontrol and process encumbrance accounting related data

Common Zmplovees

The professional, EYE and extracurricular activities nzvrolls have in common
the same group of employees. Only professional emplcy.e> ~-e author..ced to
work 1in assignments paid through the EYE payroll. Extv: . = ~ular conivity
sponsors are generally professional employees. Thus, .1 ¢horsn three
payrolls provide compensation for dirferent types of activi:i’:s, they are all

drawn from a comron group of employees.

}LtendanngE£OC°ss ng

Overali; the professional and supporting services payrolls share, iu 211

material respects common attendance proce551ng methodology. The attendance

processing design diagramed in Exh® .4t 6.1 in Chapter 6 equally describes both
pavrolls. 3oth payrolls summarize similar attendancsz information, apply the

snmé control procedures and ewception processing wmechodology, calculate

paychecks and distribute salary and fringe benefits costs to the accounting
records on a similar basis.

ERIC
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The temporary, part-time and substitute teachers payrolls share certaln
similaritises between their respective attendance processing cycles. Both

payrolls specify emplo)ee reporting of actual hours worked; apply sSimilar

control procedures and process attendance 2n the basis of pusit"? attendance
reporting.

The EYE dnd extracurricular activities payrolls share a need, particuiar to

these two payrolls, of accounting for employee. attendance by activities as

well as by budget salarx distribution: 77§ttendance collection proceduces
specify employee time reporting by assigned activities. Compensation 1s

atthorized on an activity basis. For each activity there 1s a specified
maxifium number of hours or dotlars up to which an employee may be paid.

\utomared control procedures on both payroiis incorporate this feature by
menitoring cumulative hours reported or dollars paid; and whén the authorized
maximum 1Is reached,the controls preclude an emplcyee from receiving further

compénsSation.

All payrolls use the same computer program for producing employee paychecks
and the pay regilster.

Implications of the Findings

substantial comimon ground orn which a hasis for restructurlng extsting payrolls

may be built. The 1mplications of this finding appiyrmost espeﬁially te the
professional and sSupporting services payrolls: Work schedu*es are similarly
defined and are controlled by the same set of criteria; ¢t at 1is; SUbJCCt to

position control, and _annual and biweekly reporting scheduies Each group

receives similar léave benefits and are subject to the same encumbrance
accounting information réquiremencs.

The analysis of characteristics common among employee groups reflects

e professionai and supporting services payroll recorakeeping and attendance
processing systems; 1n keeping with the commonality between the two typss of

emplovees, are neéarly idéntical. Like controls are maintained over mayroii

information in employee P%F récords and leave file records : In fact Vtecrly,
identical payroll information is maintained on both employee groups UrGer

separate, but paral1el systems. Attendance processing systems are 1identical
{n all material respects. A$ the historic limitation against combining thesz
two payrolls imposed by previous oldér computer equipment nc long exists, the
findings strongly support, on the basis of common characteristics, a plan to

combine the . " w=ssional and Supporting services enplovees under consoIidated
payroll recordkeeping and attendance processing systems.

The EYE and  extracurricular _activities  payrolls share an {lmportant
characteristic with the professional pavroll, namely that all three payrolls
draw from the same pool of professional employees :or ten—-month professionai

emnlovees,; the EYE pavroll is literaily an extension of the professional
payroll, which takes effect when they work in assignments occurring outside
the parameters of their defined annual work schedule. The extracurricular
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sponsor extracurricular school activities. With each of these three payrolls

activities payrolil ptdvides sUpplémeﬁtéry pay to professional employees who

functioning as an 1ndependen_ system; a professional émployee can be receiving
tneir aggregate CUnpensation through three payrolls. Attendance is submitted

Qp dtfferent time vouchers and iudepeadent payroll processing has the effect
ot treating an individual as if he/she weére two or thrze Separate employees

The informational needs connected with the types of activity associated with
2ack of these payrolls induce different attendance. processing procedures,

however; the significance of tbése differénces (addressed in the. succeeding
findings) must be weighed against the _common pool of employees from whith

these three payrolls are drawn. The ac* that the same employees are found on

alt three payrolls presents the potential of consolldating the professional
EYE and extracurricular activities pay tollf into a single payroll premised on

the combined reporting on a single atte1dance voucher of the various types of

professional employee activities.

The same relationship found of ten~month professional employeés reporting
regular aand extended year attendance on separate payrolls, exists as well with

ten-month supportIng services employees who, in addition to their regular

school vear assigmment, work during the summer. While working during the
summer, ten—month supporting services employees report their attendance and

are paid through the temporary, part—time payroll. _ Applying the same
reasoning to these employees as applicod above to professional employees on
extended year assignments would suggest nat supporting sSérvices émployees

continue reporting attendance on their regular payroll when working summer

assiznmerntls rather than ttporting attendance during that period of the year on
the temuorary, 7=rt-time payroll.

émployees sn  the rtemporary,; part-time and substitute teecHers payrolils share

ccmmon chai.. teristics which implies =tlat a basis exists on which to
c~usoldiat - these two payrolls. These employees do mot receive leave penefits
or other fringe oenerits such as medical insurance. Their work __:hedules are

ant defined in terms of annualror biweekly schedules of hours to be worked.
Both payrolls contain pools of authorized employees who work only as _the need
arises and who reg ¢t only actual hours worked. This commonality of employee

charactaristics is reflected in similar attendance processing procediires

bétween  the two payrolils: Both payrolls employee positive attendance
collectioc.. and processing methodology. Employees peed not acc-unt for "a
stated number of hours, but report only a~tual time workéd. Provision for
leave accoupting is unnecessary, since these employees do not earn leave

henefits.

In summary, applying criterta which emphasizes common characteristics_among
~m~1--s~ groups indicates that a basis exists to replace the current multiple
structure with a payroll system that consolidates current payrolls

response tO common group characteristics; share similar attendance

, -2+« -~ methodology. The professional and supporting services employees
si.ai  oed.ly identical characteristics: A single payroll could serve the
needs of ooth empisvee groups. Likewise, the common characteristics between
témporary employees .r~d substitute teachers could serve as a basis for

iésizning a single pavre. ' through which these employees could be compensated.

¥
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Analysis of group characteristics also implies that redefinition of payroll
employee groups can contribute to consolidating existing payrolls. The EYE

and extracurricular activities payrolls could be absorbed into the

professional payroil by designing attendance collection procedures which

capitalize om the fact that these tlhiree payrolls are composed of professional

employees.

Findings: Distinctive Payroll Employee Group Characteristics

The preceding findings analyzed payroll employee group chatacteristics for

common ground and found instances of significant common characteristics among

employee groups complemented by similar payroll attendance processing

methodology: The implications of the findings were that a basisrexists

through recognition of common employee characteristics, to restructure the
current payroll system: This section analyZes employee groups in terms of
characteristics distinctive to particular groups. The importance of this
analysis lies,r first in the identification of distinctive characteristics
and, second, in the implications these characteristics have on payroll
attendance processing procedures. This analysis evaluates distinctions

between payrolls which the preceding findings suggest can be combined.

Professional .and Supporting Services Employees. Payrolls

A comparison of the procedural flow of the prcfessional and supporting
services payrolls reveals strikingly similar operations. 1In fact there are
only minor differences between the two operatiorns. The comparison suggests
these two payrolls would be excellent candidates for conisolidation. There
are, nonetheless, certain employee group distinctions which need to be

addressed.

Salary schedules: Separate salary schedules apply to each employee group.
With respecc to payroll processing, the only distinction which must be
accommodatéd 1is the reéstriction of overtimé Dbenefits to only supportiiig
services employées. All other salary-related differences affect personnel
accounting, but do not impact payroll processing. Limiting overtime
compensation to supporting services employees. only can be accomplished
effectively through the wuse of employee group codes; which would identify
employees ellgible for overtime compensation and those precluded from
reporting overtime.

Leave beénefits: Leave benafits are nearly identical for both groups.
Distinctions which arisé from separate association contracts include 1leave
advancement to supporting services employees only after conferénce of

permanent status, limitation of one year for receipt of disability benefits
applied to supporting services employees and different sick 1léavé bank
contribution assessments and benefits criteria. Again, _each of these
distinctions impacts personnel accounting; but not payroll processing. - The
use of employee codes can be used in personnel records to identify employees
for application of special procedural criteria.
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Emnloyee benefits: Employee benefit options wvary between the two groups.
They also vary within each group. Adapting to the additional array of options
can be accomplished 1in a manner similar to procedures now used within each
payroll.

Attendance réporting methodology: Attendance processing bétwéen thésé groups

is, in all material respects, the same. Different attendance voucher and
summary attendance voucher formats are used. However, the same  basic
attendance data is gathered on both payrolls. The primary distinction
involves exception reporting by full-time professional . employees while
part-time professional and all supporting services employees use positive

attendance reporting. This distinction does not require special accommodation
under a combined payroll as it already exists within the current professional
payroll. The same summary attendance vouchers can be usad fof all permanent

employees wilithout any change in data collection procedures. Payroll reports
which apply to only one group, such as sick leave bank reports and overtime
distribution reports can, through computer sort codes, continue to be
prepared .

Control balances: Payroll records and attendance processing control balances
differ only as to the existence; or absence, of a particular type of data

element such as overtime. Combining these two payrolls would effectively
combine control batances without the need for changes in procedures or

underiying methodology:

Information reporting: As mentioned above, computer sort procedures can

readily accommodate special reporting needs. Overall, existing distinctions

between the suPportIng cervices and professional payrolls are not significant

and would require 1ittle 1in the way of adaptation: None are of a magnitude

vhich would preclude combination of these two payrolis.

Ten-month professional and supporting services employees may also work during

the summer: These empioyees are paid out of different payrolls when working

beyOnd the regulai schootl year. Professional empioyees work under a formal

extended year empioyment program and are paid through a special EYE payroll.

There is no formal program appilcabie to supporting services employees;

however, those who do work extended assignments during the summer are paid

through the temporary, part-—time payroll:

There are characteristics of the EYE payroil which differ from the

profess1onai payfoli aithough employees may be performing the same tasks

performed in their regular position. These differences include

I. A requirement for activity reporting. The same employee can be

involved in several activities, each of which requires separate

attendance reporting.
2. Salary rates and budget account distribution differ from an
employee s regilar positlon, even if cthe EYE assignment is a

continuation of an employee's regular daties.

3. Though work schedules may be identifiable, they «re not defined for
payroll control and reporting purposes.
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4. Salary authorization contrcl is effected on the basis of total

activity hours reportable rather than on stated biweekly  work
cchedules.

Incorporating EYE ~into a combined pfofe§Sional/Supporting services payroll
would require recognition ot EYE payroil distinctions. Attendance collection

orocedures would have to provide the capacity to report time by EYE activity

codes and would have to Specificaliy identify such time as extended Yyear

activity subject to different salary rates and budget account distribution.

Processing controls would have to include specialized procedures to control

the maximum hours for which employees may be compensated.

Tén-month supporting services employees are subject to different attendance

reporting requirements when working in summer assignments. Sufimer assignments

are not defined by biweekly work schedules, nor are they subject to the same

position controls as apply to regular school year assigrments.: Attendance

procéssing utilizes positive rather than exception basis methodology. Summer

assignments are subject to different budget account distribution and may

entail different salary rates. Attendance ccllection procedures of a combined

payroll would have to provide for separate Identificatiog 77777 of summer
assignments so that related attendance is not subjected to processing controls
applicable to only regular assignment positions.

N .
The extracurricular activities (stipend)  payroll 1nvolvesiii§pecialized
procedures = not associated with the professional or supporting services
payrolls and includes the following characteristics:

1. Compensation may bé determined on an hourly rate basis, a per diem
basis, or on a stated stipend amount.
Payment for certain activities requires attendance reporting while
payment for other activities does not.

~

3. Stipend pavments are procéssed only three times each year:

4. Like the EYE payroii,~ this payroll requires separate  activity

reporting and controls total 4duthorized hours by activity. ~ This

payroll also requires a minimum number of hours to be worked before
payment can be made.

5. This payroll involves more intéraction with the Personnel Master File
than do other payrolls.
fneicnaracteristlcs of this payroll makes it difficuit to incorporate within
another payroll structure. This payroll requires both biweekly attendance
inputiiplus the capability to input diréctly a stated stipend paymerit amount:

Payments are procecsed only three times a year and must be individually
approved by principals before being processed

Accommodating these needs requires a modified approach. Collection  of

biweekly attendance could be folded 1into permanent employee attendance

collection procedures. Through this method attendance could be recorded in_

the PMF without the need for a separate collection system. The remainder of

-~
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thé payroll process, including authorization controts, entering of flat

stipend amounts and principalrapprovalr could continue as a separate entity

The complexity of attempting to incorporate special characteristics into an

umbrella payroll would be outweighed by the fact the authorization to pay

procédures occur only three times a year. Once processed, stipend payments

cculd bé automatically added to employees'’ regular taychecks.

LemfOrary, Part-timé and Substitute Teacher Payrolls

Tte :emporary, part-— time and substitute teacher payroiis share 7stmiiar
characteristics which in particular, dlstinguish these payrolls from the two
permanent payvrolls. The two most prominent of these characteristicsiareigiz

noncefined work schedulés and (2) the fact that these employees do not earn
leave benefits.

The lack of a definable Work schedule requires that attendance cn these two
payrolls be procéssed on a poSitive basis. That is, employees are compensated
only on thé basis of hours reported. There is no predetermined schedute of
hours for which thesé employeeés are accountable. Exception basis processing,
as applied on_ the two permanént payrolls, is not feasible on these payrolils:

There is no need to incorporate leave accounting procedures as these empioyees

do not earn leave Dbenefits. Nor, are either of these payrolis subject to
encumbrance accounting..

In part; a similar need exists for flexible salary distribution capabiiities.
The temporary, part-time payrbll includes clerical substitutes who 1like
substitute teachers require special procedures to allocate salaries tc the
proper budget accounts. Theé témporary payroll also includes bus driver and
cafeteria substitutes. Like the substituté teacher payroll, there 1is a pool

of eligible employees, only a selection of whom work in a given pay period:

The commonality of characteristics suggests that these two payrolls could be
combined for attendance processing. A plaa for combination would have to
recognize certain distinctions as follows:

1. Substitute teachers are authorized to work no more than a seven hour
day, whereas temporary emplojees may work eight hours and qualify for
overtime compensation. @A combined payroll wouldrrequire a selective
control which limitéd substitute téachér daily attendance reporting,
while allowing temporary employees to report eight hours and, as
required, to report overtime.

2. A substitute teacher may qualify for compensation at hlgher long term
substitute rates under specific criteria. A combined payroll would
require continuation of procedures which monitor loss of long-term

status due to a break in service.

3. Although attendance processing methodology is similar, attendance

forms  and processing programs  are substantially different.

Beveiopment nof a standardized approach would be a prérequisite for

combination to take place.

10y
77

RIC

Aruitoxt provided by Eic:



A plan for combining these two payrolls with the two permanent payrolls would

involve  substantial programming complexity to accommodate basic group
differences: The most significant difference relates to work schedule
controls: This difference effectively limits options available for attendance

processing methodology. The characteristics of the two permanent payroll
groups present a basis for defining and holding employees accountable for a
known work schedule. The capacity to specify biweekly work schedules allows

attendance processing methodology to function on an exception basis.

Processing activity revolves around recording exceptions to work schedules;

tﬁatiiié 1%;?%,,§§ag?: 7?ne ,?@Sigiéﬁ, §§§féétéfiétiés of temporary and
substitute teachers do not lend themselves to exception reporting. There is
ttttle to no basis on which to determine work schedules in advance: In fact;

-from a personnei management standpoint, it may be undesirable to make such an

attempt

A plan which attempted to combine these disparate employee groups would

require the capacity to process attendance both on an exception basis and a

positive basis: Computer programming which would adapt to both reporting

bases would invoive complex operations which in the end would be processing
two payrolls within an umbrella payroil stractare.

Implications of the Findings

While there are certain characteristics which differ between professional and

supporting service employee groups, there is no singie distinction which would

preclude combining the payrolls for these respective groups: Existing

distinctions can readily be accommodated through the use of employee type

codes. Sich codes would identify employees subject to special conditions for
application of requisite procedures.

lncgrporatingr the EYE payroll and supporting services employees working summer
assignments into & combined professional/supporting services payroll is

feasible, but would require specialized procedures which address
characteristics of summer employment not associated with position assigmnments
during the regular school year. combining attendance collection requires the
capacity to separately identify regular assignment reported attendance from
extended year assignment attendance. This requirement must be satisfied
bécause atténdance under these respective assignments is subJect to
Specialized attendance processing controls and different pay rates and salary
distribdtion. Introducing two sets of processing controls at selected points
in a single payroll attendance processing cycle would increaserthe complexity
of payroll computéer programming. Ekxtended year assigrment attendance would be
eéxcluded from controls applicable to regular assignments and subject to a
control over the maximum hours for which an employee may bé compensated.

Tﬁe éxistencefof the EYE péyroii and the need auring the summer for supporting
services émployees to réport attendance through the témporary, part-time
payroll are in large measure functions of personnel policy which converted

-
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many employees to ten-month status. Changing this policy is an alternative

approach which effectively eliminates EYE as a payroll stri.ctural issue:

Incorporating extracurricular activities attendance reporting into a combined
professional/supporting services payroll can be accommodated through use of

reformatted attendance vouchers which would provide space for reporting time

incurred in sponsoring activities subject to hourly/per diem compensation
(class I and class II activities). Distinctions associated with stipend
payment processing are particular to this payroll. Attempting to adﬁggsé

these distinctions within a biweekly professional/supporting services_ payroil
would add compiexiigggPuter programming functions to accommodate a payment

process which only operates three times a year.

Two distinctions need to be addressed to efféect a consolidation of the
temporary, part—time and the substitute teachers payrolls, both of which appty
to substitute teachers: First, there must be a processing control which
limits substitute daily reporting to nc more _than the regular seven hour

school day. Second, provision must be made to verify a substitute teacher's

status as an authorized long-term substitute. Reporting unit review of
attendance vouchers provides a first line control over these two conditions:
However, incorporation of automated controls into a combined p:yroll would

assure continuation of the same level of control which now exists on the
separate substitute teacher payroll.

Conclusions

The analysis of characteristics among employee groups shows that maintaining
separaté payrolls for each employee group is not necéssary.  Emphasizing the

existence of common characteristics provides a basis on which to replace the
current multiple payroll structure with a consolidated’ payroll system. Therse
are, howéver, chracteristics distinctive to employée groups which limit the

capacity to combine payrolls or vwhich impose speécial requirements to
accommodaté a consolidation:

Exhibit 7.2 presents an altermate payroll structure which balances the effects

proup characteristics have on  attendance  processing _ methodology  and
procedures. The alternate payroll structure provides for two attendarce
collection cycles, three processing cycles and a single payment cycCle. There

would be two payrolls——a permanent employee payroll and an other employee
payroll. The permarent employee payroll would be comprised of the existing
professional, supporting services and EYE payrolls plus tén-month supporting
services employees working summer positions now paid through the temporary,
part-time payroll. The permanent employee payroll would also be used for

collecting biwéekly attendamnce from employees sponsoring stipend Class 1 and

11 activities (hourly and -per-diem based). The other payroll would be
comprised of the remainder of the temporary, part-time payroll and the
substitute teacher payroll. Lastly, the triannual stipend authorization
process would function separately.

1vz2
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Attendance Collection

Permanent Employee Payroll

Attendance collection procedures would begin with the use of preprinted
employee attendance vouchers and timekeeper summary attendance _vouchers.
Employee vouchers would specify the number of hours each employee is
accountable for in a pay period. Voucher format would gather leave usage,

including leave without pay, and compensable overtime. Space would also be
provided to report; ty activity code, hours worked in extended year employment
positions and sponsored extracurricular activities. Activity codes would

identify the activities to which the hours related. All time, except per diem

stipend activity; would be reported in hours. Full-time professional

employees would discontinue reporting absences in full or half-day

increments. All attendance would be summarized by timekeepers onto preprinted

summary attendance vouchers, which in turn would be transmitted to the
Division of Payroll. ///;’

Other Employees Payroll [

Temporary and substitute employees would report their daily hours worked on

attendance vouchers designed for reading by computer optical scanning

equipment. Separate vouchers would be prepared for each work position or

substituie location. Vouchers wouid aiso provide the capabiiity to specify

Spec1al budget account distribution numbers when necessary to override regular

account distribation: Providing this capabiiity would; 1in particular,

eliminate the current need for the Division of Payroii to separately

accommodate special budget distribution of substitute teachers hours.

Individual vouchers would be sent to the Divison of Payroll under & timekeeper

prepared transmittal form used to protect against document 3loss during

delivery. Transmittal forms would specify total vouchers transmitted and

total hours reported This information would be used during processing for
computer control purposes

Attendance Procassing

The biweekly attendance reporting pay periods for the two payrolls would

alternate pay period ending dates: That is; the permaneat employee payroil

would end on one Friday and the other empiloyee payroll would end on the

follow1ng Friday On this ba51s, attendance processing for the two payrolis

would alternate be tween weeks By alternating processing weeks; the Division

of Payroll would have the fiewibiiity to share staff assign@egtsibetween

payrolls. Distr1but1ng process1ng activ1ty over a two week period would
reduce the a need to fully staff separate payroll teams.

Permanent Employee Payroll

Employee attendance would be processed on an exception basis: That is,; only

exceptions to the regular work schedule would require keypunchlng Exceptions
include 1leave usage, noncor nsable absences and overtime. EYE and stipend
reporting would also necessitate data entry. Combining the two largest
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payrolls will create higher peak activity loads fo data conversion than

currently exist. Alternate week processing of professional and supporting
services payrolls now consumes an average of 25 and 30 hours; respectively, in
weekly keypunching. Combining rhese payrolls would increase that workload to

55 Hours every other week: A partial trade-off will occur chrough the

proposed eliminqtion of temuorary empioyee voucher keypunching. Eliminating
temporary employee voucher keypunching will introduce some flexibility for

ad justing overall data conversion schedules. It will not totally offset the

effects of peak loading a new permanent payroll would create. A direct answer

to data entry peak loading is implementation of a distributed system network;
as recommended by the Task Force on Leong—-R2onge Planning for Future Use of

Computer Technology. A distributed system network would disperse attendance
data entry among reporting locatlons. YUntil this loﬁg4range plan 1is

implemérntéd, data conversion operations would have to rely, as they do now, on

témporary keypunch operators to meet the keypunching needs of a new permanent
employee payroll.

The =ZYE and extracurricular activities segments would not substantially affect

data conversion. Each emplo"ee s attendance would require keypunch entry, but

there would be only a slight effect on peak ioading Generally, EYE

assignments occur outside the regular work year. EYE processing would merely

replace attendance reporting from ten—morth empioyees regular positions.

Biweekly stipénd attendance processing is minimal and requires less than
thirty minutes to keypunch The processing cycle would resenpieiitn 't now 1in
effect for the separate professional and supporting services payrolls.

Additional procedures would be introduced to exercise special control over EYE

attendance, specifically, to limit aggregate compensation to authorized
levels. The proposed development of a personnel/payroll data base will

simplify required = programming modification Extracurricular activity
attendance would only be recorded in the data base: Final processing would

occur 1In a _separate cycle operating as now on a triannual basis:. Lastly,

including professional and supporting services employeec extended employment

assignments on this payroll will provide simplified access to employee leave

information and would thus éliminate present reliance on spectal manual

procedures for récording and controlling sick 1leave usage 1in summer
assignments.

Other Employees Payroll

Emplovee +1ttendance processing methodology would be based on positive

attendance reporting. This basis would acknowledgc the inability of
predetermining employee population and work schedules Drocessing would occur

over an elongated two week period, dith the bulk of activity occurring in the

week between permanent employee payroll processing. While processing would

not require a full two weeks, the extended period offers a distinct advantage

of prov1d1ng a longer period to resolve ,employee authorization dIscrepancxes

prior to payment. The fluidity of the work force on this payroll creates a

higherﬂleyel of authorization problems. Allowing additional time for the

Department of Personnel Services and the Division of Payroll to correct

discrepanclies will aid processing efficiency and’ improve the accuracy and

timeliness of employee paychecks. Two week processing turnarouﬂd ‘also

orovides a basis for this payroll to intérface with the permanent employee
payroll for payment purposes. . B
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' The primary controls limiting substitute teacher daily reporting to seven
hours and for assuring authorizZation for substitute teacher eligibility for
long-term status resides ~ith timekeepers and unit managers. It would be
advisable, however, to 1include processing safeguards to  assure actual
application of controls over substitute teacher time reporting. Programming
complexity would increase some, however, imbedding these controls wilithin the
computer program will improve the accuracy of substitute teacher salary
compensation.

Payment Cycle

The two biweekly payrolls and the triannual éXtracgrriculéf; activities
authorization process will merge together into a single payment cycle. The
current 134 pay dates would be reéduced to a maximum 27 pay, dates each year.
Each employee would receive a single biweekly paycheck conkaining compensation
from all sources. There ‘would no longer be _separate payéhécks for each
employment position. The paymeént cycle would operate under thé following

illustrative tim=ztable: .
Payroll Pay Pariod Procéssing Cycle ' Pay Date
B oo $ oo L~ o S
Other employees 9/28-10/9 '10/12-10723 10/23
Permanent émployeés - 10/5-10/16 . 10/19=10/23 10/23

Consolidating payrolls into a single pay date will affect_ check distribition
clerical resources 1in the Division _of -Accounting._ . The _total number of
paychecks to be distributed will _décline through elimination of existing .
multiple paychecks. However, all checks will bé distributed over one rather
than the current two pay dates. Clerical time will not increase; but will be
shifted into . one week with no time spent 1in nonpay date weeks. A
corresponding shift in work assignments would accommodate the peaking effects
of check distribution wunder a single pay date plan. Impleméntation of a
voluntary direct deposit program; as discussed in Chapter 9, would also
mitigate the effects of a combined pay date. ’

Benefit/Cost Analysis of Alternate Payroll Structure

Attempting to _assign _a_ monetary value to the potential benefits of an
alternate payroll is a difficult proposition. This alternate 1is an outline
for restructuring the multi-payroll system. Actual development requires many
decisions and options; the resolution of which affect final structural design
and efficiency. For decision—-making purposes, however, an estimate of cost
savings is necessary.

|-y
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payroll structure with a comparison to development costs: Certain necessary

assumptions were made. Because othéet recommendations in this report impact

Exhibit 7.3 présénts an estimate of cost savings associated with the alternate

achievable payroll system efficiéncy, an dttempt Wwas made to hcld constant the
effects of such recommendations So that cost savings would reflect only the

effects of structural change.  An assumption was also made concerning the

current state of programming efficiency. Computer machine time estimates are

derived from programming methodology known to be inefficlent and which are
scheduled for replacement. However; they provide the only basis on which to
calculate savings associated with consolidating payrolls. Total achievatle
savings related to improvements in programming efficiency are not necessarily

captnred in the cost analysis because technical programming design will not be
defined until development of a replacement system actually begins. Thus, the

cost savings 1identified below may understate actual achievable savings from

consoiidating payrolls.

The cost anaiysis does not include the impact consolidating payrolls will have

on Division of Payroll staff resources. An estimate of §avings in staff time
is incorporated into an overall evaluation of division staffing contained 1in

Chapter 10

Tt is assumed that development of an alternate payroll structure will be
incorporated into the design for replacement of the current payroll system and
that the costs would be absorbed within the development budget estimated by

the Task Force on hong-Range Planning for Future Use of Computer Technology.

Lastly, prOJected cost sav1ngs do not necessarily translate directly into
budget savings. Savings in computer costs do .epresent ar opportunity to
reallocdte 5carce romputer resources to otlier functions, which is equally
important as direct monetary savings.

Replacing the present multi-payroll structure with an alternate structure
consisting of two payrolls woinld yield a projected. annual savings of

$284,000. A more significant fact reflected in Exhibit 7. 3 is that this cost

savirgs would without reference to other derivable benefits, pay back the

cost of investing in a new payroll system in slightly more than a year. The

1mned1acy of payback Vstrongly commends the wuuderlying soundness of such a

developmental 1nvestment and more rhan meets the criterion in the MORE iata
proceéssing report that new systems development shiould be undertaken if payback

is less than three years.
Othér bénefits of the alternate payroll structure are that it
1. Recognizes and takes advantage of common characteristics of employees
groups ’

2. ﬁédunes the total number of paychecks issued by d1scontinu1ng the
practice of paying employees separately for each employment position

3. Resolvés the issue of underwithholding of income taxes; addressed in
Chapter 8, by combining compensation from all sources into a single
paycheck
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Exnibit 7.3

ALTEPNATE PAYROLL STRUCTURE PROJECTED
COST SAVINGS AND INVESTMENT PAYBACK PERIOD

Reduction in annual computer attendance processing time * = 455 hours
Projected annual cost s'avings1 $284,000
Estimated cost to develop a new payroll system2 $326,000
Invéstmeént payback period ; 1.1 year
1Projected annual savings is derived from an estimated mometary

valuation of $625 for one hour of computer machine time: This hourly rate was

derived by dividing total annual available computer muachine hours into. the

total 1982 fiscal year budget for the Department of Management informstion and
Computer Services; adjusted for inclusion of $50, 000 annual leasing costs of
computer hardware to be installed after July 1, 1982,

Projected savings constitute an opportunity cost savings refiecring a monetary

equivalent of scarce data proceéssing resources made available for reallocation
to other computer support functions. While such savings are not realizabie
budget reductions, they are; in the long run, equal in significance &£n actual

monetary savings.

2Réfjoft of the Task Forcé on Long-Rangé Planning for Future Use of
Computer Technology, p. 95.
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Administrative Personnel Policy

The complexity of the payroll scructure is affected by personnel policies.

one policy in particular has greatly affected payroll structure. The creation

of extended year employment as a separa‘ely identifiable emplovee group

emanates  from admInistrative policy Arother -olicy affecting the complexity

of = payroll structure involves varying bases for determining stipend

comoensation Certain activities requIre SpONSOrS to report attendance, while

other activities do not; and compensation can be based on an hourly rate, per
diem rate, or a flat contractual fee, depending upon the Sponsored actiyity

Reevaluation of administrative personnel policy offers another avenue by which
simplification of payroll attendance processing can be achieved.

Recommendations

o Design and develop a new payroll structure which capitalizes on common
characteristics between existing employee groups. A recommended
structure would include a permanent employee payroll, an other employee
payroll, an extracurricular activities authorization process and
provision for a single biweekly pay date, as outlined in Exhibit 7.2,

o lncorporate a,redesigned payroll,structure into the overall plan for
replacement of the current payroll system.

o Include specifications in the proposed development of a human
resources data base system to accommodate a redesigned payroll
Structure.

o Consider a distributed system network to replace batch processing as
the mode for payroll attendance data entry.

o Reevaluate administrative and/or Board of Education policies which
significantly impact thé complexity of payroll procedures

e
I~
-
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CHAPTER 8

OTHER ATTENDANCE PROCESSING ISSUES

Introduction

The previous two chapters addressed the two 'issues of the attendance

processing cycie design and muitIpIe payrolls. In this chapter, four other

dttendance processing issues are analyzed. They are attendance voucher -

corrections, special year end payroiis, computation of income tax withholdings

and Independent Activity Fund payments.
Findings: Attendance Voucher Corrections’ o

Attendance voucher corrections are a separate mechanism the payroll system

srovides to correct previouslty reported attendance. Attendance  voucher

correction procedures provide reporting unit timekeepers with a mechanism for

initiating changes in employee attendance which was previously reported to ¢ the

Division of Payroll Timekeepers prepare voucher correction forms, recording

attendance as orlginally reported, attendance as it should have been reported

and local administrative approvaiiautbor;g;ng the ccrrection. If the Division
of Payroll receives corrections before the appiicable attendance has Dbeen

processed,. payroll clerks will make the necessary correction directly on the

summary attendance voucher. A separate correction process 1s wused when:

voucher corrections are received subsequent to the pay period to which they
apply.

AS correction forms are received; payroll clerks determine that the proposed

corrections  have been  properly authorized and then research original

attendance documents to verify agreement between the voucher correction and
the original summary attendance voucher as to attendance initially reported.

Payroll clerks calculate required corrections, noting whether they affect
leave balances, salary payments, or involve both leave and salary

ad justments. AdJustments are accumulated and processed every two weeks.
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Timekeepers were asked in a sample survey to respond to the frequency with

which particular events caused voucher corrections. The most frequently given
response was that voicher corrections Wwere used to correct attendance
discrepancies  reculting from the rneed for employees to estimdte their
attendance for the last Friday of the pay period. 4&s noied in the analysis of
attendance processing, the present timetable for submission of attendance
Vouchérs necessitates such estimation. Whén an émployee unexpectedly becomes
i1l on that Friday, a voucher correction must be prepared to notify the
Pivision of Payroll to process an adjustment réducing the employee's sick
lsave balance for a day of illness.

Exhibit 8.1

TIMEKEEPER RESPONSES ABOUT EVENTS REQUIRING
THE USE OF ATTENDANCE VOUCHER CORRECTIONS

Percentage
Event Responding Yes
Correct employee time estimates 89.7
Correcting mistakés on summary attendance youghér 74.4
Submit overtime not previously reported 46.2
Ad justing leave taken or leave without pay ‘ 43.6
Submit lété'empiOYee time vouchers 17.9

Other events

Exhibit 8.1 rank orders the other responses of timekeebers. Each event
requires some action to be taken by the Division of Payroll to correct leave
balances; salary payments or, in certain cases, both 1leave and salary

ad justments are necessary. The number of corrections each year reaches _into
the thousands and absorbs an estimated one person year (about $20,000) of
Division of Payroll clerical resources. The corrections process 1is supported
by a system of manual procedures .entirely outside regular attendance
processing.
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ImpiiCations of the ?indings

The ma1or source of voucher corrections emanates from correction of attendance

estimates. Chapter 6 recommends steps which if taken would eliminate the need
for employees to estimate their attendance for the last work day of the pay
period: In so doing, the major source of voucher corrections would be
eliminated:

Voucher corrections would continue to accommodate other events necessitating

their use; 7particular1y for correcting timekeeper mistakes 1in attendance
voucher preparation, ard should continue, as now, to be subject to local

administrative approval: A more efficient response for me€éting these needs

would be to automate procedures and incorporate the correction process into

regular attendance processing procedures. Such an approach would eliminate

the need for about a person-year of clerical effort manually processing

attendance correction adjustments.

Eliminating the need to estimate attendance would sharply decrease the volume
of voucher corrections. Incorporating those voucher corrections that will

continue into regular attendance processing procedures would be an efficient

method. A separate section on summary attendance vouchers. could be reserved

for reportlng prior attendance corrections. Entries in the voucher correction

section would be keypunched along with the current period attendance. This

approach would automate the corrections process and provide for léave and

salary adjustments wlithout involving substantial clerical resources.

Findings: Special Year-End Payrolls

At the end of each ftscal year; a special payroll is processéd for the four
regular biweekiy payroils and the EYE payroll. This special payroll is the

mechanism used to cut-off activity between fiscal years. June 30, the last

day of the fiscal year; seldom coincides with the last day of a pay period.

It usually falls somewhere within a pay period. Splitting the biweekly period

within which June 36 falls into two separate payment cycles allows the

Division of, Payroli to identify and thus cutoff activity occurring through

June 730 the old fiscal year, and activity occurring after June 30; the new
fiscal year.

. There are three reasons a cutoffrofiyear—end activity 1is necessary. First,
salary payments must be ‘accounted for in the fiscal year in which they are
budgeted. Second, contractual cost-of-living ad justments are effective as of

each July 1, requiring attendance toipeisegregated for payment at the correct
wage rate. Third, leave accounting, which follows a June 30 fiscal year,

requires proper cutoff for leave earned and excess leave usage determinations.
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Operating a 27th pay cycle as the means for satisfying year—end cutoff
réquirements is not cost—effective. Not only does it require all the costs
associated with processing an attendance cycle, it also generates overtime and
complicates the transition between fiscal years.  Mass file updates closing
out leave benefits for the old fiscal year, advancing leave benefits for the
new year and adjuscing salaries for —cost-—of-living increases mustr occur
rapidly and be timed properly to coincide with split attendance processing, to
assure that employees receive their paychecks on time. The requirements which
enable processing a1 extra attendance cyclé unnécessarily sStrain pay:oll and
data processing resources during what is alréady a busy period.

There are alternatives for effecting fiscal year-end cutoffs without résorting
to processing a special attendance cycle.

Leave Accounting Cutoff

Leave accounting now follows a July 1-June 30 fiscal year which generates the
need to cutoff leave usage on June 30. A simple methodology which would avoid

the need for Special cutoff procedures would be to define leave benefits years

as consisting of 26 pay periods ending the last pay period prior to_ June 30.

on this basis; leave benefits woculd be earned rateably over 26 periods.,

Yearly leave advances would be made the first pay date of the new year.

1t is not necessary that leave benefits accounting follow the budget fiscal

year. 7§§aveiid§égé ‘does not affect salary expenditures or fiscal accounting.
Hence; there is no budgggaggifgqu{ggment to account for leave usage on a July
1-June 30 basis: Accounting for leaves on a 26 pay period basis does not

affect empioyees, for they would continue to be advanced and earn the same

benefits as contractually provided:

Salary Changes and Fiscal Accounting

There are two options available for effecting a cutoff for budgetary and

salary adjustment purposes:

Option 1: Make cost-of-living and anniversary salary adjustments effective

as of the first full pay period of the new fiscal year,; rather than
as of July 1I: This option would eliminate the need to split

attendance between fiscal years for correct application of wage

Option 2: Use an automg;gdiig§igca§10n factor to split permanent employee
attendance applicable to old and new salary rates based on the

ratio of work days in the biweekly pay period through June 30 to

' the total number of work days in the pay period. 1If, say; June 30

fell on the seventh day of the pay period; then 70 percent of

reported attendance would be subject to the prior wage rate and 30

90
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reported attendance would be subject to the »>rior wage rate and 30

percent at the new wage rate: This option takes advantage of known

permanent employee work schedules to form a basis for making

aggregate allocations. As the work schedules of temporary and

substitute employees are not predefined, effecting wage increases

for these groups should follow the provisicns of Option 1.

Under both options, fiscal year-end accounting cutoff can be accomplished

through a journal entry which allocates aggregate salary expenditures to the

accounting records of the appropriate year on the ratio basis presented in
Option 2.

Either option would be an effective replacement in lieu of operating special

payrolls each year—end Option 1 would facilitate handling of work schedule
exceptions for leave without pay and overtime; but would require amendment of

Association agreements which specify juiy 1 as the effective date for

cost—of-living increases. Option 2 has the opposite effect: It would not

requiré changes to Association agreements except as applied to substitute

teachers; but raises questions concerning the selection’ of appropriate wage

rates applicable to leave without pay and overtime occurring in the pay period
straddling fiscal year-ends.

lmplications of the Findings

Eliminating the use of a 27th pay cycle each fiscal year-end would relieve a

major source of tension in the payroll cycle during end of year activity. It
would alsc save about .2 person years (about $3,000) in the Division of
Payroll and approximately 32 hours computeri7machi"e”7timeii(eﬁniyalent to .

$20,000), and reduce payroll overtime related to year—end activities.

Reduction in computer machine time is especially significant for it frees data

processing resources for other uses during. a peak activity period.

Implenenting tue replacement methodology discussed above would necessitate

changes in Association agreements, specificaliy to:

o Redefine the school year for leave accounting purposes to consist of

26 biweekly periods ending the 1last pay period prior to each fiscal
y..ar—end

o Provide for advancement of leave benefits as of the first pay period
in the leave accounting year, as defined above '
o Under option 1, redefine the effective date of cost—of~living salary -

adjustménts as the first day of the first full pay period of each

fiscal year or, wunder option 2, redefine the effective date only for
substituté teachers

Implementation would require major changes in payroll computer applications to

provide the capability to compensate employees at more than one rate of pay
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and to distribute salary expenditures to more than one budget account in the
same pay period. This capability should be included in the design for
replacement payroll applications scheduled for completion in fiscal 1936. In

the interim, enabling contractual modifications can be included in
negotiations for new Association agreements for the years beginning July 1,
1984 and 1985.

Findi“gsi Computation of Income Tax Withhoidings

The number of paychecks an employee receives is depéendent upon thé number of
job positions held. Employees with moré than one position are” paid Separately
for time worked at each position. The underlying reason for issuing ¢zparate
paychecks to employees working multiple positions lies first with the 3eparate
paymerit cycles of the individual payrolls and sSecondly because ' payroll
programs are incapable in a given pay period of compensating an employee at
more than one rate of pay or of allocating salary payments to more than one
budgét account. i

Each paycheck is calculated independéently of any other paycheck. This
practice may result in_ _an underwithholding of income taxes from employee
paychecks. Exhibit 8.2 illus~:rates the effects on federal tax withholdings
arising from separate comrutitions. The examples in this exhibit are based on
an employee working twe perwanent positions who 1is married and entitled to
declare three withholding zxemptions.

As this exhibit illustrates, an _employee who correctly declares his/her
marital status and allocated allowable exemptions; as provided by law; may
have his/her federal taxes  underwithheld by as much as thirty percert.
Declaring zero exemptions would still 1leave the employee with substantial
underwithholdings. In fact, to overcome the effects of separate couputatioas,
an employee would have to request withholdings be based on tax tables
applicable to single individuals.

The method. of computing _tax withholdings applicable -to the triannual
extracurricular activities salary payments is based on the use of quarterly
tax withholding tables. Use of this methodology generally results in the
withholding of little or no income tax. The reason few salary payments are
subject to withholding is that quarterly tax tables do not require withholding
on individual payments less than six hundred dollars. Few stipend payments in
any of the three payment periods exceed this amount. Further; the practice of
using quarterly tax tables for determining tax withholdings on extracurricular
payments does not comply with the Internal Revenue Service (IRS) regulations
regarding withholding on supplementary wages.

The IRS regulations provide for use of one of two alternatives for
calculating tax withholdings on : 2mentary wages. The aggregation method

92



EXHIBIT 8.2

ILLUSTRATED UNDERWITHHOLDING OF FEDERAL INCOME TAXES

L Example 1 Example 2 Exauple 3
Biweekly _Amount } Amount _ - Amount
Salary Status¥* Withheld Status* Withheld Status* Withheld
Job #1 $ 500 Ml $ 62.93 MO § 71.01 S1 § 80.48
Job #2 620 M2 -80.06 MO - 97.50 SO 124 .64
$1,120 $142.99 $168.51 $ 205.12
Combined ) ) S B .
Basis §1,120 M3 204 .33 204.33 204 .33
Biweekly (6Ver) under . I .
withholding 61.34 35.82 (.79)
Annualized (over) under S U R
withholding $1,594.84 $931.32 $(20.54)
Percent (over) under o
withheld 30%

*¥status represents employee withholding declaration; i.e. M1 Tepresents
married taking one exemption;

(-4%)

SO represents single taking no exemptions.
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provides that the tax may be determined by adding supplementary wages to

either the current period or preceding period regular wages. The tax
applicable to the supplemental payments would be the difference between the
total tax and the tax applicable to regular wages alone. An alternative

method provides for computing the tax by using a flat rate of twenty percent.

Implications of the Findings

The pract1ce of computing employee tax withholdings independently and without

regard to other sources of employee compensation imposes on employees the risk

of potentially substantial underwithholding of income taxes. Employees are

léft to their own resources to assure that sufficient taxes are withheld to
cover their annual tax liability Employees knowledgeable of the progressive

effects of the federal tax structure may be in a better position then less

knowlédgeable eémployeés to understand the need to closely monitor; in the

aggregate, the amount of taxes being withheld when they hold more than one
job. In any eévent, the responsibility is placed fully on the shoulders of

employees to provide for the proper withholding of income taxes:

Present practice may not recogrize the responsibility which MCPS has in
providing a methodology which assures adequate tax withholdings: fnternal

Revenue Service regulations may disallow the use of withholding methodology

which consistently _ results __in underwithholding of taxes. There are

computational nethodologies available to MCPS which provide a sounder basis
for assuring the adequacy of tax w1thholdings

There are tvo alternatives which could be applied 1in situations where

employees hold moi« than one position. One alternative is the annualized wage

method. Under this alternative employee's total wages would be annualized

with the amount of tax determined using withholding tables for annual pay

period. This tax would then be prorated back to individual pay periods: The

other alternative is the cumulative wage formula which adds current period

wages to cumulative wages, calculates a total tax based on average wages for

the pay periods to date; and deducts from the current paycheck the excess of
that amount from what has already been pa1d

Fither of these two alternatives would be preferable to current practice: Of

these two, the cumulative wage formula appears more adaptable to the current

payrollﬁistructure Sufficient information on which to determine the cost of

modifying the payroll programs to implement a new method for calculating tax

withholdings was not available during the study. However, discussions suggest
that under the current multi=payroll structure, implimentation may be complex

and costly to achieve. On the other hand, payroll programs have been

scheduled by the Task Force on Long~Range Planning for Futire Use of Computer

Technology for revision beginning in fiscal year 1984 at which time

94



implementation of an alternate method could be incorporated 1into the

development process. While the need exists to adopt immediately a more

appropriate methodology for calculating tax withheld, current constraints

prevent a recommendation for immediate implementation across atil payrolis.

However, the decision to postpone corrective action regarding withhoiding

calculations should be made with recognition that a certain risk of
noncompliarice with IRS regulations exists.

The need to revise withholding methodology used on the extracurricular
activities payroll 1s more clearly defined. The use of quarterly tax tables
results in little or no tax withholdlngs and does not conform with either of
the two alternatives provided in IRS regulations for determining withholding
taxes for sSupplementary pay. Of the two acceptable alternatives, the use of a
flat tuenty percént rate would be the simpler method to apply~ and would result

in lower, yet adequate, tax withholdings from employee stipend paychecks.

The above discusslon addresses tax withholding methodology under the current
multi-payroll structdre.  Chapter 7 .in this report addresses the issue of
multiple payrolls as a major ilmpediment to providing an adequate structure for
withholding taxés from émployees whose paychecks are processed across several
payrolls. That chaptér recomménds an alternative payroll structure which
consolidates employee_ compensation from' all sources 1into a single payment
process. Adoption of such a recommended structure would eliminate tax
withholding methodology as a payroll system issue, as compensation through
separate paychecks would cease to eéexist.

?indings: lndépendent Activity Fund ?ayments

One additional problem which w111 need to be addressed in ‘the new payroll
system is the practice of making payménts for personal services out of school

Independent Activity Fund (IAF) accounts.  Teachers and other school staff
members are soméetimes asked to perform miszcellanecus duties outside of school
hours and are paid for their servicés out of the IAF funds To comply with

federal and sState tax laws without placing an undue burden on the present
computerizéed payroll systém, MCPS Regulation 280-1, dated July 24 1981, was
developed as a temporary expedient for handling these payments. Under this
regulation, the schools pay employees directly from the TIAF bank accounts,
deducting only the employee socidal security (FICA) tax at the rate for the
current year. No federal or staté income taxes are withheld Ar  the end Vof
thé caléndar year &ach sSchool which has made . payments to employees for
personal services submits a 1list of rnames and amounts to the Division of
Payroll together with a check for the total amount of the employee and
employer FICA tax on Such payments. The division files the FICA tax returns
and 1ssues Forms W-2 showing the gross earnings and deductions for FICA taxes.
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Employees who receive payments from IAF accounts thus receive two Forms W=2

from MCPS for attachment to their income tax returns. Employees whose total

earnings from their reguiar JObS and from the IAF accounts exceed the maximum

annual E'ICA earnrngs prov1ded by law must notify the Division of Fayroll in

order to obtain a refund ~f the etceas FICA taxes withheld. In most cases the
payments from the IAF accounts are reiativeiy small and do not have a

significant effect on an employee's income tax tiability. A few employees;

however, receive as much as several hundred dollars in payments from IAF
accounts, which can result in underpayment of taxes unless the employee has
made other provisions. '

Implications of the Findings

The system is cumbersome and was developed only as a temporary measure with
the 1intent of eyentually incorporating these payments into the MCPS payrolil
system. The payroll system should therefore include provision for these
payments to bé includsd in the employees' regular paychecks and for the IAF

accounts to reimburse MCPS for the amotnt of the gross earnlngs pius the

employee and empleyer FICA taxes. The IAF payments will then be included in

the computation of federal and state withholding taxes and in the computatgpn

of maximum FICA earnings for the year. Each employee will receive only one
Form W-2, which will include all earnings from the school system.

Recommendations

o Reduce the volumé of attendance voucher corrections by revising the

timetable for reporting unit submission of attendance documents to the
Division of Payroll, as récomménded in Chapter 6 of this report.

o Incorporaté into theé attendance processing cycle automated procedures
to process attendance voucher corrections.

o Eliminate the . nééd, ,for Special fiscal year—-end payrolls by
implementing a plan which:
Provides for leavé accounting based on a 26 pay period year ending
the last pay date prior to Juné 30; and
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Provides for annual cost=of=living adjustmerts toc become effective
on the first day of the first -full pay period subsequent to July 1,
or '

For permanent employees onLy, allocates ‘attendance in the pay

perIod straddling June 30 on a ratio basis for application of new

July 1 salary rates:

o TInclude in negotiations for Association agreements beginning
July 1, 1984 and July 1, 1985, contractual modifications énabling
implementation of a plan to eliminate the need for special fiscai year
end payrolls.

o Wwith respect to the method of calculating income tax withholdings

Establish that tax withholdings on extracurricular activities
payments be based on the application of a flat 20% rate

Consider the cumulative wage formrla for use now on the regular

payrolls At a minimum,; the proposed development of a new.  payroll:

system should consolidate employee compensation from all sources

into a single payment process. In the interim, there should be

regular information notices to employees by such means as the MCPS

Bulletin, paycheck stub messages and in new emplovee or1entation

sessions, of the risk that iIncome tax withholdings may be

insufficient to meec employees aggregate tax liability when _income

is derived from more than one position. The Division of Payroll

should be prepared to assist employees in making correct

withholding declarations:

o Incorporate into the design of . replacement payroil programs

compensation for personal services to independent school activities -
into employees' regular MCPS paychecks and provide a system for

reimbursement to MCPS by school Independent Activity Funds for wages

and social security taxes so paid:

Implementation of the above recommendations offers the Division of Payroll an

additional opportunity to reduce cierigali resources dedicated to attendance
processing by approximately one person year for an 'estimated _aggregate
savings, including fringe benefits; of about $19;000. Elimination of special

year—end payrolls would save 32 hours of computer machine time, having an
equivalent value of 520, 000.
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CHAPTER 9

ANALYSIS OF DIRECT DEPOSIT
Introduction

This chapter addresses the issues associated with the single aspect of
Electronic Funds Transfer (EFT) that applies to the MCPS payroll system;
namely, direct deposit of an employee's pay. The objectives of the chapter
are to (1) define direct deposit and describe how 7. might function in MCPS,
(2) didentify +thé <costs and potentidl economic benefits to MCPS, (3) identify
the bénéfit§ to employeés, and (%) describe the expériences of other Mdaryland
eéducational agencies with direct déeposit. Over the past ten years MCPS has
considéred direct deposit on several occasions, and each time has decided not
to dinitiate a direct deposit program. However, as considerable 4vances have
been made in the technologies and capabilitiés of electronic fiu s transfer
systems in the past _few years, a detailed analysis of the direct deposit
concept is warrantéd. Thé most récént MCPS review of diréct déposit (1980)
concluded that the state of the current computerized payroll application
precluded the initiation of a2 direct deposit program. Consequently, the
analysis in this chapter 1is based on the assumption that any decision to
participate in a direct deposit program would coincide with the implementation
of a new computér supported payroll system and that the capabilities for
direct deposit would become design Spécifications of the new payroll systém.

éackground of Eléctronic Funds Transfer

Simply stated, electronic funds transfer (EFT) 1is the process/mechanism by
which  funds are transferred from one account/organization to another
account/organization without the issuance of a paper check. EFT 1is the
mechanism which jolds the greatest poténtial for reducing the cost of
financial transactions and décreasing the growing mounds of paperwork in our
paper check sSociety. Electronic funds transfer has two major applications,
(1) the credit of payments Such as net payrell and retirement, and (2) the
debit of payments such as_iisurance wutility and other obigations or bills.
This chapter will focus on only oné application of EFT, the direct deposit of
payroll. _ Briefly stated; direct deposit of payroll is_the mechanism by which
an individual employee's net pay is deposited by his employer in a savings_  or
checking account at the financial institution of the employee's choice in 1lieu
of receiving a paper paycheck.
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The impetus for EFT originated with the Federal Reserve System's implemention
of the Electronic Funds Transfer Act passed by congress in November, 1978. As
a consequence, the two organizations most deeply involved with EFT are the
Department of the Treasury and the National _Automated Clearing House
Association. Currently, Treasury is making over 8 million direct deposit
payments each mon:sh,; representing $2 billion. Included in these payments are

direct deposits to rccipients of Social Security Benefits, Civil Service
Annuity, Veterans Administracion Compensation and Pension Payments, and other

payments made by the federal government. These direct deposit programs have
proven to (1) reduce government operating costs (2) improve service to
recipients,; and (3) haundle payment volume increases. The National Automated
Ciearing House Association i1s the administrative association which coordinates

the 32 1ocal Automated Clearing Houses (ACH's) which process millions of

private sector EFT debits and credits each month: From :this beginning in

Treasury, direct deposit/EFT has spread to numerous state and local government

agencies; private companies and commercial organizations: Direct deposit of

payroil currently represents the largest application of EFT for  local
governments

Fast paced developments 1in retail electronic banking (the second major

application of EFT-d2bit of customer bills and other obligations) and the

tremendous growth in automatic teiier machine (ATMs) regional networks will

actuaily provide greater economic pressure for* direct deposit systems.

Fxperts predict that within the next 18 months, most banks,will be affiliated

with one of about six national electronic banking networks. Operating with

debit cards, the new interbank ATM networks will enable customers tc withdraw

cash, make deposits, or transfer funds between both checking and savings

accounts from any member financial institution across the country Within a

few years these networks should have the capability to provide these same

services from an individual's home (less cash withdrawn) and retail

point-of-sale te’minals Vost financial experts beiieve that the rapid growth

of EFT to date will acceierate during the comiang decade. It is anticipated ;
that non EFT operations will become even more costly in the future due to
changes 1in powers and services offered by financial instituciocas caused by the
Depository Institutions Deregulation and Monetary Contrei Act of 1980 and the
ever 1increasing cost and volume ofrpaperwork National studies have shown
that the average cost of processing a check at a_major bank has increased to
$0.41 (36 percent) over the past twWo years. However, banks are currently
only charging approxima:zz=1y $0. 10 for this service. Allan H. Lipis,r President
of Electronic Banking, Inc. observed that: If banks are going to survive
they must increase their transactual services and decrease their cgsts The
only mechanism on the horizon for doing this is electronic banking

teElectronic Banking,” Business Week, January 18, 1982.

100



éummary of Current Payroll Process

This section summarizes those aspects. of the current MCPS payroll process that
relate to the analysis of direct deposit. By necessity, some of the data and

description presented 1in earlier chaptérs is repeated here, but provides a

foundation for consideration of the direct deposit.

MEPS pays its employees through six payrolls, four regular biweekly and two

periodic payroills: Professional and supporting service employees are paid

biweekly on alternate Fridays and are the two largest payrolls. _ Substitute

teachers are paid biweekly on the same Friday as professional employees.

Temporary part—time employees represent the fourth regular biweekly payroll
and are paid on the same Friday as supporting service employees. The two

periodic payrolls pay employees for work performed under the Extended Year

Employment (EYE) and Extracurricular Activities programs.

Paychecks for the professional, supporting service, and extracurricular
activities payrolls are ‘distributed to employees via the internal MCPS mail
system (pony) 7 Checks are delivered to a central location in the school or

of fice where it becomes the reSponsrbility of the principal/manager, or othéer

assigned person, to make distribution to individual employees. Because of

personnel mobility, paychecks for bus drivers, substitute teachers; _temporary,

part—time and EYE employees are maited to their homes. Exhibit 9.1 shows the

average number of checks and dollar amount of payrolil distributed,,by type of

payroll, for an average paydate. The biweekly pay for professional and
part—time employees averages 8,000 checks and approximately $4,000,000. On

alternate paydates, approximately 6,200 supporting services employees and

substitute teachers receive approximarely $2,000,000.

On the Thursday before each Friday payda, McPS dep051ts funds in the amount of -

15 percent of the total net pay in an acccunt with Maryland National Bank. No

funds are deposited on the Friday of the prydate Fifty percent of the net

total pay_is deposited on the folloh-ns Monday and the remalning 35 perceat on

Tuésday. THe checks deposited in Maryland National to cover payroll are drawn

on the ,General Fund in the First National Bamk of Maryland. MCPS makes the

deposit in First National from funds provided by the Montgomery County
Government.

Scenario of Direct Deposit in MCPS -

The intént ,of this seﬂtion is to describe how direct deposit of payroll might

function in MCPS. For the purpose of the scenario several assumptions have
been made concerning a d1rect deposit program in MEPS: The validity of these

assumptions will be discussed in a later section, but for the moment; assume

that MCPS has decided that participation in a direct deposit program should be
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Exhibit 9.1

AVERAGE PAYCHECK VOLUME PER PAYDATE

Type of Payroll

Number of Checks

Dollar Volume

:

School Year (September-June)

Professional

Temporary, Part—time
Pay Cycle Total

Supporting Services

Substitute Teachers
Pay Cycle Total

Summer Months (July,

Professtonal
Temporary, Part—time

Pay Cycle Total

Supporting Services

Substitute Teachers
EYE

Pay Cycle Total

S S !
Stipends (Tri-annual) %

August)

-

$3,840,000
140,000

$3,980,000

+1,620,000
265,000

$1,885,000

$ 480,000
— 200,000
$ 680,000
990,000
8,009
780,000

$1,778,000

s
Total - . 4,39k $1,800,000
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voluntary and that the lead bank and the Automatic Cléaring House (ACH) model
will be used. An ACH is a facility which performs inter-bank clearing of
paperless paygents utilizing electronic alternatives to checks and other

traditional paper : instruments. ACH's are generally operated by Federal

Reserve Banks acting as data processing agents.

The 1lead bank and MCPS would jointly market the benefits of direct deposit to
y

employees, pOSSIbiy with the assistance of the employee associations; and sign

up those employees who choose to participate The employee would fill out an

authorization card which authorIzes MGPS to credit his net pay to a given

account (checking or savings) in a given bank:. The employee then provides the

bank name, bank account number; his name; social security number and work

location: A void check is requested from the empioyee and is used to minimize

transcription errors in the account number. MEPS would send™ a dry run or

prenotificatton through the direct deposit credit processing procedures to

ensure that the employees account is valid and the process 1is working

smoothly This is ail the employee wouid need do; on payday the employee

would receive a direct deposit stub through the same distribution procedures

that he currently receives his check and checkstub. The direct deposit stub

aould contain exactly the same data as the checkstub; with the addition of a

statement that his net pay has been credited to his account. The employee's

pay would be available to him in his account at the start of business on his
regular paydate. _ i

fo accomplish the crediting of employees net pay in their individuai accounts

in hundreds of separate banks MCPS would use the surepay direct deposit

program of the Wid—Atlantic Automatic Clearing House in Baltimore and the
services of a local lead bank: Exhibit 9:2 shows the lead bank/ACH model and

the process used to distribute the employees net pay The lead bank; or

Originating Financial Institut on as referred to by ACH's, would be selected
by MCPS through a formal b1d process and would be the school system s single .

entry point into the "surepay” direct deposit process. MCPS would have to
provide the lead bank with all data necessary to have the net pay of all

participating employees credited to their individual bank accounts: This

would be accomplished by giving the lead bank a computer tape containing; in a

Specific format, a record for each part1c1pat1ng employee Each employee
record would contain the employee s name, social security number, amount of
net pay, a bank 1dent1f1cation iLumber, and an account number. “he tape

typically must be delivered to the lead bank two days before the payda\ . The
lead bank removes the records of those employees who -have accounts at their
bank and sends the computer tape with the remaining records to the Mid
Atlancic Automatic Clearing House (MAACH) 1in Baltimore The MAACH im turn
would rémove the records of employees whose bank is in their region and sends
these records to the appropriate Receiving Financial Institution (the
employee's bank) The receiving bank posts the credit to the employees
account the night before the paydate <o it is available to the employee at the
opening of business on the employee's paydate The Mid Atlantic Automatic
Cléearing House serves. approximately 750 barn.'s and savings and loans in
Maryland,, Northern Virginia, the District of Columbia, and northeastern West
Virginia. Thére are 32 independenL regional Automated Clearing ‘Houses

4Ség‘,Appendix C for a liSting of member financial institutions.
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across the country. If the employée has, for somé reasoil; Selected a _bank
outside the region served by the Mid Atlantic Automated Clearing House, MAACH
would electronically transmit the employee's record to the appropriate ACH,
which in turn would transmit the record to the Receiving Financial Institution
(the employee's bank).

MCPS would have to provide payment for the total amount of net pay of
employees participating in the direct deposit program to the lead bank the
night before or the morning of the paydate. The complete processing schedule
(times for delivery of paperless entries and payments) would be detailed in
the contractual agreement between MCPS and the lead bank. In addition; the
lea¢ bank typically provides certain free or extended services to eémployees
who keep their account with them (i.e., free checking with no minimum
balance). ) : Co

Cost Analysis

Discussion of Cost Components

This section compares the costs of participation to the cost savings for a

direct deposit payroll program. Costs and cost savings are discussed as

having both tangible <(easily quantified into hard dollars) and intangible

(easily described but not easily quantified into hard dollars) components.

The porpose is to describe and quantify both the tangible and intangible costs’

of direct deposits; with the knowledge that the ultimate recommendation must

consider both types of cost components: The cost analysis draws heavily on

past direct deposit cost benefit analysis studies. Cost data applied to MCPS

but not directiy collected in MCPS 1is 1identified; and although complete

accuracy of the data cannot be assured, it s certainly well within the

accuracy for the purpose it is being used:

In evaluating the cost effectiveness of direct deposit of social security and
other types of payment checks the Department of Treasury identified three
major cost components: They are 7§}27"i5§§é§eeieéé§§7 (2) Péétagel and (3)

float: The Bepartment of Treasury found that 1issuance «costs for direct

deposit were $0:03 1less per item than for paper checks: The issuance or

processing costs includes all resources; such as personal sarvices and

benefits; supplies and materials; space and utilities involved in check (or

direct deposit) distribution; and payment and reconciliation vperations.

Although postage costs are seif—expianatory, the cost of float wmight require

definition. As interest rates have risen over the past five years an

increasing number of companies and organizations have come more fully to

realize that money has investment value, even for periods of time as short as

, 3§tatewandALbealchvernment,birect,DepositiEieéﬁibﬁiéefun&éﬁiiénéfei i
Seminar Materials, U. S. Department of the Treasury, Washington, D.C., 1978,
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t-3 days: Consequenrly, float is the cost (lost revenue) associated with

having to give up funds rather than invest them for short periods of time.

For high volume payroll systems, float becomes a major cost consideration in

evaluating direct deposit programs: When ar organization issues paper payroll

checks, on a Friday for example; they know from past experience that a

percentage of those checks will either not be cashed by employees or clear the

issuing bankifor payﬁent until Monday or Tuesday of the following week. This
percentage may even be as high as 350 to 70 percent of the total net pay.

Consequently, the organization deposits on the paydate only enough funds _that

exierierice has shown will be required; invests the remaining payroll funds

over the weekend, and deposits the remaining funds on Monday or Tuesday. For
direct deposit programs,ihoweyerlﬂali (100 percent) of the total net pay must
be credited to the employees accounts on the paydate Consequently,; the

organization in this exampie, loses the opportunity to invést a percentage of

the total net pay from FrIday to %onday or Tuesday. The revenue lost from the

noninvestment is referred to as the cost of float. It is easy to see that the

cost of float is directly retated to investment rates (interest rates). As

the investment rate of return goes up, the lost revenue or float cost

increases and, conversely, as the investment rate of return declines float 1is
decreased.

A fourth ma jor. cost that did not apply to the Department of Treasury, but is

applicable to MCPS, ir the intangible cost of lost employee time caused by

employees going tor the ,bank to cash their paycheck during normal working

hours. Nationalrwstudies have shown that approkimately 20 percent of

employees take 30 minutes of company time each payday to cash/deposit their

paycheck. The cost of this lost time is considered an intangible cost

because, although direct deposit may recover this cost, it is reflected as

increased productivity and does not generate hard dollar savings

MCPS Cost Analysis

Fxhibit 9.3 depicts the results of applying The Department of Treasury State

and Local Government cost model to MCPS payroill data: The exhibit shows the

projecteéd total annual savings of direct deposit for four levels of employee
participation. The analysis includes both tangivle (recoverable) and

intangible (nonrecoverable) costs. Exhibit 9.3 shows that when both types of

costs are considered, the implementation of a direct deposit program is cost

effective for all four levels of employee participation: The net annual
savings to MCPS ranges from approximately $60,000 at the 25 percent

particip=tion level to $240,000 at the 100 percent employee participatior

rate. The results obtained from the survey of other Maryland school syscems

using a direct deposit system indicate that MCPS should anticipate a

participation rate _of 25-35 percent. Consequently, the remainder of the cost
analysis_section will féeature the 25 percent participation Ievel depicted in
Exhibit 9.3. It should be noted that the cost of float is not

P

Ibid.
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MCPS DIRECT DEPOSIT COST ANALYSIS'

Exhibit 9.3

Percentage of Employee Participation

- L 100 75 50 25
One=Time Costs
Collection of authorization
forms and f£ile maintenance
($.:09/1iten™) $ 1,600 $ 1,000 $ 1,000 $ -
Modification of payroll system” N/A N/A N/A /A
Total One-Time Costs $ 1,000 $ 1,000 § 1,000 3 -
Annual_Costs
Float loss® (See Exhibit 9.4)  $116,000 § 87,000 § 58,000  $29,000
Financial organization - o
Service charge . _N/A N/A ‘N/A 7 N/A
Total Annual Costs $116,000 $ 87,000 $ 58,000  $29,000
Annual éaviqg§
Bank check processing charges N/A N/& N/A N/A
In-house re;cngile ent o ) o
charges ($.07/item™) $ 26,000 $ 19,000 $ 13,000 $ 6,000
Postage” 15,000 t1,000 7,000 4,000
ﬁstimated Vaiu¢ Qf empioyeer
lost time $pent in financial
institutions cashing/ N - B
depositing checks 314,000 236,000 157,000 $79,000
Check printing costs S o /
($3/1,000 checks) 1,686 1,060 1,600 =
Total Annual Savings $356,000 $267,000 §$178,000 $89,000
Nét Annual Saving§ $240,000 $180,000 $120;000 ¢60,000
107 /
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lUni; 'and item costs used in this analysis represent data obtained from
published direct deposit cost/benefit studies and; although representative of

costs in MCPS, are not actual MCPS computed costs:
2Based “on 15,913 full and part-time MCPS employees and 364,000 pay checks
issued in FY 1981.

BASSumes that the capability for direct deposit will become specification in
the new personnel/payroll system and, as such, the existing payroll system
will not be modified.

AMCPS mails payroll checks to temporary part-time employees, substitute
teachers, bus drivers, and employees receiving EYE. Employee participation
pércentages are for this group only. -

previous direct deposit cost/benefit studles have shown that 20 percent of
the employees take 30 minites of company time each payday to cash/deposit

théir pay checks. For professional employees, this equates to $213;000 (:20 x

6700 x S$14.45 x % hr. x 22 pay periods). For supporting service employees,

this équates to $101,000 (.20 x 5730 x $6.78 x % hr. x 26 pay pertods):
8t16at 1085 is not a MCPS cost, but would be a cost incurred by the County
Government.

j —
OR)
O
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actually a loss to MCPS but rather to the Montgomery County Government, This

is the case because the County Govermment,; not MCPS; has responsibility for

cash investment and under a direct deposit program MEPS would ask the County

Government for larger sums of money earlier in the payroll payment schedule.

So although the MCPS Operating Budget woiild not be adversely affected by tte
float loss, the County Government Budget would.

As discussed earlier, many of the costs depicted in Exhibit 9.2  are

nonrecoverabla. For example, although there is a $79 000 saving in lcst

employée time for the 25 percent participation rate, tnese funds represent

increased employee time ofi the job but cannot be used to directiy offset the

$29,000 float loss to the County Government Likewise,ralthough it is widely

accepted that ditect deposit redutes the cost of check reconciiiation; this

cost is hard to quantify and difficult to capture from the Operating Budget:
Exhibit 9.4 shows how the float loss was calculated. MCPS currently deposits
15 percent of the total net pay on the Thursday before the Friday paydate, 5¢

percent on Monday and the remaining 35 percent on Tuesday Under a direct
deposit program. MCPS would be required to deposit the total amount of n?§,9§]
.for participating __employees  on the Friday payuate. Consequently,

approximately 5116,000 of float would - be lost if 100 percent of tlie employees
participated in the direct deposit program. The cost of float 105s would
decline to appLOKimately $29,000 at an employee participation rate of 25
percent. An invéstment raté of return of 12 percent per annum was used in the
float calculations. Exhlbit 9.5 shows the effect that increased/decreased
rates of return have on the cost of float. At the 25 percent ‘particlpation
rate (which MCPS would éxpect in the first year), an 8 percent rate of return
decreases float loss to $19,000, while a 16 percent rate of return increases
float loss to $38,000.

Benefits of Direct Deposit

Benefits to MCPS

The previous section discussed those benefits of direct deposit of peyroll
which contributed cost savings to MCPS. This section identlfies the benefits
to MCPS which either produce non—recoverable savings or intangible benefits.

1. Direct deposit contributésﬁrto, an easier and more cost—effective payroll
issuanc= opération in the following ways:

a. Reduces storage requireménts and Sécurity problems associated with
blank check control

b. Reduces storage requirements for cancelleéd checks
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Exhibit 9.4

CALCULATION OF ANNUAL FLOAT LOSS

Current Payroll Bank Deposits

Thursday 15 percent of total net pay
Monday =~ 50 percent of total net pay

Tuesday 35 percent of total net pay

Estimated investment rate of return: 12 percent per annum daily factor
12% - 365 = 0.000328767. C

FY 1981_Payroll Data

Total net payroll for FY 1981 was $127,968.000

Float Loss Calculation

(a) float loss 3 days of 50 percent of $127,968,000
(b) float loss 4 days of 35 percent of $127,968,000
(¢) float gain 1 day of 15 percent of $127,968,000

(a) 3 x 63,984,000 x .000328767 = s 63,000 .
(b) & x 44,788,800 x .000328767 = 59,000
(¢) 1 x 19,195,200 x .000328767 = _ - 6,000

Net float loss (for 100 percent

participation) $116,000

Exhibit 9:5

7
___ FLOAT LOSS BY INVESTMENT
RATE OF RETURN AND EMPLOYEE PARTICIPATION

) , Float Loss o
] ) Percentage-Employee Participation Rate

Investment Rate of Return 100 75 - - -5 25 _
'8 Percent $ 77,000 $ 58,000 $38,000 $19,000

10 Percent - ©. 96,000 72,000 48,000 24,000

12 Percent 116,000 87,000 58,000 29,000

14 Percent 135,000 101,000 67,000 34,000

16 Percent 154,000 116,000 77,000 38,000

e 134




c. Reduces labor and machine maintenance costs associated with check
signing and envelope stuffing operations

d: Reduces the number of handwritten checks réqﬁired because of empioyéé
requests for early checks, lost or stolen checks, or those not cashed

within 90 days

e. Reduces °°s§,9f,PaPer for direct deposit stub (This savings might be

partially offset by the cost of the computer printed stub mailer most

organizations use for the direct deposit stub.)

2. Employee relations are enhanced because employees perceive direct deposit

of payroll as a benefit and desirable service.

3. Direct deposit contributes to the employee's view of MCPS as an

innovative and modern organization.

Benefits to Employees

The study found a consistent pattern of employee participation in direct

deposit payroll programs. Professional empioyees perceive greater benefits

from direct deposit and consequentiy, always had a higher participation rate

than classified/support employees: Although individual employees perceive

different benefits from a direct deposit program, the following advantages are

those that are generally associated with direct deposit:

1. Direct deposit offers great convenience in depositing funds and

reduces need to go to the bank and wait in long lines on busy days.

2. Money is automatically deposited each pay period, and can be wused

1mmediately, even 1if empioyee is away from home. Also eliminates

need to make special arrangements for handling checks when absent
from work. .

3. Deposits are posted to the employee's account more quickly, reducing
possibility of overdrafts.

4. Eliminates possibility of lost or stolen checks:

5. Payroll data is wmore confidential, as_ distribution is done by
magnetic tape, not people:

6. Deposit can be sent to either a checking or savings account:

7. Complete earnings statement (direct deposit stub) is stiil received
every payday.
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8. For employees on odd sﬁift" - éiimiﬁates the necessity for special

9. Encourages and enhances savings and good money management, hence,
greater financial stubility.

Benefits to Financial Institutions

Electronic funds tranfer operations in general, and direct deposit payroll

programs in particqlar, produce significant benefits to both the originating

financial institution {lead bank) and the receiving finaneial institution

(employees bank) A ecent study by Peat; Marwick; Mitcheil & Co. and

Electronic Banking Inc. analyzed the benefits to raceiving financial

institutions (commercial banks, savings and loan assvciations and mutual

savings banks) participating iIn the Treasurv Department Social SeCurity Divect

Deposit Program. The three ma jor conclusions of the study are that:

1. All of the 1institutions studied had substantially lower processing

costs for direct de- sit payments as compared to processing actuai
social security chec:

2. Fustomers who use the direct ééﬁéfit service have Significantiy
higher account balances than the national averages for all bank and
thrift institution customers:

3. Direct deposit customers showed increased loyalty to the financial
institution and greater use of the institution's other services.

The Peat, Marwick, Mitchell & Co. study found that the average cost for a bank

to process a direct deposit payment was 29 percent of the cost to process the
same paymeént oveér the counter ($0.07 vs: $0:17) and 12 percent of the cost of
a chéeck presented. in a mail deposit (80.07 wvs. $0.52). An analysis of

customer account balances found that customers who used direct deposit showed

a net increase in their dccount baltances aftef 7éﬁly six months of
participation. This increase ranged from $6.62 for checking accounts at

commeércial banks to Q755 45 at mutual sav1ngs banks that offered both NOW and

savings account; to S$1, 414.72 for savings accounts in savings and loamn

associations. A telephone survey of customers who had started using direct
deposit within thée last year fOund that 80 percent of the customers thought of

the instituticn as their primary financial institution and approximately 20

percent reportéd that they had started using an additional service at the same

1The Costs and Benefits of Participation in the Treasury's Direct -
Deposit Progam, Volume 1; Summary of Report, Peat, Marwick, %itche’l & Co and
Electronic Banking, Inc, 1981.
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institution. The lower processing costs and balance benefits found in this
study are transferable to direct deposit payroll programs and explain why
financial institutions encourage employer participation in such programs.
Individual receiving finamcial institutions also gain some of the float that
companies lose from employees who have their net pay deposited in checking

account s on the morning of payday and do not write/cash checks from it for a
few Jnys.

In addition to the benefits to receiving financial dinstitutions described
above, the originating financial institution (lead bank) benefits even further

from direct deposit programs. Financial institutions providing the services
of a lead bank to an organizzcion/company benefit from increased numbers of
new accounts from employees. This account growth is further encouraged by _the

wide-spread practice of the lead bank offering free checking; with no miminum

balance requirements, to employees participating in direct deposit prograams.

The benefits accruing to a fimancial institution frem providing lead bank
services to companies/organizations with large numbers of employees _are such
that finuncial dinstitutions compete vigorously for this business. Sufficient
révenues are obtained from increased growth and float that few lead banks

charge separately for handling direct deposit ,programs. In fact; lead banks

have eéven been known to pay the company/organization -a yearly fee for the
privilege of providing lead bank services.

Experiences of Other Maryland Educational Agencies

Generai Cbsérbvations

A telephoné survey was conducted of nine Maryland public school systems and
the Maryland State Department of Edqcatiqniggiqggerﬁihﬁ their experiences with

direct deposit payroll programs. School systems, erther thought to be or most
1ikely to be using a direct deposit program; were selected for the survey;
consequently the results are not representative of school systems in the state
as 1+ whole. The scudy found two different direct deposit payroll models being
used in Maryland educational agencies. In addition to the lead bank/ACH model
discussed earlier in this chapter, three school systems were using a dirx.c
deposit model whereby they dealt directly with a limited number of individuil
local financial institutions. Exhibit 9.6 displays the basic findings of the
telephoné survey. Seventy percent of the educational agencies surveyed were
using one of the two direct deposit payroll models. Four of the seven _school
systems having a direct deposit program used the lead bank/ACH model while the
remaining three dealt directly with individual fimancial institut.ons.  The
rirst National Bank of Maryland provided lead bank services to all four of the
school Systems using the lead bank/ACH model: Although direct deposit payroll
programs were found in both large and small school systems, most larger school

systems usé the lead bank/ACH model while most small school systems dealt

directly with individual banks. The exception being that the Balcimore Couu*y
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Exhibit 9.6

OTHER AGENCY PARTICIPATION IN DIRECT DEPOSIT PAYROLL SYSTEMS

Agency __Employee
Agency Participation Lead Bank Participation
. _(Percent)_
Anne Arundel 100 teachers
County Public Schools Yes First National Bank of Md. 25 others
Baltimore City Govern-
ment (includes school S B
system) Yes First National Bank of Md. ‘ 28
Baltimore County o o
Public Schools Yes none ’ 40-50
Carroll County o - N
Public Schools No N/A N/A
Charles County o S S o
Public Schools Yes First National Bank of Md. 30-40
Harford County - - ,
Bublic Schools Yes none 43
Howard County o L B
Public Schoois Yes First National Bank of Md. 30
Maryland State Depart~ ) o B
ment of Education No N/A N/A
Prince George's B B N
County Public Schools No N/A N/A
Wicomico County o -
Public Schools Yes none 33
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Public Schools' direct deposit program is available only through two banks and
their teachers federal credit union. Howevér; Baltimoreé County 1s _currently
considering converting their direct deposit program to the lead bank/ACH
model. The other two school systems that interface directly with individual
banks allow émployees to select from 8 or 18 financial institutions, Maryland
school systems have been using direct deposit payroll programs for as_long _as
seven years (Baltimore City) and as recently as January; 1982 (Charles
County). Only one educational agency surveyed (Baltimore City Government) had
performed a cost benefit analysis of direct deposit or had calculated the

float loss to their organizations.

Chartacteristics of Direct Deposit Programs

The majority of the direct deposit payroll programs are totally voluntary (5

of 7), while two programs are manditory for at least some group of employees.

By negotiated agreement; the Anne Arundel County direct deposit program is

mandatory <ror all teachers. In Charles County, the recently implemented

direct deposit program is mandatory for all new employees as a- condition of

empioyment, but voluntary for all current employees. One other school system,

not currently having a direct deposit program; attempted to negotiate with

their educationat assoctation for a mandatory direct deposit program but

decided on not having a program when the assoctation would not agree to a

mandatory program: Employee participation rates in the voluntary direct

deposit programs ranged from 25 to 50 percent in the seven school systems (see

Exhibit 9.6), with an average participation rate of 34 percent. All school

systems having a direct deposit program reported higher participation rates

for teachers and other professional employees than for classified or

supporting service employees.

Operation of Direct Deposit Programs

With a single exception; the survey found no significant differences in the

processing procedures and operations of the seven direct deposit programs.

Most school systems with a direct deposit program provided all employee groups

the opportunity to participate in the program: Two school systems, however,

did not permit substitutes or part-time employees into the program. All

school systems provided participating employees with a direct deposit stub

which contained the same payroll data as the Legular check = stub. The direct

deposit stub was, 1n all cases; distributed on the paydate and by the same

mechanism as the regular pay check, if.e:; via internal mail system.- Several

.school systems computer printed the “direct deposit stub in self mailers which

provides greater confidcntiality of employee payroll data. All systems

reported similar procedures for correcting errors in an individual employee's

deposit. When the error was detected prior to the paydate’ and detrimental to

.'/‘
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the school system, the recéiving financial institution (the employee's bank)

was telephoned and a stop deposit order issued. The employee was then 1issued
a paper check for the proper amount throngfa supplémental payroll. In all
other cases, the error was corrected in the followlng pay cycle. The single
processing difference found was that the processing schedule (identifying when
the magnetic tape containing employee data and the actual payment of funds
were made) varied significantly among the seven school §yStems. The most
common Schedule for delivery of payroll data to the financial institutions was -
two days prior to the actual paydate; however; one School system was able to
provide employee data as late as the day before the paydate. Of greater
significance, however, was the scheduling differences in the Settlemént or
payment date. Several school systems actually paid the 1lead bank the total

net payroll at the same time that they provided employee data; two days prior
to the paydate. Other school systems made Settlement _thé “day before the
paydate and a few actually made payment the night before or morning of the
paydate. Settlement date is important because it significantly affects the

amount of float loss to the employer.

Most schooi systems participating in a direct deposit payroll system saw

littte or no economic benefit to their organizations and viewed direct deposit

primarily as an employee benefit, All systems saw basically the same employee

benefits of direct deposit that were described earlier.

Implications of the Findings

The study found that direct deposit of payroll has become a modern and

. effective method of paying employees. Direct deposit programs significantly

reduce the amount of paper work and the processing costs of financial |

institutions. The tead bank/automated clearing house model operated by the

Federal Reserve System is widely used and a provea mechanism for direct

deposit payments The model is currentiy being used by many large businesses

and school systems across the country and throughout Maryland. It 1is

anticipated that direct deposit programs will become increasingly more cost

effective in the future as the costs of processing paper checks continues to

escalate. In fact, it is anticipated that a time will come in the near future
where increasing volumes a?é,??PQE,,9°SE§,,Y11$, make direct deposit systems
almcst mandatory. The anticipated rapid growth ofi regional and national

automatic teller machine (ATM's) networks, point-of-sale debit cards, and

other retail banking services will cause banks to have to recover a greater

portion of their costs to process paper checks: In addition, widespread . use

of debit cards will cause empioyees to want to have earlier access to their

net pay and thus demand direct deposit programs. It is further anticipated

that the electronic communications networks currently being established for

retail electronic banking will allow financial institutions and ACH's to

reduce the typical two day processing time necessitated by the manual transfer

of magnétic tape. It is projected that by the time the new MCPS payroll

system 1is implemented lead banks will most 1ikely have the capability to
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réceive employee payroll data via computér to computer ~ communications.
Consequently, a payroll system designed for use between 1984 and 1990 without
airect deposit capabilities will likely have a serious deficiency.

Although the study found that employers experienced increased effectiveness in
their payroll and accounting operations; the primary benefits of direct
deposit go to employees and financial institutions. At the expected 25
percent 1initial participation ‘level, the cost analysis for a MCPS direct
deposit program indicates a net annual savings of approximately $60,000. This
represents a significant dollar savings accrued by 1increased employee
productivity (intangible) and small operational savings to offset the float

loss to the County Government. It should be noted that as employee
participation increases toward the 50 percent level; annual savings increase
significantly. Under the assumption that the direct déeposit capabilities

would be designed into the new personnel/payroll system, MCPS can implement a
direct deposit program without an increase in the operating budget.

Recommendations

o Design and develop a voluntary direct deposit payroll program for all
employees and implement the program with the completion of the new

personnel/payroll systems.

o Include ~direct deposit capabilities in the specifications for the new

computer supported personnel/payroll systems.

o Use the RFP bid procurement pro:ess for the initial selection of the

financial instituion to provide 1lead bank services. Explore the .
possibilities of the lead bank paying MCPS an annual fee for the
opportunity of providing lead bank services and tightly negotiate the
settlement (payment) schedule with the lead bank.

o Consider the possibilities of a mandatory direct deposit program for

all empioyees or at 1east for all new employees:

The implementation of these recommendations will effect a $60,000 annual

savings to the taxpayers of Montgomery County without an increase in the Board

of Education Operating Bndget. These savings are based upon a 25 percent

inittal participation rate and would expect to increase toward §$120,000

savings per year as employee participation approaches the 50 percent levetl:
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CHAPTER 10
DIVISION OF PAYROLL OPERATIONS

Introduction

The Division of Payroll operates the ‘core of the payroll system, that is,

leave and attendance processing: The payroii system was evaluated in other

chapters in terms of procedural efficiency. The purpose of* ‘this ehapter is

two—foid: first to evaluate the impact payr011 system efficiency ha< upon

the division's operations and staffing resources and second to address the

appropriateness of the division's response to payroll system demands.

Findings: Staff Resources

Exhibit 10.1 presents Division of Payroll staff resources for a five year
period from fiscal years 1978 through 1982. The number of permanent positions
has remained constant during the last three years. During 1980, two temporary
employees were converted to permanent positions, resulting in the absence ~of
temporary salaries during 1981 and 1982. Ad justing prior years for the
replacement of temporary funds with permanent positions there has beenn a net
increase of two positions or ten percent in the last five years. The annual
volume of paychecks issued in the last three years has increased slightly,

going from approximately 354,000 paychecks in fiscal 1979 to 364,000 paychecks
in fiscal 1981.

Overtime is a continuing payroll operating cost. Overtime is not generally
incurred as a prerequisite for umeeting regular payroll deadlines. It is
prlmarily associated with Specific periods of greater activity, especially
from June through September. ThHe two prominant activities during this period
are fiscal year end procedures and new fiscal and school year preparatory
activities. The timing of fiscal year changeover procedures are particularly
constrained by the need on the regular biweekly payrolls to operate a 27th
pay cycle when the last day of the fiscal year falls within a biweekly pay
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period. The B high level of personnel activity surrounding employee

assignments in prEparatIonfgor the new school year generates overtime as

payroll staff are absorbed in reviewing personnel actions and modifying leave

and payroll deduction records in response to position changes. QOvertime has

also occurred when payroil personnel have been involved in testing

modifications to payroll applications. Lastly, about 15 percent of overtime

expenses 1is attributable to payroli processing periods when an MCPS holiday

constricts the normal time available for preparing employee paychecks.

Exhibit 10.1

DIVISION OF PAYROLL EXPENDITURES
FISCAL YEARS 1978 - 1982

) o Permanent Totaiwwr Temnorary OGertine
Fiscal Year —-Positions Expenditures_uiiSalaries Salaries
1982 (Budgeted) 22 $440,000 $ - $21,000
1981 22 417,000 - 16,000
1980 22 340,000 12,000 9,000
1979 19 325,000 15,000 12,000

1978 18 310,000 16,000 11,000

Findings: Comparison With Other Counties

The number of employees allocated to the Division of Payroll was compared with

counties of similar size to MCPS. Exhibit 10.2 presents this comparison. The

ratio of the average number of employees paid to the number of payroll clerks

was used as ‘a comparative measure of staff utilization. Montgomery County

ranks last in comparison with the other four counties of particuiar interest

is the observation_ that MCPS is the 0nly cournty which must supplement its

regular payroll staff through incurrance of overtime, which is an indicator of
insufficient staff résources, at least in peak periods

Lsee Chapter 8 for presentation of the effects operating special
year—end payrolls have on payroll operations.
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Exhibit 10.2 /

COMPARATIVE PAYROLL STAFFING BY COUNTY

S - Prince Anne
Mont uwnry Baltimore George's Arundel Fairfax
Staffing:

Administration 3 3 2 L 1
. Payroil clerks 14 7 7 8 13
Accountanmts 3 1 - T 4
Other clerical 2 1 2 = =
Total payroll staff 22 12 it 9 18
Total employees 14,240 14,000 14,500 10,000 21,000
Number of employees , - - T
per payroll staff 647 1,166 1,318 1,111 1,166
Number of separate 7 7
payrolls 7 3 1 1 2
Other functious performed: N
Employment recordkeeping No Yes No___No _No
Payroll accounting = Yes Yes Limited  Limited Yes
Attendance data entry No Yes No No No
Leave accounting Yes Yes No Yes Yes
Reliance on temporary  Imcluded B
employees Limited No above No No
Incurance overtime . Yes No Rare No No

Payroii application - S

developed In-house In-house Purchased In—house In-house
Year implemented Pre-1976 1980 - 1972 1980 1980
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The foregoing comparative analysis must be tempered by a realization that no
two payroll systems are alike: Exhibit 10:2 attempts to reflect major
functional differernces. For example, the payroll unit in Baltimore County

maintains employee personnel records and 1s responsible for attendance data

éntry, whereas these functions are not a responsibility of payroll units inm

otheér counties. Prince George's County 1is not responsible for leave
accounting, while this 1is a regular function elsewhere. Numerous other

di fferences exist between payroll operations which affect strict comparability
of staff utilization. However, comparative anulysis does serve as ' an
indicator reflective of the impact positive or negative distinctions have upon
staff utilization.

impiications of the ?indings

Exhibit 10.2 presents a distinction which in large part may VEXplainrrthe
disparity in staff size and utilization between MCPS and the other counties.
The payroll computer applications in Baltimore, Anne Arundel and Fairfax
counties were implemented in 1980. Queried on their satisfaction with payroll
applications, payroll man:jers in these counties stated they were highly
satisfied with the effec: . veness of their payroll programs. In contrast, MCPS
current payroll applications were implemented in 1976.  Although certain

improvements were made, the thrust of the 1976 implémentation was conversion
of existing applications from punch card to tape mode. Basic payroll program
design dates to the 1960s, or over a decade older than payroll applications in
use in these other counties. Not surprisingly; MCPS payroll management is
highly wunsatisfied with the effectiveness of théir computer applications.
Staff utilization in Prince Gecorge's county does not fit this analysis, for
atitization is  high, though  payroll_  applications were not recently .
implemented. An explanation for this anamoly appears identifiable to fewer

payroll wunit responsibilities. In particular, leave accounting is a personnel

rather than payroll unit function. Thé county is, however, preparing to
replace present payroll applications.

Findings: Staff Functions

Exhibit 10.3 divides Division of Payroll staff on the basis of functional
assignments. Presentation is based upon full-time equivalent (FTE) positioms,

which may differ in allocation from actual individual assignments. For
example, there are two payroll clerks responsible for the temporary, part-time
and substitute teacher payrolls. Their time is split between these two
payrolls, which operate on alternating weeks. _Thus, while two cleéerks are
assigned to these payrolls, in the aggregate they constitute oné FTE position

assigned to each payroll.

'
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Exhibit 10.3

DIVISIOV OF PKYROLL STAFFIVG ASSIGNMENTS
(Full time equivalent positions)

Administration 3

Payroll teams:
Professional payroll } _
Supporting services payroll
Temporary, Part—time payroll
Substitute teachers payroll

Pertodic payrolls

N = B
.
un

Total payroll teams 14.2

Payroll Accountants, , ,
itncluding Payroll Specialist 3

Total payroll staffl 22

1Beginning July 1, 1982, division staffing was reduced by the fiscal 1983

budget to a total of 21 gpositioms. This exhibit and other analyses of

staffing in this chapter were prepared prior to the reduction and, therefore,

do not reflect the loss of one position.

14¢
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Administrativé Section

assistant and administrative secretary. In addition to general management and

supervision of payroll operations; activities include monitoring laws and

inciudéd under this section is the director of payroll, the supervising office

regulations for changes affecting the payroil system; coordinating and testing
program modifications, special research and staff training:

Payroll Teams

Payroll clerks are organized into four teams having specific responsibility

for each of the four regular and three periodic payrolis. Exhibit 10.4

presents for the five primary payrolls; excluding extracurricular activities

payroll, the percent of work effort devoted to certain payroll system

functions. The information in this exhHibit provides a revealing analysis of

the impact findings concerming payroil system efficiency have on Division of

Payroil resources: The following observations can be made.

Personnel and leave maintenance activity consumes the largest portion of

clerical resonrces: Activities include day to day control of personnel

actions and master files and processing salary and leave balance adjustments
as required by personnel activity This high level of involvement relative to

other responsibilities can be  linked to several findings, including

dysfunctional characteristics of personnel recordkeeping systems, general

absence of automated support and segregation of leave accounting from the PMF,

and inefficient daily master file control procedures. The percent of effort

is especially high on the EYE payroll EYE employment records are created in

total each year Since a large proportion of EYE activity begins prior to |
June 30; there 1is,; in addition to initial record credation, a large volume of
salary cﬁaﬁges processed July 1 to reflect cost of living adjustments.

Although EYE salaries are in almost all cdases computer generated, the Division

of Payroili individually verifies ail EYE personnel actions.

Attendance prOcessing consumes slightly more than a quarter -of payroll team
resources. The level of effort varies with the amount of responsibility
assumed by the Division of Payroll. For example, the division performs
attendance summarization procedures on the temporary, part—time payroll which
on other payrolls is an assigned task of location timekeepers. Centralization

of such tasks has a profound impact on divisional resources.

Hand]ing disability leave Vand workmen s compensation cases 1is a time
consuming, problematic task There is ro avoiding the fact that research and
cdase monitoring activity, especially when claims dare contested, absorbs an
inordinate amount of clerical time. Divisional assumption of coordinativé
responsibility for monitoring claims status does increase payroll clerical

involvement.

Interspersed among the functions deliniated in Exﬁibit lb'& payroll clerks
are active 1in responding to employee phone inquiries and requests for wage
verifications and other information researches.
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Exhibit 10.4
PAYROLL TEAMS ALLOCATION OF WORK EFFORT

— Supporting Temporary Substitute
Function Aggregate Professional Service Part-time Teacher EYE

Personnel
and leave
maintenance ) ) o o o
activity 457 497 437 26% 33% 647

Attendance o o . o . :
processing 27 20 15 70 - 57 33

Workmen's

compensation/

disability _ -

leave acccunting 17 26 21 ~ -

Voucher
correction )
processing 7 2 14 2 5 3
Withholdings

and deductions
processing 4

-3 s
100% 100% L00%

Source: Derived from Divison of Payroll time estimates.

»

- 125 145

Ly



Payroll Accountants

The accounting team is comprised of a payroll speciaiist and two accountants.

The payroll specialist, in' addition to acting as lead accountant, also

provides administrative support for the director in perforqing special

assignments and in coordinating modifications to data processing payroll
programs.

Accounting responsibilities include:

o Verification of salary and encumbrance distributions, including

correction and reprocessing of salary distribution reJects

o Preparatlon and distribution of. employee Withholdings and Qegggtions

payments and related reports to the federal government, the state and
others, such as insurance carriers .

o Maintaining integrity  of employees year-to-~date salary and
’ withholdlng balancés on the PMF and related files

o Coordlnating preparation of annual W-2 employee tax withholding forms
o Performing all accounting functions necessary to maintain integrity of
payroll-related accounts

The level of payroll acCounting aCtivity is sensitive to the numberiof
payrolls and the frequéncy of paymént cycles. Each payroll requires

verification of salary distribution and updating of master year-to—date
controls. This verification occurs at least twice each week under the current
payrcll structure. Also, alternating payment cycles of the two permanent
payrolls results in weékly preparation/verification of encumbrance reports,
retirement reports; = tax sheltéred annuity and Vother employee deduetion
reports. There is a direct relationship between the frequency of payment
cycles and the frequéncy of payroll accounting functions. A decrease in the
number of payment cycles would be accompanied by a proportionate decrease 1in

salary and encumbrance distribution and reports verification activity.

Payroll accountants aré responsiblé for investigating and reprocessing salary
account distribution transactlon réjects. The distribution of salary payments
to accounting records is rejected when employee records do not contain current
budget codes. A large volume of salary distribution reJects occurs each
fiscal year-end and again 1in October in connection with the onset of new
funding years for supported projects. As previously discussed in this report

current practice for handling projects pending final funding authorization is

contradictory and pushes onto payroll accountants a substantial burden of
processing budget distribution corrections.

Payroil Records Team

The payroll records teams 1s résponsible for thé storage and maintenarce of

payroll records and employee payroll files and Subsequent microfilming of
payroll documents. These clerks also assist 1in processing incoming and
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outgoing attendance documents. While 1.8 fuli-cime equivalent positions zre

allocated to this function, there areiactuailz five clerks who alternate their
time between records maintenance and processing the periodic payrolls, that 1is

EYE, extracurricular activities and end-of-month supplemented payrolls.

Bagically, there are two groups of payroll files. The first is payroll

documénts ang reports emanating from attendance processing. Included in this

group _ are _location = summary attendance vouchers, nonpermanent employee

individual time voiichers, leave and attendance processing reports,  pay

régisters, master pay and deduct’on worksheets and various accounting and

employee deduction reports. The second file “group contains individual

employee payroll data and includes certain employee withholding and deductions

authorization and documentation supporting Division of Payroll generated

adjustméents to employee salaries and leave baiances AtY¥ -documents in the

first group are regularly subject to microfilming to reduce physical storage
requireménts and in the second group, certain employee withholding and
deduction authorization forms are microfilmed semiannually.

The type and volumé of attendance processing reports subject to storage and

subsequent microfilming is 1largely a product of payroli cycle design. The

number of separate payrolls and the reliance on hardcopy reports for data

reference and retrieval contribute to records maintenance requirements. The

following observations reflact the negative impact current payroll -cycle
design has upon records storage requirements.

o Eaeh weéek a _ report 1is produced reflecting updating of salary

encumbrances. However, sirnce professional and supporting services

payrolls are paid on alternatlng Fridays,7encumbrances”actua11y change
only for the payroll paid each week, though employees from both
payrolls are included in the weekly report. About half of this 850

page report is unnecessary.

o As the different payrolls use similar pay register data processing
programs; overtime distribution reports are produced whether or not a
payroll is subject to overtime charges.

o Master pay._ and deduction réeports are produced weekly listing pertinent

payrell- related information included 1in employee PMF records. While

current employee PMF information is otherwise availabie through on-line

computer terminals, thése reports in the aggregate, provide a useable
source for access to historic data not available through the PMF .

o Each quarter a pay fils i produced listing all payments to employees

that quarter. _This report (2,500 pages) supports year—to-date salary
and deduction balancés contained in employee PMF records.

o Leave baldnce réports are produced as part of the professional and

supporting services attéendance processing. As there is no on-line

access to leave file information, chis weekly 650 to B840 page. report

represents the only source of individual employee leave information:

Reliance on hard. copy reports for reference to current and historic data, in
particular, increasec ‘the burden of records retention, retrieval and eventual

microfilming.
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The division maintains employee files for dociuments supporting payroll
actions. These files include Personrel Action Notices (PANs); correspondence
with employees, miscellanous deduction authorization forms and sick leave bank
grant forms. PANs which require the division to calculate adjustments to
salaries and leave ,balances are retained in employee files as authoritative
support for payroll adjustments; and provide a documented transaction audit
trail. PANs which_  do not necessitate adjustments, but merely inform the
division of pérsonnel actions, are also maintained in employee files.

Implieations of the Findings

Division of Payroll staifing; adjusted for prior use of temporary employees,
has increased about ten percent over the past five years. The division also

relies regularly upon overtime to supplement staff resources during peak

activity periods. Division staffing and reliance on overtime contrasts

sharply with payroll operations of selected _neighboring county  school

systems. MCPS staff wutilization, as measured by the ratio of employees paid

to payroll staff ranges from 49 percent to 58 percent of the working lovels of

the four comparison counties: 4lthough direct comparison across counties is

difficult due to the variability of respective payroll operations; the

existing disparity suggests significant overstaffing of MCPS payroll

operations: Yet, MCPS is the only county uvhich relies on uve: time,

suggesting, at least during peak periods, that staff resources are in equate
to meet assigned responsibilities:

Combining the implications of the findings of this intercounty comparison with

findings of payroll system inefficiency noced throughout this report strongly

suggests that the costs of MCPS payroll operations is excessive: Several .

factors come together to explain the size of MCPS payroll operations.

The efficient wutilization of Division of Payroll staff is seriously

constrained by a payroll system whose design 1is inefficient and lacking

adequate technological support. A revealing distinction between MCPS and the

comparison counties may ile in the age of their reSpective payroll systems.

Baltimore, Anne Arundel and Fairfax counties are functioning With payroll

systems designed in 1980. The MCPS payroll system was last modified in 1976.

Howevar, the  basic design, the basic methodology, utilizes procedures
developed over ardegade ago: For example; before 1976, employee payroll
records were segregated from employee personnel records. In 1976, employee

records, except leave balances, were combined. That undertaklng stopped short
of Impiementlng compiimentary design cﬁanges beneficial to the payroll cycle.
There remains a large gap in automated support for assisting payroll response
to personnel actions. As a result payroll clerks devote an estimated 45
percent of their time responding to personnel actions, annually preparing
thousands of manual ad justments in what otherwise purports to be an automated
system.

The Division of Payroll operates six independent payrolls, annually processing
122 payment cycles. The division, under its team concept, is fully staffed
with team supervisors and account clerks to méet this workload. The division




could  operate concurrently the four regular biweekly payrolls without
ad justing staff respurces. The alternate two payroll structure recommended 1in
Chazpter 7 and the accompanying decline in paymerit cycles strongly suggests a
reduction of two payroll team supervisory positions and at 1least ~ one payroll
accountant is feasible.

Division of Payroll verification philosophy overemphasizes the need for
divisional verification of externally generated data. Procedures often ignore
and are thus redundant to verification responsibilities applied elsewhere in
MCPS or as effected by computéer controls. This philoSophy also overreacts to
probleit  potential, resulting in misdirected clerical efforts.  Annual
verification of EYE employment records is an example which vividly 1illustrates
the effects of this philosophy.

New employee records are created each year for professional employeeS who will
be working in EYE assignménts.  The Department of Adult Education is
responsible for creating EYE récords. An EYE coordinator controls information
input and verifies the correctness of employée records. EYE salaries; except
for certain_flat hourly rates; are derived from salaries of employees' regular
positions and are system generated; that is directly calculat~d and recorded
by special computer programs. In spite of the verification efforts of the
Department of Adult Education and the automated basis_ —for deriving EYE wage
rates, payroll clerks are directed to verify all of the several thousand
Personnel Action Notices supporting the creation of EYE _records. Errors _do
occur; even 1in system generated salaries. However, L00 percent verification
ignores both the probability for error and the source of error.

Alternate strategies for assuring the integrity of @ information_  which
acknowledge total “system” verification efforts, which are tempéred by the
realities ¢! error probability and which consider the source of errors; would
avoid the wasteful absorption of staff resources attending current divisional |
practice.

The micr.. ilming of employee W—=4 tax withholding declarations and of deduction
authorization forms, guch as for credit wunion deductions; _should _be
discontinued. This practice provides no measurable benefit and in fact
obfiscates knowledge of &and access to current authorization data. Hardcopy
authorization forms should be stored in separate files, as now done; and as’
superceded. by revised employee declarations,; should be removed and transferred
to the employee's central file folder.

maintained by the Department of Personnel. Services. Personnel files contain
coples of all Personnel Action Notices (PANs) as documentation of and audit
“rail for personnel actions. Payroll files also contain copies of all PANs,
only a portion of which are required as documentation of payroll actions. The
division should discontinue the practice of filing PANs which are not required
to support payroll cc=r—. z2ti s of salary and leave ad justments.

Employee payroll files are, in part; a duplication of employee files

The magnitude of payr ; requirements is in large measure a product of
the current payroll <c—-=<- = +hich, due to deficiencies in automation; causes
large numbers of clerica. djustments. For example, were leave benefits

accounting integrated witi. personnel recordkeeping, as recommended in Chapter
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S, leave ad justments arising from personnel actions would be system generated
rathéer than manually calculated, reducing substantially the volume of
documéntation retained in payroll files. A new payroll System would
substantially reduce payroll filing Trequirements. At that time, further
consideration should be given to the possibilities for consolidating remaining
payroll filing requireménts within the personnel employee filing system.

Recomméndations in this réport have, whenever appropriate, been accompanied by
an estimate of savings in _staff reésources achievable by  implementing
recommended changes in payroll system opérations. These individual estimates
when combined, do not nécessarily capture fully the efficiencies achievable
from redesigning the current payroll sSystém. Estimated savings are defined in
terms of the present system whose foundation 1S premised on  outmoded

technology. A decision has_  been made to replacée “present payroll
applications. However, the actual design _phase has not yet Dbegun. Real
benefits of a replacement system cannot be pinpointed without reference to a
specific design blueprint. Numeérous deésign options exist and tens of

decisions are still toc be made. Yet,; thée mére decision to _repldce payroll
applications offers tremendous opportunities to create an efficient sysStem
grounded in a technologically advanced environment. The findings in this
chapter suggest a real probability of achieving a 40 to 50 peércent savings,
including a reduction of an additional six positions; in the Division of
Pavroll operating budget by implementing a new payroll system.

Findings: Historical Payroil Information

The payroll system lacks an effective mechanism for accumulating and accessing

payroll transaction history. The division _is faced daily with the need to .
research individual employee attendance and compensation history  and
periodicaily is requested to provide aggregate information of sélected
payroli-related activity. Researching employee information 1is a laborious

process because there 1is na centralized source of transaction history._ For
exampie, were toe division required to research leave reported by an _employee

during a six month period, a payroll clerk would have to reference and examine

attendance reports for each of the thirteen pay periods to accumulate a
history ofii;eave reported during the period 1in question. . Requests for
zggregate analyses of selected payroll information cannot be satisfied,

because there ts mno computer—assisted information retrieval process capable of
isolating and analyzing selected payroll data.

Implications of the Findings

The la. of an effective mechanism for providing access to payroll transaction
history is a serious deficiency of the current payroll system. Ready ‘access
to historical data is necessary both to meet daily payroll operational
requirements .3 well as to satxsfy administrative informational needs. Yet,

the payrqll rsystem is Vincapable of satisfying aitl but the simplist of
informational requirements. .
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Development of the new human résources database presents an opportunity to
“incorporate an informational retrieval capability into the design of the new
payroll system. At a minimum, the design should include systematic reténtion
of individual employee attendancé and pay transactions on the database and
provide for on-line access and rétrieval.

Findings: éayroii Empioyeé Interviews

Private interviews were held individually with Division of Payroll
nonsupervisory employees in which employees were given 4an" opportunity to
discuss matters they felt affected their ability to perform effectively their
duties. The three most frequently registered responses were inadequacy of
physical surroundings (46 percent), perceived lack of administrative support
(40 percent), and beéing overburdened by employée phone inquiries (33
percent). Employees who  registered  displeasure with their physical
surroundings stated that the division's office area is ugly; noisy and_lacks
an area in which payroll clerks can confer in private with employees. Several
individuals stated their surroundings had a negative impact on their general
morale. In a particularly critical comment; one such employee stated that it
is "well knowr that Payroll is the last office to get renovaition attention.”
Expressions about the lack of administrative support concern feelings that
payroll clerks are often overruled when dealing with eémployée problems.
Payroll clerks felt that employees can get what they want; that all they need
do is find an administrator who will accede to their demands. Most comments
concerned being overruled when denying employee requests for special checks
when payroll adjustments would otherwise have increased an employee's pay.
Payroll clerks resent being overruled and feel there should be more support
from the administration in policy matters.

There are two issues addressed in employee comments about phone inquiries; the
primary issue being the burden imposed by the number of phone inquiries and a
secondary issue of employee morale. Phone calls are considered disruptive and
excessive. Payroll clerks stated that people should not be allowed tu call at
will, that location timekeepers could answWwer many employee questions and that
some inquiries should be directed to the Department of Personnel Services.
Payroll clerks resent the attitude of phone callers. The clerks stated they
are expected to accept passively employee complaints. Reflective of comments

made 1s a statement by a clerk who said complaints from employees make her
"feel like being dumped on."

Implications of the Findings

The significance embodied in the comments made by payroll employees during the

personal interviews implies a low state of employee morale, stemming irn large

measure from unpleasant surroundings, a perceived lack of administrative
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support and the problems of handling employee complaints: The payroll office

would benefit from some renovations. Actions which reduced the noise level

would, 1in particular, improve working conditions: The office should have an

area where payroll clerks can confer with visiting employees: Conferences

must now take place either in a crowded reception area or in work locations.

Designating space for employee conferences would improve the privacy of such

confer. -es and would also avoid distractions to other payroll employees A

conferéncé aréa could be designated in space to be vacated this summer by
portions of the Division of Data Processing Operations:

Morale issues arising from feelings about administrative support and the

_problems of handling employee complair s are related. The number of spectal

paychecks issued annually, from al. sources, 1is insignificant amounting to

two-tenths of a percent of the total annual paycheck volume: Yet; being
required to 1issue special checks 1involves strong negative feelings MEPS

policy administration_ provides for some flexibility /in addressing employee

needs. In a school systéem the size of MCPS, /it should be expectedithat
conflict will occur over the application of personnel policies Similarly,
nume rous employee complaints will arise which payroll clerks in the normal
course must be prepared to handle The sensitivity associated with employee

pay can heighten the tension generated through handling employee complaints
Preparing payroll employees to deal with this tension is important and shouid

be reinforced by providing payroll employees with in-service training in
conflict management.

Payroll employees must be available to respond to =mployee inquiries. There
are; however, twoc ways in which to reduce the number of phone inquiries
First; is to prepare location timékeéepers to 4accept more respons1bility for
naﬁa;ing general 1inquiries and questions_ about reported attendance. Second,
is to improve initial screening of phone calls so that inquiries which should

be directed to other offices can be redirected without disturbing the work of .
payr<ll employees.

Findings: Divisional Status

The Divicion of Payroll is a separate_ organizational unit in the Department of
Financiat Services. As such, it holds a level of visibiiity and maintains an

administrative structure associated with divisional status, The

appropriateness of divisional status revolves on séveral issues, including

o Does the division occupy a p051tion of influéence over policy matters
consistent with divisional status?

o If the payroll system 1is basically in a reactive processing

environment; does its operation require the visibility accruing from

divisional status?

o 1Is divisional status appropriate, if payroll operations were

considered a specialized extension of financial accounting?
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Could payroll and general accounting Operations be combined? Would

such a combination be administratively effective?

o Would eliminating divisional status improve parochial interests by

shifting payroll representation to the departmental leveil:

The payroll system 1s driven largely by personnel policy, over which it has

little input. Ostensibly its operation is reactive. That is; its function is

to produce and account for salary expenditures from information gemerated

externally. In this position payroll system interests are at a disadvantage

and may be given more effective priority were its interests expressed through
a departmental spokesperson directly.

Accounting. Both operations share similar functional characteristics:.

Further, the Division of Accounting 1is reSponsible for the preparation of

financial reports, over 70 percent of which activity emanate from the payroll
system.

A potential merger candidate for payroll Operations is' the bivision of

The Division of Accounting is the subject of a separate MORE study. A finail
determination as to the advisability of recommending a merger of payroll and
accounting operations or some other alternative structure affecting the

Division of Payroll, will be deferred pending completion of the accounting
study.

Tlecommendations

Specific reécomméndations <concerning improvements in ) payroll oporational
efficiency have been made throughout this report and rneed not be restated.
The dimportance of the findings in this chapter lead to a general
récomméndation that the design of a new payrocll system incorporate into its
options analysis the full opportunlty to reduce payroll operating costs. An
overall savings in the order of &0—50 percent should be considered achievable
and should guide the désign decision-making process. On this basis, the
ovérall efficiency of & new payroll system, once operational should allow a
reduccion of six positions and the elimination of overtime, or about $124;000
in addition to savings 1dentified elsewhere 1n this report Such savings are
also contingent upon a change in divisional verif1cation procedures, which now
overemphasize the need to verify externally,generated data. The verificatlon
process should be based directly npon the probability of errors and,the, source
of information. The overémphasis on vérification and control should be
discouraged.

Other recommendations include

o Discontinuing tﬁé miCrofiiming of émployéé dédUction authorizations
and the filing of nonessential personnel action notices. :

o Considering the posSibilitiés for combining Personnél and @ayroll
employee records filing systems.
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Including specifications for an on~-line information rétriéval system
in the design of the new payroll system.

Incorporating into the design of the new human resources database the
capability to develop an on-line payroll information retrieval systenm.
Improving the physical appearance of the payroll office, including &
reduction in current noise levels within the office.

Providing a conference area for MCPS employees to discuss personal
matters with payroll employees.

Providing payroll employees with an in—-service program ~to assist them
in handling employee inquiries and complaints.

Reducing the number of phone inquiries directed to payroil empiOYéés

Preparing location timekeepers to answer general inquiries and

guestion concerning attendance reporting.

Screening phone calls so that calls pertaining to matters other

than payroll can be redirected to the appropriate office without
disturbing the work of payroll employees.
Assessing the current divisional status of both Payroll and Accounting

as part of the MORE Study of Accounting and Financial Services.
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CHAPTER 11
STRATEGY FOR IMPLEMENTATION OF STUDY RECOMMENDATIONS

This chapter presents a strategy for implementation of recommendations made by
this study and summarizes their potential cost savings: The rneed for such

présentation 1§ made neéczessary by the Report of the Task Force on Long-Range
Planning for Future Use of Computer Téchnology. The Task Forcé has proposed
development of a human resources management information system,; which includes
replacement of current personnel and payroll systems. Design dévelopmental
efforts for replacement systems are Scheduled to begin in fiscal 1983 for the
personnel system and in fiscal 1984 for the payroll system. = The task _force
has proposed implementation of the new human resources data base during fiscal
1986. The planned replacemént of payroll processing programs raises a
question about the timing for taking action on the recomme&ndations of this
study, particularly with respect to recommendations whose implementation
necessitates major payroll program modifications.

There are recommendations made in this study which can be implemented now
without reference to the replacement of payroll _computer programs.
Recommendations which fall into this category generally concern clerical
functions and responsibilities which are not associated with payroll computer
programs. Changes so initiated would be equally applicable now as they would
be under a new payroll system.

There is a second category of recommendations whose implementation requires .
payroll program modifications, and thus raises a question of timing.
Recommendations which fall into this category do so for the following reasons:

o The recommendation requires modification of the personnei systeém (PMF)
as a prior condition for implementation

o Implementing changes to payroll ccaputer programs now must compete
with the overall payroll replacement process for scarce systems
development dollars. Any immediate benefit would be negated were the
entire replacement process delayed.

o The cost of implementing recommendations which are incorporated 1into

the design of the replacement payroll system would be absorbed into and

would not increase the projected cost for development of a replacement
system.

Because of the historic complexity and cost associated with modifying current

payroil computer programs, most recommendations in this category can be

implemented wmore smoothiy, at no additional cost by inclusion in the 'design
for the replacement payroll system rather than by modifying current payroll
programs.
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Recommendations ﬁhich Shouid ﬁe impiemented immediateiy

Recommendations Having No Sggcific Costs or Savings impiications

The following recommendations involve costs or Savings which are ot
measurable in monetary terms or which are not subject to reéasonable monetary
measurement. None are expected to entail significant costs of impleémentation.

o TImplement MORE Data Processing study recommendations for ipp;oved ~

password procedures and software security. (Chapter 3) s ¥
+

© PRound manually calculated leave adjustments to no moré than one or two
decimal places. (Chapter 5)

o Estabiish a committee to develop methods for improving the
effectiveness of policies and procedures for approving disability leave
and handling workman's compensation cases. (Chapter 5)

o Provide regular information notices and assistance to aid employees in
making correct income tax withholding declarations. {Chapter 8)

o Discontinue the microfilming of employee deduction authorizations and
the filing of nonessential personnel action notices. (Chapter 10)
o TImprove the physical environment in the payroll office and provide

space for hclding private conferences:. (Chapter 10)

o Provide an in-service program to assist payroll employees in handling

employee inquiries and complaints. (Chapter 10)

.o Reduce the volume of phone inquiries directed to payroll employees.
(Chapter 10)

Recommendations Resulting in Specific Costs or Savings

Exhibit 11.1 presents recommendations which should be implemented immediately

that result in specific costs or savings. Immediate implementation of the

recommendations is feasible and will interface smoothly 1later with a new

payroll system. Only the recommendation to establish a flat 20 percent ta

withholdiry; rate will require modificatioms of existing payroll computer

programs. Recommendations concerning a new payroll system structure

incorporate a single payment process which make tax withholding on

éxtracurricular activities paychecks a moot issue. This recommendation 1is a
necéssary interim step to conform federal income tax withholding methodology
with Internal Revenue Service guidelines. ;
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EXHIBIT 11.1
RECOMMENDATIONS RESULTING IN SPECIFIC COSTS/SAVINGS
WHICH SHOULD BE IMPLEMENTED IMMEDIATELY

Savings (Costs) in Other
Recommendation Staff Years Dollars (Costs)

Implement payroll supervisory review
of manually computed leave and salary L . i
ad justments. {(Chapter 3) { .25) ($ 5,000) -

Improve efficiency of daily payroll o o
control procedures. (Chapter 4) 1.2 19,000 -

Conform supported projects employee

salary authorization procedures with

administrative policy. (Chapter 4) .3 5,000 -

Etiminate redundant attendance voucher
validation checks by payroll clerks. , .
(Chapter 6) .7 16,000 -

Rea551gn from the Division of Payr)il

to rep.rting units responsibility vor

taklng .ttendance batch control totzls. :
(Chapte.” 4O .3 5,000 -

Reassig: -<:onsibility for summarizing

portints f tine terpogggg, part—-time

payroll E om .2 Li:ision of Payroll .
to report:.. u-its: {Chapter 6} .5 9,000 -

Reduce the - s'. : of z.tendance voucher

correcticns v r«"*sxr the timetable for

reporting c-'t wiuarscron of attendance .
- dociments. (7han'~r 8) .5 10,000 -

Establish tax wi uholdinis »n extracurricular
: act1v1h1es payment ° bcsed oi: the applications )
of a flat 20 rercent rate. {Chapter 8) - - {1,000)

Annualized estimated net savings (costs) 3.25 $59,000 S(l,OOOj

Total Het Savings $58,000
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In :the aggregate, 1implementation of these recommendations will gemnerate net
savings of $58,000, including a reduction in Division of Payroll clerical
staff of about three positions. These savings are achievable without waiting
for new personnel and payroll systems.

Into Design of the Replacement Payroll System

Recommendations Having No Specific Costs or Savings Implications

The following recommendations involve savings which are not measurable in -

monetary terms or which are not subject to reasonable monetary measuTrement.

The costs of implementation are assumed to be absorbad in the estimated cost

of the replacement payroll system.

o Expand automated controls over extracurricular activities payments to
inciade manuat ad justments to payments:. (Chapter 3)

o Provide the capability to compensate employees at more than one salary

rate and to distribute salary payments to wmore than one budget
accoant. (Chapter 4)

o Provide the capability to process corrective pers-nnel actions during

attendance  processing when personnel files are otherwise frozen:
(Chapter 4)

o Incorporate all leave accounting information into the Personnel Master
File and consolidate employee recordkeeping, including leave benefits
accounting; into one system. (Chapter 5)

5> Fully automate the leave accounting function. (Chapter 5)

” Standardize leaVerand attendance reporting by all employees to an
hourly basis. (Chapter 5)

o Amend the banis on which 1leave balances are presented on employee
p:ycheck stubs (Chapter 5)

» Replace use 7 permanent status codes with years experience
ir“ormation fic.ds for determining supporting services eligibility for
a1 13l leave bens{it increments. (Chapter 5)

o De’ nerireporting locations as. the appropriate level for batch
cu.a.ro0lling attend- iz data. (Chapter 6)

~4 +v..uate administr.iive and/or Board of Education policies which

R+

51p unficantly impact tiie complexity of payroll procedures. (Chapter 7)
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Aruitoxt provided by Eic:

o Tncorporatée compensation for personal sServices to independent school
activities Into employees' regular paychecks and provide a system of
reimbursement to MCPS by school Independent Activity Funds.
(Chapter 8)

o Consider possibilities for combining Personnel and Payroll employee
records filing programs. (Chapter 10)

o Develop an on=line payroii information retrieval system. (Chapter 10)

Recommendations Resulting in Specific Savings

“xhibit 11.2 presents recommendations vresulting in specific savings which
should be incorporated in the design of the replacement payroll system. The
recommendations included in this secrion requlre basic revisions to current
payroil computer programs and several. as indicated ip their respective

chapters, will require enabling - : to personnel programs as well.

Thece recommendations should be =4 into the design of a new payroll
system: As a group they should du. ..ide the new development effort.

In fact, certain ié&éﬁﬁéﬁ&é&isrr ‘tiarly redesign of the attendance
processing cycle and multi-payr-’ ' - x, reach to the foundation of the
payroll system, and can bes ip. ced only through replacement of current
programs.

As a package, 1mpkemc*tatlon of the recommendations in this section will, upon
installation of a mnew payroii system in fiscal 1986, generate (in current

dollars) annaal sav1ngs of about $529,000, including fringe benefits

associated with salary costs: Installation of the new personnel system will

generate an additionatl savings to the Division of Payroll of .75 oerson years

or $13,000. Once these recommendations are implemented and the new personnel

and payroll systems are operatxonai Division of Payroll staffing should be

reduced by an addltIonai seven positions and the need for staff overtime

eliminated; with a corresponding recoverable savings, including fringe
benefits; of about $i46 000. These savings are in addition to the savings of

about three positions in the Division of Payroll, or $59,000 overall,

ach1eVable through the recommendations which can be implemented immediately.

Reductions in computer attendance process1ng time will make available annually

for other use about 537 hoars computer time, with an equivalent oppourtunity

cost sav1ngs of $336 000. Impiementatlon of a voluntary direct deposit

program prov1des Jther opportunlty cost savings of $6O 060: Though the total

$396,000 in opportunlty cost savifgs does not translate into actual line item
budget reducthns, the amount does constitute a tangIbie benefit to MCPS. For
eéxample, the reduction in computer resources dedicated to payroll processing
will not reduce the level of computer and data processing support personnel
costs. It does - make available the opportunity to improve c¢verall cost
effectiveness by reallocating Scarce computer resources from payroll to other
important computer-sSupported functions.

The aggregate est1mated cost sav1ngs of $529,000 will return to MCPS the
5376 000 investment in 2 new payroll system in approx1mately 8 months whxch
more than meets the c¢riterion in the MORE Data Processing report that new
systems development should be undertaken if payback is less than three years.
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BINTAIE 11,2

(ECOREIDATIONS RESULTING IN SPECTETC SAVNGS
VHICH SHOULD BE INCORPORATED THIO DESIGN OF THE
REPLACENENT PAYROLL SYSIEM

Recoverable Savings  Opportunity Cost Savings

S Staff ~ Staff  Computer Computer  Other Total
Recommendation Years Dollars  _Hours - Dollars  Sawings Savings
Automate the attendance voucher | - ) _ -
correctlons process. (Chapter B) 3 $ 6,000 - % - § - § 6,000
Flinfnate the need for a special Fiscal o ) o -
yeat-end cutoff payroll, (Chapter 8) 2 3,000 32 20,000 - 23,000
Redesign Llie attendance processing - - o
cycle, (Chapter v) - - 50 32,000 - 32,000
Consolldate extsting payrolls into a - o
two payroll structure. (Chapter 7) ~ - 455 284,000 - 284,000
Tmpiémént a voluntary direct ' L o
deposit propran. (Chapter 9) - : : = 60,000 60,000
RFficlencies achievable {n the
Nivision of Payroll from a new o ,
payroll system, (Chapter 10) 6.0 124,000 - - - 124,000
Annualized estinated savings 6.5 §193,000 53 §336,000  $60,000  $529,000
Estinated cost to develop a ,
new payroll system $326100"0']_.8 !
| 4
Tnvestment payback period - 8 nonths




Conclusion

There 1is substantial linkage between recommendations in this study. A common

theme among both the recommendations which can be implemented immediately and

which should be incorporated into the design of the replacement payroll system

is improvement in operational efficiency: Hence, implementation should

proceed as a coordinated effort to effect such efficiencies in the payroll

system:. A piecemeal approach toward implementing these recommendations will

system. c=C 0aC men
@ggiiassurgiigheiifuii cost savings identified in this repo:t. Historically,
payroll system computer prggggms have had a series of quick- fixes with nc

asting benefit: only through a coordinated design of a new payroll system

lastlng
can the recommendations of this study be 1mplemented in an effective manner

with the full benefit of assoctated cost savings.
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APPENDIX A
Payroii Study Methodoiogy

Preiiminary Pnase

At the beginning of the project; a meeting was held with the Superintendent to
develop the general objectives of the payroll study. A preliminary survey of
¢Zministrators and supervisory personnel was then conducted to identify major
p. yroll issues to be 1Investigated. A series of informal meetings were held
vith the acting associate superintendent ~ for supportive services; with the:

'irectors of the Departmant of rFinaicial Services, fanagement Information and
Computer Services; znd Perscmnel Services; and wit'. the directors of the

Divisions of Payroll, Salary Administration, Certification and Records,

Accounting:. Systems D..elopment and Data Processing Operations. Additional

meetings with disosicual supervisory personnel were held to develop basic
knovinsdge ~f nayroil system nperations. Lastly, a review was made of the MORE

data pr0C€>QWHg report and the 1974 Payroll Task Force report and documents

for idzatification of payroll issues: The issues 1identified were summarized

in report form and circulated to the above mentioned administrators for

comment and ravision: A final Report of Preliminary Survey was then presented

to the superintendent and the Board of-.-Education.

Interviews, Analysis and Audits

Numerous interviews were held with administrators and supervisory personnel

and many documents were examined in the process of acquiring a thorough

knowledge of the payroil °ystem. This knowledge was distilled into a detailed

set of flowcharts describing the application of procedures, distribution of

functions and responsibilities, and the interaction between the budget,

personnel and payroll syst s, The fiowcharts were circulated to

administrators for comment and revision: The flowcharts were a maJor te 1

used in identifying the strengths and the weaknesses of the payroll system.

Strengths which comprised the system of authorizations and internal control

were selected for test verification in the fiscal audit. Gther strengths and

weaknesses were categorized and incorporarcd into the investigation of study
issues.

Fiscal audit procedures ¢mployea statistical sampling for attributes in

tésting, the level of rellance to place on the system of authorizations and

internal controls. Two random samples were drawn, the first from the

145 167



population of checks issued through the professional and supporting services
payrolls, the second from the population of checks issued through all other
payrolls. Two separate samplées weré used to segregdte payroll  groups
according to like authorization and control attributes. Both populations were
defined as including all checks issued through the respective payrolls during
the period July 1, 1980 through May 15, 1981. Aggregate payroll transaction
audit tests were performed on selected payment _c¥ycles. Two payment cycles
each from the professional, supporting services; temporary, part—time, and
substitute teachers biweekly payrolls and one payment c¥ycle each from the
extended year employment and extracurricular activities periodic payrolls werte

selected for transaction audit testing.

The selection of schools for the survey of timekeepers was made by choruing

tf:l}ggej”échobii’:éwraf which employee; inciuded in the above méntioned at: .. &
samples 9,a§§}g§§§' The sample . - -d 39 schools from a total of 1/7
schosls or 22 percent of the populatici. ‘

Time measurements used in the study were developed by the Division of Payroll
and represent an estimate of time required, on the average, to complete
specific payroll tasks: These estimates were reviewed for reascnableness by
the project staff against total available staff hours and other known

milestones. Revised estimates ware then prepared by the division.
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APPENDIX B

OVERVIEW OF THE PERSONNEL ACCOUNTING FUNCTION

The flowchart included in this appendix is presented as a supplement to the
general description of the payroll system contained in Chapter 2.  This brief
overview 1is provided to assist the reader in understanding the position of the
payroll system within the personnel accounting function &dnd within this
function, the relationship of payroll to the budget and personnel systems.
Abbreviations and symbols used in the flowchart are -
PMF Personnel Master File. The computerized
file containing 211 basic employee personnel
and pavrcll related information.

CDD Office, Department, Division. School system
administrative reporting wunits, suzh as,
Députy Supérinténdent's Office, Departmenc
of Financial Services, etc.

ASE Account Summary Balancés.  The  sznocol
system's general accounting ledger.

. : Symbol designatés the office within which

@ flowcharted activity occurs. Overall, its

use reflects the flow of activity to/from

participating offices.

Comprehensivé flowcharts were prepared during the course of the study which
présent in detail the operations of the systems included in .. is overview.
Copiés of these flowcharts (130 pages) are available upon request to
Mr. Clifford M. Baacke; Director, Division +»f Administrative Analysis and
Audits (279-3364). -
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_ OVERVIEWOFTHE
PERSONNEL ACCOUNTING FUNCTION
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PERSCUWNEL SYSTEM

PAYROLL SYSTEM

ERIC

Aruitoxt provided by Eic:

Update Position
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___ Changes _

Identify and

_Paperwork
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. PMF Update

Division

\.

- of -
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Related PM F
Data
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Actions
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PAYROLL SYSTEM
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Aruitoxt provided by Eic:

Division
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Monitor, Verify
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Personnel
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Create/Update
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fHE \no ATLA\JTIC CLEARING HOUSE ASSOCIATION, INC. .

APPENDIX C

MEMBER FINANCIAL INSTITUTIONS

MARYLAND

O

ERIC

Aruitoxt provided by Eic:

Amencan Ndnonal Bailding & [pan Assn,
The Annapolis Bank & Trust Company.
Anmapols Federal Savings & Loan Assn,
ALintie Natonal Bank
Vuiusia savings & Loan 45sn
Baltimore County Savings & Loan Assn
Haltimare federal Savings & Loan Assn.
Hank ot Bethesda
The Bank ot Brandvwine
Bank ot Brunswick
The Bank of Damascus
The Bank of Delmar
The Bank ot Glen Burnie
Bank of Marviand
Hank ot Ocean City
Bank ot Scutnern Marviand
Rohemiar American S Savings & Loan Assn Ine.
Hrehm savines & Loan Assn, Inc.
Calvert Bank . .d Trust (_()r‘npanv
Calvert Savings & Loan Assn . Inc.
Calvin B Tavlor Banking Company
Capital Savings & Loan Assn,
.he Caroline County Bank .
Carro!l Counrv Bank & Trus. Company
Carcollton Bank ot Baltimore
Ceal Nationas Bank
Ceintral Nanonal Bank of Marvland
Central Savings Bank
The Centreville National Bank of Mar»land
Century National Bank B
Chesapeake Savings & Loan Assn
The Chestertown Bank ot AMaryland
Chewvv Chase Savings & Loan Assr.
Citizens Bank <)l Keedvsviile
“itizens Bank & Trost Co. 6t Manvland
The Citizens Natronal Bank
€ liton Trust Gank .
Cowmhia Baiik and Trust Company
Commercial and Farmers Bank
Commercial and Savings Bank
fommanity Sduings & Loan, Inc.
County Banking & Trust Company
County Federal Savings & Lodn Assh!
Cumberland Savings Bank
The Denton National Bank
The Detnar Bank
Fastern Shore National Bank
fikridge National Bank
Eqonable Savings & Loan Assn . Ink.
The Equiiable Trust Company
Fairmount Savings & Loan Assn.. nc.
Eatrview Federal Savings & (oan Xssn:
Farmers and Mechanics Natronal Bank
qumers and \!erchams Bank -
Farmers and Merchants Bank of Hagerstown
farmers and Merchants National Bank
The Farmers National Bank ot Marvland
Frdelity Federal Savings & Loan Assn.
First Amer.can Bank or Marvland
First Federal Savings & Loan Assn.

ot Annapohs
First Federal Savm‘,s & Loan Assn,

ot Cumherland

First Federal Savings & Loan Assn,
ot Hagerstown
First Mdrviand Savings & Loan. inc.
First Natonal Bank o Marviand
EirstAVamen's Bank ot Marviand
The First National Bank o1 North East
The First Nanonal Bank of Qakland
The First Nationai B¢ 1k of St. Mary's
First Natronal Bank ot Southern Maryland
The First National Bank & Trost Company
ot Western Marvland
The Forest Hill State Bank. -
Francis Scoit Key Bank & Trust Company
Frederick Countv National Bank of Frederick
Fredericktown Bank and Trust Company
Eriendship Savings & Loan
Frostburg Naional Bank
Garrett National Bank in Oakland
Colden Prague Building Loan & Savings Assn.
Golden Ring Savings & Loan-Assn.
Covernment Services Savings & Loan, Inc.
Gudrdian Federal Savings & Lan Assn.
Hagerstown Trust Company.
Hamilton Federal Savings & Loan Assn.
Hampstead Bank o Carroll‘County, a'd.
Harford National Bank
Hentage Saungs Association
john Hanson Savmgs & Loan., Inc.
Kennedy Bank and Trust Comipany
Key Federal Savings & Loan Assn.
The Laurel 8u|ldmg Assn
of Prince George's Courity
Leeds Federal Savings & Loan Assn.
Liberty Federal Savings & Loan Assn,
Liberty Trust Company
Lincoln National Bank
Lovola Federal Savings & Lodn Assn.
Madison Square Permanent Building Assn.
Maryland Bank and Trust Company
Maryland Federal $avings & LGan Assn.
Maryland National Bank
Maryland State Bank
Mercantile Sate Deposit & Trase Company
Merritt Savings & Loan, Inc.
Metropolis Building Association
Metropolitan Federal Savings & Loan
Assn. ot Bethesda
Middletown Valley Bank
Monigomery Federal Savirigs & Loan Assn.
Myersville Savings Bank
NASA Federal Credit Union
The National Bank ot Camibridge
The National Bank ot Rising Sun
The New Windsor State Bank
Odenton Federal Savings & Loan Assn.
Old Court Savings & Loan, Inc
Patapsco Federal Savings & Loan \ssn.
Peninsula Bank
The Peoples Bank ot Elkion
The Peoples Bank or kent County. Md.
The Peoples Bank Gi Maryland
Peoples Securitv Bank of Maryland
Potomac Valley Bank
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THE MiD- ULAMIL CLEARING HOUSE ASSOCIATION, INC.

T

Pranvidde s avaings Hank
Pronvident sidte Bank
-chswr\tuwn chur.)l savmg\ N [u.m Asen
Riverside Federal 5.nlm.,\ & Loan Assn
Rimedaie Federol sdvings & £Oan Assn
Rovai Oaw Federal Saviops & Loan Assn
saint Machaels Bank
sandy Point Navonal Baiww a0dd
S Navings instirution 7
The sdavings Bank ot Baltimore
St hool Emplmee\ vt Baltimore County
F--deml Credit Lmiun )
snaron Building X toan Assn.fnc.
sparks State Bank
standard federal 5me,s & Loan Assn
State National Bank o Marvlang
Sty.e-sun Federal savings & Loan Assn.
St Casimirs Savings & Loan Assn IncC,
suburtdan Federdl Savings & Loan Assn
Suburban Trust Companv.
The sudlersville Bank of Marvland
The Taibot Bank of faston. Marvland
Tanevtown Bank and Trust Company
The Thurmont Bank
Timonum Federal Savings X Loan Assn
Tower Federal Credit Union
Union National Bank
Umon Triust Company of Marvland
United Bara & Trost Company ot Marvland
United Federal Savings & Loan
Vanpuard Sannqs & Loan Assn,
\ ermiint Federal Savings & Loan Assn,
vashington County National Savings Bank
Westminister Trust Company
Westview Federal Savings & Loan Assn,
Woodbine National Bank
Woodsboro Savings Bank or Frederick County, Md
Yorkridge Feceral Savings & Loan Assn.

NORTHERN VIRGINIA

Arhinglor Sairtdx Savings & Loan Assn.

The Banx, Vienna

Bank of Viigima

Burke and Herbert Bark & Trast Co
Central Fidelity Bank ot Northern Virgima
Commionwealih Bank and Trust Co.
Commonwealth Savings & Loan A5sn
Continental Bank & Trust Company
ODominion Federdl savings & Loan As.n.
Dominion National Bank

Family Savings & Loan Assn. ot Virginia
The Farmers and Merchants National Bank
First American Bank ot Virginia

First Amenican Savings & Loan

Firsi Commercial Bank

First Commr)nweallh SJvmp % Loan Assn.

First Federa: Savmgs & Loan Assn
ot Arhington,

First and NMerchants Nanonal Bank
First Virginma Bank

Fiest Virgima Bank - Loudoun

Fori Belvoir Federal Crecit Unmon
The George Mason Bank
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Goaranty Bank and Trust Company

Herndon Federal Savings & Loan Assn

independent Bank ot Manassds

THe Motean Bank

Metrapolitan savings & Loan Assit | i

Mhe \An(kl!churg National Bark

The National Bank ot Fairtax

Newgate Savings & Laan Assn

The Northern Virginig Bank

The P(:oples National Bank ot lev\bur;,

Piedmont Federat Savings & Loan Assn

Providence Savings & Loan Assn.

Round Hill National Bank

Suburban bavmgs & Loan Assn.

The Town and Country Bank and
Trust Company .L

United Savings & Loan Assn

United Virginia Bank/Natonal

Virginia National Bank

Washington-Lee Savings & Loan Assn

DISTRICT OF COLUMBIA

American Serciggly Bank. N.A.
Bank of Columbia, N.A.
Capnal City Federal Savings & Loan Assn:
_ of Washington, D.C.
Columbia Federal Savings & Loan Assn.
Community Federal Savings & Loan Assn.
District ot Culumbia National Bank
Eastern-tiberty federal Savings & Loan Assn.
First American Bank, N.A.
First Federal Savings & Loan Assn.
of Washington -
Hemisphere National Bank
Home Federal Savings & Loan Assn,
independence federal Savings & Loan
Assn. of Washinglon
Industrial Bank of Washington
Interstate Federal Savings & L'oan Assn.,
leiferson Federal Savings & Loan Assn.
Madison National Bank__
Mclachlen National Bank
Metropolis Federal Savings & Loan Assn.
The National Bank of Washington
The National Capitol Bank of Washington
National Permanent Federal Savings &
Loan Assn.
\Jalnonal Savings and T[us( Company
OBA fFederal Savings & Loan Assn.
Perpetual American Federal Savings & Loan Assn.
The Riggs National Bank of Washington
Security National Bank
Uriited National Bank of Washington
Washington Federal Savings & Loan Assn.
The Women's National Bank

wEsT vihGiNlA
Farmers and Merchants Bank of Kevser
The Grant County Bank

The National Bark of Keyseér
Peoples Bank ot Charles Town
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