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March 2, 2001

Honorable Charles W. Turnbull
Governor of the Virgin Islands
Government House

21-22 Kongens Gade

Charlotte Amalie

St. Thomas, Virgin Islands 00802

Honorable Almando “Rocky” Liburd
President, 24™ Legislature

Capitol Building

Charlotte Amalie

St. Thomas, Virgin Islands 00802

Dear Governor Turnbull and Senator Liburd:

This letter report contains the results of our limited review of erroneous payroll payments
made to specific employees of the Virgin Islands Government. The audit was conducted based on
information obtained from the Department of Finance (Finance) through the Government Fraud and
Corruption Task Force. After an internal review, Finance officials discovered the erroneous
payments.

The objectives of our review were to determine: (i) the amount of funds that were erroneously
disbursed; and, (ii) the cause of the erroneous payments.

We interviewed various officials involved in the payroll process, and we reviewed payroll
and check re-issuance records maintained at Finance. As part of our review, we evaluated internal
controls over the disbursement of payroll and the re-issuance of checks to the extent necessary to
meet the audit objectives. Weaknesses identified during the review are discussed in the Audit Results
section of the report.

Our audit was conducted in accordance with “Government Auditing Standards” issued by
the Comptroller General of the United States. We included tests and procedures that were considered
necessaty under the circumstances.



Background

Title 33 Section 3241 of the Virgin Islands Code authorizes Finance to control all payroll
service items for employees of the Virgin Islands Government. As a part of this process, Finance
issues payroll checks for all Executive Branch employees, as well as, employees of the Legislative
and Judicial branches. Finance also processes payroll deductions like income tax withholdings,
social security, retirement, medical insurance, loan payments, and other adjustments to an
employee’s gross pay. Regular payrolls are processed every other week for check distribution to
employees on the last Thursday of the next pay cycle. At times, Finance is required to run a “Late
Payroll” for employees who for one reason or another were not paid during the regular payroll run.
Finance, however, in their attempt to maintain better internal controls of the pay process, is trying
to limit the need for “Late Payroll” runs, and has significantly reduced the number of these “Late”
runs.

Finance has also established procedures for the re-issuance of payroll checks that were lost
or had become “stale dated”. Current procedures require the employee who has lost a check to
submit a notarized affidavit or in the case of a “stale date” the original check to the Treasury
Division of Finance (Treasury). The situation is researched to ensure that the check in question had
not been cashed. The check is then voided, and the bank is notified. Treasury keeps a log of all
instances where checks were reissued, recording among other information, the payee’s name, voided
check number, re-issuance date, new check number and the amount. In addition, a “Request for Re-
issue of Check Not Paid” form is submitted to the Payroll Division for processing in the next
available payroll run. Since the reissued check is net of all deductions already taken when the
original check was processed, the “stale date” check is not included as wages for tax and other
deduction purposes. The net check amount is included as a “negative” deduction and is identified
as a “stale date” amount on the employee’s pay stub.

AUDIT RESULTS

As aresult of our review, we identified five employees who, from 1995 to 2000, erroneously
received $184,936.98 in additional pay. Four of the instances involved employees being reimbursed
for the same “stale date” amount on more than one instance. The other situation resulted in an
employee being paid for two positions during the same time period. These errors occurred because
of weaknesses in the automated payroll system. These results are further discussed in the following
sections of this report.

“Stale Date” Reimbursements

Fouremployeesreceived $138,959.85 in erroneous reimbursements for “stale dated” checks.
Two of the employees were from the Department of Health (Health), and they both received the
erroneous payments consistently from 1995 to 2000. The other two employees were from the
Department of Education (Education), and their erroneous payments were inconsistent during the
period reviewed.



Health Employees. At two different times in 1995, two employees from Health presented
officials at Finance with 1992 payroll checks that had been misplaced resulting in them becoming
“stale dated”. One employee presented two checks totaling $1,629.95, the other employee presented
one check for $445.75. The transactions were recorded in Treasury’s log, and the required “Request
for Re-issue of Check Not Paid” forms were prepared. The forms were sent to Payroll for entry into
the next regular payroll run so that the employees would have the “stale date” amounts included with
their next bi-weekly pay. The “stale date” amounts were included in each employee’s bi-weekly pay
on June 22, 1995. This should have completed the transactions with all future bi-weekly payments
returning to their normal amounts. However, this did not occur.

Finance’s automated payroll system provides a mechanism for adjusting deductions from an
employee’s gross pay. In this instance, from the deductions menu of the automated system, there is
adata entry screen entitled “Stale” where adjustments for “stale dated” checks are entered. This data
entry screen includes three entry fields for each of a possible three pay periods in a month.! In
addition, there is an amount field for the “stale date” adjustment.

The current Director of Payroll indicated to us that under normal circumstances, in order to
make the one time adjustment for a “stale dated” check, the number “1" would be entered in the
second entry field, and the amount of the adjustment would be entered into the amount field. This
would tell the automated system to make a one time adjustment on the second pay period of the
month for the amount indicated. In the case of these two Health employees, an “X” was entered in
the second entry field. This instructed the system to make the “stale date” adjustment every second
pay period of the month in perpetuity. He further indicated that this instruction was made by the
former Director of Payroll, who no longer resides in the Virgin Islands. We therefore, could not
determine why an “X” was entered in the second entry field instead of a “1". The current Director
of Payroll indicated that the problem was discovered after he requested a detailed printout of all
“stale date” adjustments for 1999 and 2000. After reviewing the information, he found that the two
Health employees were receiving the same adjustments every second pay period. A further review
showed that the adjustments occurred every year from June of 1995. Once it was discovered in late
2000, the erroneous adjustment was corrected.

As a result of this incorrect “stale date” adjustment, one employee received $102,497.85 in
additional pay from 1995 to 2000. The second Health employee received $28,082.25 in additional
pay for the same period. In addition, since the adjustments were after tax amounts, they were not
included on the employees’ annual Wage and Tax Statement (W-2).

Education Employees. In 1995 and in 1997 two Education employees informed Treasury
that their pay checks had been lost, and requested that their checks be reissued. The 1995 employee’s
lost check was for $944.25, and the 1997 employee’s lost check was for $731.70. Again, both
employees were reimbursed, however, due to a clerical error for the 1995 employee, the adjustments

'Government employees are paid twice a month, however, there are three pay periods during
two months each year, resulting in 26 pay periods per year.
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continued for an additional five pay periods until the individual received $4,721.25 in erroneous
reimbursements. '

The 1997 employee’s reimbursement was correctly made only once in 1997. However, the
adjustment was made again at five different times in 1999 and 2000. This employee received
$3,658.50 in erroneous payments. We discussed this peculiar situation with Finance officials, and
were informed that in late 1999 and early 2000, when the system was being updated, old adjustments
to employees pay were constantly reappearing in the system, requiring officials to constantly review
and make corrections to the payroll. This apparently occurred in this instance and was inadvertently
not found until the current Director of Payroll requested the special “stale date” printout. The
problem of the old adjustments reappearing has since been corrected.

We must complement Finance officials for discovering the erroneous payments, however,
we feel that controls should be established to ensure that similar instances do not occur again. Since
“stale date” payments should be one time adjustments, the payroll system should be programmed to
allow this type of adjustment to occur only once. Finance should request that the software provider
install this internal control feature into the system. In addition, procedures should be established to
require the regular printing of all ““stale date™ adjustments processed so that repeat payments can be
quickly identified.

One Employee Paid for Two Positions

An employee from Education, who was promoted on two occasions, was erroneously paid
for both positions during an eleven month period, resulting in him being overpaid $45,977.13.

InJune 1999 a Notice of Personnel Action (NOPA) was finalized promoting a Teacher to the
position of Assistant Principal at one of the Government’s public schools. The promotion, however,
had not been reflected in the employee’s bi-weekly pay. Later, in October of 1999, the individual was
again promoted this time to Acting Principal. This promotion was entered into the Government’s
payroll system, however, the first promotion also was entered resulting in the employee being paid
for both positions. This occurred for 11 months until an official from Education discovered the error.
The employee’s pay record showed that he was being paid for 160 hours every pay period instead
of the standard 80 hours. The erroneous pay was corrected in October 2000.

We contacted Finance officials to discuss the error in order to determine how it occurred and
the steps that have been taken to ensure that a similar incident does not occur again. We were
informed by the Director of Payroll that, when the employee was promoted the first time, although
he was performing the duties of the new position, there was a delay in entering his corrected salary.
An attempt was made to do a “Special” payroll run adjusting his salary and paying him his
retroactive increase. For some unexplained reason, the process was stopped without the transaction
being closed, resulting in it remaining in the automated system. When his second promotion was
then processed in November 1999, the system also picked up the information from the first
promotion and combined them. This resulted in the employee being paid for the two positions at the



same time,

Asaresult of this error, the individual was overpaid $45,977.13. When informed of the error,
the employee surrendered two of his regular pay checks, was not paid for two other pay periods, and
had made an informal agreement to make regular reimbursements until the overpaid amount was
repaid. The matter was referred to the Government Fraud and Corruption Task Force, where the
individual made an additional payment of $20,000 in early J anuary 2001, and an additional $20,000
on January 30, 2001.

The Director of Payroll indicated to us that steps are now in place where test runs are made
every pay period to ensure that there are no unprocessed transactions in the system that can result
in an employee being paid for more than one position. We feel that additional controls should be
installed where the system will automatically identify employees who might be paid for more than
an 80-hour pay period without a special classification, like overtime, being entered. These exceptions
can then be researched to determine the reason for the excess time.

Recommendation

We recommend that the Commissioner of Finance install, possibly with the assistance of the
software provider, additional control features to prevent the erroneous payroll situations, in
particular: (i) the payment of “stale date” amounts more than once; and, (ii) the payment to one
employee for more than 80 regular bi-weekly hours, identified in this report.

Department of Finance’s Response

The Commissioner of Finance in her February 26, 2001 response indicated agreement with
the recommendation made, and indicated that modifications to the Financial Management System
will be made to ensure that stale dated amounts will not be added more than once without an
employee activating the feature each time.

Inaddition, monthly reports of “stale” amounts will be generated so that they can be reviewed
on a regular basis.

V. L Inspector General’s Comments

The response submitted by the Commissioner of Finance is sufficient for us to consider the
recommendation resolved. A copy of the response is included as an appendix to this report.



If you or your staff require additional information, please call me at 774-6426.

Sincerely,

%ﬁ W
" Steven van Beverhoudt, CFE, CGFM
V. I. Inspector General

Appendix:
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February 26, 2001

Mr. Steven van Beverhoudt, CFE, CGFM

V. L. Inspector General

Office of the Virgin Islands Inspector General
No. 75 Kronprindsens Gade

Charlotte Amalie, V. 1. 00802

Dear Inspector General van Beverhoudt:

Your draft report of February 2, 2001 that was a result of your review of efroneous
payroll payments made to specific employees of the Government of the Virgin Islands
was received and reviewed and our comments and recommendations are as follows:

Comments:

The Payroll Module of the Financial Management System has been designed to
ensure that only one payroll check is issued to any employee during the payroll
cycle. However, since there are situations that may merit an addition or a
deletion of an amount, because of a prior period transaction, modifications were
made to the FMS in order to accommodate these changes.

One such modification is that of being able to pay an employee the net pay for
a check that was issued previously, and which was never cashed by the payee
because it was lost, misplaced or just not negotiated. In order to achieve this,
a modification was performed to achieve this in a field indicated “stale date.”

Procedures and policies were implemented to insure that there was no potential
for duplication of these types of payments, and if there were a duplication, it
would be identified timely. As a result of this the Reconcilement Section was
able to secure a report from the Payroll Division.
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Recommendation:

We concur with your recommendation that the software provider, modify the
FMS to insure that a payment for a stale dated amount is not added to an
Employee’s net pay more than once unless it is activated each time.

The Department of Finance will generate a monthly report of all “stale” amounts
paid. This report would serve a reconciliation and an internal control tool.

Sincerely,

* Bernice A. Turnbull
Commissioner

cc:  Director of Treasury
Director of Payroll



