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Abstract: Business processes have evolved over time. The development has triggered an increase in demand for human resources by a company. As a 
result, the level of complexity of human resource management in a company is increasing. The most crucial system in this activity is related to payroll. 
The payroll activity consists of three stages, namely updating master data, preparing payroll and issuing salary. The process in payroll is very vulnerable 
to threats, consequently strong controls are needed in this system. various types of controls are needed to protect this system. The control is influenced 
by the type of threat and the condition of the company itself. However, on the other hand, because of the large costs for employees, the company also 
has the option to outsource employees. Some of the benefits that can be given through this outsourcing system are cost reduction. Wider range of 
benefits and savings in computer systems. 
 
Index Terms: Human Resources Management, Cycle, Sales, Payroll, Internal Control, Procedures, Payroll Information System.   

———————————————————— 

 

1 INTRODUCTION 

Human resource management cycle (HRM / payroll) - human 
resources management (HRM) / payroll cycle is a series of 
business activities and related data processing operations that 
are constantly related to managing employee capabilities 
effectively. More important tasks include: 

1. Recruit and hire new employees 
2. Training 
3. Job assignments 
4. Compensation (payroll) 
5. Performance evaluation 
6. Removing employees for voluntary or not termination 

 
Tasks 1 and 6 are carried out only once for each pegawao, 
while assignments 2 to 5 are carried out repeatedly as long as 
an employee works for the company. In most companies, the 
six activities are divided into two separate systems. Task 4, 
employee compensation, is the main function of the payroll 
system. The HRM system runs five other tasks. In many 
companies, both systems are managed separately. The HRM 
system is usually the responsibility of the director of human 
resources, while the supervisor manages the payroll system. 
However, the ERP system combines both sets of activities. 
This chapter mainly discusses the payroll system because 
accountants are usually responsible for this function. We begin 
by explaining the design of an integrated HR / payroll system 
and discussing the basic controls needed to ensure that the 
system provides management with reliable information and 
ensures that the system complies with government 
regulations. Then it will be explained in detail about each of 
the basic payroll cycle activities. We close it with a discussion 
of options for outsourcing both payroll and HRM functions. 
 
2. PROBLEM FORMULATION: 

1. What are the threats experienced in the HRM / payroll 
cycle information system? 

2. What is the activity in this payroll cycle? 
 

3. PURPOSE: 
1. Describe the main business activities and related 

information processing operations carried out in the 
human resource management / payroll cycle. 

2. Discuss making important decisions in the MSDM / 
payroll cycle and identifying the information needed to 
make those decisions. 

3. Identify the main threats in the MSDM / payroll cycle 
and evaluate the completeness of various internal 
control procedures to deal with these threats.  

2 LITERATURE REVIEW 

 
2.1 Payroll Information System 
HR related activities (information about recruitment, dismissal, 
transfer, training, etc.) and a collection of information about 
employee time usage that occurs every day. Payroll is a 
continuous application that is processed with batch mode. 
Overview of HRM Process and Information Needs In 
professional service organizations, such as the Public 
Accounting Office (KAP) and law firms, employee knowledge 
and expertise are the main components of the company's 
products, and labor costs indicate the main costs generated in 
generating income. In fact, in manufacturing companies, 
where direct labor costs only show a portion of the total direct 
costs, employees are the main trigger for the quality of work 
that affects overall productivity and the level of product 
defects. To effectively utilize company employees, HR / payroll 
systems must collect and store information needed by 
managers to answer the following questions: 

1. How many employees does an organization need to 
achieve its strategic plan? 

2. Which employee has special expertise? 
3. Which expertise has little supply? Which expertise is 

oversupply? 
4. How effective is the latest inauguration program in 

maintaining and increasing employee skill levels? 
5. Does the overall performance increase or decrease? 
6. Are there problems with turnover, delay, or absence? 

 
To use the knowledge and capabilities of employees more 
effectively, many organizations invest in knowledge 
management systems. Knowledge management systems are 
software that stores and manages the expertise possessed by 
individual employees so that knowledge can be shared and 
used by others. For example, professional consulting offices 
often provide similar services to many different clients. 
Knowledge management software is the possibility of 
consultants to store their solutions to certain problems in a 
shared database. The reuse of knowledge that saves time on 
future opportunities for access to the shared database also 
allows employees to learn from geographically dispersed 
colleagues who have prior experience in dealing with a 
particular problem. In addition to the direct costs associated 
with the recruitment process (advertising, background checks, 
candidate interviews, etc.), there are also costs associated 
with hiring temporary aid workers, training new employees and 
reducing the productivity of new employees until they fully 
learn how to do an employee at around 1.5 times the annual 
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salary. As a result, organizations that experience employee 
turnover below the industry average get adequate cost 
savings compared to competitors with higher turnover rates. 
For example, professional consulting organizations usually 
have suggested several levels of turnaround because they 
believe it provides an important source of new ideas. The key 
is to control and manage the turnover rate, so that it does not 
experience excess. Low employee enthusiasm creates 
financial costs when generated in turnover. On the contrary, 
there is increasing evidence that high employee morale 
provides financial benefits. 
 
2.2 Threats and Controls in Human Resource Management 
Employee master data that is inaccurate can result in 
excessive or insufficient staffing. It can also create 
inefficiencies related to the assignment of employees to carry 
out tasks that are not fully mastered. Inaccuracy of payroll 
master data which results in errors in employee payments can 
create significant morale problems. In addition, the 
organization may bear for mistakes made in paying payroll 
taxes. Errors in data regarding the use of employee time can 
result in inaccurate performance evaluations and errors in 
calculating the costs of organizational products and services. 
One way to reduce the threat of inaccuracy or invalid master 
data, which is to use the various processing integrity controls 
discussed. It is also important to limit access to these data and 
regulate the system, so that only authorized employees can 
make changes to the master data. This limitation requires a 
change in the basic arrangement of the role of employees in 
an ERP system to divide tasks that do not match properly. The 
basic settings of many systems allow payroll staff not only to 
read, but also to change salary information on employee 
payroll master files. Although the procedures for modifying the 
settings are varied in different packages of devices, to find out 
what changes should be made only requires a deep 
understanding of the proper separation of duties of different 
business processes. However, preventive control is never 
100% effective. The second common threat in the HRM/payroll 
cycle is disclosure that is not authorized for sensitive 
information, such as salary and performance evaluation for 
individual employees. The best control procedure to reduce 
the risk of unauthorized payroll data disclosure is to use 
multifactor authentication and security controls to limit MSDM 
master data access/payroll only to employees who need 
access to carry out their work. It is also important to set the 
system to limit employees to use system build-in queries that 
indirectly access sensitive information. The third general threat 
in the HRM/payroll cycle is related to the loss or damage of 
master data. The best way to reduce the risk of this threat is to 
use backups and disaster recovery procedures. The fourth 
common threat in the HRM/payroll cycle is that employing 
unqualified employees can increase production costs and work 
an employee who is a thief can cause asset theft. These two 
employees can be precisely addressed by appropriate 
recruitment procedures. Candidates must be asked to sign a 
statement in the job application form that confirms the 
accuracy of the information provided by the candidate and 
gives approval to the company to check the overall 
background for the employment statement and work history. 
The fifth general threat in the MSDM / payroll cycle is a 
violation of laws and regulations related to the recruitment and 
dismissal of employees appropriately. The government gives 
severe sanctions to companies that violate the provisions of 

labor law. The organization can also be subject to a civil suit 
by a person who is declared a victim of employment 
discrimination. The best control procedure to overcome these 
potential problems is to carefully document all actions related 
to notification for the purpose of recruiting and the process of 
hiring new employees and dismissal of employees. 
 
B. Payroll Cycle Activities 
Figure 15-2 presents a payroll system context diagram. The 
context diagram shows there are five main sources of input on 
the payroll system. The HR department provides information 
on recruitment, dismissal, and changes in payment rates 
(salary increases and promotions). Employees submit 
changes related to the pieces they freely determine (for 
example, contributions to pension funds). Departments provide 
data on the actual working hours of employees of government 
officials providing tax and construction levels to meet 
regulatory requirements. Likewise with insurance companies 
and other organizations that provide instructions to calculate 
and pay various salary deductions for paying taxes. Figure 15-
2 shows that a number of checks (which may be electronic) 
are the main output of the payroll system. Payroll checks are 
sent to the bank for the purpose of transferring/transferring 
funds from the company's general account to the company's 
payroll account. Payroll department updates information on tax 
rates and other payroll deductions when it receives notification 
of changes from various government units and insurance 
companies. Records of employees who leave or are dismissed 
should not be immediately deleted because some year-end tax 
reports, including W-2 forms, require data on all employees 
working for the organization during the year THREATS AND 
CONTROL. Separation of tuags is precisely the main control 
procedure to deal with the threat. Employees of the HRM 
department should not directly participate in the processing of 
payroll or distribution of salary checks. This separation of 
duties prevents someone who has access to salary checks to 
create a fictitious employee or change the level of payment 
and then take the fake checks. In addition, all changes to the 
payroll master file must be examined and approved by 
someone, that is, in addition to the party recommending the 
change. Access control of the payroll system is important. The 
system should be set to compare user IDs and passwords with 
a matrix. Access control that explains what actions are allowed 
to be run by each employee and confirms what files are 
allowed to be accessed by each employee. Another threat is 
inaccuracies in updating payroll master data so as to produce 
errors in employee payments and penalties for not paying the 
correct amount of payroll tax to the government. To overcome 
this threat, proper processing integrity controls discussed by 
checking validity on customer numbers and due diligence of 
changes that are being made, should be applied to all payroll 
change transactions. In addition, having a department 
manager's inspection report is a timely way to detect errors. 
 
2.3 Validating Time Data and Attendance 
The second step in the payroll cycle is to validate each 
employee's time and attendance data. For employees who are 
paid by hour, many companies use a time card to record the 
time of arrival and departure of employees every day. 
Manufacturing companies also use business hours cards to 
record detailed data about how employees use their time (ie 
what work they do). Professionals at service organizations 
such as KAP; law offices, and consultant offices in the same 
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way tracking the time they spend doing various tasks and for 
the same clients, they record these data in a time sheet. 
Intensive use, commissions and bonuses require linking the 
payroll system and information system to sales and other 
cycles to collect data used to calculate bonuses. In addition, a 
bonus/intensid scheme must be precisely designed with 
realistic goals that can be achieved, so that objectively it can 
be measured. Threats and Control. The main threat to payroll 
activities is inaccurate time and attendance data. Inaccuracies 
in the time and attendance record can result in increased labor 
costs and wrong labor costs. Unpaid salary service 
inaccuracies. Automation of source data can reduce the risk of 
unwanted errors in time and attendance data collection. Using 
technology to capture time and attendance data can also 
increase productivity and cut costs. A few minutes savings for 
each employee may not sound so attractive, but when 
multiplied by thousands of employees in an industry with profit 
margins of less than 1%, the effect on the bottom line can be 
significant. Automation of data sources can also be used to 
collect time data and the presence of professional service 
staff. Information Technology (IT) can also reduce the risk of 
intentional inaccuracies for time and attendance data. For 
example, some manufacturing companies currently use 
biometry authentication techniques. The aim is to prevent 
employees from leaving work early and prevent a colleague 
from mistaking that the person is at work. Time card data used 
to calculate payroll, must be reconciled with data on working 
hours cards used for the purpose of cost and managerial 
determination, all of which are carried out by someone not 
involved in making the data. 

 
Preparing Payroll 
PROCESS . First, payroll transactions are edited and validated 
transactions are then sorted by employee number. If the 
organization processes payroll from several divisions, each 
payroll transaction file must also be combined. Payroll 
deductions are divided into two general categories: deductions 
from payroll taxes and voluntary deductions. Payroll tax 
deductions include state, state and regional income, as well as 
Social Security taxes. Voluntary deductions include pension 
contributions; life, health and disability insurance premiums; 
union fees; and contributions to various charitable donations. 
When net salary is calculated, the year-to-date basis for gross 
salary, deduction, and net salary in each employee record in 
the payroll master file in the payroll master file is updated. 
First, because Social Security tax deductions and other pieces 
have a cutoff, companies must know when to ensure that the 
appropriate amount of tax and other deductions are paid to 
government officials, insurance companies and other 
organizations. This information must also be included in 
various reports submitted to these officers. The payroll or 
payroll register lists the gross salary of each employee, payroll 
deductions, and net salary in multicolored format. This list also 
applies as supporting documentation to authorize the transfer 
of funds to an organization's payroll checking account. The list 
of pieces contains other voluntary pieces for each employee. 
Finally, the system prints employee salary checks. This 
paycheck usually includes an income report that includes the 
gross salary, deductions and net salary for the current period 
and the total year-to-date for each category. The payroll 
system also produces a number of detailed reports. Some of 
the general reports are for internal use, but most of the reports 
are used by government officials. As a result, the HRM/payroll 

section of the ERP system provides an extensive means to 
meet the reporting requirements of state, state and regional 
governments. 

 

3 DISCUSSION 

The salary and wage accounting system is designed to handle 
the calculation of salaries and wages of employees and their 
payments, the design of a payroll and wage accounting 
system must guarantee validity, complete authorization, 
classification of assessments, timeliness and accuracy of 
posts and an overview of each payroll and wage transaction. 
Documents Used in Accounting for Salaries and Wages 
 
1. Supporting documents for changes in salaries and 
wages 
Documents supporting salary changes. This document is 
generally issued by a staffing function in the form of a decree 
relating to employees, such as: a new employee appointment 
letter, promotion, suspension and so on. Copies of this 
document are sent to the function of making a list of salaries 
and wages for the purpose of making a list of salaries and 
wages. 
 
2. Clock cards present 
The present clock card is used by the timer function to record 
the attendance hours of each employee in the company. Note 
that attendance hours can be in the form of a regular 
attendance list, and can also be in the form of a present card 
filled from a timekeeper. 
 
3. Working hours card 
Working hour cards are documents that are used to record the 
time consumed by workers directly on the company they 
produce based on orders. 
 
4. List of salaries and wages 
List of salaries and wages is a document that contains 
information about the amount of gross salary of each 
employee, the pieces and the amount of net salary of each 
employee in a payment period. 
 
5. Recap of payroll and wages 
Payroll and wage recap is a document that contains a 
summary of departmental salary/section, which is made based 
on payroll. 
 
6. Statement of salary and wages 
A statement of salary and wages is a document made by the 
payroll function, which is a record for each employee along 
with various pieces that are a burden on the employee. 
 
7. Envelopes of salary and wages 
This salary and wage envelope contains employee salary 
money which contains information about the employee's 
name, identification number, and the amount of net salary 
received by the employee in a given month or period. 
 
8. Proof of cash out 
Based on information in the salary list received from the 
payroll maker function, the money registrar function will make 
a document that is an order to spend money on the salary 
payment function. 
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Accounting Records Used 
ü Public journals 
In salaries and wages, a general journal is used to record the 
distribution of labor costs into each department within the 
company. 
ü Product cost card 
This card is used to record direct labor wages incurred for 
certain orders. 
ü Card fees 
This note is used to record the indirect labor costs and non-
production labor costs of each department within the company. 
The source of information for recording on this fee card is 
proof of the memorial. 
ü Employee income cards 
This note is used to record income and various deductions 
received by each employee. Employee income cards are used 
as receipts of salaries and wages of employees by signing the 
card by the employee concerned. So the secret of certain 
employee income is unknown to other employees. 
 
Functions Related to Salaries and Wages 
Staffing function. This function is responsible for finding new 
employees, selecting prospective employees, deciding the 
placement of new employees, making a decree on salary and 
wage rates for employees, establishing the rank and class of 
salaries, transferring employees and terminating employees. 
Timekeeping function. This function is responsible for 
organizing time attendance records for all company 
employees. The function of recording employee attendance 
time should not be carried out by the operation function or by 
the function of making a list of salaries and wages. The 
function of making a salary and wage register is responsible 
for making a list of salaries and wages that contain gross 
income which is the right and various deductions that are 
borne by each employee during the period of payment of 
salaries and wages. A list of salaries and wages is submitted 
by the maker of salary and wages to the accounting function to 
produce cash out evidence that is used as the basis for 
payment of salaries and wages. The accounting function is 
responsible for recording liabilities that arise in relation to the 
payment of salaries and wages of employees (eg debt salaries 
and employee wages, tax debt, pension fund debt). The 
accounting function that handles payroll and wage accounting 
systems is in the debt department, the cost card section, and 
the journal section. The financial function is responsible for 
filling out checks for payment of salaries and wages and 
cashing the checks into the bank. The cash is then put into an 
employee's salary and wage envelope for distribution to 
eligible employees. Procedure Network That Forms a Salary 
and Wage Accounting System 
 
1. Procedure for recording time is present 
This procedure aims to record employee attendance. Present 
time recording is held by a timekeeper function using the 
attendance list at the entrance of the administration office. 
Recording attendance time can use the regular attendance 
list, which employees must sign every time they come and go 
home from the company or can use a present card (in the form 
of a clock card) that is filled automatically using a time 
recorder mechine. 
 
2. Procedure for recording salary times 
In manufacturing companies whose production is based on 

orders, recording work time is needed for employees who 
work in the production function for the purpose of distributing 
employee wages to products or orders that enjoy the services 
of these employees. Thus this working time is used as the 
basis for imposing direct labor costs on products produced. 
 
3. Procedure for making wage list 
In this procedure the function of making a salary and wage list 
makes a list of salaries and wages of employees. Data used 
as the basis for making payroll and wages are decrees 
regarding employee appointments, previous month's payroll 
and attendance list. 
 
4. Procedure for distributing wage costs 
In this procedure, labor costs are distributed to departments 
that enjoy labor benefits. The distribution of labor is intended 
for controlling costs and calculating the cost of goods. 
 
5. Wage payment procedures This procedure involves the 
accounting function and financial functions. The accounting 
function makes orders for cash disbursement to the financial 
function to write checks to pay salaries and wages. The 
financial function then cashed the check into the bank and put 
the money in a payroll and wage envelope made by the pay 
master. 
 
Elements of Internal Control 

 Organizational structure that separates functional 
responsibility explicitly. 

 System of authority and recording procedures that 
provide sufficient protection against wealth, debt, 
income and costs. 

 Healthy practices in carrying out the duties and 
functions of each organizational unit. 

 Employees whose quality is in accordance with their 
responsibilities. 

 

4 CONCLUSION 
HRM information systems/payroll consist of two 
interconnected, but separate subsystems: HRM and payroll. 
The HRM system records and processes data on recruitment 
activities, training, assignments, evaluations, and employee 
dismissals. Payroll system records and processes data used 
to pay employees or their services. The HRM/payroll system 
must be designed to comply with the many government 
regulations both tax and employment practices. In addition, 
adequate controls must be available to prevent (1) the excess 
in employee payments because of invalid time and attendance 
data (presented more) and (2) pay salary checks to fictitious 
employees. These two threats can be minimized by separating 
the right tasks, specifically by making the following functions 
run by different individuals: 

1. Authorize and make changes to the payroll master file 
for activities such as recruitment, dismissal, and salary 
increases. 

2. Record and verify employee work time 
3. Prepare a paycheck 
4. Distribute salary checks 
5. Reconcile payroll bank accounts 

 
Although the HRM and payroll systems have traditionally been 
separated, many companies including AOE, try to integrate 
them to manage human resources effectively and provide 
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employees with better benefits and services. 
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