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Commissioners of the Texas Credit Union Department
914 E. Anderson Lane
Austin, TX 78752

This report presents the results of the internal audit procedures performed for the Texas Credit Union
Department (CUD) during the period of September 24, 2025, through January 29, 2026, relating to the
payroll processes of the agency.

The objectives of this internal audit were to evaluate the design and effectiveness of the Agency’s payroll
processes as follows:

A. Determine whether internal controls over Payroll process are designed to ensure effective and
efficient management, administration, and compliance of payroll processes.

B. Ensure that controls over selected critical processes within Payroll processes are operating
efficiently and effectively, and result in complete, accurate, and timely payroll to CUD employees.

To accomplish these objectives, we conducted interviews and walkthroughs with CUD personnel that have
responsibilities in managing and administering payroll to gain an understanding of the current processes
in place, examined existing supporting documentation, and evaluated the internal controls over the
processes. We evaluated the existing policies, procedures, and processes in their current state. Our coverage
period was from September 1, 2024, through August 31, 2025. Procedures were performed on site and
remotely and an exit meeting was conducted on February 5, 2026.

The following report summarizes the findings identified, risks to the Agency, recommendations for
improvement, and management’s responses.
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Background

The Texas Credit Union Department (TCUD) is a state regulatory agency responsible for the chartering, supervision,
and examination of Texas-chartered credit unions. The Department’s mission is to ensure the safety and soundness
of state-chartered credit unions while protecting the interests of their members and maintaining public confidence
in the credit union system. TCUD oversees credit union operations for compliance with applicable state laws and
regulations, conducts risk-based examinations, and works in coordination with federal regulators—primarily the
National Credit Union Administration (NCUA)—to promote financial stability, consumer protection, and effective
governance within the Texas credit union industry.

The Texas Credit Union Department (CUD) processes payroll monthly using the State’s Centralized Accounting and
Payroll/Personnel System (CAPPS) in accordance with Comptroller-established payroll calendars and procedures.
Employees record time and leave activity in CAPPS, supervisors review and approve time entries, and employees
certify timesheets monthly, after which changes require documented approval. Payroll is prepared by authorized
personnel using a Comptroller-prescribed checklist and system-generated CAPPS reports, with supporting
documentation reviewed for personnel changes, special payments, and variances. Completed payroll packages are
reviewed and approved by authorized management prior to release and processing through the Uniform Statewide
Accounting System (USAS) for employee payment. Payroll deductions are automatically calculated based on
employee elections in the Employee Retirement System and remitted through USAS, and access to payroll
processing and approval functions is restricted through defined security roles to support appropriate segregation
of duties.

Audit Objective and Scope

The audit focused on the design and effectiveness of Texas Credit Union Department’s Payroll processes to ensure
internal controls are appropriately designed and procedures are efficiently and effectively performed for accurate
and timely payroll cycles. The audit included an evaluation of the payroll processes and internal controls currently
in practice covering the activities within key process areas including:

e Timekeeping and Approval

e Payroll Processing

e Voluntary/Involuntary Deductions
e Accrued Leave

Human Resources administration activities were not considered in the scope of this audit, excluding the
coordination performed with payroll.

Our procedures were designed to ensure relevant risks were covered and verified the following:

Timekeeping and Approval
o Time entry for employees was captured timely, appropriately approved by supervisors and recorded in the
system
o Time sheets (as necessary) were complete, accurate, and included all time submitted during a payroll cycle,
including regular time, compensatory time, overtime, sick time or paid time off
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Payroll Processing
o Payroll was processed in accordance with the formalized payroll schedule with defined responsibilities and
tasks
o Appropriate segregation of duties existed within the payroll processing activities, including payroll
distributions
Payroll was reviewed and approved for accuracy each cycle
Bonus, stipends, supplemental or other special payments were authorized and appropriate

Voluntary/Involuntary Deductions
o All deductions were accurately calculated and withheld during payroll calculations
o Deductions were released timely, to the appropriate party, and the accruals were removed

Accrued Leave
o Employees leave was reviewed, monitored, and approved by authorized personnel
o Accrued leave was calculated and recorded accurately and timely

Our procedures included interviewing key CUD personnel and examining available documentation to gain an
understanding of the current processes in place, examining existing documentation, and evaluating the internal
controls over the process. We evaluated the existing policies, procedures, and processes in their current state. Our
coverage period was from September 1, 2024, through August 31, 2025.
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Executive Summary

Through our interviews, evaluation of internal control design and testing of transactions, we identified two findings.
The listing of findings includes those items that been identified and are considered to be non-compliance issues
with documented CUD policies and procedures, rules and regulations required by law, or where there is a lack of
procedures or internal controls in place to cover risks to the Agency. These issues could have significant financial or

operational implications.

A summary of our results, by audit objective, is provided in the table below. See the Appendix for an overview of

the Assessment and Risk Ratings.
OVERALL ASSESSMENT m

SCOPE AREA RESULT RATING

Objective A: Determine We determined that controls are generally in place for the
whether internal controls over | payroll process. We identified opportunities to update the
Payroll processes are designed | current practices related to the regular update of policies
to ensure effective and and procedures for the processing of payroll.

efficient management, Strong
administration, and

compliance of payroll

processes.

Objective B: Ensure that We determined that controls are in place, however, we

controls over selected critical identified that there is opportunity to improve the

processes within Payroll consistency and timeliness of the approval, recording and

processes are operating documentation for the use of leave time by agency Strong

efficiently and effectively, and | employees.
result in complete, accurate,
and timely payroll to CUD
employees.
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Conclusion

Based on the procedures performed for the period of September 1, 2024, through August 31, 2025, we determined
that the payroll function has controls in place that are generally designed to mitigate key payroll risks. However,
opportunities exist to strengthen the effectiveness and consistency of those controls.

Specifically, improvements are needed to update payroll procedures and to improve the timeliness, approval and
documentation of leave time within the payroll system. Addressing these areas will enhance control consistency,
support timely and accurate payroll processing, and improve alignment between documented procedures and
actual practices.

Follow-up procedures will be performed in 2027 to evaluate the effectiveness of remediation efforts taken to address
the findings identified.



Detailed Procedures Performed, Findings,
Recommendations, and Management Responses
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Detailed Procedures Performed, Findings, Recommendations, and Management
Responses

Our procedures included interviewing key CUD personnel and examining available documentation to gain an
understanding of the current processes in place, examining existing documentation, and evaluating the internal
controls over the process. We evaluated the existing policies, procedures, and processes in their current state. Our
coverage period was from September 1, 2024, through August 31, 2025.

Objective A: Design of Internal Controls

Determine whether internal controls over payroll processes are designed to ensure effective and efficient
management, administration, and compliance of payroll processes.

Procedures Performed: We conducted interviews of key personnel within the Human Resources Department of
the agency who have responsibilities in managing and administering payroll, examined existing documentation to
gain an understanding of the current Payroll processes, and identified internal controls that address risks over the
critical processes:

e Timekeeping and Approval

e Payroll Processing

e Voluntary/Involuntary Deductions
e Accrued Leave

We evaluated whether the identified internal controls are sufficiently designed to comply with agency policies and
procedures, and mitigate all critical risks associated with the payroll processes. We identified any unacceptable risk
exposures due to control design inadequacy or any opportunities to strengthen the effectiveness of the existing
control design.

Result: Finding identified

Finding 1 - Low - Policies and Procedures
Current policies and procedures do not reflect the current practices of the Credit Union Department.
Specifically, this relates to the following:

Employee Benefits and Payroll Deductions
Procedures are currently being drafted for employee benefits. The new Staff Services Officer began drafting
the procedures on January 15, 2025. Procedures were not previously documented.

Employee Annual Leave and Sick Leave

Current procedures do not include the procedures for entering annual leave time to timesheets.
Additionally, the deadlines for time entries, along with timesheet reviews and approval are not clearly
defined.
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Recommendation:
We recommend that the Staff Services Officer continues to update and refine the employee benefits
procedures related to new hires and employee benefits.

Time entries and approval time periods should be clearly defined and updated to include specific guidelines
for the number of days that employees have to enter their time and the time that managers/supervisors
must review and approve employees' weekly timesheets for the payroll period. The CAPPS notification
dashboard and reports should be utilized to ensure time entries occur within 10 days to help ensure that
all time is complete and accurate for payroll processing. This will help prevent potential payroll run issues
such as fiscal year cross-over, and entries occurring for previous periods. All corrections to timesheets after
the monthly payroll run should require justification and approval prior to any adjustments being made. The
documentation should be retained as part of the monthly payroll support.

Additionally, we recommend that the employee handbook and procedures are reviewed at least annually
to ensure their accuracy with evidence of a change log with approval.

Management Response: The Department agrees to continue updating and refining its employee benefit
procedures.

In addition, we will ensure that time entry and approval time period guidelines are updated to reflect the
number of days an employee has to enter their time, as well as the timeframe which supervisors have to
review and approve employees’ weekly timesheets. Further, we also agree to develop and implement a
formalized justification and approval procedure when making corrections to timesheets after the monthly
payroll run. In addition, the procedure will require the retainage of such approval documentation and
incorporate such with the monthly payroll support.

Lastly, we also agree that our Employee Handbook and procedures will be reviewed at least annually to
ensure they accurately reflect our actual processes and practices and will ensure such review and changes
are supported with the appropriate approval.

Responsible Party: Staff Services Officer and Managers

Implementation Date: August 31, 2026
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Objective B: Effectiveness of Internal Controls

Ensure that controls over selected critical processes within Payroll processes are operating efficiently and effectively,
and result in complete, accurate, and timely payroll to CUD employees .

Timekeeping and Approval

Procedures Performed: We selected a sample of 20 out of 34 employees from the Employee Listing Report and
determined whether:

e Time entry for employees was captured timely, appropriately approved and recorded in the system
e Time sheets were complete, accurate, and include all time submitted during a payroll cycle, including regular

time, compensatory time, overtime, sick time or paid time off

Result: No findings identified

Payroll Processing

Procedures Performed: We selected a sample of three months in which payroll was performed and determined
whether:

e Payroll was processed in accordance with the formalized payroll schedule with defined responsibilities and
tasks

e Appropriate segregation of duties existed within the payroll processing activities, including payroll
distributions

e Payroll was reviewed and approved for accuracy in each cycle

e Bonus, stipend, supplemental or other special payment was authorized and appropriate

Result: No findings identified

Voluntary/Involuntary Deductions

Procedures Performed: We selected a sample of five out of 34 employees from the Employee Listing Report and
determined whether:

e Deductions were accurately calculated and withheld during payroll calculations
e Deductions were released timely, to the appropriate party, and the accruals were removed

Result: No findings identified
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Accrued Leave

Procedures Performed: We selected a sample of five out of 34 employees from the Employee Listing Report and
determined whether:

Employee leave was reviewed, monitored, and approved by authorized personnel
Accrued leave was calculated and recorded accurately and timely

Result: Finding identified

Finding 2 - Low - Employee Annual Leave and Sick Leave

For two out of five samples the employee leave time was not approved timely.

- Sample 1: Created 12/1/2024, Leave Date 12/23/2024, Approved 1/6/2025 = 36 days for approval

- Sample 5: Created 12/1/2024, Leave Date 12/23/2024, Approved 12/30/2024 = 30 days for approval

For three out of five samples, which required prior approval for annual leave, documentation for the annual
leave request was not included in the payroll support.

For four out of five samples, in which the employee took sick leave, the time entry was not entered the day
upon return.

Timekeeping documentation related to leave request emails are not consistently submitted by employees
prior to annual leave time documenting their request and received approval. Additionally, the next day entry
for sick leave is not currently monitored by managers/supervisors to ensure timely recording to timesheets
per the employee handbook. Annual and sick leave is entered to timesheets, however, the annual leave time
is entered prior to and after leave is taken, presenting inconsistencies with the timing of leave entries and
management approvals.

Recommendation:

We recommend that the Employee Handbook procedures are reiterated to employees and managers to
help ensure that time entries for leave are documented and approved according to policy. Employee annual
leave should be approved prior to being taken and documented via email with verification of hours balance
available. Leave time entries should be entered to CAPPS prior to leave time taken upon approval at least
24 hours in advance of the leave to be taken. Sick Leave time entries should be entered to CAPPS on the
day of return to work. The approvals should be retained with employee time sheet reports for the monthly
payroll support. Additionally, low leave balances indicating potential direct deposit payroll delays (less than
24 hours of cumulative leave on or before three working days before the end of the month) should be
communicated through the Employee Handbook.

10
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Management Response: We agree that we should retain documentation to support the fact that annual
leave and comp time leave has been approved before it is taken. We will ensure that leave time entries are
entered into CAPPS upon approval and prior to the leave being taken by at least 24 hours (when possible)
in advance of the leave being taken. However, we recognize that isolated circumstances could exist where
a request for leave may be made and approved less than 24 hours before it is taken. Thus, we will review
our existing policies and procedures relating to the entering of annual and sick leave into CAPPS to
determine if any adjustments are necessary for the required timeframes of submitting and approving leave
entries.

Responsible Party: Staff Services Officer and Managers

Implementation Date: May 31, 2026

11
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The appendix defines the approach and classifications utilized by Weaver to assess the residual risk of the area
under review, the priority of the findings identified, and the overall assessment of the procedures performed.

Report Ratings

The report rating encompasses the entire scope of the engagement and expresses the aggregate impact of the
exceptions identified during our test work on one or more of the following objectives:

e Operating or program objectives and goals conform with those of the agency
e Agency objectives and goals are being met
e The activity under review is functioning in a manner which ensures:

o Reliability and integrity of financial and operational information
Effectiveness and efficiency of operations and programs
Safeguarding of assets
Compliance with laws, regulations, policies, procedures and contracts

o O O

The following ratings are used to articulate the overall magnitude of the impact on the established criteria:

The area under review meets the expected level. No high risk rated findings and only a few
moderate or low findings were identified.

The area under review does not consistently meet the expected level. Several findings were
identified and require routine efforts to correct, but do not significantly impair the control
environment.

Satisfactory

The area under review is weak and frequently falls below expected levels. Numerous findings
were identified that require substantial effort to correct.

Unsatisfactory

13
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Risk Ratings

Residual risk is the risk derived from the environment after considering the mitigating effect of internal controls.
The area under audit has been assessed from a residual risk level utilizing the following risk management
classification system.

m High-risk findings have qualitative factors that include, but are not limited to:

¢ Events that threaten the agency’s ¢ Potential material impact on
achievement of strategic objectives operations or the agency'’s finances
or continued existence e Remediation requires significant

o Impact of the finding could be felt involvement from senior agency
outside of the agency or beyond a management

single function or department

Moderate risk findings have qualitative factors that include, but are not limited to:

e Events that could threaten financial or e Remediation efforts that will require
operational objectives of the agency the direct involvement of functional
e Impact could be felt outside of the leader(s)
agency or across more than one e May require senior agency
function of the agency management to be updated

¢ Noticeable and possibly material
impact to the operations or finances
of the agency

Low risk findings have qualitative factors that include, but are not limited to:

Low
e Events that do not directly threaten ¢ Minimal financial or operational
the agency'’s strategic priorities impact to the agency
e Impact is limited to a single function e Require functional leader(s) to be
within the agency kept updated, or have other controls

that help to mitigate the related risk

14
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