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Are you underpaying your employees?
Over recent months, media reports have highlighted a number of cases of
employee underpayments, ranging from suburban restaurants to multi-national
organisations. According to the Fair Work Ombudsman (FWO), a random audit
of approximately 2,000 retail businesses found 26% were breaking workplace
laws and/or regulations, on most occasions by underpaying their employees.
In this article Andre Menezes and Ericsson Leung of our Data Analytics team
explain how non-intrusive data analytics techniques can be used to assist
organisations in detecting payroll underpayments, thereby avoiding the potential
risks and adverse publicity of an FWO audit.

Andre has over 18 years’ experience in both corporate and consulting roles, focused around the
transformation of data into useful management information. Joining KordaMentha in 2008,
Andre formed the Data Analytics team and has a wide range of industry experience including
financial services, aviation, transport, retail and telecommunications.
Ericsson Leung is a Senior Executive Analyst and joined KordaMentha Forensic in February 2011,
having previously worked in Credit Risk at Commonwealth Bank of Australia. At KordaMentha,
Ericsson works across various data analysis projects including investigations, disputes,
performance improvement and customer insights.
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Background
According to the FWO1, a random audit of approximately 2,000 retail businesses found 26%
were breaching workplace laws and/or regulations2. As part of this process, the FWO also
helped to identify and recover for employees $585,000 in underpayments, with over 40% from
NSW companies.
Those companies also face a range of financial implications including penalties, associated legal
fees and goodwill donations which may be imposed on the organisation that underpays its staff.
In addition, major brands suffer from reputational damage. For example, in two audits separate
to the FWO action, Hungry Jacks was found to have underpaid employees by more than $769,000
(between 2005 and 2009) and in addition to making good the shortfalls, was ordered to pay a
penalty in excess of $145,0003.
Some argue that workplace laws and regulations are not easily understood and that this has
been a contributing factor to workplace violations. In many organisations, government
regulations are overlayed with complex payroll structures. For example, retail, hospitality and
fast food industries have different pay rates based on the combination of tasks, employee age
and time of day.

Franchisors face an added risk – the media spotlight, courtesy of their
franchisees. For example, two former 7-Eleven operators found to
have been deliberately underpaying their employees (in one case by
$40,000), were fined a total of $150,0004.
So, given the financial and reputational risks associated with getting this wrong, what
techniques can an organisation employ to obtain 100% accuracy in its payroll?
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Getting it right
Ensuring employees are being paid correctly begins with accurate interpretation of the awards
and how they interact with the organisation’s payroll structure. This can be complicated and not
all organisations (in particular small businesses) have the internal skills to do this. Ordinarily
advice can be obtained from the FWO, lawyers, Industry Bodies or the Chambers of Commerce
and Industry. Industrial relations lawyers are able to provide more specific advice, for more
complex situations.

The misinterpretation of workplace regulations resulted in Super A-Mart
failing to pay 877 employees for attending training and preparation for
store opening. A total of $1.3 million was paid to affected employees.
A goodwill donation of $120,000 was made to the Working Women’s
Centre in Queensland.5
With the right advice, payroll processing needs to reflect these rules. As the majority of payrolls
are processed and stored electronically, the capture of these rules has become just as important
as the interpretation. If not coded correctly in the payroll system, the very benefit of consistent
processing could lead to uncontained errors across the organisation’s workforce. Data analytics
techniques can be applied to:
quickly and accurately test whether such rules have been accurately loaded into payroll
systems
identify anomalies and inconsistencies between the rules applied across say, various
departments and payroll runs
identify whether the individual payments made reflect the organisations’ interpretation of
those rules.
A further, often forgotten part of the equation is the ‘feedback loop’. Organisations need to ensure
there is a robust employee grievance process in place to handle queries internally. The intent
should be to encourage employees to come forward with any queries relating to payroll6, and to
flag errors so that rectifications to the process can be made. Employee awareness of the
process as well as timely response is vital.
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Assurance – employing the right skills,
and taking reasonable steps to get it right
Undertaking tests of the payroll system, and the effectiveness of the grievance process, will
assist in providing assurance as to the overall accuracy of the system. The question is, what
type of testing should be carried out?
Where organisations employ auditors, the conventional method used is to identify payroll
errors through testing a random sample of payslips and, or pay runs. This method relies on
the assumption that the sample is representative of all the different employees’ remuneration
packages. However, due to the complexities of modern pay structures, it is no longer realistic
to rely on this method. This is evident from the number of non-compliant cases reported.
With most payrolls processed and stored electronically, data analytics experts with the right
tools are able to quickly analyse 100% of the payroll records to identify underpayments and
other anomalies.

Data analytics experts are not constrained by the volume of records, and
can test years’ of transactions with minimal disruption to the business.
Using data analytics techniques, our team has identified numerous payroll related issues, including:
overpayment and underpayment of employee wages and entitlements
incorrect superannuation contribution payments
incorrect accrual of leave components
erroneous PAYG deductions
falsified time records
duplicated wage and entitlement payments.
An example of how such issues can occur is set out below.
Bob is employed by XYZ Limited and has worked 30 hours this week at the base rate (the most he can

work under his contract). In addition he has worked an additional three hours on a standard work day,
two hours outside of normal operating hours on a standard work day, and five hours on a public holiday.

Because he has worked the maximum hours payable on the base rate, under his contract he is eligible

to multiple penalty rates (i.e. overtime) for the additional time worked.

 Because some of the additional overtime also falls outside normal operating hours and other overtime is on

a public holiday, different rates are payable for each of the three types of overtime that Bob has worked.

This complex rate structure means the chance of XYZ Limited paying Bob the incorrect overtime

increases.

Incorrect payment (or classification) may also lead to erroneous accrual of leave components – and

Bob may not be awarded enough holiday time!

Superannuation contribution and PAYG deduction would also be impacted following a single erroneous

payment of wage or salary.

Manual review may rectify issues on a case by case basis, but not only is it time consuming, management
also does not have visibility as to the cause of the issue. By reviewing all of the pay components on a
holistic level, data analytics can identify trends in the erroneous payments and quickly identify the root
cause. Data analytics experts can promptly quantify the impacts upon Bob’s leave accruals, superannuation
contribution and PAYG deduction.
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But we outsource our payroll – surely we
don’t need data analytics?
At KordaMentha, our Data Analytics team recently assisted a multi-national retail company
which had engaged an external payroll processing provider. By employing cutting-edge
analytics techniques, we tested 100% of each employee’s remuneration to validate wages,
salary and other employee entitlements.
As part of this process, we uncovered:
financial leakage by way of overpayments to employees
systematic errors, such as erroneous classification of overtime in the payroll system, which
were previously unnoticed
control weaknesses that could be improved to minimise further errors and the risk of fraud.
Engaging an independent data analytics expert to validate payroll records, and to provide
evidence that errors have already been identified and rectified, also assists in projecting a
positive image to the FWO. For example, McDonald’s won praise from the FWO after
establishing a self-audit process to review the remuneration of approximately 8,500 employees.

Outsourcing your payroll function does not protect an organisation from
an FWO audit or penalties. You still need to demonstrate that you took
reasonable steps to ensure your outsourced provider is getting it right.
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Conclusion
Timely identification and rectification of non-compliance could save your organisation thousands
of dollars in legal fees, penalties and assist in avoiding reputational damage.
Based on recent cases and our engagement experience, coupled with the heightened
compliance and enforcement activity by the FWO, it is best to be pro-active in confirming
compliance with workplace regulations. Such measures should include:
confirming interpretation of regulations is correct and if in doubt, getting appropriate advice
recognising the importance of accurate transposition of changes into the payroll system, and
adequate review of these changes
periodical testing of the payroll system using data analytics – rather than a small sample – to
confirm employees are paid correctly
testing the grievance process to ensure reported cases are appropriately resolved, and
future errors avoided.
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Endnotes
1 National Retail Industry Campaign 2010-2011, Final Report
November 2011 http://www.fairwork.gov.au/campaignresults/
National/Retail-Industry-Campaign-Final-Report.pdf
2 Although most breaches related to underpayment, there were
isolated cases of incorrect payment of minimum wage and penalty
rates resulting in net overpayment to employees. Such cases would
also constitute a breach of workplace laws and/or regulations.
Formal warning would usually be issued and penalties would be
served on multiple offences.

3 http://www.news.com.au/business/breaking-news/hungry-jackspenalty-for-underpaid-staff/story-e6frfkur-1226241520648; http://
news.smh.com.au/breaking-news-national/hungry-jacks-fined-forunderpaying-staff-20110413-1dd2p.html
4 http://www.smh.com.au/small-business/franchising/7elevenoperators-fined-150k-for-exploiting-students-20110427-1dwct.html
5 http://www.fairwork.gov.au/media-centre/media-releases/2011/10/
pages/20111019-super-a-mart-eu.aspx
6 Although we note that employees are more likely to come forward if
they have been underpaid!

This publication, and the information contained therein, is prepared by KordaMentha Forensic Partners and staff. It is of a general
nature and is not intended to address the circumstances of any particular individual or entity. It does not constitute advice, legal or
otherwise, and should not be relied on as such. Professional advice should be sought prior to actions being taken on any of the
information. The authors note that much of the material presented was originally prepared by others and this publication provides a
summary of that material and the personal opinions of the authors.
Limited liability under a scheme approved under Professional Standards Legislation.
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KordaMentha Forensic
We have over 50 specialised forensic team members allowing us to offer a comprehensive forensic response to
your needs. With team members located across Australia and Singapore, and through our co-operation with
AlixPartners, we provide a seamless global response.
Our team features individuals with diverse backgrounds in accounting, audit, consulting, corporate regulation,
corporate compliance, information technology and law enforcement.
Whenever factual, accounting, financial, regulatory or eDiscovery problems arise, we identify the relevant
issues to deliver accurate and objective solutions.
We provide services in the following areas:

Dispute analysis







Forensic technology

Independent accountancy
expert witness
Consulting accountancy expert
Experts pursuant to dispute
resolution clauses
Court-appointed referee







Suspicious activity analysis
Data exploration
Process optimisation
Financial loss recovery

Computer forensics
eDiscovery

Investigations




Data analytics









Fraud and accounting
manipulation investigations
Employee and vendor
misconduct investigations
Foreign bribery and corruption
investigations
Regulatory investigations
Investigation review and training

Corruption and fraud risk
management






Development of anti-corruption
risk management and
compliance frameworks
Development of anti-fraud
programs and controls
Fraud, corruption and ethics
awareness training
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