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Overview of the Human Resource Management Process 
The human resource process starts with the establishment of sound policies for hiring, training, 
evaluating, counselling, promoting, compensating and taking remedial actions for employees. Once 
an individual has been hired as an employee, the main transaction that affects the financial statement 
accounts is a payroll (payment) transaction. A payroll transaction usually begins with an employee 
performing some job and recording the time spent on a time card or time sheet (often in electronic 
form). The time card or time sheet is approved by a supervisor before being forwarded to the payroll 
department. The data are then reviewed and sent to the IT department for processing. Finally, payment 
is made directly to the employee or deposited in the employee’s bank account.

Figure 12–1 presents a flowchart of EarthWear’s payroll system that serves as a framework for discussing 
control activities and tests of controls. Although the description of EarthWear’s payroll system is fairly 
typical, you should focus on the basic concepts so that they can be applied to the specific payroll systems 
encountered. The following topics related to the human resource management process are covered:

 ■ Types of transactions and financial statement accounts affected.

 ■ Types of documents and records.

 ■ The major functions.

 ■ The key segregation of duties.
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Figure 12–1 Flowchart of the Human Resource Management Process: EarthWear Clothiers

Operating

Departments

Initiates
personnel
changes

Payroll
master file
changes

Time
sheets

Approved
by

supervisor

Reviews
master file
changes

Payroll
master file
changes

report

Review

By
date

Payroll
master file
changes

Time
sheets

Input

Error
corrections

Payroll
register

Review

By
date

Error
reports

Direct deposit
and payroll
cheques*

Payroll
register

Payroll
master file
changes

report

*Distributed
by paymaster

2

1

1

2

Payroll
master file

Payroll-
processing

program

Human Resource

Department Payroll Department IT Department

Various
tax reports
and forms

Weekly or
monthly
payroll
reports

General
ledger

Payroll
reporting
program

Payroll
master file

eil43019_ch12_422-449.indd   424eil43019_ch12_422-449.indd   424 04/10/13   12:38 PM04/10/13   12:38 PM


