[Date]

To: [Name of Management/Board of Directors]

From: [Name of Auditor/Consultant]

Subject: Management Letter - Internal Control Weaknesses in PTO Accrual and Processing
Dear [Name],

In connection with our recent review of [Company Name]'s payroll and human resources cycles,
we identified certain vulnerabilities regarding the accrual and processing of Paid Time Off

(PTO). We are submitting the following findings and recommendations to assist management in
strengthening internal controls.

1. Lack of Automated Accrual Tracking

Observation: We noted that PTO balances are currently calculated manually via spreadsheets
rather than through the integrated payroll system.

Risk: Manual entry increases the risk of mathematical errors, unauthorized manual adjustments,
and data loss.

Recommendation: Transition to an automated system where accruals are calculated based on
verified employment data and tenure tiers automatically.

2. Deficiencies in Approval Workflows

Observation: Several instances were identified where PTO was taken without documented
supervisory approval in the tracking system.

Risk: Potential for time-theft or staffing shortages due to unmonitored absences.
Recommendation: Enforce a strict electronic approval workflow that prevents the payroll
department from processing time-off requests without a digital signature from the department
head.

3. Absence of Periodic Reconciliation

Observation: There is no periodic reconciliation between the PTO recorded in the time-tracking
software and the liability recorded in the general ledger.

Risk: The financial statements may misstate the organization's vacation pay liability, leading to
budget variances.



Recommendation: Perform quarterly reconciliations of the PTO sub-ledger to the general ledger
to ensure financial reporting accuracy.

4. Inconsistent Policy Enforcement (Carry-over/Payouts)

Observation: We identified employees who carried over hours in excess of the corporate limit
without formal exception documentation.

Risk: Accumulation of large, unfunded liabilities and potential legal disputes regarding "use-it-
or-lose-it" policies.

Recommendation: Implement system-wide caps that automatically prevent carry-over balances
from exceeding company policy unless a manual override is authorized by Executive
Management.

We would like to thank your staff for their cooperation during this review. We are available to
discuss these matters further at your convenience.

Sincerely,
[Signature]

[Name]
[Title/Firm]



