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Health care organizations used to design their internal control systems strictly with an
eye towardprotecting the organization’s assets and ensuring the accuracy ofjinancial
records. This is no longer the case. Spurred by competitive demands, many
organizations are re-engineering, and in the process, are designing internal controls
to meet a wider range of goals than ever before.
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The New Definition

Organizations now view the
internal control system as a
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. Increase the effectiveness and efficiency of operations;

l Reporting risk - The risk that costs will not be timely
identified and charged to the budget.

l Operating risk - The risk that your organization will suffer
from inefficient or faulty operations. For example, late
payment of invoices could cause your organization to lose
substantial discounts offered for timely payment.

. Produce reliable external and internal financial reports; and Evaluate the likelihood and significance of each risk. Consider the
frequency of occurrence and the dollar amount of each item. Also,

l Ensure compliance with applicable laws and regulations. estimate qualitative factors, such as negative publicity.

Reassessing Internal Controls

Because re-engineering changes the entire focus of
an organization or department, it makes sense to
reassess internal controls in the process. Internal
controls can be built into every function within the
organization and into each employee’s daily
activities.

Following the procedures outlined below will help
you rethink the control structure in your
organization.

Choose appropriate internal controls. Preventive
controls reduce the chances an error will occur and
usually result in higher processing costs. Controls
designed to monitor instead of prevent measure
performance after the fact, cost less, and are less
disruptive. They also promote timely performance
and communication to achieve objectives over the
long term. The number and types of controls that
are best for your organization will depend on your
objectives, how you intend to measure success, and
the kinds of risks you identify.

Identify your organization’s main goals and set the criteria for
measuring success in meeting those goals. Your criteria may be
subjective - such as the results of a quality survey - or objective -
such as a net increase in patients. Each goal will probably require
several criteria Note that if you are unable to measure whether you
have successfully achieved a goal, you should probably rework the
goal. Without a clear definition of success, you won’t be able to
gauge your progress.

The Result

Re-engineering results in a set of activities aimed at achieving the
objectives of your health care organization and ultimately providing
more value to your shareholders, members or community. Existing
internal controls that survive the re-engineering process and new
controls that emerge will be very important to your organization.
Not only will they address the accuracy of your accounting records,
they also will help your organization better meet its objectives.

Identify the risks that would impede the achievement of you
objectives. Consider risks in all of these general categories:

l Compliance risk - The risk that you’ll incur substantial
penalties by not complying with IRS, JCAHO, or other
regulations.
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