
Internal Audit Reports - Continuing the Change

by Donald Holdegraver
History
In the 1989 Summer issue of New
Perspectives, the changes made to
the audit report process at Saint
Louis University and Health
Sciences Center were discussed in
the article “Internal Audit
ReDorts-Cataivst  for  Change  or
Bone of Contention?’ (reprint
available). In that article, I noted
that our audit reporting process
was in a continuing state of

Donald Holdegraver evolution, and that we were
always looking for ways to
improve the process to achieve

better results for our organization.

My experience says that the same concerns continue to be foremost
in auditee’s minds:

“why do you never say anything good?“;
charged words;
nebulous words; and
opinion findings rather than fact findings.

We believe that we have successfully addressed these issues through
our report editing process, and feel that we are being objective
without being dictatorial. We seldom use charged words or nebulous
words, and scrub each finding to make it a pure objective statement,
rather than a subjective opinion. And, we do say something good in
every report.

The Evolution Continues!
In the intervening years, we have developed new techniques which
we hope will further refine our audit process, with still more positive
results for the operations of the University and Health Sciences
Center into the future.

Three major changes have been incorporated into our process over the
past two years which are generating more responsive action from
auditees:

Activities in Process,
“Attaboy” and “Enhancements are Needed” paragraphs in the
executive summary; and
Recommendationless audit reports.

Activities in Process
One key element in the prior article dealt with reporting department
achievements in a separate, up-front section of the report body. This
allowed auditees to cite achievements and addressed the “you never
say anything good” concern.

We have now added a second up-front section which we call
“Activities in Process.” How many audit reports have you issued
which included a finding and recommendation(s) about an issue that
the auditee was actively working on, but which you felt your duty as

an auditor required you to report? This produced a management
response which essentially said, “We are already working on this
one.” Perhaps you felt, the response made your department look a
little foolish. This happened many times to us.

What we have done is take such issues, verify that they are actively
working on the issue, and report without a finding or recommendation
that the department is addressing an issue of concern on their own
volition.

The result? It makes the department look good for addressing a
significant issue without any prodding, and satisfies the auditor’s
responsibility to report the issue. In follow-up reviews, it can be
treated as any audit recommendation would be, and if nothing has
happened it can still be reported in the follow-up report. But, in this
case the department has been given the credit (and the benefit of the
doubt), has had an opportunity to address the issue in a positive way,
and has only itself to blame if it ends up in the follow-up report
because no action occurred.

We have not seen any significant issues which have not been
completely addressed as described in the “Activities in Process”
section. This would seem to say that maybe the department really is
trying to improve itself and just needs a little positive support to do
more.

“Attaboy” and “Enhancements Are Needed” Paragraphs
In the previous article, I mentioned the elimination of the three
dreaded words, “IN OUR OPINION”, while leaving the balance of
that summary paragraph the same. Over time, it became clear that
those three words were still inferred even though they were no longer
there.

So, we evolved a little further. Instead of the summary paragraph, we
developed two paragraphs: “Attaboy” and “Enhancements are
Needed.”

Essentially, the “Attaboy” paragraph summarizes the positive results
of the audit. The department may be “achieving its mission” through
“X, Y, and Z.” It may be “processing a higher volume of transactions
with fewer people”, or “lowering costs while increasing revenue.”
Every audit we have done, even the worst ones, have had several
positive results which we were able to report.

The “Enhancements are Needed” paragraph highlights several of the
more significant improvements needed to operations, controls, or
compliance. It shows where changes to processes will benefit the
department.

It does make the executive summary a bit longer, but we believe that
it emphasizes the positives of change, rather than focusing on the
negatives of the audit.

Recommendationless Audit Reports
This is not a totally new concept as it has been used successfully by
many internal audit departments around the country. But it is a big
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step; a leap of faith, if you will. It is a step we took with some
trepidation, but one which we feel will result in quantifiably better
results for the organization.

What’s Involved?
The standard audit report of many audit departments has been
finding, criteria, background, risk, recommendations, and perhaps a
benefit statement. What we have done is simple.

We prepare the finding, criteria, and background in much the same
way. We provide an objective statement of the issue to be addressed.
If there is a criteria to cite (e.g., policy, regulation, GAAE, etc.), we
identify in detail including policy number, regulation number, etc. In
the background we provide the necessary detail to support and
explain the issue.

The next step is to provide a brief, one or two sentence, summary
paragraph which highlights the benefits of addressing the issue
presented. We don’t say how to address it, or give specific details of
each point we believe needs to be addressed. What we have decided
is that,  in many or most cases, the department personnel are more than
capable to address the issue. I believe that internal auditors have
traditionally felt that if we don’t tell them what to do, they will never
get it. I believe that is a negative attitude of the self-fulfilling
prophesy school.

The Closine MeetinP
When the draft report is issued, we ask management to provide a drafl
of their action plan for each audit issue identified approximately 2-3
days prior to the meeting. This gives them approximately three weeks
to develop the plan, and a few days to let it season prior to the closing
meeting. At the closing meeting, we discuss the report and action plan
concurrently, rather than the old method of discussing how they feel
about the findings and recommendations.

From the closing meeting, we issue a revised audit report draft, and
receive their final action plan which is published as part of the report,
just as management response to recommendations would be.

Results?
What have we seen? It’s too early to know if the recommendationless
audit reports will be 100% effective. We have noted certain
circumstances where the older format may be needed.

We have come away from closing meetings, however, with the
feeling that for once we discussed how to make the organization
better, rather than quibble over whether certain recommendations can
be done or not. We have seen active discussions of the better solution
between the auditee-participants in the closing meetings, and have
seen more agreement with the issues we have raised. We are
encouraged that action appears to be occurring, because the auditees
have “bought into” their responsibility to address valid audit issues,
which before they found fault with because they didn’t think our
recommendations would work.

Final Thought
Though minor, we have eliminated one last charged word from our
reports and discussions; the word finding. As in this article, I have
progressed from using finding to using the word issue. We
determined that issue is the more accurate word because finding

carries a negative connotation, and not all issues reported are
findings. Issues addressed in an audit report, by their very nature, may
be positive or negative. You may find this simple change will have a
direct positive result for your communication process.

Summary
We don’t know, just as we didn’t know seven years ago, whether
what we’re trying will work over the long term. But, we continue to
believe that any action we take to improve the audit communication
process will be beneficial to saint Louis University and Health
Sciences Center. Effective audit communication is a two-way street,
over which we have control only of our portion.
In his book, “Never Confuse a Memo With Reality,” Richard A.
Moran said, “Take risks with your ideas and with implementing
them.” It’s good advice which we will continue to follow in the
continuing evolution of our audit reporting process.
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Louis University and Health Sciences Center in St. Louis, MO, is a
former Board member and President of AHU,  and recipient of the
I987 AHIA Founder ‘s Award.
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