
Using Benchmarking
To Gauge Success

By Jodi Swauger, CIA, CMA, CFE, CFSA

very audit department has strengths and weaknesses -
areas where they exceed the standard and areas where
they fall short. But how can you know how your audit

department compares to other internal auditing departments in
the healthcare industry?

Without a means for comparison, the
department may never know which areas it
needs to improve to be successful. In
today’s environment of corporate stream-
lining and downsizing, it is more important
than ever before for management to be able
to assess the internal auditing function
objectively - and to be able to furnish
objective proof to senior management and
the audit committee that the department is
operating efficiently and effectively.

One of the simplest and most effective
tools in assessing the internal auditing de-
partment is benchmarking. Briefly put,
benchmarking is the process of comparing
a function to a standard (or benchmark)
against which it can be measured. For
healthcare auditors, benchmarking usually
means comparing their internal auditing
department to other healthcare audit depart-
ments.

Many auditing executives consider
benchmarking to be an essential tool to help
them evaluate the department. The pro-
cess can be particularly valuable to rela-
tively new departments or to organizations
that are re-designing their internal auditing

function. Benchmarking can give audit ex-
ecutives help with tough questions from
senior management:
l Are department costs reasonable for

an organization our size?
l Do we have enough auditors on staff?
l Are training levels appropriate?
l Do we need to update our auditing

technology?
l Is our risk assessment process

complete?
l How does our audit life cycle

compare to other organizations?
l How do our experience levels and

professional certifications compare?
l How are other organizations in our

industry implementing auditing best
practices?
S o m e  o f  t h e  m o s t  c o m m o n l y

benchmarked areas include department
costs, staffing levels, risk assessment, ac-
tivities audited, and long-range plans. Other
frequently benchmarked areas include train-
ing hours per auditor, professional certifi-
cation rates, job titles, salary, audit commit-
tee information, customer satisfaction, and
use of information technology by the audit
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staff. Frequently, benchmarking is used as
a tool for evaluating issues such as em-
ployee training, management involvement
in auditing, and technology. Benchmarking
can help determine whether the department
is being run efficiently and effectively, and
it is often used as a tool to identify areas for
improvement.

Almost all auditing departments that
participate in benchmarking say that they
find the experience beneficial. But to get
full benefit out of benchmarking, several
factors are necessary:

1. The benchmarking information should
be comprehensive. Because many
benchmarking factors are interrelated,
the best way to evaluate
benchmarking information is to
consider a number of factors during a
single benchmarking exercise.

2. Benchmarking information on your
department should be compared to
organizations that are similar to your
own. At the same time, benchmarking
information is more valuable if your
department is compared to a large
number of departments. In addition to
comparing your department to other
departments in the same industry, you
may wish to compare your department
to other departments of about the
same size or to other departments in a
similar geographic area.

3. Successful benchmarking exercises
are generally followed up by ongoing
communications and networking
between benchmarking partners.
Many benchmarking advocates
suggest that networking can be the
most important part of a successful
benchmarking program. The initial
phase of benchmarking is when
management looks at how the
department is different from other
departments; the networking phase is
when management looks at W/Q)  the
department is different.

4. Management judgement must be used
to apply benchmarking information to
each individual situation.

To get an idea of how benchmarking
might work, we will use audit department
budgeting as an example. An audit depart-
ment might start by comparing auditing

Special Offer For AHIA Members
For a limited time, AHIA members can receive a special discounted rate for a three-
year membership in the GAIN (Global Auditing Information Network) benchmarking
program. AHI  A members can join the program for three years for only $1,200 plus
$20 shipping and handling fees. One-year memberships  are available for $495 plus
shipping and handling. The special three-year rate offers significant savings to
AHIA members-the regular price ofaone-year GAIN membership is $995 for new
members. For more information, contact The Institute of Internal Auditors at (407)
830-7600,  ext. 204, or by e-mail at gain@theiia.org.

department costs to the overall size of the
organization. Common measures include
looking at company revenue (in millions of
dollars) per auditor, total assets per auditor,
or total employees per auditor. Manage-
ment might choose to use any or all of these
factors in order to assess whether the size
of the internal auditing staff is adequate for
the size of the organization being audited.
Generally it is best to consider several fac-
tors and comparisons before trying to form
any conclusions. After management as-
sesses whether the current staff size is ad-
equate, they may wish to benchmark on re-
lated cost issues such as salary levels, train-
ing costs per auditor, travel costs per audi-
tor, and total department costs per auditor.

It is important to remember that, while
benchmarking can give you a good idea of
what takes place at other organizations, no
two companies are alike. Benchmarking is
a tool that must be applied by management
to fit the company’s individual situation.
When looking at benchmarking statistics,
t h e r e  m a y  b e  v a l i d  r e a s o n s  w h y
benchmarking data should vary from com-
pany to company.

To continue with the budgeting ex-
ample, audit department costs might be sig-
nificantly higher at one hospital group than
they are at several other organizations of
approximately the same size. At first glance,
internal auditing costs might seem exces-
sive at the department with the highest
costs. But the department with the higher
costs might have valid reasons for main-
taining higher spending levels. The more
expensive department might be responsible
for security, operational consulting, or other
areas that are not considered part of inter-
nal auditing at the other organizations. Per-
haps travel costs are higher because op-
erations are based in several states. Before
benchmarking information can be applied
successfully, it is necessary to analyze the
differences between departments.

Benchmarking is a tool that must be
applied by management. Ifthe chief audit-
ing executive discovers a significant differ-
ence in information about his department
compared to information about other de-
partments, it may be time to perform more
in-depth analysis or research. In some cases
no changes will be necessary, but in many
cases department management can dis-
cover ways to make the department more
efficient and effective. The analysis phase
is the most important part  of any
benchmarking exercise. During the analy-
sis phase, the chief auditing executive may
decide to network with other members of
his benchmarking group and/or gather ad-
ditional data before taking action.

Departments that have participated in
benchmarking exercises almost always de-
cide to continue benchmarking on a regular
basis. But why is it that some organiza-
tions still don’t benchmark the auditing
function? Most often, the answer is that
they don’t know how to get started or that
they think forming a new benchmarking
group may take up too much time. The fast-
est and easiest way to get started in
benchmarking is to join an established
benchmarking group. New benchmarking
participants can eliminate the process of
finding individual benchmarking partners
and can eliminate the need to develop a
new benchmarking questionnaire by join-
ing an established benchmarking program.
Benchmarking through an existing program
can eliminate many of the “false starts” and
time-consuming activities associated with
forming a new benchmarking group.

The Institute of Internal Auditors main-
tains the world’s largest and most compre-
hensive database of internal audit
benchmarking statistics. The program in-
cludes a benchmarking and networking
group that is open only to healthcare audi-
tors. The Global Auditing Information
Network  (GAIN)  program ga the r s

28 New Perspectives Fall 1998



benchmarking statistics and best practices
information from hundreds of internal audit-
ing departments throughout the world,
which are compiled into reports showing
benchmarking information by industry.
Additional statistics are furnished based on
the size of the departments being
benchmarked, as well as average statistics
based on all organizations enrolled in the
program. The program also includes infor-
mation on a “World Class” group of audit-
ing departments that have been chosen by
audit executives throughout the world as
being highly rated departments. Member-
ship in the GAINprogram grew by over 40%
in the past year, indicating that membership
in formal benchmarking programs is prob-
ably one of the hottest trends in internal
auditing today.

In addition to traditional benchmarking
statistics, more and more benchmarking par-
ticipants are beginning to use benchmarking
and networking programs as the foundation
for exchanging other types of information.
Benchmarking programs started out as a
way to exchange quantitative information
about the internal auditing function. Today’s
benchmarking and networking groups of-
ten exchange qualitative information on a
wide range of internal auditing successful
practices. For example, some benchmarking
partners might exchange tips on implement-
ing practices such as COSO or Control Self-
Assessment. Others might exchange infor-
mation on putting together an internal audit
procedures manual; while still others might
share information on an auditing department
brochure or on staff development proce-
dures. A complete benchmarking and net-
working program will provide auditing de-
partment management with sources for in-
formation on a wide variety of internal au-
diting topics.

Benchmarking is a management tool to
help us audit smarter and add more value to
the internal auditing function. By sharing
information, we can continually improve
audit quality and increase productivity.
Benchmarking can assist us in analyzing
and reassessing internal audit processes.
The end result is sometimes a radical im-
provement in the way the internal auditing
function serves the organization.

Jodi Swauger,  CIA, CMA, CFE, CFSA, is
Manager Quality Auditing Services for The
Institute of Internal Auditors, where she
works with the GAIN benchmarking and
networking service, as well as with the Qual-
ity Assurance Review program.

From the IIA
By Trish Harris

The HA Examines Risk
From Two Perspectives

In today’s rapidly changing global environments many organizations are re-think-
ing and re-evaluating priorities- and the majority identify the No. One concern of the
organization as “‘risk.”

Risk - from both -governance and technological perspectives - is the focus of
two new products published by The Institute of Internal Auditors.

Risk Management: Changing the Internal Auditor s Paradigm, and Using Neural
Networks for Risk Assessment in internal Auditing: A Feasibility Study, offer two
very different approaches to risk management techniques for internal audit profession-
als.

“Internal auditing, as practiced in the developed countries, has passed through
two dominant paradigms and is poised on the edge of a third,” writes David McNamee,
CIA, CISA,  and Ceorges M. Selim, PhD, in RiskManagement.  “The first “.. focused on
observing and counting. In 194 I, Victor Brink introduced the concept of a system of
internal control and changed the paradigm from a focus on r-e-performance to a focus
on controls. The third paradigm is based on viewing the business process through a
focus on risk.”

Risk Management addresses concepts of risk, risk assessment, risk examples, and
auditing modeis for evaluating risk. Scenario planning - used extensively by many
top organizations - includes possible risk situations as fraud and deception, em-
ployee theft, burglary, and unlawful duplication. Companies who provided access to
their own risk management systems and scenario-planning include Ford Motor Com-
pany, Skandia, Bell Canada, Asea Brown Boveri, Pricewaterhouse Coopers, and the
Texas State Auditor’s Oftice. to name a few of the 43 organizations that participated in
the study.

In Using Neural Nemo&s, authors Sridhar Ramamoorti, PhD;  Richard 0. Traver,
PhD, CIA; and Michael W. Godsell,  CIA, examine artificial intelligence technologies -
such as those used for recognition of data patterns, and data anomalies and discrepan-
cies- that are used by internal auditors in financial, operating, and compliance ( fats in
high risk audit areas.high risk audit areas.

“Organizational risk assessment is complex and difftcult because it is affected bycause it is affected by
numerous factors acting separately and in concert to produce fluctuations correlatedluctuations correlated
with risk,” the authors write. “With expanded definitions of risk, and a host of qualita-.talita-
tive and quantitive risk factors to consider, the risk assessment task in internal auditing
is quickly becoming extremely complex and challenging.”

Business applications for such tasks as credit authorization screening, corporate
loan portfolio risk evaluation, fraud detection, Financial and economic forecasting, dataBmic  forecasting, data
mining, target marketing, bankruptcy prediction, tracking stock market movements,
and futures trading are just a few of the neural network aids being utilized by organiza-
tions today.tions today.

The researchers examine some of the neural network applications and activities ofThe researchers examine some of the neural network applications and activities of
such companies as American Express, Chase Manhattan Bank, Gerber Baby Foods,n Bank, Gerber Baby Foods,
Spiegel Corporation, Merrill Lynch, and the Internal Revenue Service.enue Service.

Using Neural Networks offers readers an understanding of the capabilities and
limitations of neural networks.

Both books are available through The TIA Distribution Center. E-mail the center atn Center. E-mail the center at
iiapubs@pbd.com,  or phone toll free in the U.S. l-877-867-4957. Order No. is R349 for7-4957. Order No. is R349 for
Risk Management: Changing the internal Auditor $ Paradigm. Order No. is A348 for
Using Neural Networks for Risk Assessment in Internal Auditing: A Feasibility Studv.
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