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As roles are redefined, those
who resist may be doomed to
extinction

By Mark Moreau, CPA, CIA, CISA, CSP

A s healthcare faces increased regulatory scrutiny, some In-
ternal Audit departments are taking on compliance re-
sponsibilities that call their independence into question.

Just how far should an Internal Audit department go in helping
its employer with this or any other initiative? Should the 90s
auditors be given many hats to wear in their quest to increase
value to their employer as they consult, audit, or even perform
certain “line” functions throughout the day? Or is this all just
the latest example of the misplaced notion that since the teacher/
grader/auditor knows the correct answers, why not just have them
take all the tests?

What’s Being Said about Internal Audit and Compliance:
1) What’s wrong with Internal Audit incubating a new function

like compliance, and then giving it up after a year or so?
Wouldn’t a function created by competent compliance audi-
tors likely be well designed.7 Besides, there is no time to
waste and there is no one else in our downsized hospital to
take it on!

2) We’ll just consider the compliance function a long term spe-
cial project and not worry about auditor independence.

3) Since Medicare, Intermediary, Carrier, JACHO, HCFA, Med-
icaid, and other regulations are voluminous and complex,
since the hospital must act quickly to make sure they are in
compliance, and since Internal Audit must learn and stay on
top of these regulations to perform their compliance audits, it
would be most efficient for Internal Audit to take on the re-
sponsibility of monitoring regulations for the organization to
inform and work with departments as regulations change.

4) Our organization believes in “getting it right thefirst  time. ”
For compliance, that means Internal Audit getting involved
up front in the policy and procedure, system design and imple-
mentation stages. We don’t want to set up compliance pro-
cesses only to hear six months later through an audit that we
missed the mark.

14 New Perspectives Winter 1998



Auditor independence is the key attribute that has differenti-
ated auditing from other functions. When auditors move away
from independence, they blur the key distinction that helped de-
fine the profession. Why then, have both internal and external
auditors moved in this direction? For example, external audit
firms are now involved with, internal auditing, management con-
sulting, systems development and investment banking, (once upon
a time, the fear was that one day, external auditors would find
themselves rendering an opinion on a function they helped to de-
sign and implement). For Internal Auditing, some auditors pres-
ently serve as internal control experts on computer system devel-
opment teams, only to subsequently audit the control system they
helped to design. Were these concerns unfounded? No, a com-
promise was breached.

Why did these things happen? The answer lies in the increas-
ing demand for value. As profits are squeezed, corporations have
demanded more and more from their employees - including In-
ternal Audit. One reaction is that audit is becoming more of a
“doer” than just a “reviewer.” Another is to outsource the Internal
Audit function. The message from management could be read as
“either increase the value Internal Audit brings to the table or Cut
your Cost.”

Ask not why, but why not!
External audit’s customers include shareholders, bondhold-

ers, and the investing public. Internal Audit’s primary customer
is (internal) management. Is it then wrong for management to
assert that for them, after all, Internal Audit is an extension of
management? To recognize that audit’s ability to cross organiza-
tion lines, their broad view of company operations, their detail
involvement in so many areas.. . makes them valuable in helping
run the organization efficiently - and that they therefore want to
use it?

Market place votes
Isn’t the reason Internal Audit Departments are outsourced

because the company does not believe they are getting sufficient
value for their Internal Audit budget? Aren’t some of the firms
that pick up the outsourced Internal Audit function, full service
firms that perform many functions that Internal Audit refused on
the grounds of maintaining their independence? Is outsourcing
the meam through which the marketplace is voting on this issue?
Isn’t business history replete with firms that thought they knew
better than their customers-firms that effectively dictated what
customers should and should not buy? Didn’t this attitude cause
competitors to surface that met customer’s needs and didn’t the
dictating firms eventually change or fail (1960s GM, 1970s ATT,
and 1980s IBM)‘? Hasn’t the amount of non-audit revenue gener-
ated by Big Six firms exploded in the 9Os?

The loss of Internal Audit independence has a cost, however
difficult to measure. Should Internal Audit make decisions on its
involvement in “line” type functions based on cost benefit? Did
this happen in accepting Internal Audit’s expanded role as con-
trols consultant on systems development teams? That is, did we
accept this because the value to the company increase way beyond
the cost of audit’s diminished independence?

What’s an Auditor to do?
Should we, the audit profession, defend our historical stance

on independence or should we welcome change. For defenders of
independence - are we the same as so many who are simply re-
sisting change because it is painful, burying our heads in the sand
and desperately hoping that this will all go away? Should Inter-
nal Audit be any different than so many other functions that have
been asked to redefine their jobs and workflows to improve effi-
ciency or customer responsiveness? How often have we chuckled
at the response “because we have always done it this way” when
interviewing auditees?

In effect, is there a new paradigm underway that will redefine
the role of Internal Audit and substantially increase its value?
Are those that resist doomed to failure and outsourcing? Are we
just dinosaurs in denial?

Ramblings
How long can I sit back and watch other audit firms success-

fully provide services that compromise their independence, while
my budget remains under pressure?

Is the audit profession unwisely making short-term survival
decisions on independence that will ultimately challenge the very
notion of Internal Audit?

Have auditors placed too much emphasis on independence to
the detriment of their employers? Do employers have a right to
define Internal Audit responsibilities on a cost benefit basis?

If I refuse to accept compromising tasks, lose my job, and am
replaced by a less morally troubled auditor, has the problem got-
ten better or worse?

Many of us believe that when an auditor is viewed as an ob-
stacle, auditees will simply find a way around him. Without true
cooperation, audit effectiveness is greatly diminished. How then
can audit be a team player making valued contributions and yet
protect its independence?

In for a penny, in for a pound?
Many of us have side stepped this issue by claiming we are

mere consultants. We state that other non-auditors make the ac-
tual decisions and we simply advise them. Thus our indepen-
dence is intact. Never the less, we cannot deny that as consult-
ants, we now have a role in designing control systems, (in for a
penny) which we will subsequently audit.

What if Audit is asked to perform true “line” responsibility as
is happening now with compliance? My department was asked to
write department level regulatory compliance plans, monitor
Medicare regulations, inform affected outpatient departments of
changes, help those areas comply with the new regulations by
changing workflows, and performing compliance audits. Would
a compliance audit then be an audit of much of my own work, or
more to the point, would it appear so? Isn’t keeping hospital
departments advised of regulatory changes a “line” function (In
for a pound)?

Management’s reasoning behind this request is that the Inter-
nal Audit department already agreed to perform compliance au-
dits, and so they need to monitor the regulations. Why not have
them pass on that information to other hospital departments? Why
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should our hospital hire another regulatory expert to keep the rest
of us informed? Why not make Internal Audit responsible for
keeping the organization up-to-date on regulatory changes? Be-
sides, these regulations are so voluminous and complicated, it
would be costly to have two separate areas doing the same thing.
“Have you seen the sub-inflation increases on Diagnostic Related
Groups (DRGs)  that Medicare will give us next year?” Auditor
independence - sorry we cannot afford it!

What a pound can buy
We, members of the audit profession, generally understand

the negative impact on Internal Audit of getting involved in “line”
functions. What are the positive things such a change could bring?

1) It keeps the auditor’s feet firmly on the ground. Working
both sides of the fence (having some “line responsibility”)
reduces unrealistic recommendations in other audit work per-
formed. Definition of an internal auditor: someone who never
met a control they didn’t like - until they had to pay for it.

2) Audit is viewed as more integral to the operation, more valu-
able and therefore less likely to be downsizedloutsourced.

3) Management and shareholders expect companies to be effi-
cient, to work smarter. They fear not just fraud, but also
bankruptcy. Stakeholders want everyone in the organization
to help make it more efficient. The fear of fraud has been
matched by the fear of failing to be a low cost producer. Loos-
ening the requirement for independence would permit Inter-
nal Audit to better meet today’s expectations.

Wrap up
Audit is in a unique position to solve problems. It crosses

organizational boundaries with impunity, is multi-skilled, has top
management’s attention, is trusted, is viewed as competent, and
understands the big picture. It can therefore create value in many
different ways. It should be no surprise then that we are pulled in
new and different directions.

It is clear that nationally both internal and external audit ex-
penses were significantly reduced over the past decade. This is a
statement by corporate America that the value Audit brought to
the table did not justify its cost. Whether we agree or disagree,
ignoring this message is unwise.

So what’s an auditor to do? First and foremost, follow your
own sense of right and wrong. Do what makes sense for you and
your organization, at that time, under those circumstances. Don’t
worry too much about setting precedent.

Know that your goal is to stay an auditor. That means always
fighting for your independence - yielding only when doing so
brings great value to your organization. Give back “line” type
responsibilities whenever you can. Know where you want to be
(an independent auditor), even while temporarily bending to ac-
commodate your customers. Pick your battles wisely. In the 90s
Internal Audit doesn’t need martyrs, it needs survivors.

I plan to advise our various outpatient departments on their
drafting of department level compliance plans, on advising them
of regulatory changes throughout the year, and auditing them for

compliance. (Medical Records has and will continue such func-
tions for in-patients.)

What’s my rationalization for taking on the “line” responsi-
bility for keeping outpatient departments apprised of regulatory
changes? I believe that doing so will significantly increase Inter-
nal Audit’s value to the hospital and that the frequency of such
changes is low enough to place it in the category of “non routine.”
After all, how different is this from our Big Six firm monitoring
Financial Accounting Standards Board (FASB) accounting pro-
mulgations and advising the hospital on how to comply?

Pay a little for a lot of value - this approach will always be
hard to resist and perhaps that’s the way it should be. After all, a
well controlled but bankrupt company doesn’t do anybody any
good.

Mark Moreau is manager of Internal Audit at Danbury Hospi-
tal in Danbury, CT where he is heavily involved with compli-
ance. Previously he was responsible for the computer and
financial audit functions at the SCM Company (Proctor Silex,
Glidden Paint, Durkee Food, etc.) and later was the Financial
Audit Director at Mutual of New York (MONY), charged with
starting an audit function for a newly acquired mortgage
banking firm.

Did You Miss AHIA’s
Proactive Compliance Seminar?

The general sessions
the Philadelphia, PA
Proactive Compliance
Seminar were
audiotaped and are
now available for
purchase. The four-tape se
also includes the Best Practices
breakout session.

If you or your organization’s compli-
ance officer were unable to attend the
seminar this is one of the best investments
you can make.

The entire set is $250. (AHIA members
may take a 10% discount).

Call today and listen tomorrow to the
latest information on the hottest topic in
healthcare!

1-888-ASK-AHIA
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