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H
ealth systems are finding ways to address 
increased financial pressures by looking to 
new sources of funding through foundations. 
Certain risk and control considerations 

are unique to performing an internal audit of hospital 
foundations. Additionally, leading practices can drive 
optimum value for stakeholders. Internal auditors can play 
a key role in delivering strategic value by identifying risks 
and assessing controls related to foundation operations and 
activities.

Foundations can often be overlooked in health system 
risk assessments. They provide an opportunity for internal 
auditors to evaluate an important source of funds and 
limit reputational risk associated with donations. Internal 
auditors can play a valuable role in assessing these 
alternative revenue streams to help ensure that actions 
are in alignment with strategies and expectations. Also, 
foundation management and personnel will benefit 
through education and guidance on how to limit 
financial, operational and compliance risks through 
internal controls.

The role of a health system foundation is to attract donors 
to provide funding for its own charitable purposes as well 
as to promote the operational, scientific and educational 
efforts of the hospital and its subsidiaries. Foundations 
engage donors using a variety of causes, campaigns and 
events, such as capital giving, operational support or 
growth initiatives.

According to the Giving USA Foundation, in 2016, healthcare 
entities yielded contributions of $33 billion nationwide, 
representing eight percent of total giving across industries.1 
Further, research from Wilmington Trust in 2017 showed that 
over 80 percent of healthcare institutions had access to a 
hospital foundation.2

1  www.givinginstitute.org/?page=GUSAAnnualReport

2  www.wilmingtontrust.com/repositories/wtc_sitecontent/PDF/Trends-in-
Healthcare-Philanthropy-and-the-Use-of-Separate-Foundations.pdf
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Health systems are finding ways to 
address increased financial pressures by 
looking to new sources of funding through 
foundations. Foundations can generate 
funds to support operations and growth, 
and further patient care. Philanthropy 
and advancement services for fundraising, 
gift processing and donor relationship 
activities need to play a significant role in 
supporting a health system’s operations.
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Donations
Donations can be given for general use or for a designated 
or restricted purpose (e.g., towards the building of a 
maternity ward or buying new oncology equipment). 
Internal audit can help ensure that assets received through 
foundations are being recorded, safeguarded and used 
correctly.

Foundations accept donor contributions through a variety 
of financial vehicles. Common donation types include 
traditional payment methods such as cash, check and credit 
card payments. However, foundations also manage an 
increasing number of complex gift types, including trusts, 
life insurance policies, annuity pledges, and stock and 
property transfers with specific accounting and fiduciary 
responsibilities.

Once these financial instruments are donated, foundations 
need to recognize the generosity of the donor in the form 
of an acknowledgment. Donor acknowledgements vary 
depending on the nature and size of the gift received and 
can range from a simple “thank you” letter to naming rights 
for parts of the hospital.

Additionally, foundations are often responsible for 
overseeing managed grants, also known as nonclinical 
grants, such as those provided through private foundations, 
corporations, agencies, and other nonprofits (e.g., American 
Hospital Association, the Newman’s Own Foundation, large 
pharmaceutical companies). Managed grants can have 
specific spending requirements based on established grant 
agreements between the health system and the grantor, 
including external reporting of project status, budget and 
accomplishments.

Audit role
Internal audit can provide the hospital, the foundation’s 
board of directors, and the health system’s audit committee 
with assurance and insight over this key revenue stream by 
including foundations as part of their annual internal audit 
plan.

Control and reporting breakdowns within the foundation 
may lead to repercussions that affect the health system’s 
financial and reputational standing in the community 
and the industry. In extreme cases, future contributions 
can be reduced and pledged donations withdrawn if 
donors are aware of a foundation’s failings. An audit of 
philanthropy, advancement services and managed grants 
processes give assurance that fundraising operations 
are being performed as intended, accounting and 
reporting are correct, and that other risks are limited to 
an acceptable level.

An audit of a hospital’s foundation should focus on five 
fundamental risk areas:

 • Policies and procedures

 • Donation and gift processing

 • Managed grants program

 • Access to systems and databases

 • Safeguarding assets

Policies and procedures
Management should have standards, requirements and 
defined expectations in place for its foundation staff 
and the departments with which they interact (e.g., the 
hospital’s finance department) for accounting and reporting 
of contributions. Specific policies and procedures should 
include gift processing, cash and check management, 
communication standards, and fundraising and auction 
activities.

Documenting these key policies helps to establish controls, 
define processes, ensure compliance with requirements 
and assign accountability. As foundations are often under 
management that is separate from the hospital, minimal 
documentation of related operations and processes is 
common. Loss of key process knowledge tends to occur 
when staff leave their roles without sufficiently documented 
operating procedures.
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Your audit procedures need to begin with a review 
of foundation policies and procedures to ensure 
activities and operations for transactions, events and 
communication are defined. Guidance should be in 
place on policy creation and key requirements to 
develop and document processes, control activities 
and responsibilities to help ensure compliance and 
accountability.

Donation and gift processing
The core business cycle for a foundation is fundraising, 
receiving, processing, and acknowledging philanthropic 
gifts and donations. Donations and gifts may be unrestricted 
(i.e., for any use), or designated or restricted by the donor 
(i.e., only for an intended purpose).

Ensure that dollars received are 
being recorded, safeguarded 
and used correctly.

While foundation staff are often proficient in soliciting 
and processing donations, limited financial oversight is a 
common theme in philanthropic organizations. The risk of 
incorrect financial reporting, inappropriate donation or gift 
usage, fraud or abuse, and inaccurate budgeting, planning 
and forecasting can be high.

Foundations must maintain particularly detailed 
documentation and oversight over the recording, 
use and reporting of designated or restricted gifts. 
Coordination complications can exist as spending of 
donated funds may be administered by hospital business 
units or departments. The foundation must appropriately 
report on incoming and forecasted funds to these units 
and departments to allow for effective planning, proper 
accounting transactions, and intended use of donations, 
such as property, in-kind gifts and lifetime annuities.

Another risk related to gift processing is delays in 
acknowledging donations. Untimely or forgotten 
donor acknowledgement and appreciation may affect 
future donations. Management should monitor donor 
acknowledgments to ensure that contributions are 
responded to promptly and are in alignment with industry 
benchmarks and communication practices. Additionally, the 
donor’s charitable tax deduction is dependent on receiving 
a written confirmation of the donation.

Perform data analytics and testing on donations to ensure 
receipts are recorded accurately and completely. Review 

the documentation and oversight of restricted donations to 
ensure use conforms with the intended purpose. Controls 
should be in place over accounting for contributions such as 
in-kind gifts, property and lifetime annuities.

Managed grants program
In addition to donations, foundations may also receive funds 
through managed, nonclinical grants that are available from 
corporations, agencies and other nonprofit organizations. 
Managed grants usually involve a competitive and complex 
bidding process, needing substantial coordination of 
activities between the hospital and the foundation to win, 
execute and monitor.

Lack of clear understanding of roles and responsibilities 
between hospital and foundation personnel often leads 
to breakdown in key controls. Hospital foundations may 
lack adequate grant monitoring programs, leading to 
inconsistent and missing expense documentation and a lack 
of required expense tracking.

Internal audit can play a vital role in helping to ensure 
that grants are pursued in line with hospital policy, and 
that grant funds are accurately recorded and segregated 
from other contributed funds. Management must have 
adequate controls in place, beginning with bidding for 
grants through reporting performance. Examples include 
financial and operational progress reporting, approval of 
grant expenditures and prompt accounting reporting to the 
finance department.

Lack of adequate financial controls increases the risk for 
fraud and inaccuracies in grant spending and reporting, 
or even loss of the grant funding. Most grant agreements 
include clauses that the grantor has the right to audit 
expenses incurred or require evidence that funds were used 
for their intended purpose.

You can consult with your foundation in establishing a 
defined grants management program to help ensure that 
processes are in place for submitting bids, recording and 
reporting grant expenditures, allocating costs and reporting 
project status. Review grant applications, bid processes and 
managed grant agreements for compliance and other key 
requirements. Your testing should assess whether expenses 
incurred and periodic reporting are in alignment with grant 
agreements.

Access to systems and databases
Foundations typically employ software systems to record, 
track and report on donations pledged and received. 
Restricting user access to key systems and databases is 
important to protect against unauthorized changes to donors’ 
demographic, financial, and sometimes clinical information.
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Foundations can often be overlooked in health system risk assessments.

However, these applications are often managed outside 
of hospital IT departments and system administrators, 
with a foundation staff member designated as the 
system administrator. Accordingly, this may result in a 
lack of segregation of duties, the untimely removal of 
terminated users, and inappropriate access to sensitive 
information due to lack of access monitoring. As with 
other IT systems in preventing misuse of data, employee 
access should be limited to the minimum necessary level 
to perform their jobs.

Review and assess user access administration for IT systems 
and databases used by the foundation to determine 
that access is effectively controlled. Confirm appropriate 
segregation of duties for donation processes, and confirm 
that existing users and their access rights are in alignment 
with current job responsibilities.

Safeguarding assets
Losing donor cash, checks and gifts is a significant risk. 
Foundations may temporarily store cash and checks 
from donors as well as items donated for sale or auction. 
Foundation staff must have necessary physical and 
technical safeguards in place over the remittances and 
gifts received to limit misplacement, fraud or theft. 
Because gifts can come through the mail, electronically 
or during events, a variety of controls must be in place to 
govern the receipt and reconciliation of gifts, cash and 
checks.

A risk related to gift 
processing is delays in 
acknowledging donations.

You should assess controls to ensure that safeguards are 
in place to protect donations received, including those in 
electronic applications. Foundations can limit access to cash 
and payment information by using electronic applications 
to process credit cards and manage online bidding and 
payments.

Physical access to donations should be limited to personnel 
who have a legitimate business need. Security cameras and 
key card access can reduce the risk of unauthorized access 
or theft of funds.

Your recommendations can improve donation and gift 
handling, including processing, recording, retention, 
transport and deposit.

Leading practices
Internal audit can give recommendations on leading 
practices to foundation management to help ensure that 
risks are minimized for themselves and their hospital 
through policies, people, processes and technology.

Policies – Outline expectations and drive accountability with 
policies.

 • Establish proper charters and bylaws, and obtain 
the approval of the foundation’s board or governing 
body.

 • Develop policies that define requirements for 
key foundation operations (e.g., cash handling, 
donor acknowledgement timing, grant reporting), 
access to information, and consideration of legal 
and compliance requirements for solicitation and 
accounting.

 • Document procedures, including standard operating 
practices, that define the foundation’s critical processes 
and actions, such as gift processing and donation 
recording.

People – Set the tone for continuous improvement with a 
strong culture.

 • Define and document roles and responsibilities in 
policies and procedures that establish duties and tasks 
for both foundation and hospital stakeholders.

 • Conduct regular team meetings to communicate 
strengths, weaknesses and concerns within the 
foundation team and with the hospital finance 
department and other stakeholders.

 • Maintain open lines of communication and collaboration 
through reoccurring status meetings and touchpoints 
with key stakeholders, including the hospital finance 
department.

 • Give regular ethics and HIPAA training to promote proper 
behaviors, particularly surrounding donor solicitation 
and communications.
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Processes – Improve accuracy with robust administrative and 
operating functions.

 • Implement standards for gift documentation, including 
sign-offs from management, requiring the foundation to 
be listed as a beneficiary on certain giving documents 
(e.g., life insurance policies, trusts) and gift agreements 
with the donor.

 • Use prompt HIPAA-compliant privacy communications, 
solicitations and acknowledgements.

 • Report contributions and gifts promptly to the finance 
department for recording and classifying as restricted 
or unrestricted funds; account correctly for complex 
transactions such as in-kind gifts, property and 
annuities.

 • Minimize cycle times for acknowledging contributions 
by giving priority to high-dollar donations and 
standardizing low-dollar acknowledgment letters.

 • Monitor gift processing, including gift batch postings 
and accounting of contributions.

 • Use detailed transfer documents, showing the flow of 
funds from the foundation to the hospital, with regular 
and prompt reconciliations.

Technology – Improve controls and increase giving with 
technology.

 • Limit cash handling by using electronic payment 
applications during fundraising events.

 • Implement online donation capabilities that are 
synchronized with the accounting system.

 • Implement interfaces that coordinate between key 
foundation and hospital IT systems.

 • Restrict user access through administration and 
monitoring.

 • Report performance timely and consistently, including 
using dashboards of foundation activity for planned 
and received donations, managed grants and upcoming 
events.

Conclusion
Foundation practices that are not in line with 
expectations and requirements can jeopardize a 
hospital’s revenue and reputation. The risks related 
to this added revenue stream for the hospital include 
the volume and size of the transactions, limited cost 
management capabilities, and the potential for fraud—
all of which make foundations a prime beneficiary 
for your independent review. Internal audit can bring 
value to stakeholders by assessing the key systems and 
safeguards that are protecting these often-overlooked 
alternative revenue streams.

Internal audit should evaluate key financial, operational, 
technology, compliance and reporting risks to advise 
foundation management in strengthening controls and 
identifying opportunities to better align with the hospital 
and leading practices. Health systems and foundations can 
use internal audit to their advantage to help strengthen 
controls, protect added sources of funding and, ultimately, 
advance patient care. 

Summer 2018 Association of Healthcare Internal Auditors New Perspectives  39

Audits of Hospital Foundations

Failure is a bend in the road, not the end of the road. Learn from failure and keep moving forward. ~ Roy T. Bennett


