
Journal of the Association of Healthcare Internal Auditors, Inc.

     35    NEW PERSPECTIVES Winter 2003

CLINICAL CORNER

Auditing Healthcare
from a Clinician’s
Perspective

T Traditional Approaches Non-Traditional Approaches 
 Control Self-Assessments 
 Control Assurance Audits 
 Fraud Investigations 
 Cash Management Audits 
 Equipment Inventory Control 

Audits 
 Regulatory Compliance Reviews 

 Business Process Risk Assessment 
 Risk Prevention/Reduction Planning 
 Targeted Problem-Solving Interventions 
 Risk Mitigation 
 Enterprise-wide Process Analysis 
 Strategic Planning Prospective 

Evaluation 
 

he aim of evaluations, including
internal audits, is to provide the
most valid and reliable findings

possible within the political and ethical
constraints and limitations imposed by time,
money and human resources.

With that tall order, it is important to step
back to basics and frame an approach to an
audit of a clinical department in terms of:
 Mission and mission success drivers
 Effectiveness of program design and

operations
 Compliance with standards of care and

regulatory parameters
 Indications of financial health and well-

being (including external threats)

Internal audits monitor accountability and
determine if internal controls are in place,
appropriate and working effectively.  While
this is self-evident to internal audit
professionals, most clinical people are not
familiar with the terms “internal controls,”
“business processes,” and “business risk.”

Therefore, the initial step of an internal
audit project is to become familiar with the
key operations and risk areas of the clinical
department to be audited.  General risks
include the predictable elements:
 Watchdog functions of fiscal controls

and regulatory compliance
 Emerging exposures and effectiveness/

efficiency concerns: HIPPA, staff
shortages

 Unexpected catastrophes along the lines
of a natural disaster or major medical error

Financial metrics in clinical departments

may wave red flags.  Cost per adjusted
discharge and net days in patient accounts
receivable may be up.  Medicare net revenue
per adjusted discharge and outpatient
charges as a percentage of total revenue
may be down.  Consumer awareness of
patient safety and confidentiality issues in
hospitals is at an all time high.  Considering
these metrics, one can see the value of the
internal audit perspective applied to clinical
business units.  Improvement opportunities
frequently are found in the areas of clinical
operations.

Health organizations, like other
businesses, are focused on a mission to
ensure:
 Program services reach the appropriate

target populations,
 Service delivery is consistent with

program design and specifications,
 The clinical unit is in compliance with

policies of the organization and external
regulations, and

 The needs of stakeholders are being met.

The functions of clinical departments, as
ancillary and other departments in
healthcare organizations, are surprisingly

similar to non-healthcare industry
operations.  Clinical operations need to
produce value (healthcare services,
improved health of a community and a
degree of surplus reimbursement over
expense).  Operations should to be
synchronized efficiently within the unit and
between units.  A measure of control within
internal operations can be achieved through
monitoring and audit of routine and problem
areas.  The department can grow through
planning, scanning, development and
correction of system errors.  Policies should
be in place to promote consistent behavior
within the organization and define
parameters that balance the short- and long-
term view.

Begin at the Beginning:  Role and
Relationships

Clarification of the internal audit role and
function in the audit process is the first step,
following research into the key risk areas
associated with the specific clinical area
under review.  The classic internal audit
approaches can work together, unless there
is a focal issue of fraud or malfeasance.

As auditors conduct background research
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and clarifying their role, they are well on
their way to building key relationships
within the focal department. These
relationships support the project and create
channels of communication essential to fact-
finding and results realization at the end of
the project. It is important to identify
decision makers and the key influencers
associated with the audit project.

As auditors build relationships, they
create a base of influence and credibility.
Positional power may get them in the door
by the mere fact that they are internal
auditors, however that only takes a
professional so far. Just to be complete,
internal auditors need to carry a degree of
reward and coercive power to be used
sparingly and with precision.  This phase is
an excellent opportunity to educate and
illuminate others about the internal audit
function and emphasize what’s in it for them.

At this point in the project, many things
are happening at the same time.
Relationships strengthen or disintegrate
while the group commits to a collaborative
process and as the pecking order is
established. Other decisions also are being
made: the departmental sponsor is identified,
team membership is established, the ‘rules
of engagement’ are negotiated, project goals
are defined, individual responsibilities are
set and the time frame is agreed upon.

The operational assessment begins with
a clarification of the department’s mission
stated in the formal words of management
and the informal words and behavior of front
line workers.  Is there a match or dissonance?
How is the work accomplished?  One does
not need to be a clinician or scientist to
understand process flows.  Get people to
talk in plain language without jargon.

Follow the client or patient and the family.
Follow the providers of care and services,
follow the work flow and observe interfaces,
follow the money.  Look inside and outside
the facility for forces that influence or
impact clinical operations.  Breakdowns in
work flow frequently occur at the hand off
from one person or process to another,
therefore, it is important to identify critical
process interfaces.

Identifying Critical Process Interfaces
One of the key components which aids in

identifying various critical process
interfaces, defined as those activities
needed for clinical efficiencies which seek

to avoid redundancy, is a solid
understanding of the phases within a typical
audit. As a backdrop to identifying critical
process and essential relationships, the
following is an outline of the audit process.

The Audit Process
 Planning the Audit.  This process usually
begins by establishing clear objectives.
These objectives could range from
determining compliance with applicable laws
to establishing and eliminating possible
process redundancy.  Often these objectives
can be aided by a review of internal and
external literature (e.g., policies and
procedure or current legislation).  In addition
to reviewing supporting documentation, an
auditor should meet with the client to further
establish audit objectives and develop an
approximate duration of the audit.  As this
information is obtained, the auditor should
seek clarification regarding questionable
areas.  This usually is achieved by
interviews with the respective department
personnel.
 Conducting Field Work.   At this stage of
the audit, any future recommendations are
dependent on the depth of the information
obtained by the audit team.  Typically,
building a good rapport with the personnel
directly responsible for the task or area being
reviewed will aid in determining and
establishing the comparison between actual
and preferred processes.  While department
documentation such as policies and
procedures, flow charts and job
descriptions establishes management’s
preferred way of conducting departmental
tasks, it is the documentation of the auditor’s
physical observations and interviews that
aids in reducing possible redundancy or
non-compliance with applicable laws and
regulations.  As this process continues,
auditors need to be aware of the importance
of testing various department controls.
Moreover, the audit team should conduct
periodic meetings with management to
discuss the progress of the audit.
 Conveying Audit Results and
Recommendations.  As with all testing, as
inferences and recommendations are drawn
to a close, the audit team and management
of the audited department or organization
should meet to discuss their findings.
Additionally, management should be
given the opportunity to respond
to recommendations presented with the

audit report.
 Follow-Up.  The audit process is complete
once there has been a sufficient follow-up
to verify whether the proposed
recommendations achieve the intended
result.  While there usually is not a
predetermined period of time for the audit
team to follow up, it should be conducted
within a reasonable period of time.
Additionally, if the original set of
recommendations fails to achieve the
desired results, additional follow up may
become necessary.

Internal Controls
As auditors make their way through the

audit process, internal controls seen within
an organization will be assessed, which
eventually lead to possible process
improvements.  One of the key components
that the internal audit team needs to convey
to healthcare management is that internal
controls affect everyone.  Breakdowns in
various operational processes, no matter
how small, could lead to serious concerns
from the organizations.

Given the context of the audit, the internal
audit team will evaluate such areas as the
organization’s financial situation and its
adherence to policies and procedures as
they relate to applicable laws and
regulations.  The audit team also will help
identify operational concerns.  Taken as a
whole, identifying and working within
management to correct possible control
weakness has the effect of leading to greater
efficiency and effectiveness and economy
of operations.

Case Study: Patient Flow and Organization
Within a typical clinic setting, the

following may be present.  From a
management and internal audit standpoint,
each of these areas should be possible areas
for process improvement.   (See Chart 1 on
page 36.)

Process Improvements:  Focus on
Customers and Profitability

As the need for greater efficiency
becomes apparent within a clinical setting,
management needs to construct and
implement a cost containment plan.  This
plan should address such areas as vendor
contracts, employee salaries and facility use.
Other areas that need to be discussed are
who will be responsible for the corrective
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Chart 2: Typical Cost Associated with  
Medical Transcription (Outsourced) 

  
Number of Patients:  1 day 45 
Working Days (Avg.):  1 month 22 
Estimated Number of Patients:  1 month 990 
Estimated Number of Lines per Patient 40 
Estimated Number of Lines Per Month 39,600 
Average Cost per Line  $0.115 
Estimated Transcription Cost (per month) $4,554 
Estimated Transcription Cost (per year) $54,648 
 

actions and a time frame for implementation.
While management or the audit team begins
to address possible organizational issues
such as task redundancy, cross training of
staff and information systems, each of these
areas may help to improve patient
satisfaction and organizational profitability.

Task Redundancy
In focusing on clinical profitability one of

the first areas that management or the audit
team needs to identify are tasks that are
redundant.  Task redundancy has the
possibility of increasing patient wait times
as well as suppressing organizational profits.
Flow charts and organizational chart
analysis brings to light points where
redundancy may be occurring.  However,
these types of evaluations only identify
where redundancy is occurring within a
preferred environment.  This type of
environment only “sees” what is addressed
within department documentation (i.e., job
descriptions and policy and procedures).
This is the point where management or the
audit team should flow a typical transaction
(i.e. patient visit) from inception (intake) to
completion (discharge, billing).  From here
the audit team will be able to note any
deviation from the preferred environment
and address the effect of these deviations.

Cross Training of Staff
   One of the central themes evident in many
clinical settings is the need for cross training
of staff.  Is it in the best interest of the
organization to have tasks such as
scheduling, answering phones and billing
unique?  The answer to this question should
be an astounding no.  While in some
situations it may not be possible,
management should view these functions
as areas for possible cross training.  Not
only does cross training of staff increase
overall employee capabilities, it also
improves communication, efficiency and
effectiveness within the organizations.
Often, when patient demands are high,
management is inclined to expand the
operation either through increases in staff
or facility size.  This may improve current
situations, however, in the long run
expanding the operation without first
identifying possible process improvements
will gradually affect the organization’s
overall profitability.

Information Systems & Technology
How to harness information in an

effective manor will always be a concern for
large and small clinics.  From a clinical
standpoint, information is gathered at each
stage as the patient moves through the

system. While information gathered related
to minor activities such as scheduling
appointments and registration could be
improved upon, one of the greatest areas of
possible improvement lies in the
documentation of patient visits.  As the
requirements for documentation of patient
visits increase for billing purposes, the
organization is forced to seek increased
staffing (permanent and temporary) to
address transcription needs.  According to
industry research, typical transcription
costs for each typewritten line ranges from
$.08 to $.15.  When taken into consideration
the number of lines and patients seen within
a one-year period, the numbers may not be
in the best interest of the organization.

When considering full-time employee
costs such as payroll taxes, worker’s
compensation, 401(k) and equipment costs,
outsourcing may be beneficial to the
organization.  A cost/benefit analysis
should be conducted to determine whether
it is in the organization’s best interest to
staff FTE’s in a transcription function.  Thus,
a potential cost savings for smaller
organizations may be in outsourcing or
automating the transcription function.

As expected, many of the costs associated
with employing FTE’s in a transcription
function are eliminated by outsourcing.
However, another option for an organization
to reduce costs associated with
transcription could be by investing in
speech recognition technology.  In addition
to the potential cost savings of this type of
technology, advantages include reduced
lead-time for generating medical records and
increased overall efficiency within the
organization (e.g., e-mail dictation and
dictation/editing of documents).  Even with
all of these advantages, it is estimated that,
according to industry standards, only about
five percent of all physicians use this type
of technology.  However, it is estimated that
by 2006, nearly 50 percent of physicals will

Chart 1:  Patient Flow and Organization

Patient Calls for Appointment

Patient Arrives at Clinic

Registration Process

New or Existing Patient?New Existing Patient

Locate Existing
File

Patient Undergoes Test
(if necessary)

Patient Meets with Doctor

Patient Undergoes Test
(if necessary)

Doctor, if necessary, writes prescription
or requests follow-up visit

Create File
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use some aspect of speech recognition
technology either directly or by expanded
roles of front-end staff.

Applying Internal Auditing Practices to
Clinical Departments Value Cost
Improvement

Developed by the department of Internal
Audit at EG&G, the value cost improvement
approach focuses on getting the best value
for the money by looking specifically at
organizational processes in terms of
effectiveness, efficiency and economy of
operations.  The audit team will begin by
defining the objective and scope of the
audit. Information related to the audit
objectives is gathered, documented and
analyzed.
Next, through various forms of modeling
such as flowcharting, various cost drivers
are identified.  Finally, as the audit team
interprets the information, recommendations
for possible process improvements are
recorded and presented to management.

A key form of modeling that will aid in
discovering possible process
improvements, outside of flowcharts, is
identifying all activities related to a specific
department or employee.  Once all activities
are identified, percentages of total time
related to each activity should be identified.
This model also should help identify where
employee time could be better spent.  For
example, the model could reveal that the
transcriptionist spends 75 percent of their
time assisting with answering phones.  For
this example, either management or the audit
team should address why such a large
percentage of this employee’s time is spent
on non-core job related activities.  Overall,
it is the techniques of value/cost
improvement that will help in discovering
the current state of the organization versus
what should be occurring.

Risk-Based Approach
Risk-based auditing focuses on

identifying risks that will deter or prevent
management from meeting its objectives.
Within this type of auditing, management
takes an active role.  Management must be
able to identify internal and external risk
associated with the organization.  From here
the role of internal controls comes into play
for helping to reduce exposure to the
identified risks.

As part of the definition of the risk-based
approach to auditing, one of the risks that
management creates during this process is
identifying objectives not related to the
organization’s mission, vision and values.
Too many objectives within an organization
that are not related to organizational goals
will likely lead to ineffectiveness and impair
the achievement of desired results.

Unlike the value cost improvement
approach to auditing, the risk-based
approach process is much more streamlined.
Here the process consists of identifying the
organization’s objectives and ensuing risks,
testing controls within the organization,
communicating results to management and
following up on audit recommendations.
The most important part of this type of
auditing is found within the first stage.
Many times, with the assistance of
management, the audit team develops a risk
control matrix which includes information
such as risks associated with each
organizational objective, the likelihood of
the identified risk occurring, what controls
are currently in place to address the risk,
what controls should be included, whether
the control will reduce the risk from affecting
organizational objectives and finally results
of testing each of the controls.   Overall,
this form of collaborative auditing is
effective in helping improve efficiency
within an organization as well as helping to
reduce various organizational costs.

Conclusion
The all-important deliverable for internal

auditors, management and the clinical
department is the report of findings and
recommendations.  Ensure that the report
targets what really matters.  One way to
assure a usable evaluation or audit is to
focus on what matters to those who matter:
patients, their families, board members,
executives, mid-level management, and
frontline workers.  One approach found to
be successful is addressing clinical and
business risk through a model of
overarching functions and major processes
with the focus on key quality and efficiency
indicators that are meaningful to the
decision-makers at various levels.  This
conclusion circles around to the earliest
phase of the audit process which focuses
on building relationships and identifying the
stay-awake issues of major stakeholders.  

Margaret Konefal is director, Women &
Infant Services at Ben Taub General
Hospital, Houston, TX.  Brad Langston is
an internal auditor at Harris County
Hospital District in Houston, TX.  He can
be reached at blangston2@houston.rr.com.

ARE YOU TAKING ADVANTAGE OF
ALL YOUR MEMBER BENEFITS?

AHIA member benefits include access to
the Audit Library and the AHIA Listserv.
If you are a member but have not signed
up for these benefits, follow the
instructions noted below.

Access to Audit Library:
 Click on www.ahia.org
 Click on “password finder”
 Click “To apply for a membersonly

area password”
 Follow the prompts & hit submit
 An automatic e-mail will be

generated to AHIA headquarters.
Your membership will be confirmed,
and application approved within 72
hours.

Access to the AHIA Listserv will be
completed by AHIA headquarters upon
receipt of the above information or send
an e-mail to ahia@ahia.org and request
to be added to the listserv.


