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LETTERS TO THE AUDITOR

John Landreth, CPA

 Welcome to this issue of Letters to 
the Auditor.  It’s summertime at the LTA 
offices, things are a bit slow, so we went 
on assignment on location in the 50th 
state of Hawaii. Yesterday, as we were 
snorkeling off the coast of Maui, I was 
deliberating the reply to our reader’s 
question about hotlines and Sarbanes-
Oxley….

Dear LTA,

 As my hospital’s management and 
board have been gradually warming to 
some of the governance concepts of 
the Sarbanes-Oxley legislation, their 
attention has turned to the topic of 
hotline procedures and refinements to 
our current practices.  We have had 
a compliance hotline for a number of 
years as part of a well-established 
compliance program.  We are a not-for 
profit hospital with very little debt. 
 We have done a self-assessment 
and are comfortable with our non-
retaliation procedures and whistleblower 
protections.  We also have a task force 
looking at a financial code of ethics and 
other “board and governance stuff”. 
However, the most challenging aspect 
for us so far has been our hotline 
and addressing the issue of reporting 
financial statement fraud allegations 
and reports to the Audit Committee and 
Board.
 Currently, any investigations 
emanating from our compliance hotline 
are overseen by our compliance officer 

and conducted internally by internal 
audit or other applicable departments 
(though outside consultants may also 
be used). Our hotline was recently 
outsourced to a national service 
provider. Our Compliance Officer 
makes periodic reports of hotline calls 
and resultant investigations to our 
Audit Committee and the Board, our 
compliance committee, and our CEO. 
 Sarbanes only says that “a 
complaint procedure be established 
for the Board’s receipt of financial 
reporting or fraudulent reporting 
issues….”  It is my understanding that 
this has a wide range of interpretation, 
especially with “first notice” reporting 
to the Board for financial statement 
reports.  In other words, when a call 
comes in to the hotline, or very shortly 
thereafter, designated members of 
the Board or Audit Committee must 
be notified about the call. This occurs 
within hours or minutes of when the 
call comes in, leaving very little time 
to investigate or research the report.  
In fact, I was just listening to an audio 
conference and heard someone state 
that these reports should go directly to 
a designated member of the Board or 
Audit Committee prior to management 
or the compliance officer’s receipt of 
the initial report.
 This creates a very different 
environment where the Board may 
be called upon to be involved in 
unsubstantiated reports. Their time 
may be wasted or they may become 

unduly concerned about frivolous and 
anonymous allegations. This sounds 
excessive…

Signed,

Hung up on Hotlines in Hawaii

Dear Hung Up,

 For our readers who are not instantly 
conversant in the specific sections of 
the Sarbanes-Oxley legislation, let’s 
briefly refer to the related sections:

● Section 301 requires that a 
complaint procedure be established 
for the Board’s receipt, retention, 
and treatment of complaints 
regarding accounting, internal 
accounting controls, or auditing 
matters. The procedure should 
provide for confidential, anonymous 
submission by employees. 

● Section 303 makes it unlawful for 
any corporate officer, director or 
other person under their direction 
to fraudulently influence, coerce 
and manipulate, or mislead an 
auditor.

● Section 406 states that an 
organization must disclose whether 
it has adopted a Code of Ethics for 
senior financial officers.

● Section 806 calls for protections for 
employees who provide evidence 
of fraud and prohibits retaliation 
against whistleblowers.
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● Sarbanes-Oxley does not currently 
apply to not-for-profits. However, 
many not-for-profits are giving 
very serious consideration to and 
adopting many of the governance 
sections.

 The stresses and strains that you 
are sensing are only a fraction of that 
being felt by thousands of corporate 
boards and management throughout 
the country.  A massive wave of change 
has engulfed those governed by the SEC 
and Sarbanes-Oxley. 
 For those of us on the not-for-profit 
side, we can change at a more leisurely 
pace, often at our own discretion or at 
least at such a pace that our Board’s will 
allow.  Healthcare and not-for-profits can 
undergo gradual self-imposed evolution 
as opposed to government directed 
instantaneous change.  
 In other words, there is a lot of 
mandatory change going on.  However, 
no one can make you do anything right 
now.  There is no right answer.  Anything 
you do is an improvement and a step in 
the right direction.  
 Let us look at where you stand 
at present. You have a hotline, an 
established compliance program, 
non-retaliation policies, whistleblower 
protections, and you are working on 
a code of financial ethics and that 
“governance” stuff. Your hotline is 
managed by an outside service, too.  
Your major issue is the degree of 
involvement of your Board with financial 
statement, fraud, and auditing related 
reports to your hotline.  Should they be 
notified at your “first notice” or after you 
have investigated? 
 As auditors, we are very familiar 
with the concepts of independence 
and objectivity.  These are inherent 
principles of our profession. Viewed 
from this perspective, it makes sense 
that management’s self-investigation 
and self-reporting of these very sensitive 
matters in these very sensitive times 
may not leave your Board with the best 
taste in their mouth.  They may view this 
“as the fox guarding the hen house”. 

 Your Board is not supposed to get 
involved in investigations. They are 
supposed to be assured that systems 
are in place for investigations, and that 
accurate and appropriate information 
comes to their attention so they can 
fulfill their fiduciary responsibilities. 
Inherent in their assumptions is their 
fundamental trust of management 
and their confidence in management’s 
integrity. 
 Recognizing the need for 
independence and objectivity in this 
process, it probably makes sense that 
your Board receives notification of 
reports concurrent with your compliance 
officer and management’s notification. 
With your use of an outside hotline 
service, you can create a procedure 
that makes this concurrent notification 
occur.  The Board can decide if the 
investigation and management’s 
response are adequate or whether 
other outsider’s assessment is needed. 
 Of course, the latter option you 
discussed - notification of your Board 
before management becomes aware 
- could provide further protections 

to prevent a cover-up of an actual 
fraudulent situation.  The Board has to 
conduct its own risk assessment of the 
likelihood of this scenario.  How well do 
they know management?  How well do 
they trust the compliance officer and 
the process?  How likely would all of 
these people conspire to mislead and 
misinform? 
 This latter course of action is 
certainly viable, but it begs the ultimate 
point and question of Sarbanes-Oxley: 
“Who do you trust? Who can you 
trust?”
 It makes you really wonder to 
what extent honesty and integrity can 
be legislated by law, and protected 
and assured through government 
regulations and legislation. 

 Well that’s it for this issue.  
Continue with your letters, faxes, and 
e-mails.  Send questions to Letters 
to the Auditor, c/o John Landreth, 
Northwestern Memorial Hospital, 240 E. 
Ontario, Suite 340, Chicago, IL   60610; 
phone (312) 926-2944; fax (312) 926-
3175 or e-mail jlandret@nmh.org.  ▪


