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LETTERS TO THE AUDITOR

John Landreth, CPA

CONFLICTS AND REPORT RATINGS

Welcome to this issue of Letters 

to the Auditor!  This issue addresses 

confl icts with senior management and 

report ratings.

Dear Letters to the Auditor:

We recently issued an audit that 

did not cast the best refl ection on one 

of our vice-presidents.  It was factual 

and accurate and it identifi ed some 

signifi cant issues that warranted 

attention.  The vice-president of the 

area was not happy. 

Recently, when I met with our CEO 

(I report to the CEO of my hospital) and 

brought up this audit; she was already 

aware of the audit.  The affected vice-

president got to her fi rst.  They discussed 

this report at length.  It was apparent to 

me that she had an inaccurate view that 

was biased from this discussion.  I was 

already in a defensive position. I not only 

had to present my facts but then had to 

catch-up and defend against this pre-

existing perception.

How should I address this?  Do I 

need to get my word in fi rst all the time?  

How do I prevent this from happening in 

the future? 

Signed, 

Chasing a Whisper

Dear Chasing:

This is not an uncommon dilemma 

for auditors dealing with senior 

management.  There are many variables 

to consider in these settings and so 

much is dependent upon the situation, 

relationships, etc.

Here are some thoughts:

1.   Exercise “Loyalty to the Absent”

In my view, this is a core rule of 

human relations.  This is a core element 

of a person’s integrity. Stephen Covey 

has coined this term in his book, 

“The Seven Habits of Highly Effective 

People”.  Basically, this says that you 

should not say anything about someone 

in their absence that you would not be 

comfortable saying in their presence.  

Be loyal to those not there. 

I would encourage you to not seek 

the levels of those around you but to set 

and follow your own standards.  Apply 

the principle.  Possibly, you should ask 

your CEO to defer detailed discussions 

about your reports so that both parties 

won’t waste her time telling their sides in 

separate meetings.  You might also talk 

to the other VP and agree to approach 

this in a manner that does not put your 

CEO in the awkward position of taking 

sides and acting as the judge and jury of 

what the facts are. 

If these strategies don’t work 

hold your ground and stay with your 

principles.  Over time your personal 

integrity will stand out.  Maybe you will 

lose this round,  but remember, after a 

few isolated incidents, people start to 

see a trend.  Over  time, your credibility 

and integrity will prevail. 

2. Don’t Chase the Whisper 

 Sometimes whispers in the ear 

seem to have more credibility.  This style 

is hopefully withering away and dying in 

today’s more transparent society.  

 Following the whisper’s path will get 

you nowhere.  When you follow its path, 

you are being led by another’s direction.  

Don’t let your message get derailed.  

 Follow your own path.  Don’t 

be defensive.  Keep things factual.  

Unfortunately, circumstances have 

been created where your CEO may have 

to sort through facts, perceptions and 

opinion and draw her own conclusions.

3.   Trust Your CEO

Contrary to some popular opinion, 

your senior management team and 

your CEO are not  solely in their position 

because they are handsome, pretty, 

charming and sound like they know what 

they are talking about.  Experience and 

time have shown that they are effective 

leaders.  Your Board and community 
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see that they are qualifi ed to lead your 

organization.  Trust the process. 

Trust the wisdom and experience of 

your CEO.  I am sure this isn’t the fi rst 

time she experienced some “dissonance 

in fact” from her management team.  It 

probably happens every day.  You might 

even learn a thing or two as you observe 

how she addresses this.

4.   Cross Your Fingers

Despite all good intentions and 

doing the right thing, life is a crap shot.  

Hope for the Best and may the force be 

with you…

Our second letter questions 

concerns about report ratings.

Dear Letters to the Auditor:

For years, we have been issuing 

our reports to department management 

with no problems in the past.  Recently, 

management has changed and has 

asked our help in sorting through 

these comments.  They want help in 

prioritizing what recommendations are 

more important than others. 

I have always adhered to the 

concept that the reader should be able 

to make judgments for themselves as 

to the gravity and signifi cance of the 

issue.  I am an auditor and I don’t think 

it’s appropriate from a professional 

perspective – I should not tell them 

how to do their job.  In like manner it 

is not necessary as they should know 

what’s important by reading the report.  

Sometimes, I think they are just stalling 

for time.  What do you think?

Signed, 

Sig  Nifi cante?

Dear Sig:

Your clients and customers 

have changed.  Possibly, your 

present management team is not 

as knowledgeable of common 

control issues and really need your 

professional expertise.  Your reports 

and recommendations may be crystal 

clear in communicating your concerns.  

Think objectively. 

Look beyond your customers 

motivation or “genuineness” of need 

(if that’s a word), you need to be 

responsive and do the best you can to 

address their need and make them feel 

that they have been heard.  If they are 

stalling, then you will have at least taken 

away their reason for delay.

A number of years ago, our 

organization had a similar request.  

They asked our audit department to 

take a fi rmer stand, and “make a call.”  

At that time we developed a report 

rating system.  This system provides 

guidance and direction to management 

in terms of the severity of the individual 

recommendation as well as the overall 

function or cycle that’s being assessed. 

These rating systems brought 

about some unexpected benefi ts.  This 

required several changes in the way we 

evaluated issues.  The dynamic of this 

process made us better understand 

our own audit expectations both in 

terms of system control attributes and 

their performance.  We had to justify 

for our clients as well as ourselves, 

why we thought an area was or 

was not meeting our expectations 

(standards).  This eventually lead to 

stating (and explaining) our standards 

and expectations “up front”.  It created 

an environment for a more transparent 

audit process. 

Lastly, as we saw some standards 

repeat themselves across departments, 

we identifi ed the opportunity for sharing 

these standards as “best practices” 

organization-wide.  Management has 

adopted these in the form of policies 

and standards in such areas as revenue 

management, cash management, and 

information security areas. 

Our rating system explanation is an 

integral component of all of our audit 

reports.  Exhibit 1 (see page 7) details 

this rating system.

Well that’s it for this issue.  Please 

keep your letters, faxes, and e-mails 

coming in.  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.  !

SUBSCRIPTION OPPORTUNITY  

AHIA/HCPro monthly newsletter -  

Health Care Auditing Strategies - 

is available to AHIA member’s 

at a 25% discount or $224 annually.

Health Care Auditing Strategies focuses on 

health care internal auditing techniques.

Go to www.ahia.org.  

Click on the HCPro web link 

to start your subscription today!
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QUALITY OF CONTROL - REPORT RATINGS

 Each audit report includes a rating on the overall quality 

of control in the area reviewed.  The following audit report 

rating system and explanations are used:

Exemplary 

 The system of control is adequate and functioning 

as designed.  Only minor defi ciencies were noted. Careful 

attention to controls and compliance with procedures was 

noted department-wide.

Meets Standards1 

 The system of control is adequate and functioning as 

designed.  Additional management attention is, or may be, 

needed to improve controls in some areas.

 Meets Standards – Contingent

 There are elements of the system of control that  may 

not be adequate or may not be functioning as designed 

but management has been proactive in their actions to 

eliminate exposures.  Once agreed upon action plans have 

been implemented and verifi ed by Internal Audit as being 

performed on a consistent basis, the report rating may be 

upgraded to MEETS STANDARDS.

 

Below Standards

 The system of control is not adequate and/or is not 

functioning as designed.  The control system does not 

meet the minimal level of control expected for this area.  

Control improvements and/or compliance with procedures 

is needed in several areas.

Defi cient 

 The system of control is not adequate and/or is not 

functioning as designed.  The control system is unsatisfactory.  

Control improvements and/or compliance with procedures 

is needed in almost all areas.  Management’s immediate 

attention and action is needed to eliminate exposures.

MANAGEMENT GUIDELINES

Ratings are provided as guidance to management in 

prioritizing tasks and action plans.  Suggested timeframes 

are to be considered in the context of overall department/

division priorities and objectives set by the area vice-

president.  Ratings of “X” and “1” should, at a minimum, 

demonstrate signifi cant progress by the date of the next 

scheduled follow-up report.  Presented below are the 

defi nitions of the Issue Ratings used by Internal Audit.

X Critical:  Serious weakness/defi ciency in controls that 

could result in major losses, inaccuracies, or fraud to 

the operating unit.  Also includes non-compliance with 

critical hospital policy and/or external laws/regulations.  

This warrants management’s immediate action and 

correction.

1 Signifi cant:  Weakness/defi ciency in controls that 

could result in major losses, inaccuracies, fraud or 

ineffi ciencies to the operating unit.  Also includes 

non-compliance with important hospital policy and 

external laws/regulations.  Suggested implementation 

timeframe:  30 to 60 days.

2 Important:  Weakness/defi ciency in controls that could 

result in serious losses, inaccuracies, or ineffi ciencies 

to the operating unit.  Also includes non-compliance 

with important hospital policy and external laws/

regulations.  Suggested implementation timeframe:  60 

to 180 days.

3 Should Be Addressed:  Weakness/defi ciency in controls 

which could result in minor losses or inaccuracies, 

includes operational refi nements to control procedures, 

secondary control recommendations and policy/

procedure non-compliance with less than signifi cant 

implications.

* Implemented:  Weakness/defi ciency in controls was  

addressed and resolved during the audit.

Exhibit 1:

INTERNAL AUDIT DEPARTMENT REPORT RATING SYSTEM


