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Letters to the Auditor

Just Wondering and Looking Gift 
Horses in the Mouth 
By John Landreth, CPA, CFE, CHC

Welcome to this issue of Letters to 
the Auditor. In this issue, we hear from 
someone with a question about Sarbanes-
Oxley legislation and an audit and 
compliance professional that is trying 
to deal with the constant challenge of 
dealing with vendors in hospitals.

Dear Letters to the Auditor,
Our organization like many 

others has decided to adopt many of 
the governance related aspects of the 
Sarbanes-Oxley legislation. These make 
business sense to us. We think they will 
add value and integrity to our board 
processes. In my detailed review of 
the laws, I noticed that in Section 1001 
Sense of the Senate it says that the 
corporation’s tax return should be signed 
by the CEO. Are people following this? 
Is this a regulation to be followed? 
Signed,
Just Wondering

Dear JW,
I have never heard about this aspect 

of Sarbanes. According to a legislative 
expert that I know, the term “Sense of the 
Senate” is not a law but it is a signal from 
Congress that they are thinking about it. 
It is a harbinger of things to come.

Possibly, the greatest value from 
it could be the expanded number of 
counts in the indictment when financial 
statement fraud occurs. Or maybe our 
lawmakers were thinking that if financial 
statement fraudsters aren’t worried about 
the PCAOB/SEC and DOJ coming after 
them, they will really be serious if the IRS 
gets involved.

Nobody wants to mess with the IRS!

Our next letter concerns vendors 
and their ever-present generosity.

Dear Letters to the Auditor,
Our supply costs are increasing 

at double-digit rates, and our vendor 
selection committees can’t decide on key 
vendors for high cost implants, and our 
safety and infection control people are 
worried about non-physician salesmen 
in the operating room “demonstrating” 
new products, and hospital executives 
and staff are traveling to exotic locales 
for specialized training and executives 
make presentations at vendor conferences 
as well as receive honorariums, and 
doctors are getting special consulting fees 
for designing lines of products, and then 
of course insisting only the “Smith” line 
be used, and patients are asking why our 
doctors only prescribe high cost name 
brand drugs, and nursing staff get candy 
and flowers and an occasional pizza, 
and vendors are making donations to 
our foundation asking that their 
companies get priority in bidding, and 
our doctor’s office staffs are noticeably 
chunkier cause they get free meals 
supplied by vendors virtually every 
day of the week. 

We have suggested a strong policy 
regarding acceptance of vendor gifts and 
courtesies. What are some of the major 
areas to address?
Signed,
Vendors!! Vendors!! Everywhere.

Dear Vendors!! Vendors!!,
You would think that the 

$875 million Tap Pharmaceuticals 
settlement would have woken up 
vendors in the industry, but it sounds 
like these practices are alive and well 
today. Our society and government 
place a tremendous reliance on 

physicians, their professional integrity, 
and adherence to the Hippocratic 
Oath. They are expected to always act 
in the patient’s best interest and they 
do. But, maybe this does not always 
translate to the size of the patient’s bill 
or the hospital’s costs of operations. 
It’s funny that the physicians fume 
about hospitals attempting to influence 
patient length of stay, use of observation 
status, or other cost and care effective 
strategies, but they don’t seem to 
mind vendor influence when it is 
accompanied by food, drink, trips, 
and gifts. 
Here are some essential elements for a 
good vendor gifts policy and program.

1. Just Say No. Strongly discourage gifts 
in all forms. The best gifts policy just 
says “nada,” “no-way,” “sorry-can’t 
do.” If a vendor really wants to make 
a donation, they should make it subject 
to the control of your foundation. They 
may not like this as it might not go to 
the people they want to influence.

2. Don’t Ask. A good gifts policy 
should first state that no one 
should ever ask for gifts. In fact, 
the only area authorized to ask for 
gifts is your foundation and those 
they have authorized. Your legal 
counsel should look at all vendor 
agreements where there is a promise 
to make a contribution (e.g. anti-
kickback concerns).

3. In Advance and in Writing. All vendor 
gift arrangements should be in writing 
and approved in advance. This ensures 
that there is a process and time for 
appropriate consideration. This also 
removes the “last minute” deals that 
may come along.
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4. Olfactory and Optical. Gifts should 
have a valid business purpose that 
contributes to the organization’s 
benefit. A gift that benefits an 
individual more than the organization 
should be rejected. Use The New York 
Times test. How would this transaction 
look on the front page? Does it look 
right? Does it smell right?

5. Absolute Don’ts. Cash or cash items 
or gift cards should never be accepted 
from a vendor. Likewise, employees 
should not accept discounted use of a 
vendor or sales rep’s home, facility, or 
vacation retreat. 

6. Keep the Junk. Mugs, pens, trinkets, 
binders, backpacks, t-shirts… let them 
keep it. Possibly, set a value at $25 or 
$50. No Montblanc pens. If it can be 
worn, then it should not be worn in 
the work setting. It’s not a good idea 
to advertise the vendor’s product 
while you work. 

7. Help with School. Many vendors are 
concerned with helping out healthcare 
workers who can’t get the money 
to attend a conference. So, they act 
as a kindly uncle to help them out. 
Remember these are your employees 
and your organization should be the 
one who decides what training and 
conference they need. You can allow 
donations for education, but only 
post it to a fund where someone else 
makes the decision about who gets it. 
No direct sponsorship of individuals 
should be allowed. If vendors want 
to train your employees on their 
product, then make sure they include 
this training as part of the bona-fide 
contract for purchase. 

8. Food. Business lunches can be okay if 
business is really discussed and kept 
to a minimum, or possibly a maximum 
per year. Extravagant restaurants 
should not be patronized. 

9. Sports and Entertainment Events. 
Okay, this is stretching it, but only if 
there is a valid business reason, and it 
is not a front row seat for a playoff or 
finals game. Sometimes the vendors 
will just offer the tickets, … nope, 
can’t do that, … how can you have a 
business discussion? In like manner, 
spousal or family attendance at an 
event sure sounds like it's getting to 
be a more personal benefit-maybe 
spouse and family pay on their own.

10. Raffles and Contests. This leads to 
two interesting stories. I am not sure if 
they are true – these are second hand. 

 The first concerns a hospital 
foundation dinner where spouses 
were in attendance. The newly 
appointed VP of purchasing is sitting 
at the same table as the compliance 
officer. The VP’s wife talks about 
how lucky her husband is lately, 
having won a free trip to Europe, 
a riding lawn mower, and a wide-
screen TV and entertainment system. 
Guess who is not at the next hospital 
foundation dinner?

 The second concerns a company 
officer that played golf at charity 
tournaments representing his 
company. This was a pro-am 
tournament where a hole-in-one 
won $500,000. Guess who got a 
hole-in-one? Guess what charity his 
company directed the prize money 
to on his behalf? 

 If an employee “wins” something on 
hospital time, it should be disclosed 
and is the hospital’s property. 
Possibly, you can set a limit, maybe 
$50 or $100 or so that can be retained 
by the employee. 

11. Disclosures. Require conflict of 
interest disclosures, most importantly, 
include your physicians. Establish a 
policy requirement that all physicians 
who make or contribute to purchase 
decisions (for supplies, drugs, 
equipment) disclose any financial 
arrangements (i.e. consulting, trips, 
etc.) and that they be precluded 
from participating in those decisions 
concerning vendors they disclose. 

 This should be part of an education 
and awareness campaign for 
physicians where they are made 
aware of the personal risks and 
dangers of anti-kickback and 
improper vendor influence.

12. Vendor Code of Conduct. Include 
the following policies in a vendor 
code and require compliance as a 
condition of continued business. 
Limit vendor access and prescribe 
vendor conduct on your premises. 
Vendors should register with the 
purchasing department. Hospital 
staff should call and report “loitering 
vendors.” I have heard some hospitals 
have seen dramatic changes in supply 
and drug costs after implementing 
these measures.

13. Bah humbug!! The holidays 
are coming. In late November, 
before Thanksgiving, prepare for 
your hospital president a letter 
addressed to all vendors. It should 
say, we appreciate your service, 
but remember our vendor code of 
conduct, and remember we don’t 
want you to send our employees, 
managers, and physicians, any 
holiday gifts. Keep the food, 
crackers, candy, wine, and other 
edibles. Instead, make a donation 
 to our foundation or make a donation 
in our name to the homeless and 
the needy. 
The Pharmaceutical Research and 

Manufacturers Association of America 
(Phrma) and the industry adopted the 
voluntary Pharma code three years ago. 
You can find the code and excellent 
examples at www.phrma.org/files/
PhRMA%20Code.pdf. 

Well, that’s it for this issue of 
LTA. Please keep those cards and 
letters coming. You can email me at 
jlandreth999@aol.com, mail me at LTA 
c/o John Landreth 1810 W Birch Lane, 
Park Ridge, IL 60068, or call at 
(847) 525-6529. NP 

John Landreth is director, internal audit 
at Classic Residence by Hyatt, a national 
leader in luxury senior living, headquartered 
in Chicago, Ill.
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