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Letters to the Auditor

By John Landreth, CPA, CFE, CHC

The Board and Wild Animals 
Don’t Like Surprises

Welcome to this issue of Letters to the 
Auditor. Looking out from the Letters to 
the Auditor editorial offi ce window in 
downtown Chicago, it is an unusually 
warm and sunny day for early November. 
People are walking around in their 
shirtsleeves. In fact, it is the day before a 
national election…Election eve. 

When you write an article that will be 
published a few months in the future, 
you try to minimize references that may 
become outdated and obsolete in that 
future timeframe. Conceptually, you are 
speaking to your reader in the future. The 
reader will know more than you do. They 
have a perfect knowledge of their past. 
People in the future have the advantage 
of knowing many things the folks in the 
past do not.

So, as I watch the crowds scurry about 
in shirtsleeves in 70-degree weather, I 
think about how interesting it would be 
to have a simple existential exchange with 
a reader in the future about their recent 
current events. Examples could include 
who won the election—an Alaskan female 
VP or not? How much worse can the 
state of the fi nancial and credit markets 
get? (a.k.a. how’s that $780 billion bailout 
coming along?) (A few selected current stock 
prices might also be handy.)

Looking into the future and predicting 
what will happen is a fundamental 
challenge to auditors, compliance and 
risk professionals. It is the basis of 
any risk assessment. If we had perfect 
knowledge of what was going to 
happen, we would not need to score, 
analyze, prioritize and ration our 
resources to the risk areas where nothing 
was going to materialize. We would only 
need to prepare a plan, and patiently 

wait until “it” happened at the pre-
ordained time, then execute the plan. 
(Sounds a little like Y2K.)

Three years ago, Letters to the Auditor 
published a column about preparing 
for the Audit Committee. It was entitled 
58+3 Things Your Audit Committee is Going 
to Ask This Year (Or May Have Already 
Asked and Will Ask Again.) A lot of you 
have commented and responded about 
the many issues and topics enumerated. 
It was a helpful laundry list of things to 
worry about at that time. Possibly, in a 
future column, we can take a look back at 
those ideas/concepts and see if they have 
prevailed. 

Given its popularity, I thought it would 
be helpful to give a current view of “new 
worries”. 

Dear Letters to the Auditor,

Our audit committee has a new 
Chairperson. She is new to the Audit 
Committee but has been on our Board 
for a number of years. She is familiar 
with healthcare and hospital operations, 
but may not have the most current 
perspective on internal audit, compliance 
and business risk. Our advance scouting 
reports indicate good news and bad 
news. She’s a real tiger when it comes to 
addressing a problem, but she really does 
not like surprises. 

We are updating our risk assessment for 
the year and I want to capture enough of 
everything so there are no unanticipated 
occurrences. What are some of the things I 
should prepare for in the year ahead? 

Signed,

Worried about the Big Cat

Dear Worried,

A long time ago, my former CEO used to 
say you need to handle a Board member 
like a wild animal, as you can never be 
sure of what they are going to do. In 
addition, animals can be startled easily 
at the slightest noise or change in their 
environment. 

So to combine your metaphor and my 
simile, a corollary to his observation 
would be that Board members and wild 
animals don’t like surprises. Our Audit 
Committees and Boards rely upon us to 
keep them educated and informed about 
the risks of the future. Therefore, it is our 
job to prepare them for the inevitable and 
calm them ahead of time and in doing so 
prevent harm unto ourselves. Here are:

9 (and 59) Things You Need to Bring 
Up With Your Audit Committee... 

BEFORE They Do.

SHOCKTOBER 2008 -aftershocks1. - 
The 100 year perfect storm theory of 
economic calamities and downturns 
was severely challenged in 2008. 
First, it was the recession recovery 
plan (i.e. tax rebates) which was 
nullifi ed by skyrocketing oil prices. 
Next, it was the real estate market 
crash followed by the sub-prime 
mortgage meltdown and the 
evaporation of the auction rate 
security market. Then bankruptcy 
and mergers of Wall Street 
investment fi rms, government 
acquisition of Fannie Mae and 
Freddie Mac, and mega loans to 
American International Group 
(AIG). All of this culminating with 
the $780 billion bail-out and the $9 
trillion dollar decline in stock market 
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capitalization since its peak the year 
before.  

Audit Committees (and maybe our 
grandchildren) will be talking about 
this for years to come...

The following suggestions come 
anonymously from some of my 
partner friends in healthcare public 
accounting. (They are anonymous 
because the legal disclaimers 
required would exceed the space 
limitations in this column.)

Listen for your Audit and Finance 
Committee to ask….

How well has our investment a. 
portfolio recovered from one of 
the largest stock market declines 
in history? Did our hospital have 
positions in sub- Prime securitized 
debt or financial firms? 

What were the effects in the value b. 
of our defined benefit pension plan 
assets? Will the new pension fund 
accounting regulations (which will 
require 100% funding) add further 
bottom line tension? 

How has the decline in portfolio value c. 
affected our self-insured malpractice 
reserves and expense? 

Have we been able to sell our short-d. 
term debt in the auction-rate markets 
at a reasonable rate? If not, what are 
our options for funding? Has this 
affected our bond rating?

Our volumes held steady through e. 
the end of 2008, because our patients 
met their deductibles and rushed 
to maximize their health insurance 
dollars. How many more lay-offs will 
be necessary when they tighten their 
purse strings and healthcare recession 
of 2009 hits in the spring? 

Will these lay-offs uncover new fraud f. 
risks with employees who are already 
trying to make ends meet through 
theft or embezzlement? Do we have an 
anti-fraud program? When was the last 
organizational fraud risk assessment?

QUALITY-CENTRIC 2. 
REIMBURSEMENT  
First, it was cost-based 
reimbursement, and then it was 
prospective payment, now Medicare 
and Medicaid are reverse engineering 

quality into healthcare by refusing to 
pay for care that may be the result of 
poor quality. 

Mike Holper, Senior Vice-President 
of Organizational Integrity and 
Audit Services for Trinity Health 
foresees well-read Boards and 
Audit Committees asking their 
internal audit/compliance teams 
about their hospital’s Quality 
programs. How is management 
ensuring that reimbursement is not 
further strangled by quality and 
documentation gaps?

They might ask: 

Have you educated your admitting a. 
and emergency staff and physicians 
about the need to conscientiously 
document the patient’s condition 
when they are admitted? (Present on 
Admission)

Do the upward/downward trends b. 
in our Medicare-severity DRG 
(MS-DRG’s) indicate growth in 
complications, or more documentation 
accuracy? Should we conduct a 
coding review?

Why are Medicare’s “never” events c. 
(i.e. hospital acquired conditions) 
always happening at our hospital?

Has internal audit ever tested the d. 
accuracy of quality data reporting? 
Do we have similar checks and 
balances to ensure that our 
government reporting is properly 

supported just like an Accounts 
Payable invoice? 

What is the Physician Quality e. 
Reporting Initiative (PQRI) and 
how is Medicare going to use it 
for something called “Pay for 
Performance (P4P)”?

NEW (and OLD) INITIATIVES BY 3. 
THE OIG TO COMBAT FRAUD 
AND ABUSE IN HEALTHCARE. 
THE RAC’s ARE COMING  
Any athlete can tell you that the 
toughest opponents make you 
better. Looking back at the history 
of enforcement by CMS and 
the OIG, we must acknowledge 
their overwhelming success and 
efforts to “raise the bar” and with 
improving the charging, coding, 
documentation practices and cost 
effective utilization of services in the 
Medicare and Medicaid programs. 
From a taxpayer’s perspective, they 
are the gift that keeps on giving 
(The OIG Work Plan has become a 
staple for every hospital compliance 
officer’s bedtime reading in the fall 
of each year.)

Arising out of the 2003 Medicare 
Prescription Drug Act, came the 
three-year demonstration project 
for the use of private contractors 
on a contingency fee basis. By early 
2008, the Medicare RAC program 
(Recovery Audit Contractor program) 
had corrected close to $1 billion in 
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overpayments for the demonstration 
states of New York, California and 
Florida. The program will fully roll-
out nationally by the summer of 2009. 

Richard Kusserow, formerly the 
first Inspector General for HHS, 
and David Butler, former Deputy 
Associate Administrator for CMS, 
both currently with Strategic 
Management Systems, headquartered 
in Alexandria, Virginia, recommend 
that hospital internal audit 
departments and their compliance 
teams anticipate questions from their 
audit committees like:

How is our organization ramping up a. 
for the Recovery Audit Contractors 
(RAC’s)? 

Do we have a RAC committee b. 
established ready to respond to RAC 
requests with appropriate expertise, 
coordination and tracking software? 

What decision criteria should we use c. 
in appealing a RAC finding? Do we 
have an effective appeal strategy?

What are our top regulatory high risk d. 
areas? What is the potential revenue 
cycle impact for 2009?

Do we have a work plan for e. 
monitoring our remediation of 
regulatory high risk areas?

Do we have benchmark data to f. 
measure our compliance with all the 
OIG and CMS high regulatory risk 
areas?

Do we have an adequate risk g. 
identification and assessment strategy 
going forward?

Mike Holper (Trinity Health) adds: 

How are we educating physicians h. 
about the RAC’s? Are we 
coordinating their advisory roles? 

Should we have mini-training i. 
sessions for RAC auditors on our 
documentation and charging practices 
to avoid false positives on errors? 

PATIENT PRIVACY AND IT 4.  
There was much angst and anxiety 
when the HIPAA (Health Insurance 
Portability and Accountability Act) 
regulations were being interpreted 
and implemented. However, their 
goal and intent, to protect the 
confidentiality of patients’ health 

information in an increasingly 
more automated world, were very 
forward-looking. 

According to surveys conducted 
by the Health Information and 
Management Systems Society 
(HIMSS), Chief Information Officers 
are focusing their IT efforts on 
meeting the increasing patient 
demands for data and information 
as they become more educated 
healthcare consumers. At the same 
time they are working to improve 
patient privacy and security. Other 
CIO priorities include reducing 
medical errors and improving quality 
of care.

Recently, the Federal Trade 
Commission, Federal Reserve and 
other financial regulators have 
developed the Red Flag Rules 
under the Fair and Accurate Credit 
Transactions Act (FACTA) of 2003. 
The FACTA Red Flag Rules apply to 
financial institutions and creditors. 
Creditor has a much broader 
definition which includes any entity 
that regularly extends credit. This 
latter category has been determined 
to apply to hospitals and healthcare 
organizations. Although this rule 
was effective November 1, 2008, 
implementation was extended 
into 2009. The Red Flag Rules are 
designed to make sure creditors 
are investigating the identity of the 
individuals to whom they extend 
credit.

Don’t be surprised if your Audit 
Committee asks you about:

How much of your internal audit plan a. 
is aligned with the top information 
systems priorities? 

Do your system application reviews b. 
ensure that privacy protections are 
built-in and preventative?

What is the hospital’s policy on c. 
allowing employees to look at their 
own medical records on-line? Are 
violators disciplined? How often does 
this happen? How many celebrity 
“Look-see’s” have occurred?

How do your IT systems restrict and d. 
detect a physician’s unauthorized 
access to on-line patient information? 
What is the hospital policy? Are 

violators disciplined? How often does 
this happen?

Do our systems use “forcing e. 
functions” to ensure accuracy in the 
electronic health record (EHR)?

Have we promulgated a policy for f. 
the FACTA Red Flag Rules for 
identity theft? Do we have to train all 
employees? 

PHYSICIAN FINANCIAL 5. 
RELATIONSHIPS  
A core assumption underlying all 
Medicare regulations is their reliance 
on the physician’s professional 
judgment and objectivity for patient 
care. CMS is continuing to examine 
and challenge these relationships 
through the Stark laws in both the 
not-for-profit and for-profit sectors of 
healthcare. 

In 2006, CMS sent surveys to over 
500 hospitals about their financial 
relationships with physicians, and 
290 of them did not respond. In 
August 2008, several new changes 
were made to the Stark Act in 
the Inpatient PPS final rule. The 
Disclosure of Financial Relationships 
Report (DFRR) Stark Act Compliance 
Audit will determine if surveyed 
hospitals are complying with the 
Stark Act’s prohibition against 
physician self-referrals. 

Also, in 2007, the Department of 
Justice charged five medical supply 
companies with violating anti-
kickback laws by paying orthopedic 
surgeons as “consultants” to 
use their products. Under the 
settlements, the five companies 
were charged with criminal 
conspiracy to violate anti-kickback 
laws. The United States Attorney 
in Newark, said, “This industry 
routinely violated anti-kickback 
statutes by paying physicians for the 
purpose of exclusively using their 
products. Many orthopedic surgeons 
in this country made decisions 
predicated on how much money 
they could make — choosing which 
device to implant by going to the 
highest bidder.” Through the use of 
Deferred Prosecution Agreements 
(DPAs) and the imposition of very 
expensive federal monitors (law 
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firms) for those involved companies, 
if they are found to follow new 
compliance procedures then they 
will not be prosecuted.

The Vice-President and Chief 
Compliance Officer for a large 
Midwestern health system believes 
that Boards and Audit Committees 
will be asking more and more about 
physician relationships and the Stark 
laws. 

Here are some comments that might 
catch you off-guard, if you aren’t 
prepared:

Did our healthcare organization a. 
receive the original survey on 
physician financial relationships?

Do we know about all of our b. 
physician relationships? Do we have 
an inventory and central depository?

Do we have policies and templates to c. 
guide these negotiations? What is the 
board’s oversight role here?

Has the purchasing department d. 
checked the medical supplier’s web-
sites for consulting agreements with 
our physicians on staff? Are these 
physicians’ decision-makers on our 
procurement committees? What have 
they previously disclosed in their 
conflict of interest disclosures?

Do we have a medical consulting e. 
agreement policy, or a Gifts policy, 
that applies to our medical staff?

CONFLICTS OF INTEREST 6.  
Some things just never change. 
As long as individuals and 
organizations have duties and 
opportunities which may affect, 
or appear to affect, one’s objective 
judgment and loyalty, audit 
committees will have to keep asking.

Marianne Jennings, J. D., Professor 
of Legal and Ethical Studies at 
Arizona State University and 
fellow columnist for AHIA’s 
New Perspectives, highlights a 
classic example with the Cornell 
research on lung cancer treatment. 
The physicians disclosed in their 
published research that they 
had been funded by a private 
foundation, but did not disclose that 
the donor for the foundation was 
Liggett, the tobacco company. 

Here are some questions that 
Marianne suggests you may want to 
prepare for:

Does our organization require COI a. 
disclosure of our Board members? 

Does this include philanthropy? Who b. 
is serving on whose board? Who is 
contributing to what foundations? 

Are disclosures required for joint c. 
memberships between and among 
board members? Administrators and 
physicians? 

Do you independently verify and d. 
confirm these disclosures? How do 
you know that all relationships are 
disclosed? 

ENTERPRISE-WIDE RISK 7. 
MANAGEMENT  
Our internal audit profession calls 
on healthcare internal auditors to 
lead by example and develop our 
audit plans with an enterprise-wide 
scope. By being the change we want 
to see, we can educate management 
and the Board about this best practice 
and how we are trying to focus our 
limited resources where they matter 
the most. 

Mark Ruppert, Director of Internal 
Audit, at Cedars-Sinai Health System 
and former AHIA Board member 
and AHIA Founder’s Award winner, 
suggests that these increasing 
unfunded risk mandates for internal 
audit may become more apparent in 
the year ahead.  

Bring it up before the inevitable 
happens and they say:

I’ve read that the concept of a. 
Enterprise-wide risk management 
(ERM) originated in the public sector 
in the financial services industry. Boy, 
that sure worked out well, didn’t it? 
Are we sure that this is the way to 
manage our risks?

Should there be a common standard b. 
format and approach to ERM? Should 
organizations disclose what their 
ERM systems are and the major risks 
identified and managed? 

It seems like we have evaluated every c. 
risk possible, except, “etcetera”, are 
there any more out there? How do we 
know what we don’t know?

Given all the added focus from CMS d. 
on compliance issues, it makes sense 
to audit more Medicare and Medicaid 
billing areas. Can operating staff 
handle this focus and still do their 
jobs as they should?

What can internal audit and e. 
compliance do to help prepare 
operating staff for these new 
onslaughts?

How do we, the Audit Committee and f. 
Board, assure ourselves that systems 
are in place to accurately report 
on management’s handling of key 
enterprise risks? 

SARBANES-OXLEY GOVERNANCE   8. 
Government mandates for 
transparency in financial reporting 
and governance have transformed 
both for profit and not-for-profit 
companies. Executive sessions, 
hotline reporting, partner rotation 
and financial experts have become 
the norm for many not-for-profits.

Marianne Jennings, J.D., warns that 
it is a natural human reaction to 
become close with individuals over 
time; however, this can make us 
unwilling to throw down the flag.  

She adds some questions you should 
ask yourself before they ask you:

Are there executive sessions (sans a. 
management) held at every audit 
committee meeting? 

Do our Chief Audit Executive (CAE) b. 
and Audit Committee Chair have each 
other’s home phone number? 

Is there a separate 1:1 meeting c. 
between the CAE and the Audit Chair 
at least once a year?

Do your compensation committees d. 
have executive sessions (sans 
management) with the compensation 
consultant? (Compensation 
consultants have the same kind of 
conflicts that external audit had before 
Enron.)

We really like our audit partner, e. 
he’s a great guy. Should we rotate 
him? Should we rotate audit firms? 
Should we rotate our financial 
expert, also?

BUT WAIT…THERE’S MORE!!!!!!  9. 
Like the commercials on television, 



February 2009 Association of Healthcare Internal Auditors New Perspectives  45

just when you think the bounty can’t 
be more plentiful, think IRS, D&O, 
CDHC, OIG and then think Green.

Here are a few more questions to 
prepare for… 

Can you explain the new governance a. 
section for charities in the new IRS 
form 990? How did we answer the 
question about “material diversions of 
fraud? (Why is this the first time we 
have heard about it?)

Have we done an audit of our reported b. 
charity care to ensure that we are not 
just writing off bad-debt?

Should we do a Mock IRS audit c. 
and assess our preparedness and 
vulnerabilities?

Has our compliance program for d. 
our long-term care business been 
updated for the new OIG compliance 
guidance?

With the stock market meltdown e. 
and uncertainties in the insurance 
industry, how safe is our Directors 
and Officers insurance? Are they 
off-shore? Is the insurance carrier 
financially sound? What is their Best 
rating?

What is Consumer Directed Health f. 
Care (CDHC) and what are the 
implications on our healthcare 
organization’s strategic plan and 
long-term financial plan? What role 
can internal audit play?

When do you think the International g. 
Financial Reporting Standards 
(IFRS) will come to hospitals and 
not-for-profits? Should we be an early 
innovator?

How Green are we? Have we done h. 
an Eco audit of our healthcare 
organization? Are we in compliance 
with all globally accepted green 
certification standards?  

And the last question you should prepare 
for before your audit committee asks is…

Are we having fun yet? i. 

I would like to extend my appreciation 
to the knowledgeable and talented 
expert contributors to this column. I was 
honored to share this space with you. A 
very special thank you to Mike Holper, 
Richard Kusserow, David Butler, Mark 

Ruppert, Marianne Jennings, and to the 
other contributors who prefer to remain 
anonymous (you know who you are).

Well, that’s it for this issue of Letters to the 
Auditor. Please keep those letters, calls, 
cards and emails coming. You can send 
your questions and comments to Letters 
to the Auditor, c/o John Landreth 1810 W. 
Birch Lane, Park Ridge, Illinois 60068, via 

email at jlandreth999@aol.com, or phone 
847-525-6529. NP

John Landreth is Director, Internal Audit 
and Compliance for a national long-term 
care provider, and former Corporate Integ-
rity Executive / Director, Internal Audit for 
Northwestern Memorial Hospital in Chicago, 
Illinois. He was the AHIA’s Founder’s award 
recipient in 2000.


