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Recently New Perspectives had the 
opportunity to sit with Mark Pastin, 
PhD., Chair and President of the 
Council of Ethical Organizations and 
its Health Ethics Trust division. Mark 
Pastin has advised major corporations 
and government bodies worldwide 
since 1973. His book The Hard Problems 
of Management; Gaining the Ethics Edge 
has won awards in the United States, 
Brazil, Australia and Japan. Dr. Pastin 
has authored over 100 articles and books 
and has advised hundreds of healthcare 
providers, plans and vendors. He 
has served as advisor to both Houses 
of Congress and to state and federal 
agencies, as well as foreign governments 
and agencies including the European 
community, the Federal Government of 
Brazil, Mexico (President’s Commission 
on housing), Australia, Hong Kong (Anti-
Corruption Commission), the Republic 
of China, and the United Kingdom. Dr. 
Pastin serves on several corporate and 
non-profit boards. He is recognized 
in Who’s Who in America, Who’s Who in 
Finance and Industry and Who’s Who in 
Medicine and Health Care.
NP: Mark, thank you for affording the time 
from your very busy schedule to speak with 
us. You have been a pioneer in business ethics 

and compliance. Can you tell us a bit about 
the Council of Ethical Organizations and 
what brought about its formation?

MP: The Council of Ethical Organizations 
was established in the middle 1980s at the 
peak of the defense industry scandals and 
just as scandals in the financial services 
industry were blooming. Our goal was to 
advance the state of ethics and compliance 
in industry while not relying exclusively 
on government intervention to achieve this 
goal. In 1993, we played a significant role 
in resolving the first two major scandals 
in healthcare. In 1995 we established the 
Health Ethics Trust to specifically meet 
the needs of healthcare organizations. 
Our membership now includes a large 
number of healthcare providers, plans and 
vendors—and it continues to grow.

NP: The internal audit function traces its 
formal origins to 1941, and it has been in 
healthcare for almost 40 years while the 
compliance function is relatively new at 10 
years. In the last decade how has one changed 
or influenced the other?

MP: When we started working in 
healthcare, we were surprised at the lack 
of emphasis on a properly staffed internal 
audit function. Our concern was that you 
can accomplish nothing in compliance, 
compliance officer or not, without a 
properly staffed and independent internal 
audit function. So we advocated on behalf 
of internal audit from the very beginning, 
which was 15 years ago for us.

Even though compliance is the new 
kid on the block, it has one thing 
going for it that internal audit seems 
to be missing and that is a government 
mandate to create the function in a robust 
and independent form. This boost to 
compliance derives from the Federal 
Sentencing Guidelines for Organizational 
Crime, which have had a defining 
influence on organizations. The Inspector 
General’s Office at the US Department of 

Health and Human Services (DHHS OIG) 
picked-up on the “Guidelines Model” 
in its guidance documents for various 
aspects of the healthcare industry.
So compliance has had a big boost 
and organizations have sometimes 
starved internal audit to fund the more 
fashionable compliance function. This, 
of course, is nonsense as an effective 
compliance function assumes an effective 
system of internal controls, which 
includes internal audit.

NP: What are the typical arrangements 
between internal audit and compliance that 
you have seen organizations use? And which 
are the most prevalent of these?

MP: There are four possible arrangements 
between internal audit and compliance: 

Internal audit reports to compliance. 
Compliance reports to internal audit. 
The functions are separate with no 
subordination between them. 
The functions are combined as one 
department or as two departments 
with one head. 

The best arrangement is for compliance 
and internal audit to be separate 
functions, each with its own reporting 
line to an appropriate board committee. 
Why is this the best arrangement? When 
compliance functions were created—and 
when they are formally “encouraged” by 
a corporate integrity agreement—the idea 
was not to add the word “compliance” to 
the name of an already existing function. 
The compliance and internal audit 
functions differ in important ways. The 
most important difference is that internal 
audit is most comfortable with financial 
issues and, specifically, with ensuring the 
integrity of an organization’s revenues. 
The compliance function is broader in 
scope (but shallower in application) 
having as its charter preventing, 
detecting and/or correcting any violation 
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of law, regulation, policy or ethical 
standards.

There are more subtle reasons for keeping 
compliance and audit separate. One 
role of an effective compliance program 
is to demonstrate to any enforcement 
or prosecutorial body that a single 
wrong action is not characteristic of 
the organization. Having separate and 
appropriately staffed compliance and 
audit functions is a positive indicator, 
while collapsing the two functions may 
appear to be a compromise when it comes 
to corporate integrity. Good compliance 
officers and good directors of internal 
audit often think differently as well. 
Compliance is conceptual since it has to 
translate laws and regulations into advice 
and policies. Good internal auditors do 
their best work when measuring actual 
behavior against an established standard.

NP: Obviously there is a ‘different strokes for 
different folks’ phenomena going on here. Will 
a ‘best practices’ model eventually emerge or 
will the individual preferences predominate?

MP: Well, I would like to believe that 
separate, independent, but cooperative 
compliance and audit functions will be 
the standard. The Health Ethics Trust 
gives an annual Best Compliance Practices 
Award to organizations for Integrating 
Audit and Compliance. Year after year our 
independent healthcare industry committee 
has judged this to be the best approach.

NP: Do you see an ultimate dual standard 
between large systems and small facilities 
when it comes to the design and operation 
of compliance and internal audit functions, 
in that smaller operators may not have the 
‘luxury’ of separating the functions?

MP: There is no doubt that separate 
functions prove challenging especially for 
small providers. And if the compliance 
function is to be combined with another 
function, internal audit is by far the 
candidate.

NP: Over the next quarter-century the 
finances of healthcare providers will continue 
to be squeezed as payers deal with the cost of 
paying for the baby-boomers who will be using 
increasing amounts of health services. Doesn’t 
this speak to a strong provider incentive 
to consolidate similar functions, such as 
internal audit and compliance, to leverage 
complementary skills and knowledge?

MP: I wish I could see a quarter of a 
century into healthcare’s future, but I do 
agree that finances will remain tight into 
the foreseeable future. I also think that 
rather than admitting failure in healthcare 
funding strategies, governments are likely 

to continue to beat the drum for fraud, 
waste and abuse, which makes healthcare 
appear to be responsible for its own woes. 
This should be enough to encourage efforts 
in both internal audit and compliance.

NP: Internal audit and compliance play 
differing yet somewhat complementary roles. 
But there is concept and there is reality. Given 
providers’ cost-crunch won’t economic reality 
win over idealism?

MP: It is not a question of idealism; 
it is a question of survival. If Finance 
is in charge of revenue capture, then 
compliance and audit are in charge of 
revenue retention. 

As the flood of disclosures and paybacks 
increases, this will build support for 
preventative medicine.

NP: Although The Institute of Internal 
Auditors (IIA) and the Health Care 
Compliance Association (HCCA) have 
individual definitions of their functions, I 
think we can say generically that the mutual 
goal is to ensure their organizations have 
appropriate resources positioned to optimally 
address various business risks. If one can 
accept this as the primary goal does it really 
matter whether the functions operate as one 
business unit or as two? 

MP: I agree with IIA, but find HCCA’s 
position to be enigmatic. It does matter 
that the functions remain separate as their 
roles are really different. Compliance 
looks at the entire body of regulations 
affecting an organization and not only 
tests and measures but also creates 
policies, education and runs a reporting 
process. When internal audit is forced to 
take on all of the roles of the compliance 
function, audit’s capacities are diluted.

NP: According to HCCA: “HCCA exists to 
champion ethical practice and compliance 
standards and to provide the necessary 
resources for ethics and compliance 
professionals and others who share these 
principles.”

The Society of Corporate Compliance & Ethics 
(SCCE), “mission is to champion compliance 
standards, corporate governance and ethical 

practice in the business community, and to 
provide the necessary resources for compliance 
and ethics professionals and others who share 
these principles.”
The Institute of Internal Auditors defines 
internal audit’s work as: “... helping it [the 
organization] accomplish its objectives, and 
improving operations, risk management, 
internal controls, and governance processes. 
They also are concerned with the prevention of 
fraud in any form.” 

Given the obvious differences of these three 
organizations is it realistic to expect that a 
combined compliance/ internal audit function 
can effectively work together? 
MP: Well, these organizations—excepting 
IIA—are infants compared to the Council 
of Ethical Organizations and the Health 
Ethics Trust. For example, we invented 
the hotline with an industry partner, built 
the first healthcare compliance programs, 
and created the first set of professional 
standards for certified compliance 
professionals. So I will defer to my own 
organization’s definitions. 
Very simply, the purpose of a compliance 
program is to prevent and/or detect 
violations of the laws, regulation and 
ethical standards that apply to an 
organization. But the IIA’s definition 
really underscores the differences 
between internal audit and compliance 
by emphasizing fraud prevention. 
Compliance is concerned with preventing 
all types of illegal and unethical activities 
ranging from kickbacks to seriously 
deficient care. Fraud is one of the 
problems and not always the biggest 
problem.
NP: How much do the personality, strength, 
and experience of the Chief Audit Executive 
and the Chief Compliance Officer play into the 
model an organization uses?
A great deal right now. I emphasize that 
this is true at the current moment since 
there is no consensus in practice on how 
these functions are to work together. The 
top figure in audit and the top figure in 
compliance should work cooperatively as 
each one is an essential component of a 
system of checks and balances.

I also think that rather than admitting failure in healthcare 
funding strategies, governments are likely to continue to 
beat the drum for fraud, waste and abuse, which makes 
healthcare appear to be responsible for its own woes. This 
should be enough to encourage efforts in both internal 

audit and compliance.
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NP: As the function matures what do you see 
as the primary on-going role of compliance?

MP: The role of compliance is to speak 
truth to power and that is a role that will 
always be needed. (I owe this simple 
and accurate characterization of the role 
of compliance to Lew Morris, General 
Counsel to the DHHS OIG.) How the 
function will mature depends on the 
success of organizations such as our 
own in advancing the stature of the 
compliance function. We see a move 
towards broadening the title and role 
of the function to emphasize corporate 
integrity overall.

NP: You have stated that internal auditors 
do their best work when measuring actual 
behaviors against an established standard (i.e. 
policy and procedures). But isn’t also a key 
component of compliance work the measuring 
of actual behaviors against an established 
standard (i.e. regulations)?

MP: There is a vast difference between a 
regulation and a policy and procedure. 
It is the burden of compliance to ingest 
regulation and convert it into policy 
and procedure. It is the role of audit 
to test adherence to these policies 
and procedures. That, of course, is a 
simplification but hopefully a helpful one.

NP: Much has been made about the role 
compliance has in training staff about the 
importance of strict adherence to regulations. 
However, much less is said about the key 
role of internal auditors as trainers of staff 
to understand and to apply the concept of 
internal control and following established 
policy and procedure. Can you comment on 
this?

MP: The educational role of internal 
auditors is greatly underestimated. That 
is why we, as an organization, oppose 
outsourcing the audit function—an 
outsourced internal audit function 
seldom provides the day-to-day, 

hands-on training that is essential to 
internal audit. The educational roles 
of compliance and audit are, however, 
different. Compliance education should 
focus on reporting requirements, the 
prohibition of retaliation, conflicts of 
interest, the translation of regulation 
into policy, and the quality of care 
delivered. The education provided by 
audit is oriented toward the integrity 
of processes, the prevention of fraud, 
and practical measures for avoiding 
behavioral deficiencies. Compliance 
education is broader than audit education 
but audit education is closer to actual 
practice. 

NP: Can we explore the issue of compliance 
training a bit further? Is it unrealistic to 
saddle compliance with the expectation that 
it will train the organization? Isn’t it really 
the responsibility of department managers to 
provide that staff training and to ensure that 
procedures and transactions performed are 
consistent with regulatory requirements?

MP: Line management often has a vested 
interest in undermining compliance 
and compliance training. Compliance 
is inherently antithetical to the line 
of command in that the lifeblood of 
compliance is in going outside the 
line of command to report concerns. 
Furthermore, it is often the immediate 
supervisor who is perpetrating wrong-
doing. Can we expect the fox to educate 
the hen house?

NP: Many of us have not had first hand 
experience with compliance in other 
industries. Are there opportunities and lessons 
healthcare can take from these other industry 
segments?

MP: The most important lesson is that 
“compliance” is something that folks 
do not want to do whereas “integrity” 
is desired by all honest people. 
Only healthcare insists on the word 

“compliance.” That is why compliance is 
not in the name of our organization, by 
the way.

NP: A number of industries have compliance 
and internal audit ‘requirements’. How 
have they handled the similar yet different 
responsibilities of these two functions? 
MP: By keeping them separate and well 
supported.
NP: The continuing additions of regulations 
seemingly have not made the difference one 
might expect within business practices and 
governance. Have compliance and internal 
audit made any impact on the ethical 
disposition of healthcare entities?
MP: You are exactly right when it comes 
to the impact of regulations. The reason 
regulations have not accomplished their 
goals is that the incentives in healthcare 
are in the wrong places. The incentives are 
either for too much care (fee for service) 
or too little care (managed care). Until 
we admit that we have made a mess of 
incentives, regulation can not correct the 
problems.
Compliance and audit are really two 
soldiers in the battle against improperly 
placed incentives—and against the 
cultural arrogance of some healthcare 
providers. While these functions do 
not make all the difference, they make 
a difference. The main difference is 
keeping greed and arrogance in check and 
supporting the vast majority of healthcare 
employees, who are exceptionally honest 
and dedicated to patient care.
NP: Mark, it has been both interesting and 
a pleasure discussing the roles of compliance 
and internal audit with you. As one of 
the early enterantants in the healthcare 
compliance and ethics arena I am sure our 
readers will find your views particularly 
insightful. Thank you for the opportunity 
to discuss confluence of these important 
functions.

Leadership is action, not position.
~Donald H. McGannon


