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Quality Assurance

QARs—New Perspectives on  
Internal Audit Quality
By Mark P. Ruppert, with Renee Jaenicke, Dr. Sridhar Ramamoorti and Ron Ridel

“I thought review notes constituted a 
quality assurance and improvement 
program for auditors?”

There is nothing more joyful than 
receiving or writing review notes…not! 
There are alternatives, in theory, but few 
internal audit functions have completely 
eliminated review notes (excluding the 
one-person audit function). There are 
at least two good reasons review notes 
continue: 1) review notes are an effective 
way to document supervisory review, and 
2) reviewing provides an opportunity for 
employee coaching and evaluation. 

While audit work-paper review and 
resulting review notes can serve as a 
good quality assurance tools, Attribute 
Standard 1300 states: “The chief audit 
executive must develop and maintain 
a quality assurance and improvement 
program that covers all aspects of the 
internal audit activity.” Can review notes 
really accomplish all that this Standard 
implies, and what other than review 
notes can one expect, especially of a 
small1 audit shop? 

Review notes cannot be the only answer—
even for a two-auditor department. 
Supervisory review including review 
notes can be a key component of a quality 
assurance and improvement program 
(QAIP). Such a program must be robust 
as depicted in the interpretation of 
Attribute Standard 1300, as well as the 
QAIP requirements included in Attribute 
Standard 1310. 

Paraphrased, these references state 
a QAIP enables the evaluation of an 
internal audit function in conformance 
with the Internal Audit Definition; 

1  The IIA identifies a small audit shop as a function that 
includes one or more of the following attributes, one to 
five auditors in full-time equivalent audit professionals, 
productive annual hours of less than 7,500, and/or a 
limited level of co-sourcing or outsourcing.

the IIA Standards and Code of Ethics 
(the mandatory parts of the IPPF); 
in addition to the efficiency and 
effectiveness of its activities. It also 
states a QAIP must include internal 
and external assessments. As such, 
standard supervision processes are not 
sufficient because they typically focus 
on the Performance Standards possibly 
exclusive of any other aspect noted by 
the interpretation.

Attribute Standard 1311 further addresses 
Internal Assessments, stating they must 
include:

• Ongoing monitoring of the performance 
of the internal audit activity

• Periodic reviews performed through 
self-assessment or by other persons 
within the organization with sufficient 
knowledge of internal audit practices

In our first QAR column it was surmised 
that the best way to achieve, demonstrate 
and attain the promotional value of the 
Standards is to apply the five R’s of adoption 
that are described in the box below.

Need more be said? Your internal 
assessment is summed up in five quality 
assurance “R’s” with the review phase 
being the primary component of the 
internal assessment. Regardless of 
department size, internal assessment 
begins with the chief audit executive. 
If the CAE personally reads, respects, 
requires, reviews and reports on 
compliance with the Standards, the self-
assessment and resulting monitoring 
should meet compliance with the 
Standards. One may suggest that 
completing an internal assessment is 
easier for smaller audit functions because 
there is a more direct connection between 
the CAE and each audit team member. 
However, key challenges, regardless of 
department size, lie in: 

• How the assessment is documented

• How identified improvements are 
documented and tracked for solution 
progress

• How it’s all made evident during an 
external review

Regardless of 
department size, 

internal assessment 
begins with the chief 
audit executive.

The best way to achieve, demonstrate and attain the promotional value 
of the Standards is to apply the five R’s of adoption:

• Read and know the Standards.

• Respect the Standards.

• Require compliance with the Standards of and by each member of your 
internal audit team

• Review to ensure compliance is occurring.

• Report accordingly to your administrative report and audit committee.
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There is no single way to accomplish this, 
but some practical suggestions for your 
consideration include the following.

Read and know – The CAE needs to read 
and understand the entire IPPF, or 
strategically delegate portions to audit 
team members to brief him/her on the 
requirements. Each year this should 
be repeated, at least in part, and at any 
time formal updates to the Standards are 
made. These efforts can be documented 
in staff meeting minutes, an email to staff, 
a file note or an email to the person to 
whom the CAE reports.

Respect – Once understood, the CAE 
should formally make the commitment 
to adopt the IPPF. Adoption should be 
recognized by a formal internal audit 
policy statement and an inclusion 
statement in the internal audit charter, 
thereby making the Standards an item 
requiring respect. Since the Code of Ethics 
is a key part of individual compliance, 
prominently display the Code in the 
internal audit office. Having staff 
periodically review the Code may also 
prove beneficial.

Require – Required compliance should 
be included as a formal internal 
audit policy statement. Require all 
professionals on the audit team to 
comply with the IIA Code of Ethics. 
Perform an annual review of the key 
Standards components and also of the 
Code of Ethics. Document this effort in 
staff meeting minutes, an email to staff, 
file note or email to the person to whom 
the CAE reports.

Review – This is probably the most 
difficult part, not technically, but in terms 
of time. How much time is enough time 
or too much? Remember, we exist to audit 
our organization, not ourselves. 

Ensuring compliance is obvious for 
many of the attribute standards (e.g., 
you either have a formal Charter or 
you don’t). Most attribute standards 
can be assessed by the CAE or other 
internal audit managers on a periodic 
basis, although feedback from the entire 
team is always helpful and improves 
transparency. However, for the more 
complex or less obvious Attribute and 
Performance Standards, more formal 

documentation and monitoring efforts 
may be appropriate. You can accomplish 
this through three key efforts:

• Build as many routine processes as 
possible (e.g., review notes, project 
completion checklists, automated 
working papers, working paper 
templates, etc.). This is good business 
practice and, once implemented, easy 
to maintain. 

• Complete annual rotational reviews 
of Standards compliance by assigning 
a portion to a senior auditor or, if 
available, use an intern to complete 
project checklists. This approach 
ensures you have conducted a 
complete Standards review over 
the five-year period between each 
external assessment.

• Conduct a mock self-assessment of 
the full Standards a year before the 
external assessment is scheduled. 
Formally report the results of this 
effort to the Audit Committee as a 
precursor to your expected external 
assessment results. 

Report – Give your customer what they 
want. The first step is to educate the 
persons you report to concerning the 
general requirements of the IPPF (these 
individuals should support Standards 
compliance) and then suggest ways to 
report to them. 

With the exception of specific follow-up 
to improvement opportunities noted 
in an external assessment, provide 
quality assurance program updates as 
a component of your annual report. 
Keep your report simple and in line 
with the types of conclusions the IIA 
uses: “We generally comply,” or “We 
identified some opportunities to improve 

Want more details or to share your 
ideas related to the internal audit 
quality concepts discussed here? 

Send a note to Mark.Ruppert@cshs.
org and/or use these sources:

• The IIA Website: www.theiia.
org/. All IPPF and Standards 
information is under “Guidance 
& resources”

• Just search the topic online or 
check the “Works Cited” for 
this column.

continued on page 51
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a facility6 that is wholly owned or wholly 
operated by the hospital. All diagnostic 
services must be bundled into the inpatient 
charges and then the clinically related 
therapeutic serves are also bundled. There 
are two parts to the window:

• The three dates-of-service prior to the 
admission

• The hours on the date of admission 
that occur before the time of 
admission

The difference is that all services on the 
date of admission must be bundled. 
This required bundling can create some 
unfortunate situations in which a patient 
may be admitted late in the day and may 
have had totally unrelated therapeutic 

6  The latest terminology from CMS is using entity as 
opposed to facility. Be careful with the terminology 
because the same term may be used in different 
contexts.

services earlier in the day. However, in 
this circumstance, bundling must occur.

The trigger for the 3-Day Payment 
Window is that the admitting hospital 
must wholly own or wholly operate the 
facility providing the outpatient services. 
This not only includes provider-based 
facilities; also included are freestanding 
physician clinics that are owned (or 
operated) by the hospital. CMS, in the 
October 28, 2011 MPFS update Federal 
Register, addresses this freestanding 
physician clinic issue. 

A freestanding clinic files only a 1500 
claim form. The freestanding clinic’s 
billing system may be totally independent 
from the hospital billing system. 
However, CMS has indicated that the 
physician services at these clinics, if the 
window pertains, should be paid at the 
reduced facility rate as provided in the 
MPFS. However, there has been no way to 
alter the professional billing to affect the 
site-of-service differential.7 CMS has now 
developed the “-PD” modifier to address 
this payment reduction.

Note that the use of this new modifier 
does not go in effect until July 1, 2012. 
Note also that the hospital bears the 
responsibility for making certain that 
the clinic files their claims correctly. 
Additionally, the hospital will need 
to develop charges for the technical 

7  The site-of-service differential is generally invoked 
by the place of service (POS) indicating a facility as 
opposed to a physician office.

component of the clinic services. These 
charges must be included on the inpatient 
billing. Of course, if there are charges 
on the inpatient billing there must also 
be associated costs that go onto the cost 
report. A still further complicating factor 
is the physician global surgical package 
that bundles certain services that may still 
be in the 3-Day Payment Window.

Take a long, close look at these changes 
and additional requirements. Particularly 
if your hospital or hospital system owns 
or operates freestanding physician 
clinics, then carefully crafted operating 
procedures will need to be developed. NP

Duane C. Abbey, PhD, CFP, is president of 
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ing in healthcare consulting and related areas. 
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tations to hospital associations and medical 
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on APGs/APCs. You can reach Duane at 
Duane@acciweb.com.
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and have, or will be doing x, y and z 
to achieve the necessary compliance.” 
The important thing is to let the Audit 
Committee and management know you 
are implementing a QAIP.

Until next issue, happy QAIPing! NP
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