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Solutions Based

Auditing
By Anthony J. Galante, CPA and Mark P. Ruppert,  CPA, CIA, CISA

M
ost auditors are familiar with the

five components of an audit

finding: the condition, criteria,

cause, impact and recommendation.  They

usually document findings in a specific

manner on an exception report form, report

of audit finding, issue report, or other similar

document.  Documenting findings has been

a function of auditing since audit started

and will continue into the foreseeable future.

In today’s environment, however, with

budgetary, performance and related

pressures facing healthcare managers and

directors, the last thing they need or want is

someone searching for problems and

creating more work that further squeezes

their already tight schedules.  Under these

circumstances, auditees often complain that

auditors only look for problems and, no

matter how auditors might put the added

value and consulting spin on it, it often is

true.

Consider this analogy from a healthcare

and personal perspective.  Isn’t finding

problems what healthcare is all about?

People go to their doctors hoping

everything is okay.  However, if doctors were

only looking for things that are “okay” and

only ever found things to be “okay,”

healthcare would cease to exist (or would

have never existed in the first place).

Individuals want clinicians to find the

problems.  Most go willingly, hoping to find

nothing, but also hoping they identify a

problem early enough to do something

about it.

Traditionally, auditors are sent out to find

problems and report them to the board and

management.  Auditors also provide

recommendations, to which management

responds.  Is that how doctors should work

with patients?  Do patients want doctors to

tell them they have cancer and then send

them on their way?  Should doctors tell

patients they have cancer, recommend

chemotherapy and await their response?  Of

course not.  What people really want is for

the doctor to find the cancer, recommend

therapies and work with them to ensure they

choose the best treatment possible.

Most auditors are now familiar with the

new definition of internal auditing and the

new inclusion of “consulting activity” in the

definition.  Many may have disagreed with

its inclusion during the exposure draft stage;

especially since outsourcing by the then

“Big 5” meant the new definition opened

more doors for them and presented more

uncomfortable challenges for auditors.

Fast forward from traditional internal audit,

through the new internal audit definition

phase and on to the new Professional

Practices Framework for internal auditors

promulgated by the Institute of Internal

Auditors (IIA).  The new definition is here

to stay, and IIA Practice Advisories 1000.C1-

1:  Principles Guiding the Performance of

Consulting Activities of Internal Auditors

and 1000.C1-2:  Additional Considerations

for Formal Consulting Engagements address

guidance on how to deal with the new

“consulting activity” component of that

definition.  However, these advisories and

much of the Professional Practices

Framework address “consulting activities”

as separate engagements.  Of course,

consulting engagements are not necessarily

the same as assurance engagements.  To

determine if it has to be that way, return to

the doctor analogy.

A doctor examines a patient to provide

assurances that systems are functioning

properly: bacteria-fighting cells (internal

controls) are fending off disease (mitigating

risks or adverse conditions).  The doctor

finds a break in internal controls which

results in the patient having a cancer.  (This

example could discuss something more

mundane, but internal audit is about

addressing significant organizational risks.

Auditors also identify the other stuff, but it

is not necessarily what they report to an

audit committee.)  So, patients report the

results back to their family (the board/audit

committee, so to speak).

Using the assurance approach and a

traditional (not so consultative) audit

approach, a doctor would tell patients they

have cancer and recommend chemotherapy.

Patients report these findings to their

families and tell them they are not going to

get the chemotherapy because the risk of

hair loss is too great.   (Thus, public relations

could be significantly impacted so the

patient should accept the risk and move on.)

Well, the  family goes ballistic because it

doesn’t make sense, right?  But, what if the

patient and doctor discussed the

chemotherapy option and many other

options until they agreed on the solution

that was right for the patient and that would

likely get the desired result.

Instead of the prior approach to the family,

the patient worked everything out with the
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doctor and then returned to the family to

discuss the problem, along with the patient’s

and doctor’s agreed-upon solution.  The

family wants to know what’s going to

happen and the likely outcome, not the

dialogue between patient and doctor.  So,

too, does an organization’s audit committee

and management team.  This is the right

collaborative approach.

To test this theory, the authors have

implemented consultative auditing and a

solutions-based audit reporting approach.

They still document condition, criteria,

cause, impact and recommendations, but the

approach with “clients” is much different

and reports identify only the “improvement

opportunity” (IO) and the related solution

developed jointly by audit and management.

In “jointly developing,” auditors essentially

serve as facilitators for solutions to the IOs

with line management.  In fact, auditors

avoid issuing draft reports without

corresponding solutions to the

improvement opportunities identified.

Under the current process, IOs are to be

discussed and solutions addressed with the

audit client while the audit is still in process.

This provides several benefits:

! Confirming understanding and agreement

regarding the IO.

! Showing proof of added value while the

audit is still in progress.

! Identifying and avoiding past solutions

attempts that did not work.

! Saving time at the back end of the audit in

that professionals do not have to seek

solutions to issues that may have been

discovered weeks or even months earlier.

! Demonstrating a collaborative, as

opposed to adversarial,

relationship with clients.  This  process

helps eliminate or minimize the  “gotcha”

effect, as the auditor is teaming  with the

client to help find solutions to  the  issues

noted.

Obtaining solutions for the identified IOs

during the course of the audit continues to

be a challenge, primarily due to audit budget

constraints, the availability of client/

management personnel, and the continuing

perception of some auditors that responding

to the identified issues is management’s

problem.  However, in the successful

solutions based audits completed,

management and the audit committee have

been receptive to this new approach.  They

now realize that internal audit can serve as a

tool to operational improvement and not just

be a necessary evil.  The audit committee

also is starting to see a change in

management’s attitude towards how they

address internal audit reports and toward

the internal audit function, and that can not

be a bad thing!

Of course, one may ask “doesn’t that

violate internal audit independence?”  It

does not, especially when auditors make it

clear that implementing solutions remains

management’s responsibility and

subsequent audits under a different

perspective and set of eyes may disclose

that the solution wasn’t as good as originally

intended.  But once the collaboration is built,

concerns about subsequent changes

become less of an issue.

The authors have been following this

approach for the last year with mostly

positive results.  The biggest challenge has

been training the team, balancing time

budgets and maintaining focus on

facilitating solutions development during

the audit.  From a time perspective, they had

to relax budgets a bit to ensure the team has

the time to work through the IOs with

management.  But the time appears to be

made up at the end of the audit since the

applicable vice presidents have less work

to do and comments to make when they see

a draft report with all the solutions outlined.

The report becomes a tool for success as

opposed to a new set of problems to solve.

Conclusion

Auditors can issue audit reports as often

as daily, but if management does not act on

the results, they actually are doing the

organization a disservice.  By working with

management to develop solutions that best

address the improvement opportunities as

part of the audit, auditors become a key

component of the corporate team and add

more value to the organization.  !
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