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The convergence of risk
in the health care provider setting

By Cheryl Golden and Nadine Robinson

Editor’s note: Cheryl Golden is a Senior Manager in the Tampa, FL office
of Ernst & Young LLP. She may be reached by telephone at 813/225-4773
or e-mail at Cheryl. Golden@ey.com.

Nadine Robinson is a Senior in the Washington, DC office of Ernst &
Young LLD She may be reached by telephone at 202/327-6537 or e-mail
at Nadine. Robinson@ey.com.

frentimes when risks are being addressed, several departments

may be working on parallel reviews; therefore, communicating

among departments becomes more important than ever. The
convergence of information from departments dealing with risk in the
health care provider setting has taken on a new dimension, due to regula-
tory concerns and the Pay for Performance (P4P) requirements, as well as

other quality-of-care initiatives embedded in hospital and physician settings.

Departments dealing very closely with risk concerns of the organiza-
tion include: Compliance departments dealing with regulatory risk;
Internal Audit departments dealing with finance and operational
audits; Risk Management departments dealing with safety issues or
adverse reactions; and, Quality Management departments dealing
with quality standards and metrics related to patient care. With the
increased focus on risk and risk assessments, it is becoming progres-
sively more important for an organization to consider the convergence
of its risk functions in a way to ensure that there is a focal point for
addressing enterprise risks, as well as managing the corrective actions

of areas where risk mitigation should be strengthened.

Ernst & Young recently spoke with five executives responsible for
Compliance and/or Risk departments at organizations nationwide in an
attempt to gauge their opinions on the convergence of risk. This article
will address the numerous activities related to risks that may result in the
requirements of risk convergence among hospital departments, leading

practices currently used by health care facilities, and future projections.

What’s new in the provider risk setting

The 900-pound elephants looming in the background are the new
quality-of-care initiatives, including the P4P and Hospital Value-Based
Purchasing initiatives. The P4P model focuses on providing monetary
payment or non-monetary incentives for achieving specified outcome
or process based goals.! The purpose of the Hospital Value-Based
Purchasing program is to more directly link payment to the quality of
care provided.? With these and other quality-of-care programs, it will
become even more important for each department to assess risk and
work collaboratively toward a common goal. Additionally, it will be
critical to measure and confirm that the hospital is meeting its goals
and implementing corrective action plans, when necessary, to improve

upon or address risks as they are discovered.

Beyond the quality requirements facing hospitals are the growing com-
pliance regulations, which include examining physician relationships
and the large expansion of Recovery Audit Contractors (RAC) in the
upcoming year. Federal agencies will be taking a closer look at selected
hospitals and the investment and payment relationships they have with
physicians, through a mandate of the Deficit Reduction Act of 2006
which requires that this information be provided. Additionally, RAC
auditors were assigned to assist CMS in the review and recovery efforts
of inappropriate Medicare payments. When the three-year RAC dem-
onstration project initially began, three states were selected for review.
Since then, the Tax Relief and Health Care Act of 2006 expanded it to
include all 50 states by 2010. Such scope and depth of risk knowledge
required to manage and update executives on these programs and
other compliance regulations can be daunting. In order to monitor
and respond to the associated risks, the various departments respon-

sible for the areas must have a strong communication plan.

Some of the organizations we interviewed discussed having either a
formal or informal risk officer who has oversight of the high risk areas
within the various departments. These departments, mainly Internal

Continued on page 47
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The convergence of risk in the health care provider setting ...conzinued from page 44

Audit, Compliance, Risk Management and Quality, could then have a
reporting responsibility to this individual when it came to addressing
risks. The risk officer would serve as the chairman of the risk commit-
tee, which would include individuals from a diverse group of depart-
ments, as well as physicians. This individual serves as a liaison to senior
management to help them understand the different types of risks and

the integration of managing these risks within the organization.

Other organizations interviewed believe that assigning all that respon-
sibility to a risk officer, whether formal or informal, was too much to

expect of one person. Many risks are diverse. Some individuals lack the
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understanding or simply do not have the background to communicate
with senior management, which might put the enterprise at risk. Fur-
thermore, it is too much to expect one individual to understand the

clinical, operations, finance, and legal intricacies of the organization.

Leading practices

From the information we obtained in conducting interviews with
various compliance officers throughout the country, as well as our
experiences within this industry, we have put together leading practices
that may be useful in converging risks between departments to

facilitate working together to address identified issues.

Conducting an annual risk assessment throughout the entire orga-
nization and working with the leaders from each area to discuss the
findings will provide an opportunity for leadership within the orga-
nization to recognize potential problems that may occur. Currently,
risk assessments generally cover all aspects of an organization and are
very comprehensive. The illustrations on this and page 45 provide
one example of a recent risk universe for a health care provider. More
than 100 areas were covered and the assessment involved a number of

potential areas of risk in the organization.

From the information obtained through the risk assessment, an action
plan should be developed that outlines what each department will do
throughout the year to address the identified risk. Further, updates

on the progress of the corrective action plan should be discussed

with the Board. Surveys have shown that approximately 40% of
provider organizations have Internal Audit and Compliance functions
together. With the intertwined operations of compliance issues, many
organizations believe it makes sense to combine resources. By working
together, better outcomes occur and everyone is aware of them versus
individual departments implementing change, but not having the

full support of the group. However, internal audit organizations

have pointed out that Internal Audit and Compliance departments
being combined (based on the assurance function that Internal Audit
provides and the business function that the Compliance department
provides) may not be the best solution. One alternative that may

be more favorable is to have Internal Audit provide the support for

compliance audits and have the Compliance function itself separate.

With an increased awareness of quality, not only through the new
federal programs and services, but also through accreditation organiza-
tions such as the Institute for Healthcare Improvement and National

Quality Forum, the National Committee for Quality Assurance, and

Continued on page 75
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The convergence of risk in the health care provider setting ...continued from page 47

Utlization Review Accreditation Commission
(URAQ), organizations should consider establish-
ing a compliance work group that includes
individuals from the Compliance, Internal Audit,
Risk Management and Quality departments, as
well as other departments that may be involved
in the risk management process. This work group
should meet on a frequent basis, and everyone in
the group should have an understanding of each
other’s roles in the organization. This work group
could be responsible for suggesting corrective
action plans for implementation in departments
with identified risks, as well as conducting
follow-up reviews on these corrective action plans
to verify that they have been implemented. The
work group would also monitor whether the

plans resulted in improved processes.

Lastly, even if there is no one with the formal
title of Risk Officer, there should be a process
for communicating among the departments
and upwards to the C-suite executives and the
Audit and/or Compliance Committee of the
board. Organizations should take an in-depth
look at this function and ensure that the
appropriate individuals have been assigned

to the key roles of addressing compliance,
risk, and quality. Further, individuals who are
responsible for the compliance, risk, internal
audit, and quality functions should have the
prerequisite knowledge and experience that
allows them to fully understand their job
duties and how to best use their departments

to meet the needs of the organization.

Future projections

Based on the current status of risk management
and the leading practices that are currently used
in the industry to address this issue, it may
become common practice for organizations to
either obtain a risk officer (or someone who may
informally fill this role) and/or to implement a
Risk Committee that meets on a regular basis.
The Risk Committee is made up of a variety
individuals, including those from Internal Audit,

Compliance, Risk Management and Quality
departments, as well as any other departments
that play a role in addressing and managing

risks within the organization. It will become
imperative that these departments interact and
communicate, especially when it pertains to
conducting an organization-wide risk assessment,
following an annual work plan, addressing risks,
implementing corrective action plans, and verify-

ing these corrective action plans.

Conclusion

The face of risk has expanded in most organi-
zations. With the advent of new and broader
risks in health care, organizations are looking
for ways to better manage risk. It can be quite
overwhelming when looking at a risk universe
for health care, with over 100 regulatory bodies
from which many providers are governed.
Strategic and financial risks are also resident

in everyday operations, and compliance risks
continue to become more cumbersome to
manage. Clearly, audit committees and boards
recognize the fiduciary responsibility they have
to the organization to provide oversight and

guidance in the mitigation of risk.

Many organizations have performed risk
assessments and update those assessments

on an annual basis. However, there are still
organizations that have yet to initiate a formal
risk assessment process which can serve as

the starting point of a risk work plan from
which risks will be managed. Once an overall
risk assessment has been completed, a more
tactical plan should be administered to tackle

the mitigation of those risks. M

The views expressed herein are those of the
authors and do not necessarily reflect the views

of Ernst & Young LLP

1 Physician Pay for Performance in Medicaid: A Guide for States, Center
for Health Care Strategies, Inc., March 2007. Available at heep://www.
ches.org/publications3960/publications_show.htm?doc_id=471272

2 US Department of Health and Human Services Medicare Hospital
Value-Based Purchasing Plan Development, Issues Paper, January 2007.
Available at http://www.cms.hhs.gov/AcutelnpatientPPS/Downloads/
Hospital_VBP_Plan_Issues_Paper.pdf
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