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Feature

Are You REALLY Ready for the RACs 
and MACs? Some Compliance 
Preparation Suggestions

Introduction

In light of the historic and signifi cant 
changes occurring within healthcare 
today, third party payers (private and 
governmental) are viewing healthcare 
services under a microscope. This allows 
payers (in their eyes) to be assured that 
the tight fi nancial bind confronting 
healthcare still ensures the most effi cient 
and effective quality of care can be 
provided for each healthcare dollar 
expended.

Also, with the current ‘information age’ 
comes a greater need for knowledge 
of the economic status of healthcare 
provided to individuals. Consumers 
expect and demand more information 
about service industries. They, as well as 
the healthcare industry itself, are aware 
of the challenges involved with providing 
quality healthcare, including:

• Fraud and abuse

• Cost per patient

• Resource utilization

• Length of stay

• Complications

• Morbidity 

• Mortality

• Outcomes 

The areas of greatest scrutiny are what can 
be called the inpatient Healthcare Integrity 
Triad for Compliance, which includes:

• Clinical/ Physician Documentation—
Insuffi cient documentation leads to 
quality and fi nancial issues,

• Medical Necessity—Justifi cation for 
the appropriate consumption of 
healthcare resources.

• Coding—Agencies are beginning to 
compare Hospital/Inpatient coding 
with physician services’ coding.

Regulatory Defi nition of ‘Inpatient’

Per the Medicare Benefi t Policy 
Manual—“An inpatient is a person who 
has been admitted to a hospital for bed 
occupancy for purposes of receiving 
inpatient hospital services. Generally, 
a patient is considered an inpatient if 
formally admitted as an inpatient with 
the expectation that he or she will remain 
at least overnight and occupy a bed 
even though it later develops that the 
patient can be discharged or transferred 
to another hospital and not actually use a 
hospital bed overnight.”

“However, the decision to admit a patient 
is a complex medical judgment which 
can be made only after the physician has 
considered a number of factors, including 
the patient’s medical history and current 

medical needs, the types of facilities 
available to inpatients and to outpatients, 
the hospital’s bylaws and admissions 
policies, and the relative appropriateness 
of treatment in each setting. Factors to be 
considered when making the decision to 
admit include such things as:

• The severity of the signs and 
symptoms exhibited by the patient.

• The medical predictability of 
something adverse happening to the 
patient.

More initiatives have been implemented 
in order to quantify and compare value 
driven healthcare. CMS announced in 
August 2006, that there would be new 
standards for care as part of Medicare’s 
goal of paying for quality of care vs. 
volume of care. These goals were 
designed to achieve four cornerstones: 

1. Interoperable health information 
technology (HIT)

2. Transparency of price information

3. Transparency of quality information

4. Use of incentives to promote high-
quality and cost-effi cient healthcare, 
such as translating clinical services 
into codes to evaluate and modify 
reimbursements

Enter Recovery Audit Contractors 
(RACs)

In the Medicare Prescription Drug 
Improvement and Modernization Act 
of 2003, Congress authorized a three-
year program to use RACs to detect and 
correct improper payments in Medicare’s 
fee-for-service program. The bullets on 
page 21 provide the highlights of the 
program and the four charts depict some 
of the program’s early results. 

By Betty B. Bibbins, MD, CHC, C-CDI, CPEHR, CPHIT

Executive Summary
Everyone is concerned with RACs and MACs and the impact these programs will 
have on healthcare organizations. While much hand wringing has occurred as a 
result of these government efforts to ensure they are paying for only those services 
documented in the care record, proactive providers are identifying ways to ensure 
that accurate reimbursement is received for the services provided. This article looks 
into how to ensure your readiness to support claims and maintain compliance for 
high quality rendered services.
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• Medicare Modernization Act three-
year Demonstration Project 

• Goal: Recover overpayments and 
identify underpayments

• RACs to be paid on a contingency 
fee, regardless of appeal status for the 
overpayment

• Three states initially selected based 
on highest per capita Medicare 
utilization—California, Florida, and 
New York

• Program soon expanded to South 
Carolina and Massachusetts

• Permanent program finalized in the 
Tax Relief and Health Care Act of 2006 
with permanent program expansion 
to all states mandated by 2010

Along Come Medicare 
Administrative Contractors (MACs) 

MACs evolved in order to improve 
continuity with the goal to generate 
significant trust fund and administrative 
savings over time.

Section 911 of the Medicare Prescription 
Drug Improvement and Modernization 
Act of 2003 established the Medicare 
Contracting Reform. This change replaces 
the 48 carriers and fiscal intermediaries 
who process Medicare Part A and B 
fee-for-service claims with Medicare 
Administrative Contractors (MAC). Among 
other reasons given, the biggest reason 
for the change is to improve contractor 
efficiency with respect to receiving, 
processing, and paying fee-for-service 
claims. This represents significant changes 
to the Medicare fee-for-service program’s 
administrative structure, and integrates the 
administration of Medicare Parts A and B 
for the fee-for-service benefit to the MACs.

New MAC responsibilities have included:

• Comprehensive Error Rate Testing 
(CERT) as of mid-2008

• Greater oversight of claims 
integrity—data mining

• Identification of top billing and 
claims errors from additional audits

• For the first time, comparison of 
hospital and physician claims side 
by side

Why all the Fuss about RACs & 
MACs?

Much can be written about what all the 
concern is over these changes. In the 

interest of space I will utilize bullet points 
to identify some of the changes and 
concerning issues.

Severity of Illness—Documentation

• Comparison of ICD-9 and CPT codes 
from both hospital and physician 
claims to identify patterns and 
evaluate consistency.

• One item—the Medical Record—
supports the coding for both 
hospitals and physicians!

• Inconsistency, insufficiency, unclear, 
or missing documentation in the 
medical record leads to recoupment 
for both hospitals and physicians! 

• The information contained in the 
medical record supports the clinical 
services needed by a patient for their 
care. 

• Physician documentation drives 
the coding for hospital payments 
Medicare Severity Diagnosis Related 
Group (MS-DRGs).
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• Physician documentation must 
support the E/M and CPT codes 
charged for physician services.

Does the medical record documentation 
paint a true picture of the patient?

• Severity of Illness?

• Risk of Mortality?

• Services needed to diagnose and 
treat?

• Improvements and/or risks?

• Medical Decision Making 
documented?

Definition of Severity of Illness:

• Levels of severity of illness within 
a diagnostic group which are 
established by various measurement 
criteria. 

• “Severity and mortality subclasses 
are assigned according to a 
sophisticated clinical logic that 
simultaneously evaluates the 

interactions of multiple co-
morbidities, age, procedures, and 
principal diagnosis.” (3M APR DRG 
software description) 

Different meanings to different people:

• For the physician:

Clinical aspect of severity of the 
disease, disease process, or illness 
for likely patient outcomes.

• For the insurance payer:

Patients in each of the clinically 
meaningful severity levels 
experience similar resource 
utilization and outcomes within the 
DRG assignment.

Key Risk Areas

Documentation Conversion to Data

• Services translations to CPT, HCPCS, 
and ICD-9 codes which represent:

 c Severity of illness

 c Medical necessity

 c Services rendered

 c Supplies/Ancillary items provided

Recent Changes Affecting 
Healthcare

• MS-DRGs implemented in FY2008

• RAC Demonstration Program yields 
high dollar returns and Permanent 
Program approved.

• Consolidation of Medicare Part A & 
Part B into MACs.

• States implement Office of Medicaid 
Inspector General.

• Closer scrutiny by ALL payers for 
claim integrity.

Documentation into Data

• How do the RACs and MACs 
identify claims for review and/
or recoupment? Answer — by data 
mining!

 c Identify unusual or aberrant 
patterns.

 c Compare providers with their 
peers.

 c Compare statistics against larger 
databases of claims.

 c Categorize claims for more detailed 
analysis and for targeted medical 
record review.
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With the new emphasis on data and data 
analysis, it has become important to do 
your own data mining. But, like mining 
for ore, you need to know where to dig 
in order to find the nuggets and best 
value. Below is my road map that should 
guide you to those value-added risk areas 
at your facility. You will find that some 
issues are close to the surface while others 
lay considerably beneath the surface.

Where can a provider locate his/her 
risk areas? 

Try the following resources:

• OIG Reports and Annual Work Plan

• OMIG Reports and Work Plan 
(Reference New York State’s Office 
of Medicaid Inspector General work 
plan as a model.)

• RAC Program Report

• CERT Published Reports

• Medically Unlikely Edits (Reference 
CMS list of MEUs)

• MACs published monthly Top Billing 
& Claims Errors

• PEPPER Reports

Significant disconnects between hospital 
and physician claims will potentially lead 
to a complex chart review to determine if 
the documentation supports the services 
rendered by the physician.

Priority Focus Areas of RAC—
Hospitals & Physicians

• Medical Necessity

 c Short-Stay Admission (1-2 days)

• Procedures performed in the wrong 
setting

 c (ICD, Pacer, PTCA)

• Coding and Documentation

 c Complex scenarios and 
discrepancies between 
Hospital and Physician  
claims 

Priority Focus Areas of RAC—

Physicians

• Consultations 

 c Physician Request & Subsequent 
Report documented? 

 c Patient-requested consultations 
which are not paid by Medicare

• Surgical Procedures

 c Inpatient vs. Outpatient, multiple 
surgical sessions

• Coding and Documentation

 c Discrepancies between Hospital 
&Physician claims

 c Modifiers, especially 59 and 
25 (“significant and separate” 
documented) 

Target MS-DRGs for Coding & 
Documentation

• Infectious & parasitic diseases with 
OR procedure (MS-DRG 853) 

• Coagulation disorders (MS-DRG 813)

• Septicemia (MS-DRG 870, 871)

• Wound debridement for injuries (MS-
DRG 901, 902)
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• Extensive OR procedure unrelated 
to principal diagnosis (MS-DRG 981, 
982)

• Non-extensive OR procedure 
unrelated to principal diagnosis (MS-
DRG 987)

• Other Respiratory system OR 
procedures (MS-DRG 166)

• Respiratory infections & 
inflammations (MS-DRG 177)

• Cardiac arrhythmia & conduction 
disorders (MS-DRG 308)

• GI hemorrhage (MS-DRG 377)

Target MS-DRGs for Short Day 
Stays/Medical Necessity

• TIA (MS-DRG 69)

• Chest Pain (MS-DRG 313)

• Heart Failure (MS-DRG 291,292)

• Back Disorders (MS-DRG 551)

• Renal Failure (MS-DRG 682, 683)

• GI Disorders (MS-DRG 391,392)

• Degenerative Nervous (MS-DRG 56, 
57) 

• Circulatory Disorders except AMI 
(MS-DRG 286, 287)

• Rehabilitation w CC/MCC (MS-DRG 
945)

• Kidney & urinary tract infections 
(MS-DRG 689)

Preparing an Action Plan

What to Expect from RACs & MACs

• More record requests resulting in 
significant negative productivity 
impact on physician office staff.

• Increased evaluation of records 
before being released—hospitals & 
physicians need to review high risk 
claims before submitting them for 
reimbursement.

• Need for a tracking and response 
system—Denial Management and 
Appeals are extremely important to 
minimizing financial risks!

• Financial reserves in place to 
minimize impact on operations.

• Incredible scrutiny by other agencies 
when the RAC & MAC identify 
deficiencies!

Education and Suggestions

It is imperative that physicians, 
coders, UR/quality assurance, and 
documentation improvement specialists 
understand the impact of each coding 
system since all coded information 
relies on clinical and/or only physician 
documentation. 

It is important that clinicians are alerted 
to the financial implications of the various 
quality initiatives—HAC, VBP, P4P, 
RAC—especially since the permanent 
RAC will dramatically affect them.

It is important to review and strengthen 
your physician query process along 
with increasing physician/coder 
communication initiatives to improve 
coding accuracy and substantiate MS-
DRG assignment.  

It is important that physicians ensure 
hospital documentation is maintained 
in the office record, and vice versa, to 
support Severity of Illness and Medical 
Necessity.

It is important to increase communication 
between Case Management and 
physicians regarding elective procedures 
and the need for admissions in view of 
the focus on medical necessity for all 
admissions.

It is important to increase communication 
between Physicians/Physician Coders 
and Clinical Documentation Specialists 
to maximize physician documentation 
improvement opportunities.

It is important to promote physician 
coding education to ensure 
documentation meets E/M and CPT 
guidelines—especially for high risk 
areas: 

The benefit is to both hospitals and 
physicians since reimbursement 
can be potentially increased once 
documentation improves. For 
example: Discharge day management 
greater than 30 minutes (99239) 
requires documentation of total 
time spent that date of service and is 
generally paid at a rate of close to $30 
more than the 99238 (discharge day 
management 30 minutes or less).

It is important to demonstrate 
the financial benefit of better 
documentation. This yields a 
win/win for both hospitals and 
physicians.

Auditing Focus

Focus your audit activity on high volume 
and complex patient populations to 
validate appropriate documentation, E/M 
coding, and MS-DRG assignments.

Identify specific target areas relative to your 
organization. Break areas down by service 
type—IP, OP, and Physician. Compare your 
internal findings with available external 
resources (OIG, CERT, etc.).

Track and analyze complex and automated 
cases. Compare RAC requests to other 
agencies’ requests for records. Assess your 
appeals success rates and examine reasons 
why appeals are not being overturned.

Conclusion

The presence of RACs and MACs sets up 
a new era for healthcare provider scrutiny. 
Increasing Medicare and Medicaid 
volumes are competing for limited federal 
dollars, thus it is imperative that the 
government ensure correct and accurate 
reimbursement occurs throughout the 
healthcare system. Internal auditors and 
compliance professionals have a place 
at the table to ensure regulations are 
understood and that the organization’s 
systems, policies, and procedures 
are designed to work in concert with 
applicable requirements. Additionally, 
care givers and others involved with 
the billing and reimbursement cycle 
require continual education and training 
to ensure compliance and optimized 
payment for services provided. NP

Betty B. Bibbins, MD, CHC, C-CDI, CPEHR, 
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of DocuComp, LLC. DocuComp along with its 
subsidiary DocuEd is a clinical documentation 
improvement company working with hospital 
personnel and medical staffs to improve medical 
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provides the nation’s first Certification in Clini-
cal Documentation improvement through its 
subsidiary DocuEd. Dr. Bibbins may be reached 
via email at BibbinsMD@DocuCompLLC.com 
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Resources:

http://www.cms.hhs.gov

The OIG Work Plan—2009:

http://oig.hhs.gov/publications/
docs/workplan/2009/Work_Plan_
FY_2009.pdf


