
Y
ou buy a pair of shoes at a store. Later at home, 
you realize they do not fit as well as you thought. You 
take them back and immediately get either cash or a 
receipt showing the refund to your credit card.

Returning goods should be as easy for healthcare organi-
zations as returning those running shoes. Unfortunately, 
systemic flaws in the vendor/client relationship often result 
in missing refunds and credits that rob the organization of 
funds that could be applied to other purposes.

The challenge and the opportunity
Systemic errors in returning goods have an impact throughout 
the organization. When returned goods are properly tracked, 
you can recover significant dollars for your organization.

Assessing the scope of this opportunity is akin to examining 
an iceberg. You can only estimate its size based on the 
portion visible above the waterline. The whole iceberg is 
the opportunity—the full scope of items being returned 
by your organization. A good returned-goods program will 
allow you to see more of the iceberg (more returned goods 
opportunities).

Implantable medical devices typically experience large 
volumes of returns. Often, three or four size variations of 
implant devices are ordered so the surgeon can choose the 
perfect fit during the operative procedure. Unused items will 
then be returned to the vendor.

Don’t assume vendors have a good process in place to issue 
refunds for those items. The only way to ensure you receive 
your full and correct refund is with a well-documented process.

When assessing your current returns program, you should 
ask diagnostic questions like these:

1. Can you identify which vendors regularly get returns?

2. Can you identify the highest total dollars returned by 
vendor, product category or department?

Dollars on the Table: Why you Need 
to Look at Returned Goods
Is your organization getting what it deserves from vendors?
By Shay Corcia

It’s a challenge to ensure your organiza-
tion has established controls over goods 
returned to vendors for credit. The ball can 
be dropped in many places and for many 
reasons. You can ensure that your organi-
zation is receiving the proper refunds or 
credits by looking at what really happens. 
Dollars may be just waiting for you to re-
claim them from the vendors.

Shay Corcia is Vice President of Field Op-
erations for The Audit Group, a company 
specializing in accounts payable reviews 
since 1987. He may be contacted at 
ShayC@theauditgroup.com.
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1  No formal returned goods process/policy is in place

2  Lack of communication means accounts payable does 
not know when credits are due

3  Sales representatives remove the product without 
documentation

4  The shipping/receiving department does not  
maintain a returned goods log

5  The ERP returned goods module is not used

Top five reasons returned goods refunds  
are not collected:

3. Do you know how many products are returned in a 
typical month and year, and the corresponding dollar 
value?

4. Does shipping/receiving formally record all products 
returned to vendors?

5. What physical points within the organization are 
returning products?

6. Can you estimate the percent of credit memos you 
receive that are related to returned goods?

7. What are the returned goods tracking capabilities of your 
ERP system, and how are the capabilities being used?

8. How do you communicate returned goods credit 
information to the patient accounting department for 
coding and billing purposes?

Over a five-year review period in one large, multi-facility 
system, more than $5 million was recovered from items that 
were returned to vendors but were never credited.

The organization did not have a process or policy in place to 
track returned goods. They did not have a reliable audit trail, 
so the auditor’s only recourse was to review vendors’ records. 
The recovered amount was only a portion of the iceberg 
below the waterline. If there had been a complete audit trail 
in place (i.e., a returned goods process), more of the iceberg 
could have been seen, resulting in returns of more, if not all, 
credits to the health system.

Process for returns
Back in the shoe store, typically, the process of buying your 
shoes is very similar to the process of returning them.

In healthcare organizations, when a purchase is made, an 
order is initiated by the end user who identifies a need. 
The need is communicated to the purchasing/materials 
management department, the product is sourced and 
ordered via a purchase order.

The vendor receives the order, ships the product to the 
customer, and sends the invoice to the accounts payable 
department. Shipping/receiving delivers the product to 
the end user, and when everything matches up, accounts 
payable sends the payment to the vendor.

The returned goods process should follow a similar pattern. 
The end user identifies a product that is to be returned. 
Purchasing/materials management communicates the 
return to the vendor, and the organization records the 
return information. The product is returned to the vendor by 
shipping/receiving.

When the vendor receives the returned product, they send 
a credit memo or check to accounts payable. By reconciling 
the returns with the credits received, accounts payable can 
identify credits that have not been collected from vendors. 
Exhibit 1 breaks down the return process into its essential 
elements. Exhibit 2 depicts the ideal return cycle.

Each of the six steps in this process should be recorded 
to ensure a proper audit trail is established. Credits 
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are often overlooked when vendors do not send credit 
memos or traditional monthly statements to accounts 
payable. In addition, the credits may be sent directly 
to the end user’s department and never forwarded to 
accounts payable.

An effective tracking tool
The second part of a successful returns cycle requires 
the organization to have an effective tracking tool in 
place. It can be as low-tech as a carbon copy form or an 
electronic spreadsheet, or it may be a more complex 
web-based platform or an ERP system’s returned goods 
module.

Most importantly, the tool should be accessible by all 
involved parties and be capable of tracking items purchased 
with or without a purchase order. End users need to contact 
the purchasing/materials management department when 
product is to be returned even if the item was not purchased 
using a purchase order.

An effective returned goods tracking tool should include 
this information:

1. Description of product being returned and the item 
number

2. Quantity being returned

3. Price paid

4. Vendor’s assigned returned goods authorization (RGA) 
number

5. Amount of credit due

6. Original purchase order number

7. Reason the item is being returned

8. Restocking fee if applicable

9. Method of return and the shipping tracking number if 
there is one

To determine the viability of using the organization’s ERP 
system to track returned goods, ask some key questions:

1. Does your ERP system have a built-in returned goods 
module?

2. Does your system allow you create a negative purchase 
order to track the return?

3. Can you add a return line to an existing open purchase 
order?

4. Are multiple facilities all on the same ERP system or are 
they using different systems?

5. Can you track returned goods across the entire system?

6. What level of accountability is built into your returned 
goods system to ensure people are performing the tasks 
assigned to them?

7. What reporting mechanism does your system have—
generic or customized reports?

People: the final component
When a process is in place and a tracking tool is in use to 
record the information, the final component is to have the 
right people in place.

Exhibit 2 – Ideal return process

Exhibit 1 – Elements of the return process
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Ultimately, it is up to the organization’s staff to properly 
follow the process and utilize the tools. Circumventing 
the process for just one vendor can be costly to the 
organization.

For instance, one organization with an auditable returns 
process and tracking tool experienced a breakdown when 
the designated accounts payable clerk did not adhere to 
the established process and did not follow up with a vendor 
regarding several returns. Through an independent audit, 
the items recorded in the tracking tool identified five open 
returns totaling $109,000 on the account, which were only 
then credited by the vendor.

Conclusion
When managing returns, it is the tip of the iceberg—the 
easily found credits in an internal audit—that is indicative 
of greater opportunity. A productive and ongoing returns 
process (possibly originating from an outside audit) may 
expose other opportunities that help avoid less than optimal 
financial results.

Processes and tools do not negotiate contracts, prevent 
errors from occurring or substitute for knowledgeable 
staff. However, with a combination of processes, tools and 
people, the challenge of returned goods becomes almost as 
manageable as returning a pair of ill-fitting shoes. NP
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