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Internal Audit’s Role in the RAC 
Process: Measure Strategic Effectiveness
By Cynthia G. Hubbs, CPA 

Introduction

The advent of the RAC program and 
other similar post-payment review 

programs can make the retention of 
hard-earned revenue difficult. The ability 
to recoup payments from providers for 
their lack of response to medical record 
requests, not filing an appeal, or not 
filing one timely, presents a great risk to 
any healthcare provider. As documented 
in CMS’s report “The Recovery 
Audit Contractor (RAC) Program: 
Update to the Evaluation of the 3-Year 
Demonstration, January 2010” nearly $1 
billion in overpayments were recouped 
from providers during the three-year 
demonstration program which involved 
only a handful of states. However, one 
positive statistic was noted in the June 
2010 update. The report stated 64.4% 
of appealed claims were found in the 
provider’s favor. So, if a provider believes 
a case can be made for filing an appeal, it 
is to their advantage to do so. 

Fast forward to the 2010 first quarter 
results of the permanent program 
compiled by the American Healthcare 
Association (AHA) which stated $117 
million of Medicare payments were 

requested for review, resulting in 
approximately $2.5 million in denials so 
far. Additionally, the report stated a full 
one-third of the respondents had not yet 
received RAC activity.

These statistics clearly demonstrate the 
risk providers face as they attempt to 
respond to the RAC program requests. 

The ability of a provider to design 
and execute a comprehensive strategic 
response can be the difference between 
profit and loss, growth or cutbacks, 
going concern or bankruptcy. Process 
development, a technological assessment, 
management oversight, and process 
improvement are key strategic concepts 
necessary to ensure the RAC process is 
managed successfully. Implementing 

each of these concepts places providers 
in the best possible position to address 
the many risks inherent in the RAC 
program.

An early example of an ineffective 
response to the RAC program was 
reported in an article by Bill Hirschman, 
which appeared in Florida Health News 
in July 2008. According to this article, 
one Florida hospital recorded a nearly 
$28 million loss for 2007 with half of 
the loss due to the RAC program. Most 
healthcare providers of any size cannot 
withstand such losses over an extended 
period of time.

Internal Audit Can Play an  
Important Role

So how can Audit Committees, Boards 
of Directors, and other stakeholders gain 
assurance that RAC operational and 
financial risk is minimized? The answer 
is Internal Audit. By understanding the 
inputs and reviewing the outputs of a 
well-executed, comprehensive strategy, 
you can help provide this assurance 
through measuring the effectiveness of 
each of the strategic components. Let’s 
take a look at the inputs and outputs of 
each strategic component of an effective 
RAC response to learn how you can be 
involved.

Design Your Process and Invite 
Players to the Table 

The RAC program is a complicated 
initiative with strict documentation 
and deadline requirements. As stated 
earlier, missing a deadline can result 
in the forfeiture of a provider’s appeal 
rights, trigger a recoupment, or result 
in interest penalties. Additionally, 
providers continue to raise questions and 
concerns about accounting for the RAC 
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adjustments, and if and/or how to record 
balance sheet reserves. 

The process development phase is 
designed to define and document:

• who – is to complete specific actions, 

• what – the actions are, 

• when – the actions are to be 
completed,

• where – the inputs/outputs to 
complete the actions will be 
retrieved/recorded, 

• how – the actions will be completed, 
and 

• why – this particular process is 
needed. 

Everything from the key deadlines and 
deliverables required to successfully 
manage the RAC program, to including 
how to account for RAC adjustments, 
should be embedded within these 
processes.

• Input: To begin to adequately capture 
all processes involved in the RAC 
life cycle, representatives from all 
disciplines in the organization need 
to “have a seat at the table” to ensure 
no angle is left unexplored. A typical 
RAC Committee is composed of 
representatives from:

 c Revenue Cycle or Patient Financial 
Services (PFS).

 c Compliance.

 c Legal.

 c Health Information Management.

 c Accounting and Reimbursement.

 c Clinical Services (nurses, 
physicians, and other clinicians). 

Internal Audit should be added 
as a dotted-line member of the 
committee. Auditors may identify 
operational and financial risks 
others may not have thought of. 
However, your role should be 
advisory only and not establishing 
policy, as this level of involvement 
would impair your independence. 
The Chief Financial Officer (CFO), 
typically the responsible party for 
the RAC initiative, usually heads this 
committee.

As each RAC requirement is 
examined, representatives from each 
of the above disciplines provide input 
and expertise on how best to meet 
these requirements. Many times a 

process will require input from more 
than one discipline to be completed 
properly. It is during this examination 
and discussion phase that who, what, 
when, where, how, and why questions 
are answered and, as a result, process 
development is completed.

• Output: At the conclusion of the 
process development phase, the 
answers to the who, what, when, 
where, how, and why questions usually 
culminate in a set of documented 
policies, procedures, and process 
flows.

• Internal Audit’s Role: Auditors 
typically review against policies 
and procedures for compliance. So 
it is imperative that the department 
responsible for the RAC process 
provides this documentation. If 
policies and procedures do not 
exist, then you should include a 
recommendation in your audit report 
that these be developed. 

However, your role does not stop 
there. If policies and procedures 
are not developed or are not 
comprehensive, internal audit still 
needs to ensure, at a minimum, that 
key deadlines are being met. These 
include sending medical records, 
filing appeals, avoiding recoupment 
(available at the redetermination and 
reconsideration appeal levels only) 
and interest penalties for confirmed 
overpayments. Fortunately for you, 
these deadlines are well documented 
and a wealth of information can 
be located on CMS’s website 
(www.cms.gov/RAC) and any 
of the RAC websites (i.e., www.
connellyhealthcare.com). 

Additionally, as an auditor you 
should consult the department 
responsible for government 
reimbursement oversight to 

determine how RAC adjustments 
should be recorded. It is important 
because the status of cost reports 
(open or closed) may dictate which 
general ledger accounts should be 
used.

Implement the Right Technological 
Capability 

The right technology is essential for 
tracking, monitoring, and reporting RAC 
activity. Deploying technology can be 
expensive, but worth the investment. 
During the demonstration program, 
many providers attempted to use Excel® 
spreadsheets to track RAC activity. 
However, they quickly learned the 
process was too complicated to manage 
and report on since claims can be in 
many different stages in the RAC process. 
As a result, providers began looking 
for automated solutions, either in the 
marketplace or internally.

• Input: As with process development, 
representatives from each of the 
disciplines involved in the RAC 
Committee should have input into 
what fields, features, and functions 
(i.e., functional requirements) the 
ideal technological solution should 
include. Their inputs help ensure no 
significant data fields and inputs are 
missed. After all, one cannot report 
on data that does not exist. 

Additionally, the final set of 
functional requirements should be 
mapped to the fields required by 
the AHA.  This ensures the selected 
technological solution is “RACTrac” 
compatible. RACTrac is a statistical 
and survey application used by the 
AHA. The application is used to 
compile information received from 
participating providers for RAC 
trending and reporting purposes 
and requires the information to be 
submitted in a specific format. 

• Output: Ideally, a robust technological 
solution will have:

 c Fields to capture key claim, 
financial, and appeal information.

 c Alerting capability to ensure key 
deadlines are not missed.

 c Automated workflow, maximizing 
efficiency by directing specific 
actions.

 c Job role security to help ensure 
users have access to only what they 
need.

The RAC program 
is a complicated 

initiative with strict 
documentation and 

deadline requirements.
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 c A comprehensive audit trail to 
track what changes were made to 
data, when, and by  whom.

 c Both summary and detailed 
reporting by various groupings 
such as DRG, RAC, facility, status, 
actions, etc. 

Of course, time to market and cost 
are two primary factors that play into 
the decision of which technological 
solution is best for the organization.

• Internal Audit’s Role: Ensuring 
data integrity within the selected 
technological solution is one of 
the most important roles Internal 
Audit can play in the RAC process. 
Accurately capturing key data 
elements during the RAC life 
cycle are critical. Trends must be 
identified and deadline dates must 
be calculated correctly. Additionally, 
financial information must be relied 
upon to validate dollars at risk, total 
recoupments, repayments, overturn 
rates, and, if deemed necessary, 
calculating balance sheet reserves. 

Examples of data elements to test 
might be:

 c Claim information such as the 
DRG assigned by the hospital as 
compared to the RAC.

 c Key dates such as the Additional 
Documentation Request (ADR) 
or medical record request letter 
date (the date of the letter not the 
received date).

 c Appeal response dates which are 
used as the basis to calculate the 
next appeal deadline.

 c Financial data such as recoupment 
and repayment amounts.

As the auditor, you should review 
source documents such as:

 c RAC correspondence. 

 c Appeal determination 
correspondence.

 c Remittance advices to test for 
accuracy of these elements.

Institute Senior Level Oversight

How the organization wraps its arms 
around the process is important to 
its overall success. Responsibility for 
managing the RAC process usually falls 
under the Revenue Cycle or Patient 
Financial Services (PFS) departments, 
although a few organizations may 
assign this function to the Compliance 

department. Regardless of which 
department manages the process, 
executives at all levels of the organization 
should be trending and monitoring the 
results for a couple of reasons. First, they 
need to understand how the organization 
as whole is performing operationally and 
financially. Second, employees tend to 
place priority on what is important to their 
supervisors; therefore, it is imperative that 
executives are engaged and demonstrate 
their involvement in the process.

An organization can have the most detailed 
policies and procedures and the most 
sophisticated tracking, monitoring, and 
reporting tool in existence, but if no one 
is paying attention to the alerts, trending 
reports, and overall results, deadlines will 
be missed and dollars will be lost. 

The tone has to come from the top. What 
is important to the President and CEO is 
important to those below them.

• Input: Senior management and 
other responsible executives should 
determine what types of data and 
reports to review and how often 
to make certain they are aware of 
trends, both positive and negative. 
They should use this information to 
hold their direct reports accountable, 
should it appear deadlines may be 
missed or negative operational or 
financial trends emerge.

• Output: If an organization has chosen 
a robust technological solution for 
tracking, monitoring and reporting, 
a series of alerts, dashboard indices, 
and other summary reporting will be 
available for review and analysis. At 
a minimum, indicator and trending 
reports should be generated monthly, 
outlining the results of RAC activity 
for that reporting period. The reports 
should contain enough information 
so a reasonable person with a basic 
understanding of the RAC program 
could assess the provider’s success, 
or lack thereof, in managing the 
program effectively.

• Internal Audit’s Role: Through review 
of RAC indicator and trending 
reports, including interviews with 
applicable staff, your role should 
determine if the process is being 
effectively managed. If deadlines are 
being missed or policies are not being 
followed, then this is a clear indication 
that no one is “minding the store.”

Also, internal audit should 
determine what the escalation 
path is, if any, when issues arise 
internally or externally. An example 
of an internal escalation path might 
include who is to be notified if a 
deadline is about to be missed. Is it 
the responsible party’s immediate 
supervisor or someone higher in 
the organization? An example of 
an external escalation path might 
include who is to notify CMS, 
and by what method, if the RAC 
requests medical records outside 
the prescribed number and time 
interval. If evidence of a lack of 
management oversight exists or 
internal or external escalation paths 
are not in place, then this should be 
documented in your audit report. 

Learn to Improve Processes that 
Germinate Misdeeds

A wise organization knows it is always 
more efficient and cost effective to do 
something right the first time. In the RAC 
world, providers should strive to have 
no automated reviews and “notice of 
no findings” for complex reviews. Both 
of these outcomes signal operational 
excellence—the correct number of units is 
being billed, medical necessity is clearly 
documented, DRG coding is accurate, etc. 
Providers should use the outcomes of the 
RAC process as an opportunity to look for 
creative ways to streamline and improve 
their operations. 

Providers should use the 
outcomes to streamline 

and improve their 
operations.
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• Input: The results of RAC reviews 
should be shared and discussed 
with the RAC Committee and may 
require an interdisciplinary approach 
to solutions if certain billing, coding, 
or clinical documentation issues are 
evident.

• Output: Agreed-upon solutions may 
culminate in an update to current 
polices, procedures, and practices 
or may require a total revamp of an 
existing process.

• Internal Audit’s Role: Internal audit 
should inquire how the provider 
is using RAC data and outcomes 
to foster process improvement. 
Evidence of process improvement 
activities might include minutes from 
meetings among various departments 
discussing RAC results and how to 

improve outcomes, or revised policies 
and procedures which include 
improvements made as a result of 
taking action on the results. If process 
improvement activities are not being 
undertaken, in your role you should 
recommend doing so.

Summary

Managing the RAC process means it 
is important to understand the inputs 
and to review the outputs of the 
provider’s comprehensive strategic plan 
of process development, technology 
assessment, management oversight, 
and process improvement. The internal 
audit department can adequately 
assess the provider’s response to the 
RAC program and help identify any 
areas of operational or financial risk for 

immediate mitigation. Conducting such 
review will help provide assurance to 
the Audit Committee, Board of Directors, 
and other stakeholders that the RAC 
process is under control. NP

Cynthia Hubbs, CPA, is the managing 
principal of Accompli Healthcare Consulting, 
LLC in Baton Rouge, LA. She has worked in 
the healthcare industry for nearly 20 years, 
with the majority of her professional experi-
ence at Hospital Corporation of America. She 
has held various leadership roles in revenue 
cycle operations management and inter-
nal audit. Cynthia now provides advisory 
services for clients seeking enhanced financial 
performance through improved revenue cycle 
processes. For additional information or to 
ask any questions, you may contact Cynthia 
at cghubbs@accomplinow.com or visit www.
accomplinow.com.


