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Gearing Up for a RAC Experience

As the first round of audits in the Centers for Medicare & Medicaid Services’ Recovery Audit
Contractor (RAC) program got under way, we suspected that we might be included in the second
round of the demonstration program. Sure enough, Spartanburg Regional Healthcare System
(SRHS) was tapped to participate in a RAC audit.

Of course, going through an audit — just by the nature of the beast — can be a trying experience. And to no one’s surprise,
our RAC audit presented some real challenges. First, in October 2007, we had to respond to audit requests for “piles” of
records. The RAC requested 270 charts for complex review.

Six months later in April 2008, the RAC identified 104 overpayments, representing $1.3 million in revenues. We had only
30 days to submit appeals, or the money would be lost. We gathered the documentation needed to make our case and
submitted our rebuttals and first-level re-determination to the audit findings.

It was an arduous process, but we found there was a silver lining. While the RAC could have delivered a knockout punch,
we came through it not only standing, but better off for the effort. How so? By leveraging the technology we already
have in place, we have been able to meet the requirements of the RAC audit. A positive bonus from our focus on clinical
documentation and coding is an improvement in our bottom-line results.

Keys to a Successful RAC Audit
As one of the RAC demonstration hospitals, we had to take a reactive approach to the audit. However, hospitals following us can
be more proactive. The following tips can help hospitals more successfully navigate through RAC audits.

Get rid of paper. At Spartanburg, we consider ourselves fortunate because we operate in an electronic environment. Access

to patient information via McKesson'’s Horizon Patient Folder™ online patient records system makes it much easier to secure the
information needed to satisfy the requests of RAC auditors. In addition, online access to the patient record makes it easier for case
managers to direct care and assign the appropriate diagnosis-related group (DRG) codes on a day-to-day basis.

What's more, having electronic access to outpatient records online makes it possible for hospital-based clinicians, such as
emergency department physicians, to make the most appropriate care decisions when patients present for treatment. With access
to such information, for example, it is sometimes possible to determine the right level of medical necessity and admit a patient to
the hospital instead of merely treating the individual on an observational basis.

Create a RAC response team. In mid- to late 2006, a dedicated multidisciplinary team met regularly to develop a plan for
responding to the RAC project. We found that it was important to assign primary responsibility for the development, oversight and
coordination of the RAC process to a single point person. An RN-RAC coordinator was designated to fulfill these duties. We also
found a tracking system for the RAC process is vital to managing the day-to-day process to ensure that all data is received, RAC
decisions are addressed and appeals are processed.
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Spartanburg Regional Medical Center: Finding the Silver Lining in a RAC Audit
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Zero in on key areas. \While we were not really sure what the RACs were looking for at the outset, it has become clear that the
auditors are focused on a few “red flag” areas:

- Discharge disposition codes of Skilled Nursing Facility (SNF) were data mined and compared to Medicare claims processing for
a bill from a SNF. In one case, the patient and family did not remain in the SNF overnight; therefore no bill was submitted to
Medicare by the SNF. In other cases, the SNF billed sources other than Medicare for the stay.

- Auditors were keenly focused on patients classified as an inpatient for a short stay rather than observation.
- DRGs indicating a symptom diagnosis were also targets for review.

Knowing that these are potential areas of concern, hospital staff members should ensure that clinical documentation is complete
and thorough enough to support the DRGs. Failing to do so will result in further scrutiny from the RAC.

Code for maximum reimbursement. The RAC process has prompted our organization to focus on clinical documentation and
coding more than ever before. As a result, we have discovered that we have been “undercoding” many patient encounters. So,
while it is important to make sure that clinical documentation matches the DRG codes assigned, there is no need for hospitals to
shy away from seeking the deserved reimbursement.

RAC Results and Beyond

By accessing information in our online systems and focusing on clinical documentation and coding, we have been able to increase
Medicare reimbursement “three-fold” in a six-month period. In addition, our automated patient records system has made it much
easier for Spartanburg to comply with the RAC. We have been able to submit appeals to 97 of the overpayments cited by the RAC.
So far, 23 of these denials have been overturned in our favor. And, we expect that we eventually will be able to recover about $1.2
million of the $1.3 million that the RAC collected from us.

Ingo Angermeier is president and CEO of Spartanburg Regional Healthcare System, which covers counties in North Carolina and
South Carolina. Angermeier has more than 35 years experience in health care and is a masters prepared Fellow of the American
College of Healthcare Executives. He has had experience in both general and teaching hospitals and multi-specialty group practices
both in urban and rural settings. From 1995 to March 2001, he worked as CEO at Louisiana State University Medical Center where
he was also an assistant dean and professor. Angermeier has published more than a dozen articles in professional journals and has
lectured on various healthcare topics around the country. He has received an honorary DPA from the University of South Carolina for
his research publications and community service.
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SRHS Status of Appeals as of 12/08/08
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Spartanburg Regional Healthcare Systems (SRHS) submitted appeals to 97 of the 104
overpayments cited by the RAC. As of December 8, 2008, 23 of the denials have been
overturned in appeal, representing $330,000. SRHS expects to eventually recover about
$1.2 million of the $1.3 million collected by the RAC from SRHS.
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Learn More

FY09 RAC Medical Record Request Limits

CMS Evaluation of 3-Year RAC Demonstration Program

Medicare Claim Review Programs
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Take it from an Audit Survivor

As CMS expands the Recovery Audit Contractor (RAC) program nationwide, hospitals and other
healthcare organizations will be forced to justify payments received under Medicare IPPS and OPPS
services. As the demands for medical records come in, many will be caught off guard — unsure of
how to respond. But, it doesn’t have to be that way. You can profit from the experience of those
of us who participated in the initial three-state demonstration program. Being prepared can mean the difference between
winning and losing the reimbursement battle.

At Adventist Health System, we learned early on that the secret to success was developing an internal program that could meet
the demands of the audits, while also identifying and eliminating problem areas identified during chart audits, including record
keeping and billing. As a seasoned veteran of the RAC process, I'd like to share our experience, strategies and lessons learned.

How it Started

With two Florida divisions totaling 17 hospitals, Adventist began receiving requests for medical records during 2005. At

the time, our EMR was still under development, which required printing and reviewing of charts from microfilm. In some
circumstances, outside vendors were brought in to help. With no limitation on the volume of RAC chart requests, the number
varied from 40 in one month to several hundred the next. Managing an inconsistent volume of requests, while under severe
time constraints to meet appeal deadlines, placed a heavy burden on staff.

In an effort to improve our process, procedural guidelines were developed to provide greater assistance in managing and
processing denied claims through the various stages of appeal.

Provide a Road Map to Ease Handling of RAC Requests
Establishing procedures for handling RAC requests for medical records is a vital first step.

Communication is vital. Develop a team approach throughout revenue cycle management. Players from patient financial
services, case management and health information management must be actively engaged in the process of chart reviews,
including submitting appeals within specified time frames.

Identify your problem areas. In many cases, you won't know what areas the RAC is data mining for errors. Look for request
patterns. Is the auditor reviewing coding errors, medical necessity or some other issue? Stay informed by contacting providers
and hospital associations willing to share their experiences.

Stay consistent with your action plan. Establish a well-defined process for conducting primary and secondary medical
necessity reviews at all points of entry. Document outcomes in your action plan and re-educate to ensure compliance.

Use technology.

- Technology is your greatest ally in a RAC audit. The EMR can assist in expediting accessibility, but it must be supplemented
with a universal tracking method. We will be rolling out a RAC management tracking tool to all AHS hospitals as well as a
data-base system for tracking the process from one central location.
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Teamwork and Technology — Keys to Surviving the RAC Audit (Cont.)

- As tools are developed, hospitals must engage and educate physicians. Your medical staff should understand the factors that
trigger RAC audits and their role in ensuring each case is managed properly and provides sufficient documentation to support
medical necessity. Physicians must be engaged in the process!

- As gaps in processes were identified, we took a proactive approach to identify areas of vulnerability and developed strategies
to seal those gaps. We created a case management compliance audit tool as a means for monitoring on-going compliance.
Each hospital — depending on bed capacity — conducts a monthly audit of 10 charts per 100 beds. Our goal is to monitor our
processes to ensure compliance and to be proactive in identifying opportunities for improvement.

- The key to overcoming denials of payment based on medical necessity lies in documenting the severity of illness and intensity
of service required for each case. Using McKesson’s InterQual®, evidence-based clinical decision support software, Adventist
Health System is able to employ a single national standard criteria as demanded by CMS guidelines. This data can be easily
integrated in letters of appeal drafted in response to RAC denials.

Appeal payment denials. As the hospital moves through the RAC audit process, don't forget that as the provider you
have the right to appeal any and all denials. If documentation supports medical necessity, then be prepared to defend the
care provided through multiple levels of appeal. For the year ending October 31, 2008, Adventist has won more than $7.8
million in denials, with $15.5 million still pending.

Finally, developing a good communication system with your RAC is vitally important. You'll be making a lot of phone calls
to discuss issues and concerns when addressing problems. RACs have a job to do, and the better your working relationship
is with the RAC staff, the better the outcome for both sides.

Lynn Leoce MSN, RN, CPUR, IQCI, ACM is Corporate Director of Case Management for Adventist Health System and has served
in this capacity since March of 2004. Her case management experience includes manager of case management, complex case
management and total health care management for Florida Hospital Orlando. In addition, she served as a member of the
Optimum Stay Committee, Ethics Committee, and Palliative Care Committee. The largest not-for-profit Protestant healthcare
organization in the U.S., Adventist includes 37 hospitals with more than 6300 beds in ten states.
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Adventist’s Florida Region Hospitals, excluding the Orlando facility and its campuses, have
appealed 43% of 4954 overpayments identified by the RAC during the demonstration project.
Adventist has been successful in overturning 24% of the appeals as of Oct. 31, 2008. Appeals
are still in process for 19% of the RAC-identified overpayments.
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Take a Phased Approach to RAC Audits (Cont.)

a N
Use Analytics Scorecards to Help Manage Your RAC Process
You can manage the three phases of your audit using analytics — pre-audit planning, tracking and
reporting for the appeal process, and ongoing review and improvement. The sample RAC management
scorecard below, created using McKesson Performance Analytics™ solutions, shows how analytics can provide
a dashboard view. The scorecard tracks your exposure in RAC-focused areas that will help you drill-down to
identify process improvements and manage your appeals.
> . " . Observed
Measure YTD Observed | Action Trigger  Variance
04 2003 01 2004 02 2004 03 2004
Pre-Audit
Pre Audit Understanding Risk and Identifying Opportunity to Improve
Total Medicare Discharges 26107 27 451 490% 6 E17 7,268 65,154 5,078
% Cases at risk for RAC 237% 24%  58% D 234% 7% 23.9% 25.0%
% Cases with more than $50K in charges 4.3% 4 7% 905% 4.1% 4.2% 4.3% 4 6%
% Ohservation Patients 5.49% 52% 3% O 5.9% 4.8% 5.4% 5.6%
% Observations stays more than 24 hours 1.4% 17%  18.21% 1.6% 1.3% 1.2% 1.5%
Unplanned admits from Observation 345 12| 16.21% | v =i =53 o2 a1
Inpatients with stays less than 48 hours 2166 2333 FA7% 523 575 502 falal]
Inpatients 3 day stay discharged to SNF a0 0 100.00% 1] 0 ] 0
Inpatients with extended stays ] 0 100.00% ] 1] o] 1]
% Readmissions within 30 days B8.6% 82% | -463% @ 5.0% 8.3% 9.3% B8.7%
Audit and Appeal Management
Audit and Appeal Management Tracking, Reviewing, and Reporting Targeted Claims
Charts targeted by RAC 5,184 B8E3  9.89% 1550 1,644 1463 1,821
Ongoing Review
Ongoing Review Predicting Wulnerability and Awvoiding Future Take-Backs
Cases with complication or comorbidity 9484 GAG3 | -38.20% | X 2 464 2651 2,189 2,180
DRG/Diagnosis mismatch 45 41| 9.29% & 12 12 9 12
Economic Impact
Total Expected Reimbursement §101 914756 $112274013 0 9.23% 7 $24 669351 §27 521601 §24,103045 $25320759
Total Actual Payment $50 456 911 $51,145 854 1.13% $15291027 §$17,018,105 §14 695476 $13 449300
Expected Reimbursement Targeted by RAC §70,083 282 571,079 760 1.40% §17 080056 §18,67V6,365  §16 637 075 $17 B89 706
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Related Solutions

Reporting and Tracking
HIS Solutions

Revenue Cycle Solutions

Horizon Enterprise Revenue Management™

Horizon Patient Folder™

Analytics
McKesson Performance Analytics™

Medical Necessity
InterQual® Criteria Solutions

InterQual Clinical Decision Support

Horizon Expert Documentation™

Horizon Expert Orders™
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