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Accountable Care Organizations Series: Why Do We Need ACOs?

The current structure of Accountable Care Organizations
(ACOs) was shaped by Elliott Fisher, M.D., M.P.H, of
Dartmouth Atlas of Health Care, in 2006, but this new
management style for healthcare entities was not
brought into the mainstream until the passage of the
Patient Protection and Affordable Care Act (ACA) on
March 23, 2010." Specifically, the Medicare Shared
Savings Program provision establishes ACOs as a major
health care reform initiative. This article examines the
healthcare environment and the prominence of ACO’s
prior to the healthcare reform legislation and endeavors
to answer the question: Why Do We Need ACOs?

A BRIEF HISTORY OF ACCOUNTABLE CARE

The current goals of healthcare reform, which include
lowering costs, increasing quality of care, and increasing
access to care, are not new to the healthcare landscape,
nor is the concept of accountable care. With its inception
in the 1920’s, managed care has been the medium
through which the US has aimed at reaching these goals.
Accountable care began in 1932 when the Committee on
the Costs of Medical Care was tasked with studying the
economics of healthcare and the prevention of illness.?
Through this process, the Committee issued the
following five major recommendations for the
healthcare community: (1) medical service should be
organized by groups of physicians, nurses, pharmacists,
etc., centered around a hospital; (2) make all basic
public health services available to the entire public; (3)
implement group payment, such as insurance or
taxation, for costs of medical care; (4) states should
focus on coordination of care and create agencies to do
so; and (5) professional medical education should be
stricter with emphasis on prevention and expansion of
primary care physicians.®

The story continues nearly forty years later when
managed care received a push into the mainstream with
the passage of the Health Maintenance Act of 1973,
creating Health Maintenance Organizations (HMOs) to
contain healthcare costs and integrate health systems.
While managed care and HMOs attempted to lower
costs, providers resisted the restrictions of the Act and
opted to form independent physician associations (IPAS)
instead of group practices. As a result, the overall goals
of the Health Maintenance Act were not achieved and
many critics judged managed care as unsuccessful, e.g.,
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contributing to higher health care costs, increasing the
number of uninsured and lowering quality.® By the
1990°’s the provider and patient backlash against
managed care hit an all-time high, leading to fee-for-
service (FFS) and pay-for-performance payment models
being utilized more prevalently in recent years.®

CURRENT HEALTHCARE ENVIRONMENT

The rising cost of healthcare in recent years has been
attributed to both the aging population and their
increasing demand for services, in addition to waste.’
One study estimated that in 2008, the annual cost of
preventable medical errors accounted for $17.1 billion
of the total national health expenditures, $2.3 trillion.’
The waste attributed to medical errors result in adverse
outcomes from misdiagnosis, surgical injuries, incorrect
drug prescriptions, and various other mishaps.?
Additionally, the Agency for Healthcare Research and
Quality’s annual National Healthcare Quality Report for
2009 emphasized that another reason for low health care
quality is that people without insurance are less likely to
get recommended preventive care and care management
services.® This generally leads to low quality of care and
more catastrophic healthcare events. A positive feature
of the current healthcare reform environment is the
recent dedication to management technology.

Advancements in technology in the healthcare industry
in recent years, such as the introduction of electronic
health records (EHR), have made people in the industry
hopeful for efficient sharing of medical records and
reduced overhead costs. Through the American
Recovery and Reinvestment Act of 2009, Federal
healthcare reform assigned $19 billion in funding for
health information technology to be upgraded
uniformly, but provider resistance has prevented large
scale permeation, with only 20.5 percent of physicians
reporting use of EHRs that meet ARRA functionality
criteria in 2009.%

CONCLUSION

One means through which the ACA attempts to address
concerns related to high costs, low quality, and
inefficient utilization of healthcare technology, is
through ACOs. However, the many challenges
associated with the implementation of certain healthcare
reform initiatives has created much uncertainty. While
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ACO demonstration projects and pilot programs are
beginning to take shape, ACOs as outlined in the
healthcare reform legislation, are currently only a
theoretical model of healthcare delivery with an
unknown likelihood of success.™ In the next article in
this series we will examine the various ACO models and
structures that have been proposed to date, and attempt
to answer, What is an ACO?
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HEALTH CAPITAL
CONSULTANTS (HCC) is an
established, nationally recognized
healthcare financial and economic
consulting firm headquartered in
St. Louis, Missouri, with regional
personnel nationwide. Founded in
1993, HCC has served clients in
over 45 states, in providing
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of the healthcare reimbursement,
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Robert James Cimasi, MHA, ASA, FRICS, MCBA, AVA, CM&AA, serves
as President of HEALTH CAPITAL CONSULTANTS (HCC), a nationally
recognized healthcare financial and economic consulting firm headquartered in
St. Louis, MO, serving clients in 49 states since 1993. Mr. Cimasi has over
thirty years of experience in serving clients, with a professional focus on the
financial and economic aspects of healthcare service sector entities including:
valuation consulting and capital formation services; healthcare industry
transactions including joint ventures, mergers, acquisitions, and divestitures;
litigation support & expert testimony; and, certificate-of-need and other
regulatory and policy planning consulting.

Mr. Cimasi holds a Masters in Health Administration from the University of Maryland, as well as
several professional designations: Accredited Senior Appraiser (ASA — American Society of
Appraisers); Fellow Royal Intuition of Chartered Surveyors (FRICS — Royal Institute of Chartered
Surveyors); Master Certified Business Appraiser (MCBA - Institute of Business Appraisers);
Accredited Valuation Analyst (AVA — National Association of Certified Valuators and Analysts); and,
Certified Merger & Acquisition Advisor (CM&AA — Alliance of Merger & Acquisition Advisors). He
has served as an expert witness on cases in numerous courts, and has provided testimony before federal
and state legislative committees. He is a nationally known speaker on healthcare industry topics, the
author of several books, the latest of which include: “The U.S. Healthcare Certificate of Need
Sourcebook™ [2005 - Beard Books], “An Exciting Insight into the Healthcare Industry and Medical
Practice Valuation” [2002 — AICPA], and “A Guide to Consulting Services for Emerging Healthcare
Organizations” [1999 John Wiley and Sons].

Mr. Cimasi is the author of numerous additional chapters in anthologies; books, and legal treatises;
published articles in peer reviewed and industry trade journals; research papers and case studies; and, is
often quoted by healthcare industry press. In 2006, Mr. Cimasi was honored with the prestigious
“Shannon Pratt Award in Business Valuation” conferred by the Institute of Business Appraisers.
Mr. Cimasi serves on the Editorial Board of the Business Appraisals Practice of the Institute of
Business Appraisers, of which he is a member of the College of Fellows.

Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the Senior Vice President of
HEALTH CAPITAL CONSULTANTS (HCC), where he focuses on the areas
valuation and financial analysis for hospitals and other healthcare enterprises.
Mr. Zigrang has significant physician integration and financial analysis
experience, and has participated in the development of a physician-owned
multi-specialty MSO and networks involving a wide range of specialties;
physician-owned hospitals, as well as several limited liability companies for
the purpose of acquiring acute care and specialty hospitals, ASCs and other
ancillary facilities; participated in the evaluation and negotiation of managed
care contracts, performed and assisted in the valuation of various healthcare
entities and related litigation support engagements; created pro-forma financials; written business
plans; conducted a range of industry research; completed due diligence practice analysis; overseen the
selection process for vendors, contractors, and architects; and, worked on the arrangement of financing.

Mr. Zigrang holds a Master of Science in Health Administration and a Masters in Business
Administration from the University of Missouri at Columbia, and is a Fellow of the American College
of Healthcare Executives. He has co-authored “Research and Financial Benchmarking in the
Healthcare Industry” (STP Financial Management) and “Healthcare Industry Research and its
Application in Financial Consulting” (Aspen Publishers). He has additionally taught before the
Institute of Business Appraisers and CPA Leadership Institute, and has presented healthcare industry
valuation related research papers before the Healthcare Financial Management Association; the
National CPA Health Care Adviser’s Association; Association for Corporate Growth; Infocast
Executive Education Series; the St. Louis Business Valuation Roundtable; and, Physician Hospitals of
America.

Anne P. Sharamitaro, Esq., is the Vice President of HEALTH CAPITAL
CONSULTANTS (HCC), where she focuses on the areas of Certificate of Need
(CON); regulatory compliance, managed care, and antitrust consulting. Ms.
Sharamitaro is a member of the Missouri Bar and holds a J.D. and Health Law
Certificate from Saint Louis University School of Law, where she served as an
editor for the Journal of Health Law, published by the American Health
Lawyers Association. She has presented healthcare industry related research
papers before Physician Hospitals of America and the National Association of
Certified Valuation Analysts and co-authored chapters in “Healthcare
Organizations: Financial Management Strategies,” published in 2008.
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