ACA’s Efforts to Make Healthcare More Affordable
The first installment of this three-part Health Capital
Topics series, which focused on the decreasing marginal
utility in healthcare, discussed the substantial growth in
U.S. healthcare spending, which has failed to yield
significantly better health outcomes. As a result, the U.S.
may not be receiving sufficient “value per dollar” spent
on healthcare. The second segment of this three-part
series explored the potential causes of decreasing
marginal utility in the U.S. healthcare system by
identifying the primary causes of waste in healthcare
spending. This third and final installment of this series
will examine various provisions of the Patient Protection
and Affordable Care Act (ACA) that are designed to
combat wasteful spending and make healthcare more
affordable.
Several provisions of the ACA are designed to provide
financial incentives for achieving better health outcomes,
with the objective of reducing waste that results from
poor delivery and coordination of healthcare. Section
3001 of the ACA established the Hospital Value-Based
Purchasing (VBP) Program to reward acute-care
hospitals by linking incentive payments to quality
outcomes.1 Under the Hospital VBP Program, the Centers
for Medicare & Medicaid Services (CMS) provides
incentive payments to hospitals based on how the hospital
scores on a predetermined set of measures.2 The VBP
payments for the 2014 fiscal years are determined based
on three sets of measures:
(1) Thirteen Clinical Process of Care measures, which
rate how often hospitals adhered to clinical best
practices;
(2) Eight Patient Experience of Care measures, which
are based on patient surveys in which patients rate the
responsiveness of staff and overall experience; and,
(3) Three 30-Day Outcome Mortality measures, which are
based on a hospital’s mortality rates for specific
conditions, while patients are in the hospital or within
30 days after discharge.3
The program is funded through a reduction of DiagnosisRelated Group (DRG) payments to participating hospitals
for the applicable fiscal year.4 The reduction in 2014 was
1.25%, and will increase to 2% by 2017.5 Those withheld
funds are then redistributed to hospitals based on their
Total Performance Score (TPS), which represents the
hospital’s total weighted score based on the foregoing
measures.6
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The Medicare Shared Savings Program (MSSP),
established in Section 3022 of the ACA, is another
program aimed at reducing waste resulting from poor care
coordination.7 The MSSP is designed to improve quality
of care by:
(1) Promoting accountability for the care of Medicare
beneficiaries;
(2) Requiring coordinated care for all services provided
under Medicare; and,
(3) Encouraging investment in infrastructure and
redesigned care processes. 8
The program provides financial incentives to eligible
Accountable Care Organizations (ACOs) to meet
specified quality performance standards to receive
payments for shared savings.9 Under the MSSP, an
eligible ACO accepts responsibility for the overall
quality, cost, and care of a defined group of Medicare
beneficiaries.10 The ACO’s financial incentive payments
are determined by comparing the ACO’s annual incurred
costs to benchmarks established by CMS. 11 This program
encourages participating ACOs to facilitate coordination
and cooperation among its providers to improve quality of
care and reduce unnecessary costs. The Congressional
Budget Office (CBO) estimates that the establishment of
the MSSP could save Medicare $4.9 billion between 2010
and 2019.12
Another provision aimed at reducing waste by improving
the quality and coordination of care is the Hospital
Readmissions Reduction Program, established in Section
3025 of the ACA.13 Before the enactment of the ACA,
hospitals had little incentive to reduce preventable
hospital readmissions, which accounted for a large portion
of wasteful spending.14 The Readmissions Reduction
Program requires CMS to reduce payments to hospitals
with excess readmissions, effective for discharges
beginning on October 1, 2012.15 A qualifying
“readmission” is defined as an admission to a hospital
within 30 days of a discharge from the same hospital, or a
different hospital.16 Currently, CMS has adopted
readmission measures for Acute Myocardial Infarction,
Heart Failure, and Pneumonia.17 Under this program, a
hospital’s readmission rates for these conditions are
compared to its expected readmission rates, and the
hospital is subject to penalties for its excess
readmissions.18
In addition to targeting waste that results from poor care
delivery and coordination, the ACA also targets
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administrative complexity, a category of waste resulting
from the inefficient and overly bureaucratic procedures of
health insurers and accreditation.19 The ACA establishes
health insurance exchanges, which are centralized online
marketplaces for health insurance, where shoppers can
view side-by-side comparisons of qualified health
insurance plans to ensure they receive the best deal.20 The
exchanges: (1) lower the costs of administering a health
plan by reducing the need for marketing and sales
services; 21 and, (2) increase competition among health
plans and eliminate their ability to “cherry pick” low-risk
patients.22 Thus, in order to remain competitive, health
plans would have to renegotiate pricing with providers
and reduce excessive administrative costs. 23
Finally, in response to concerns regarding the
proliferation of fraud and abuse, the ACA includes
initiatives aimed at increasing transparency and
improving federal enforcement tools. The ACA
incorporates the Physician Payments Sunshine Act, which
requires extensive reporting and public disclosure of
financial arrangements between certain providers and
manufacturers of medical devices and pharmaceuticals.24
The transparency requirement was intended to address the
concern that industry payments to physicians, estimated at
$20 to $57 billion each year, may influence the
physicians’ choice of treatment.25
The ACA also amends enforcement authority to create a
significant expansion of potential liability for providers
under federal healthcare laws, including the federal Antikickback statute (AKS), the False Claims Act (FCA), and
the federal physician self-referral law (Stark Law). For
example, Section 6402 of the ACA requires that any
person who receives overpayments from Medicare or
Medicaid report and return such overpayment to an
appropriate Secretary, state, intermediary, carrier, or
contractor within 60 days after the date the overpayment
was identified,26 and failure to do so may give rise to
liability under the FCA.27 Additionally, the law broadens
the intent requirement under the AKS, providing that “a
person need not have actual knowledge of [the AKS] or
specific intent to commit a violation of [the AKS]” for the
government to prove a violation of the law. 28
The fraud and abuse amendments to the ACA have
contributed to substantial health fraud recoveries by the
Department of Justice (DOJ) and Office of Inspector
General (OIG) in recent years. The DOJ announced in
February 2014 that it recovered a record-breaking $4.3
billion in fiscal year 2013 from individuals and companies
who attempted to defraud federal healthcare programs.29
For every dollar spent on healthcare fraud and abuse
investigations in the past three years, the federal
government recovered $8.10.30
Despite the recent flattening of U.S. healthcare
expenditures per capita, policymakers have made it a
major priority to reign in these costs in order to make
healthcare more affordable. Several provisions in the
ACA aim to curb wasteful spending by incentivizing
better quality and coordination of care among hospitals
and providers; reducing administrative complexity;
increasing competition among health insurance plans;
and, investing more resources into combating fraud and
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abuse violations. However, it remains to be seen whether
these provisions will reign in wasteful healthcare
spending.
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