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Emerging Healthcare Organizations in an Era of Reform: Accountable Care Organizations

This is the second in a series of articles regarding new models and arrangements for emerging healthcare
organizations (EHOSs) in light of the continuing efforts towards healthcare reform. Future issues will address such
topics as the Medical Home model and issues related to bundling payments for an episode of care.

With the passage of the new healthcare reform
legislation, healthcare professionals are looking for new
ways to increase efficiency and value, while decreasing
the cost of providing healthcare services. One “solution”
proposed by the reform legislation is the creation of
accountable care organizations (ACOs). ACOs are
healthcare organizations in which a set of providers,
usually physicians and hospitals, are held accountable
for the cost and quality of care delivered to a specific
local population.® ACOs are currently only a theoretical
mode of healthcare delivery and although the likelihood
of success is yet unknown, the new legislation set forth
requirements and plans for future pilot programs.

An ACO may be developed from several existing
healthcare enterprise organizational models, e.g.,
physician group practices or network of practices;
partnerships between hospitals and physicians; or,
hospital — physician employee models.”  Because
hospitals and physicians are jointly responsible for the
quality of care delivered to patients, they are jointly
eligible for sharing in any of the cost savings achieved
through clinical and operational efficiencies.® However,
certain criteria for participating in an ACO must be met:

1. A formal legal structure must be established in
order to receive and distribute any shared
savings;

2. The ACO must have a sufficient number of
primary care physicians in order to provide care
for at least 5,000 beneficiaries;

3. Any organization desiring to be an ACO must
commit to participate in the program for at least
three years;

4. The organization must have a management
structure that includes both clinical and
administrative systems;

5. The ACO must define processes to promote
“evidence-based medicine,” which may be used
to report data which evaluates cost, quality
measures and the coordination of care; and,

6. The organization must demonstrate that it
focuses on patient-centered care.*

ACOs are designed to increase healthcare quality while
decreasing cost. What sets ACOs apart from other
integrated health systems is the degree of autonomy
given to physicians and the flexibility afforded to
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physician groups, hospitals, and other networks of
providers for the implementation of ACOs.’>  For
example, physicians may choose from a variety of
payment structures (e.g., capitated payments, bundled
payments, and bonuses from a portion of withheld fee-
for-service costs) to determine the amount of risk they
want to assume.® Because the goal of the ACO model is
to increase quality instead of quantity, physicians will
receive bonuses for meeting resource use and quality
targets over the course of a year and penalties for failing
to meet both of these requirements.” Also, because the
Patient Protection and Affordable Care Act (PPACA)
prohibits any additional program expenditures, incentive
payments made to ACOs may only come from any
savings generated by the ACO, thereby providing a
strong motive to minimize healthcare costs.® The
American Medical Group Association (AMGA) has
released a list of principles that they believe are essential
to creating the ideal ACO:

(1) Multispecialty medical groups and other
organized systems of care make the strongest
foundation for ACOs;

(2) ACOs must be physician-led because they are
best qualified to provide diagnosis and
treatment of patients;

(3) ACOs must be accountable for healthcare
services in the communities they serve;

(4) ACO incentives must be aligned to foster
voluntary participation;

(5) The core of ACOs must be primary care;

(6) ACOs should be learning organizations that
gather and use data to improve the efficiency
and safety of patient care; and,

(7) The core values of an ACO should include

quality, patient-centered care, care
coordination,  accountability, innovation,
physician self-governance, and leadership

development.®

Although the provisions of the PPACA regarding ACOs
do not go into effect until 2012, many healthcare
professionals are urging physician and specialty groups
to begin moving toward creating an ACO model now.°
Some physician groups have already begun operations as
ACOs, e.g., as early as January 2010, Hill Physicians
Medical Group in California began partnering with Blue
Shield of California.*  While one of the biggest
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challenges has been in the arena of health information
technology and transferring data among the entities,*
Blue Shield has reported progress toward achieving
healthcare cost savings for the year while maintain
quality care delivery to the patient community.*

Because the concept of ACOs is still in its early stages,
even with pilot programs that have already begun, there
are still many uncertainties regarding their effectiveness.
One area of uncertainty is related to the assignment of
beneficiaries, i.e., healthcare professionals are concerned
that because patients who are assigned to ACOs will still
be able to seek care from other providers, providers who
are outside the ACO may not share the same quality
improvement, care coordination and cost-saving goals.**
Further, questions have arisen regarding how the ACO’s
shared cost savings will be calculated vis a vis any
adjustments which may be needed to reflect the
particular population that the individual ACO serves.™
Further, providers are also worried about existing
antitrust laws since ACOs requires collaboration among
independent providers who are often considered
competitors.’®

While the success of implementing an ACO model is yet
uncertain, and procedural and legal issues must be
resolved, early pilot operations appear to have given
some insight into the potential benefit that ACOs could
have on the healthcare system.
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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.
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multi-specialty MSO and networks involving a wide range of specialties;
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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.
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America.
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