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Valuation of Accountable Care Organizations: Reimbursement

The U.S. healthcare payment and delivery system is
increasingly moving to a value- and quality-based system.
Accountable care organizations (ACQOs) are at the forefront
of delivering high-quality and cost-effective care to millions
of Medicare beneficiaries and privately insured patients,
incentivized by substantial shared savings for those who
increase quality while containing costs. This third
installment of a five-part series on the valuation of ACOs
will discuss the reimbursement environment in which ACOs
participate.

The U.S. government is the largest payor of medical costs
through Medicare and Medicaid and has a strong influence
on reimbursement to hospitals. In 2021, Medicare and
Medicaid accounted for an estimated $900.8 billion and
$734.0 hillion in healthcare spending, respectively.! The
prevalence of these public payors in the healthcare
marketplace often results in their acting as a price setter, and
being used as a benchmark for private reimbursement rates.?

ACOs generally have the dual goal of achieving certain
quality thresholds and containing costs, sufficient to attain
reimbursement in the form of shared savings. Medicare
Shared Savings Program (MSSP) ACO providers continue
to receive fee-for-service (FFS) rates from Medicare under
their respective fee schedules.® Unlike other FFS providers,
MSSP participating providers also have the opportunity to
earn shared savings and/or share the losses with Medicare.*
If, at the end of a performance year (PY), the ACO’s
assigned beneficiary spending is less than the target, the
ACO shares those savings (the difference between the target
spending and the actual spending) with Medicare, up to a
predetermined percentage.® In two-sided risk agreements, if
the ACO’s assigned beneficiary spending is more than the
target, the ACO shares the losses with Medicare, up to a
predetermined percentage.® Determining the target spending
for an ACO during the PY (the “benchmark”) is computed
using the total Medicare Part A and Medicare Part B
spending for the assigned beneficiaries for that period.” The
baseline is calculated using the three years of data prior to
the ACO’s contract.® Spending is averaged over the three
years prior to the contract’s commencement, then blended
with average regional expenditures for the beneficiaries who
would have been eligible for assignment to the ACO.° The
baseline also accounts for inflation by trending spending
forward.’® An ACO’s actual spending for the year is
compared to that baseline to calculate savings or losses for
the year.!! Savings and losses (if applicable) are shared with
the ACO at the defined rate according to the track in which
the ACO participates,? up to 75% in the MSSP.**
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Quality is also factored into the calculation of shared savings
and losses.* Higher quality gains by an ACO allows for
larger shares of the savings and smaller shares of any
losses.™® The process of determining an ACO’s performance
in MSSP, for example, begins with a consideration of the
health status of the ACO’s population.’® The MSSP utilizes
risk scores of assigned beneficiaries to assess the risk,’
which scores are limited to 3% increases between the
baseline year and the PY .8 Next, quality is measured based
on four domains: (1) patient experience; (2) readmissions;
and, (3) clinical care for at-risk population.’ In order to
share in savings, ACOs must meet the minimum level of
attainment.?’ With the two-sided models of risk, the shared
loss rate will be lower where quality scores (benchmark
compared to performance of the ACO) are higher.?

In 2021, MSSP ACOs realized net savings of $1.66 billion,
marking a fifth consecutive year where the program
generated high-quality performance results and overall
savings.?? 58% of the ACOs earned payments for their
performance; the ACOs that realized higher net savings
tended to be low-revenue, serving rural areas, and
principally comprised of physicians.?®> ACOs comprised of
fewer primary care physicians saw $149 per capita in
savings, whereas ACOs comprised of 75% or more primary
care physicians saw $281 per capita.?* Overall, close to 99%
of ACOs met the quality standards needed to share
savings.®

Going forward, ACOs will have to overcome a number of
challenges in order to remain viable in the U.S. healthcare
delivery system’s ongoing paradigm shift, including the
design and implementation of new care delivery, which is
the most-reported challenge for ACOs.?® Other common
challenges facing ACOs include aligning physician
compensation with value-based contracts, mixed quality of
payor data, and lack of data analytic capabilities.?” Notably,
ACOs in downside risk arrangements (two-sided contracts)
are more likely to have concerns regarding the quality of
health plan data.?® The quality of data provided from a health
plan can determine the success of an ACO, especially if the
ACO does not have advanced data analytics capabilities.

The current state of regulatory enforcement for ACOs will
be addressed in the next installment of this five-part series.
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Todd A. Zigrang, MBA, MHA, FACHE, CVA, ASA, ABYV, is the President of
HEALTH CAPITAL CONSULTANTS (HCC), where he focuses on the areas
of valuation and financial analysis for hospitals, physician practices, and other
healthcare enterprises. Mr. Zigrang has over 25 years of experience providing
valuation, financial, transaction and strategic advisory services nationwide in
over 2,000 transactions and joint ventures. Mr. Zigrang is also considered an
expert in the field of healthcare compensation for physicians, executives and other
professionals.

Mr. Zigrang is the co-author of “The Adviser’s Guide to Healthcare - 2nd
Edition” [AICPA - 2015], numerous chapters in legal treatises and anthologies,
and peer-reviewed and industry articles such as: The Guide to Valuing Physician
. Compensation and Healthcare Service Arrangements (BVR/AHLA); The
=4 ® % Accountant’s Business Manual (AICPA); Valuing Professional Practices and
Licenses (Aspen Publishers); Valuation Strategies,; Business Appraisal Practice;
and, NACVA QuickRead. Additionally, Mr. Zigrang has served as faculty before professional and trade
associations such as the American Society of Appraisers (ASA); the National Association of Certified Valuators
and Analysts (NACVA); the American Health Lawyers Association (AHLA); the American Bar Association
(ABA); the Association of International Certified Professional Accountants (AICPA); the Physician Hospitals
of America (PHA); the Institute of Business Appraisers (IBA); the Healthcare Financial Management
Association (HFMA); and, the CPA Leadership Institute.

Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of Business Administration
(MBA) from the University of Missouri at Columbia. He is a Fellow of the American College of Healthcare
Executives (FACHE) and holds the Certified Valuation Analyst (CVA) designation from NACVA. Mr. Zigrang
also holds the Accredited Senior Appraiser (ASA) designation from the American Society of Appraisers,
where he has served as President of the St. Louis Chapter. He is also a member of the America Association
of Provider Compensation Professionals (AAPCP), AHLA, AICPA, NACVA, NSCHBC, and, the Society of
OMS Administrators (SOMSA).

Jessica L. Bailey-Wheaton, Esq., is Senior Vice President and General Counsel
of HCC. Her work focuses on the areas of Certificate of Need (CON) preparation
and consulting, as well as project management and consulting services related to
the impact of both federal and state regulations on healthcare transactions. In that
role, Ms. Bailey-Wheaton provides research services necessary to support certified
opinions of value related to the Fair Market Value and Commercial Reasonableness
of transactions related to healthcare enterprises, assets, and services.

Additionally, Ms. Bailey-Wheaton heads HCC’s CON and regulatory consulting
service line. In this role, she prepares CON applications, including providing
services such as: health planning; researching, developing, documenting, and
reporting the market utilization demand and “need” for the proposed services in the
subject market service area(s); researching and assisting legal counsel in meeting
@ % regulatory. r.equirements relating to licensigg and CQN a.ppli.c.atio.n developme-nt;

and, providing any requested support services required in litigation challenging
rules or decisions promulgated by a state agency. Ms. Bailey-Wheaton has also been engaged by both state
government agencies and CON applicants to conduct an independent review of one or more CON applications
and provide opinions on a variety of areas related to healthcare planning. She has been certified as an expert in
healthcare planning in the State of Alabama.

Ms. Bailey-Wheaton is the co-author of numerous peer-reviewed and industry articles in publications such as:
The Health Lawyer; Physician Leadership Journal, The Journal of Vascular Surgery; St. Louis Metropolitan
Medicine; Chicago Medicine; The Value Examiner; and QuickRead. She has previously presented before the
ABA, the NACVA, and the NSCHBC. She serves on the editorial boards of NACVA’s QuickRead and AHLA’s
Journal of Health & Life Sciences Law.

Janvi R. Shah, MBA, MSF, serves as Senior Financial Analyst of HCC. Mrs. Shah
holds a M.S. in Finance from Washington University Saint Louis. She develops
fair market value and commercial reasonableness opinions related to healthcare
| enterprises, assets, and services. In addition she prepares, reviews and analyzes
forecasted and pro forma financial statements to determine the most probable
future net economic benefit related to healthcare enterprises, assets, and services
and applies utilization demand and reimbursement trends to project professional
medical revenue streams and ancillary services and technical component (ASTC)
revenue streams.
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