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The U.S. healthcare payment and delivery system is 

increasingly moving to a value- and quality-based system. 

Accountable care organizations (ACOs) 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 billion in healthcare spending, respectively.1 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.2 

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.3 Unlike other FFS providers, 

MSSP participating providers also have the opportunity to 

earn shared savings and/or share the losses with Medicare.4 

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.5 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.6 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.7 The 

baseline is calculated using the three years of data prior to 

the ACO’s contract.8 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.9 The 

baseline also accounts for inflation by trending spending 

forward.10 An ACO’s actual spending for the year is 

compared to that baseline to calculate savings or losses for 

the year.11 Savings and losses (if applicable) are shared with 

the ACO at the defined rate according to the track in which 

the ACO participates,12 up to 75% in the MSSP.13  

Quality is also factored into the calculation of shared savings 

and losses.14 Higher quality gains by an ACO allows for 

larger shares of the savings and smaller shares of any 

losses.15 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.16 The MSSP utilizes 

risk scores of assigned beneficiaries to assess the risk,17 

which scores are limited to 3% increases between the 

baseline year and the PY.18 Next, quality is measured based 

on four domains: (1) patient experience; (2) readmissions; 

and, (3) clinical care for at-risk population.19  In order to 

share in savings, ACOs must meet the minimum level of 

attainment.20 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.21 

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.22 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.23 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.24 Overall, close to 99% 

of ACOs met the quality standards needed to share 

savings.25 

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.26 Other common 

challenges facing ACOs include aligning physician 

compensation with value-based contracts, mixed quality of 

payor data, and lack of data analytic capabilities.27 Notably, 

ACOs in downside risk arrangements (two-sided contracts) 

are more likely to have concerns regarding the quality of 

health plan data.28 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. 

 

 



©HEALTH CAPITAL CONSULTANTS    (Continued on next page) 

1 “NHE Fact Sheet” Centers for Medicare & Medicaid Services, 

December 14, 2022, https://www.cms.gov/Research-Statistics-Data-

and-Systems/Statistics-Trends-and-

Reports/NationalHealthExpendData/NHE-Fact-Sheet (Accessed 

5/26/23).  

2  “Medicare’s Role in Determining Prices Throughout the Health Care 
System: Mercatus Working Paper” By Roger Feldman et al., Mercatus 

Center, George Mason University, October 2015, 

https://www.mercatus.org/research/working-papers/medicares-role-

determining-prices-throughout-health-care-system (Accessed 5/26/23), 

p. 3-5; “Physician Panel Prescribes the Fees Paid by Medicare” By 

Anna Wilde Mathews and Tom McGinty, The Wall Street Journal, 

October 26, 2010, 
https://www.wsj.com/articles/SB100014240527487046573045755404

40173772102 (Accessed 5/26/23)  

3  “Accountable Care Organization Payment Systems” Medicare Payment 

Advisory Commission, October 2022, https://www.medpac.gov/wp-

content/uploads/2021/11/MedPAC_Payment_Basics_22_ACOs_FINA

L_SEC.pdf (Accessed 6/8/23). 

4  Ibid. 
5  Ibid. 

6  Ibid. 

7  Ibid. 
8  Ibid. 

9  Ibid. 

10  Ibid. 
11  Ibid. 

12  Ibid. 

13  Ibid. 

14  Ibid. 
15  Ibid. 

16  Ibid. 
17  Ibid. 

18  Ibid. 

19  Ibid. 
20  Ibid. 

21  Ibid. 
22  “Medicare Shared Savings Program Saves Medicare More Than $1.6 

Billion in 2021 and Continues to Deliver High-quality Care” Centers 

for Medicare & Medicaid Services, Press Release, August 30, 2022, 
cms.gov/newsroom/press-releases/medicare-shared-savings-program-

saves-medicare-more-16-billion-2021-and-continues-deliver-high 

(Accessed 6/9/23). 

23  Ibid. 

24  Ibid. 
25  Ibid. 
26  “The 2018 Annual ACO Survey: Examining the Risk Contracting 

Landscape” By Robert Mechanic, Jennifer Perloff, Teresa Litton, 

Kerstin Edwards, and David Muhlestein, Health Affairs, April 23, 2019, 

https://www.healthaffairs.org/do/10.1377/hblog20190422.181228/full/ 
(Accessed 2/11/20). 

27  Ibid. 

28  Ibid. 

                                                   

 

 

 

https://www.healthcapital.com/resources/health-capital-topics-2022-ebook


Providing Solutions in an 
Era of Healthcare Reform

(800) FYI -VALU

• Valuation Consulting

• Commercial  
Reasonableness  
Opinions

• Commercial Payor 
Reimbursement 
Benchmarking

• Litigation Support &  
Expert Witness

• Financial Feasibility 
Analysis & Modeling

• Intermediary Services

• Certificate of Need

• ACO Value Metrics & 
Capital Formation

• Strategic Planning

• Industry Research For more information please visit: 
www.healthcapital.com

Janvi R. Shah, MBA, MSF, serves as Senior Financial Analyst of HCC. Mrs. Shah 
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HEALTH CAPITAL CONSULTANTS (HCC), where he focuses on the areas 
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professionals.
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