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ACO Value Metrics Series Part 1V: Evaluating the Monetary and
Non-Monetary Value of ACO Formation

The four-part HC Topics Series: ACO Value Metrics
will consider the value metrics and capital formation
costs associated with establishing and operating
accountable care organizations (ACOs). The first
installment provided the background of the value
metrics used to assess these emerging healthcare
entities, and Part Il discussed the cost-benefit analysis
that must be conducted in considering ACO formation.
Part 11l addressed the financial feasibility of potential
ACOs, and Part IV considers the monetary and non-
monetary value metrics that should also be evaluated.
This HC Topics Series is excerpted from the book
authored by HCC CEO Bob Cimasi, entitled,
“Accountable Care Organizations: Value Metrics and
Capital Formation,” to be published by Taylor and
Francis Group early next year.

Notwithstanding the uncertainty regarding their ultimate
feasibility, there has been consistent support for the
position that the ACO concept has value. Outside of the
potential financial return to investors from ACO
development, an ACO is also likely to have non-direct
investment-related beneficial effects for third parties.
These external benefits, also known as positive
externalities, are generated when a third party has a
legitimate interest in a particular outcome, and may
accrue to any number of individuals or groups, e.g.,
providers; payors; and, society in general.® Whether
operating under a Federal ACO or a Commercial ACO
contract, an ACO’s overall achievement of specific
outcomes, once tracked and reported, may provide
evidence of the creation of value (i.e., future economic
benefit within the U.S. healthcare delivery system) in
the form of improved outcomes per dollar spent.

VALUE TO PROVIDERS

ACO entities receive monetary value from ACO
development in the form of returns on an ACO
investment that result from shared savings payments or
improved efficiencies. ACOs may opt to disburse shared
savings in excess of capital needs to ACO providers in
the form of financial bonuses, thereby also disbursing
the monetary value of these achieved savings. ACOs
that achieve shared savings, either in the Federal or
Commercial market, will also likely experience greater
financial returns from the increased efficiency of their
practice, in the form of: lower administrative costs;
more efficient physician time-management; and, fewer
billing mistakes.” Providers may also experience
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enhanced utility in the form of access to a larger market
share, since ACO development is often associated with
mergers, joint-ventures, and other methods of market
consolidation. Additionally, as physicians and hospitals
in a community join together under the umbrella of an
ACO, patient referrals will likely stay within that
collaboration of caregivers.’

Non-monetary value for ACO participants is largely
characterized by those benefits which may arise from a
hospital-physician relationship, as well as the level of
physician participation in governance and increased
access to the expanded provider and patient network
created by the ACO model. From a physician
perspective, hospital employment may provide value
through decreased financial risk and a more desirable
work-life balance.* Whereas in the past, providers
generally valued profits over personal time, today’s
providers are typically prioritizing a more flexible work-
life balance. In addition to work-life balance
improvements, ACOs may facilitate greater practice
efficiencies by providing access to advanced levels of
technology that allow physicians to access information
on outcomes, which may serve as benchmarks and
improve the ability of physicians to evaluate their
services in greater depth than previous paper and pencil
processes. These improvements in the ability to gather
data for evidence-based medicine may also lead to the
development of better best practices, based on the
strengths and weaknesses that become apparent from
comparative outcomes analyses.

In contrast to past managed care models, where
physicians traditionally relinquished practice autonomy
in exchange for the benefits of hospital employment,
ACOs may allow physicians to maintain a greater
degree of autonomy.> The typical ACO depends on the
independent decision-making of providers by allowing
physicians to direct care for their patients and
encouraging all participants to contribute to ACO
management.

Buy-in to ACO governance principles for every
participating physician provider may significantly
influence the potential value offered by ACO
development. However, even those physician providers
who are not directly involved in governance may benefit
from the expanded and closely-integrated network of
providers created through ACO development.
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VALUE TO PAYORS

Payor interest in ACO development will likely be
primarily monetary, focusing on the value of increased
profits from shared savings and lower reimbursement
expenditures. Ultimately, as ACOs gain efficiency and
their benchmarks for anticipated patient expenditures are
reduced, it is expected that payors may be able to lower
their reimbursement payments to specific ACOs. Within
the Federal ACO market, where CMS is the payor that
contracts with an ACO, improved ACO patient outcomes
may lead to fewer administrative complications regarding
billing and readmissions, thereby creating additional
monetary value for CMS, over and above CMS’s portion
of the shared savings generated. For more discussion on
shared savings under the Medicare Shared Savings
Program (MSSP), see the other installments in this HC
Topics Series: Need-to-Know Basics on the Costs of
Forming an ACO, A Cost-Benefit Analysis of ACO
Formation, and Determining an ACQO’s Financial
Feasibility.

In addition to being on the forefront of restructuring the
healthcare delivery system, ACOs have provided payors
with an outlet to expand into clinical services, offering
them more control and greater market leverage. While the
value of reputation is difficult to benchmark and,
therefore, difficult to quantify, the increased cooperation
between providers and payors may result in the value of
improved benefit to payor reputation, over time.

VALUE TO SOCIETY

The value which an ACO conveys to society may be
described as the perceived future benefits that ACOs are
likely to contribute to the U.S. patient population, or a
sub-population thereof. Efficiencies achieved by ACOs
and the effects of coordinated care may benefit society in
the form of: (1) cost reductions for patient populations;
(2) cost reductions for the community that an ACO serves;
(3) lower overall healthcare expenditures as a percentage
of gross domestic product (GDP); and/or, (4) slowing of
the current growth of national healthcare expenditures.’
CMS has estimated that the MSSP alone could generate
$940 million in federal healthcare expenditure reductions,
which may have a significant effect on the growth of
overall healthcare expenditures.®

In addition, a significant contributor to the monetary value
employers receive from their employees is based on levels
of productivity, i.e., the amount of work product an
employee produces in a given amount of time. If
employee populations succumb to lower rates of illness,
resulting in fewer health-based losses in productivity,
employers may receive a significant benefit from ACO
development. The wuse of healthcare information
technology (HIT) and improved process management to
achieve greater efficiency in healthcare delivery models
may also result in maximizing productivity rates among
healthcare employees, adding monetary societal value.’

An ACO’s non-monetary societal value is characterized
by the coordination of care leading to improved quality
outcomes and greater access to care, two of the three aims

© HEALTH CAPITAL CONSULTANTS

of healthcare reform, and two primary purposes of
ACOs. ACOs aim to create value, as measured by
quality outcome improvements, through regulation of
quality reporting and changes in reimbursement policy.
Societal value, as measured by increased population
access to care, may be most significantly affected by
an ACO’s ability to provide access to high quality
preventive, primary, and specialist services to all
patients across the continuum of care. Increased
transparency through publication of reported health
outcomes may provide a more accurate assessment of
the societal value attributable to ACOs. Quality
metrics may also be influenced and fostered by
emerging trends in reimbursement within the
Commercial ACO market, e.g., the transition to value-
based purchasing models that shift a portion of the
financial risk from the insurer to the provider.

CONCLUSION

Not all externalities are positive, and ACOs may
produce some negative impacts. It is possible that
ACOs may not reduce costs for patients if the savings
generated do not trickle down past providers. While
stagnant costs for healthcare services represent a
neutral impact, increases in costs for patients would be
a negative externality. This concern may be realized,
as historically, lower costs for businesses, resulting
from greater size and market leverage, have resulted in
higher costs for consumers.”® In addition, ACOs may
reinforce disparities in access to care by funneling
patients from specific ethnic groups into one ACO, and
targeting patients with historically high health statuses
in order to maximize financial incentives."*
Understanding which situations may result in negative
externalities may allow policy makers and providers to
appropriately avoiding such circumstances, thereby
increasing the overall value attributable to ACO
development.
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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
services including: valuation in all
healthcare sectors; financial
analysis, including the
development of forecasts, budgets
and income distribution plans;
healthcare provider related
intermediary services, including
integration, affiliation, acquisition
and divestiture; Certificate of
Need (CON) and regulatory
consulting; litigation support and
expert witness services; and,
industry research services for
healthcare providers and their
advisors. HCC’s accredited
professionals are supported by an
experienced research and library
support staff to maintain a
thorough and extensive knowledge
of the healthcare reimbursement,
regulatory, technological and
competitive environment.
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Robert James Cimasi, MHA, ASA, FRICS, MCBA, AVA, CM&AA, serves
as Chief Executive Officer 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: “Accountable Care Organizations: Value Metrics
and Capital Formation” [2013 - Taylor & Francis, a division of CRC Press], “The Adviser’s Guide to
Healthcare” — Vols. I, Il & Ill [2010 — AICPA], and “The U.S. Healthcare Certificate of Need
Sourcebook” [2005 - Beard Books]. His most recent book, entitled "Healthcare Valuation: The
Financial Appraisal of Enterprises, Assets, and Services" will be published by John Wiley & Sons in
the Fall of 2013.

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. In 2011, he was named a
Fellow of the Royal Institution of Chartered Surveyors (RICS).

Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the 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. He is a Fellow of the American College
of Healthcare Executives, and serves as President of the St. Louis Chapter of the American Society of
Appraisers (ASA). 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 Executive Vice President & General
Counsel 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. Ms. Sharamitaro 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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