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With the passing of the Patient Protection and Affordable Care Act (PPACA), 

signed into law by President Barack Obama in 2010, the healthcare industry has 

been in preparation mode for the changes that will ensue as the law goes into 

effect. One of the principles of the Act is the concept of accountable care and, 

more specifically, the establishment of accountable care organizations (ACO) for 

Medicare beneficiaries under the fee-for-service program. Although ACOs take 

up only seven pages of the massive new health law, they have become one of the 

most talked-about provisions. 

This latest model for delivering services offers physicians and hospitals financial 

incentives to provide good quality care to Medicare beneficiaries while keeping 

down costs. ACOs would make providers jointly accountable for the health of 

their patients, giving them strong incentives to cooperate and save money by 

avoiding unnecessary tests and procedures. For ACOs to work, they have to 

seamlessly share information. Those that save money while also meeting quality 

targets would keep a portion of the savings. But some providers could also be at 

risk of losing money under Track 2 of the Centers for Medicare & Medicaid 

Services (CMS) program.

In March 2011, the CMS released its proposed guidelines, which provided a draft 

of what an ACO would look like. This was an exploratory time used to iron out 

Preface
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Preface

some of the details. Late in 2011, CMS released the final rule for Medicare 

ACOs; however, some items are not fully finalized. (Note: CMS is still finalizing 

some items that will be released at a later date, and CMS and the Office of 

Inspector General [OIG] have released an “interim final rule with comment 

period” [60 days] regarding anti-kickback laws and some suggested waivers.) 

With the CMS ACO initiative scheduled to launch in April 1, 2012 (followed by 

the second wave of ACO entities on July 1, 2012), the formation of ACOs has 

already begun. Hospitals, physician practices, and insurers across the country are 

announcing their plans to form private ACOs. Many healthcare providers have 

formed these private ACOs prior to the release of even the proposed CMS 

 regulations so they could be one of the first groups to move forward with this new, 

innovative model in patient care. They believe that being patient-centered, improv-

ing the quality of care, working in tandem with their peers (and competitors in 

some cases), and reducing costs are the right things to do. Some of them also chose 

the private model to avoid more in-depth government regulations. Other providers 

are taking a wait-and-see perspective to evaluate the success (or failure) of the 

private ACOs and also to gain a further understanding of the financial implica-

tions of forming and/or joining a CMS ACO entity. There is no doubt that this 

new generation of healthcare models is under careful review from all types of 

providers because there are many questions to be answered and results to analyze.

The purpose of this book is to focus on what we know about ACOs at this early 

stage. The subject matter addresses ACOs in general and discusses various aspects 

of private and CMS entities. With the release of the final regulations in late 2011, 

there is a greater emphasis on the CMS Shared Savings Program.
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C h a p t e r 6

Are You Ready for an  
ACO Environment?

You have read about the ACO requirements and anticipated changes. Now, for 

the difficult decision—do you want to join an ACO? Hospital administrators, 

physicians, practice managers, and other healthcare professionals can face this 

question. One of the first steps is to conduct a self-analysis to determine if you 

and/or your organization support the ACO philosophies. Would this be a good fit 

for you? What is the level of your current information technology (IT) infrastruc-

ture, technology adoption levels, and data collection capability? What is your 

current alignment of integration with a hospital; and if you are a hospital,  

with physicians?

Organizational Assessment

An organizational assessment can be determined by evaluating six key areas: 

1. The organizational and accountability level and culture

2. Clinical results

3. Infrastructure
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4. Leadership: ability to embrace the ACO philosophy and lead a team 

into a patient-centered environment 

5. Coordination and information-sharing abilities

6. Costs: what are actual costs at the diagnosis-related group (DRG) and 

current procedural terminology (CPT) level?

These categories must be assessed, and some level of competency is required 

before an organization should begin forming an ACO on its own. While an 

organization is assessing its capabilities, it should pay particular attention to:

• The operating data of the hospital

• The information regarding healthcare services in its area 

• The availability for information sharing and coordination of care

• The relative acceptance level on the part of physicians and providers to 

participate in an ACO

• Current cost containment program

Physicians and physician groups need to assess the following:

• Current physician/hospital alignment

• IT infrastructure

• Cost at a CPT level
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• Culture and philosophy

• Market (Medicare population, primary care physicians [PCP], and 

specialists in the area)

While conducting an assessment, an organization may choose to use surveys, 

focus groups, workshops, and one-on-one interviews as well as third-party 

objective groups who can come in to an organization and provide experience and 

a second opinion of the capabilities of an organization. As part of this assess-

ment, organizations may find areas they can make improvements on right away, 

with or without the formation of an ACO.

As an organization begins to prepare for the ACO model to be launched by 

the Centers for Medicare & Medicaid Services (CMS), many executives are 

struggling with how to provide their administrative team, board members, and 

medical staff with accurate and relevant information that will help guide strategic 

decision-making, as well as information to evaluate the gaps as they relate to 

ACO development and implementation.

What is most notable here is that there is a shared recognition between hospitals 

and groups that they need to partner together to form ACOs and deliver account-

able care. At the same time, however, a sorting out is underway that is very much 

geography-specific, differing from locality to locality. 

The first key to a successful ACO is a strong alignment model with a hospital and 

other providers. If you currently have a well-established alignment with matching 

objectives and coordinated cultures, you may be a good candidate to participate 
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in an ACO entity. Teamwork is essential in an ACO, and collaboration is men-

tioned throughout the ACO regulations. If you are not currently aligned, then 

perhaps you need to review that as a strategy. 

Technology is another critical factor. The exchange of patient information 

between ACO participants is essential to meet the requirements of an ACO. 

Additionally, CMS has indicated that electronic connections with patients and 

their caregivers will be important as part of the delivery of care and customer 

service to the beneficiaries. Are you currently using an electronic health records 

(EHR) system that has been approved under Meaningful Use? If not, do you plan 

to implement one in 2012? Automation of data for patient records is significant 

and the ability to share the data within the ACO is a requirement.

Who are the appropriate players and leaders?

When forming an ACO, start by assessing the appropriate players:

• Your leadership

– What is his or her vision?

– Does he or she have the ability to successfully grasp all aspects of the 

ACO requirements and lead the group in this endeavor?

– Does your leadership have the ability to create a team environment of 

full collaboration?
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• Does the participating hospital have the ability to: 

– Deliver high-quality patient care?

– Contain costs?

– Be patient centered?

– Collaborate with physicians and other healthcare providers?

• For physicians

– Do they have the ability to work with competitors and become  

team members?

– Do they have a reputation for delivering high-quality patient care?

– Do they have the ability to control costs?

– Can they be patient focused?

• Other providers

– Do they have the ability to control costs?

– Do they have a reputation for high-quality patient care?

– Can they work together to be patient centered?
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Financing—Startup and Ongoing Expenses

ACOs will require up-front costs. Among the most obvious is IT that will report and 

store data. Because all providers in an ACO will be jointly accountable for quality 

and cost measures, IT will have to be compatible for multiple providers to allow 

them to share information. Due to the high costs of IT, potential  participants, such 

as small physician groups and solo practitioners, should assess whether joining an 

ACO is realistic. An ACO must have an IT infrastructure that enables it to collect, 

analyze, and share data among providers/suppliers in the ACO organization to 

support clinical decisions, as well as support CMS  reporting. And the up-front costs 

may be greater than expected. Most early clinically integrated networks, which are 

precursors to ACOs, took longer than was anticipated to put in place and had 

greater than expected startup cost and staff requirements. Original ACO pilots 

were somewhat amazed at the high costs and extensive time required to build 

their IT infrastructure. Recently organized physician groups may also lack the 

history needed for benchmarking costs that would be required for a private ACO.

In addition to up-front costs, ACOs will require continuing expenses relating to 

reporting. These expenses will involve personnel, IT maintenance, governance, 

and continual coordination among the different members in an ACO. In an effort 

to assist providers with the upfront costs of creating a CMS ACO, the government 

has created a program called the Advance Payment Model. This model allows for 

three different payment options:  

1. Upfront single fixed payment

2. Upfront, variable payment based on number of historically assigned 

beneficiaries
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3. Monthly varying amount depending on number of historically assigned 

beneficiaries 

These advance payments will be recovered from future savings distributed to the 

ACO—this is a loan, not a grant. Only two types of organizations will be eligible 

for the Advance Payment program. An ACO cannot include any inpatient facility 

and also must have less than $50 million in total annual revenue. The second type 

of ACO entity that could apply for financial assistance is one that does include 

inpatient facilities that are critical access hospitals and/or Medicare low-volume 

rural hospitals and has less than $80 million in total annual revenue. This pro-

gram specifically excludes ACOs that are co-owned by a health plan, even if they 

fall into either of the above-mentioned categories. Also, only those ACOs that 

begin the ACO program in 2012 will be eligible to participate in the Advance 

Payment Model.

Organizations must make every effort to perform a detailed financial plan to 

establish capital requirements, milestones, and timing to include the following: 

• Financial performance

– Cash flow analysis and coverage

– Cost analysis

• Future cash flow sustainability

• Projections: level of growth, improvements, staffing, costs, cash flow, etc.
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• Market characteristics/fundamentals

• Capital requirements (Significant capital will be required to successful 

transform any organization into a medical home or ACO. Organizations 

must have a detailed financial plan to secure sufficient capital at the most 

favorable terms.) 

• Project panel size insurance coverage (The organization must ensure 

that is has appropriate levels of malpractice insurance because it will be 

treating chronically ill Medicare patients.)

Market Assessment

The current market for ACOs is undergirded by lots of energy and buildup, and 

some pilot efforts are currently underway. CMS will limit the number of ACOs 

approved in a geographic location. The rapid growth of physician-hospital align-

ment over the last decade as reimbursements shrunk have forced physicians to 

look at other alternatives to protect their income. Also, managed care has created 

a payment system that rewards high technology procedures and providers who 

either own their own facilities or have increased their volume of services. Physi-

cians are hiring consultants to help them create their own business models and 

are investing heavily in ancillary services and technology that will provide them 

with an annuitized income for years to come. The result is an increase in the 

direct competition between physicians and hospitals. For this reason, physicians 

are apt to resist ACOs. 



The Healthcare Executive’s Guide to ACO Strategy  121

Are You Ready for an ACO Environment?

© 2012 HealthLeaders Media

Another market change is that physicians are starting to see that employment 

within a hospital is a viable model; therefore, the environment is increasingly 

collegial and collaborative. For years, physicians have competed against each 

other and would resist any acceptance of responsibility for care of all patients in a 

local delivery system such as an ACO where they do not control all of the factors.  

Summary

In conclusion, ACOs offer physicians and hospitals a model to collaborate, 

innovate, and improve the quality of healthcare delivery in America, and share in 

the financial savings from those efforts. The ACO is intended to be a physician-

based model as the PCP is the basis for assignment of beneficiaries to a CMS 

entity, and the PCP, as in most managed care programs, is responsible for direct-

ing and coordinating patient care. However, just like physician hospital organiza-

tions of the past, the model is only as good as the leaders and those in control of 

governance and decision-making. It is critical that physicians and hospitals take 

their time, investigate, and conduct proper due diligence before joining an ACO. 

Now is the time for physicians and hospitals to examine who they would like to 

integrate and collaborate with, and to approach and discuss these issues with 

colleagues. There will be many ACO options, and physicians need to understand 

how each option will affect their day-to-day practice of medicine, as well as the 

legal and financial implications. Each provider must also understand that the real 

focus of an ACO is “accountable care” and that means to the patient and the 

community. The patient must always come first for quality and customer service 

in any type of ACO model.
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ACOs hold great promise as the healthcare delivery and payment system of the 

future. If the various demonstration projects prove the model to be successful, 

ACOs could be a groundbreaking change in the healthcare industry.  Understand - 

ably, some healthcare providers are eager to be at the forefront of this movement 

and proceed quickly to participate in an ACO. However, despite the overwhelm-

ing amount of industry discussion and publication on this topic, there is still 

much concern by healthcare providers regarding the cost of participation and the 

ability to succeed in a CMS ACO environment. Therefore, we urge providers to 

take caution and carefully review the current statute and future regulatory 

guidelines before leaping into any new arrangements or making any changes to 

existing relationships. 
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 • Participate in the CMS Shared Savings program 
 • Distinguish the various characteristics of an ACO and its operations 
 • Understand how ACO reimbursement structure will work 
 • Evaluate the process of forming an ACO—including the legal, financial, IT, 
  and governance requirements 
 • Fulfill important quality measures for an ACO
 • Reshape and refine hospital-physician alignment strategies

For more on HealthLeaders Media’s complete line of healthcare leadership resources, 
visit www.healthleadersmedia.com.
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