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From:  Bill Finerfrock

Re:  ACOs and Rural

On March 31st, the Centers for Medicare and Medicaid Services (CMS) released a long-awaited proposed rule establishing the clinical, organizational and financial requirements for certification as an Accountable Care Organization (ACO).  The ACO is the central initiative enacted as part of the Patient Protection Affordable Care Act (PPACA) for achieving long-term savings in the Medicare program while at the same time promoting care coordination and improved quality of care.

General Overview of the ACO

That large thudding noise you heard coming out of Washington on March 31st was the collective reaction of the physician community to the proposed rule outlining requirements for becoming a Medicare approved Accountable Care Organization (ACO).

For several months, hospitals, physicians and group practices had been waiting patiently for the Obama Administration to release the proposed federal standards for Accountable Care Organizations. 

However, unless major changes are made in the ACO standards between now and the issuance of the final rule sometime this Fall, it appears that very few physician-based organizations may seek ACO status and only the largest hospital systems will consider this option.  Initial reaction to the proposed rule suggests that the standards are too restrictive and the financial risk too high to encourage most physician-based organizations to pursue ACO status, despite the possibility of higher Medicare payments for delivering more efficient, higher quality care.

For months the leadership of the American Medical Group Association (AMGA) have claimed that they deserve substantial credit for pushing the ACO concept and drafting the language that was ultimately enacted as part of the Patient Protection and Affordable Care Act (ACA).  

During a recent AMGA meeting, attended by the CEOs of most of the physician group practices in the country, a session to go over the ACO proposed rule was held.  After the presentation, the more than 100 Executives in attendance were asked, by a show of hands, how many would pursue ACO status based upon the proposed rule.  Amazingly, not a single hand went up.  Subsequent news reports and interviews with physicians and other healthcare executives indicate a similarly cool response to the proposed ACO standards.

Unnamed sources with the Centers for Medicare and Medicaid (CMS) have expressed concern about the healthcare provider community’s reaction indicating that the agency has little room for changing the proposed ACO standards given how the legislation was written.  This would suggest that the final rule may be little changed in certain key areas from the proposed rule thus resulting in few physician-led organizations pursuing ACO status when it becomes available in January, 2012.

It was originally expected that many of the nation’s largest and oldest physician group practices would immediately seek ACO status because their organizational structures and clinical decision-making appeared consistent with the ACO concept.  Some of these same organizations have indicated that because the clinical and financial constraints are so tight, these same organizations might seek to establish Medicare Advantage (MA) plans rather than go the ACO route.  By becoming a risk bearing entity under the MA model, these organizations believe they can still achieve significant improvement in the quality of care, have fewer clinical requirements to meet and also reap the financial benefits associated with more efficient care delivery.

The initial reluctance to pursue ACO status by the physician-led organizations that advocated for this initiative does not bode well for the long-term success of the ACO model; however, it does not mean the idea is dead.


Ironically, it appears that large hospital systems – at one time fearful of the ACO movement - are not as reluctant to consider ACO status as the physician-run group practices.  However, the motivation of these organizations to pursue ACO status may be more of a defensive position rather than an affirmative embracing of the ACO concept.

It is generally acknowledged that the primary way an ACO will be able to save money (and therefore generate Medicare savings) is through reduced hospital admissions and ER utilization.  Therefore, hospitals located in an area where an ACO exists would reasonably expect to see fewer hospital admissions (resulting in less revenue) and lower ER utilization (also resulting in less revenue).

Under the ACO/shared savings methodology, the primary care based ACO could reap financial benefit if this outcome is realized but a financial benefit that would come at the expense of the hospital.  Hospitals (whether urban or rural) fearful of just such an outcome, are seeking to purchase or financially align with primary care providers in their service area with the expectation that the organization could replace lost inpatient and ER dollars with higher outpatient, primary care revenues and retain a portion of the “shared savings” such a model would generate.

It is also not clear how Medicare patients will react to this new model.  Although patients will be free to chose from whom they receive care, organizations obtaining the ACO designation will put significant pressure on patients to receive their care from an ACO affiliated provider/facility.  Under a retrospective assignment process, the ACO will not know until the end of the year that patients for whom the organization is both clinically and financially responsible.  

It is clearly too early to tell what the future holds for ACOs.  It won’t be until the final rules are issued this Fall that organizations will be able to do the type of financial due diligence that will be required to determine whether an ACO makes sense or not for individuals physicians and hospitals.  

If the proposed ACO rule has been received negatively by the vast majority of the healthcare provider community who originally embraced the idea, the ACO is perceived to be decidedly unfriendly to rural providers for a variety of reasons.
1.  The ACO “discriminates” against providers who have historically been efficient providers of care – in particular rural providers.

In order to be successful as an ACO, an organization must achieve savings based upon a benchmark spending level.  The Benchmark will be ACO specific and reflective of the 3-year historical cost associated with providing care to the patients “assigned” to the ACO.  Because rural providers have historically provided care at a cost well-below the national average, many rural providers do not have the “fat” in their cost structure to easily achieve the savings necessary to generate additional revenue for the ACO.

ACOs will largely achieve savings by reducing hospitalizations and ER utilization amongst the target population.  By delivering more care in a community based setting, improving preventive care and by intervening earlier in the care continuum at a primary care level, financial savings will be realized for the ACO population compared to historical costs.


However, this presumes that the provider was not already engaged in these types of preventive or interventional activities thereby reducing hospitalization already.

Unless a hospital (or CAH) has higher than average or inappropriate inpatient admissions or higher than usual ER utilization, it will be difficult to see how the ACO can achieve the financial savings required of the ACO.  
2.  RHCs and FQHCs will largely be excluded from ACO participation due to the method by which patients will be “assigned” to ACOs.

In order for a patient to be “assigned” to the ACO, the individual must have been seen by an ACO affiliated primary care physician within the 12 month period covered by the ACO contract with CMS.  To verify that the patient was seen by an ACO affiliated primary care physician, CMS will cross-reference Medicare physician fee schedule claims data using the CMS 1500 claim form with the patient specific information on the claim forms.  

RHCs and FQHCs bill on a cost-basis and do not use the physician fee schedule for claims payment purposes.  These facilities are paid on an all-inclusive rate methodology and use a UB-04 claim form.  

The UB-04 does not require the clinic or center to identify the rendering provider nor does it require the clinic to specifically identify by CPT/HCPCS code, the services that were provided during the encounter.  When a Medicare patient is seen in an RHC or FQHC, he/she may have been seen by a physician or a PA or NP but the claim form does not necessarily identify the “rendering” provider.

Because the RHC and FQHC claim forms do not identify the provider who delivered the service, CMS is unable to verify that the patient was actually seen by a ACO affiliated physician, even though the RHC may in fact be formally affiliated with the ACO.

Therefore, CMS has determined that patients seen in RHCs or FQHCs cannot be “assigned” to the ACO.

3.  ACOs can receive a bonus payment if they include RHCs or FQHCs or CAHs as part of their network.  Further, small ACOs (fewer than 10,000 Medicare assigned patients) that include significant participation by RHCs, FQHCs or CAHs can obtain “shared saving” immediately rather than having to exceed the 2% threshold test for non-risk (one-sided) ACO.

Although CMS is attempting to incentivise ACOs to include RHCs, FQHCs and CAHs in their network, the patient attribution limitation appears to be such a huge barrier to participation as to discourage most ACOs from including them in their network.  

Further, the threshold for obtaining the additional benefits for including RHCs, FQHCs or CAHs appear too high to truly act as an incentive.

For example, ACOs in rural communities can obtain an exemption from the 2 percent net savings threshold if the ACO has fewer than 10,000 Medicare beneficiaries, AND, 50% or more of the ACOs assigned beneficiaries had at least one encounter with an ACO participating FQHC or RHC in the most recent year for which CMS has complete claims data.  

I believe it will be extremely difficult to find an ACO that can demonstrate that more than 50% of the ACOs assigned beneficiaries had at least one visit at an RHC affiliated with the ACO.  Particularly given that 100% of the assigned individuals will have been receiving their care from a non-RHC/non-FQHC provider.
Further, an ACO can receive financial relief if the ACO can demonstrate that 50% or more of the ACOs assigned beneficiaries were assigned to the ACO on the basis of primary care services received from a CAH billing under Method II.  Again, this appears to be an unrealistic standard

Finally, ACOs that include RHCs or FQHCs (despite the fact that patients seen exclusively in the RHC or FQHC cannot be assigned to the ACO) can obtain between 2.5% and 5% increase in their ACO shared savings by including RHCs and FQHCs in their network.  The actual amount of the add-on payment is based upon actual ACO patients seen in the RHC or FQHC.

Although CMS is to be commended for at least attempting to create incentives for RHC/FQHC participation, it appears that the logistical challenges of having a patient who is seen by a non-RHC or non-FQHC ACO physician who then subsequently receives care from an ACO affiliated RHC or FQHC appears to be too high a threshold to truly hold any value.

While CMS is to be commended for attempting to create incentives for encouraging ACOs to include RHCs, FQHCs and CAHs in their networks, it is my opinion that it is highly unlikely that large numbers of RHCs or CAHs will be part of an ACO.  For FQHCs, particularly those located in more urbanized areas, the incentives may be more realistic.

I’ve attached some background materials developed by CMS and the Congressional Research Service that will give you more detail and background on ACOs if you are interested in doing your own reading/research.
