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Accounting Matters

Accountable Care and Value-Based  
Payment Models: Realign Your  
Organization’s Compensation and Benefits
By Michael J. Monahan and Ken Cameron

I n light of healthcare reform, healthcare 
leadership needs to be prepared to 

do many things. Included in the list of 
undertakings is the development and 
implementation of a realigned human 
capital program which, by design, will 
create a competitive advantage. An 
adjusted human capital program will 
need to promote some new behaviors for 
these organizations, including greater 
collaboration and achievement of new 
quality measures of success as prescribed 
by the government.  

Given the many changes looming 
under healthcare reform legislation, 
healthcare provider organizations need 
to take a hard look at their staffing 
models. Physicians are under continual 
pressure to be more efficient in how 
they are delivering care. For example, 
healthcare reform encourages providers 
to use more physician assistants and 
nurse practitioners to deliver care. Does 
your organization have enough nurse 
practitioners and mid-level providers? Is 
your workforce aligned with new needs 
and expectations? While a leveraged 
delivery care model has been a common 
practice in some settings for a few years, 

now organizations are going to be actively 
incentivized to use this model.  

How accountable care organizations 
change the landscape

Effective in 2012, accountable care 
organizations (ACOs), (i.e. a single-
provider model comprising hospitals, 
physicians and other healthcare providers 
responsible for coordinating medical care 
for patients), will be formed. ACOs are 
intended to reduce unnecessary spending 
and, hopefully, to improve the overall 
quality of care. In this new model of care, 
hospitals, in cooperation with physicians, 
provide leadership in voluntary ACOs 
and, in turn, share some of the savings 
from the improved care management.

Simply put, healthcare provider 
organizations need to begin to 
strategically align executive compensation 
programs with the successful 
development, implementation, and 
leadership of these new models. ACOs 
will require disparate organizations to 
come together, as well as implement 
new models of compensation. For 
example, physicians are currently 
compensated under a productivity 
model for performance, based on 
measures such as Relative Value Units 
(RVUs). The ACO model of operations 
promotes achievement of quality in 
order to increase reimbursement for 
services. It will also result in a change in 
physician performance metrics and the 
development of stronger links to quality 
within physician compensation programs. 
Some examples of quality performance 
measures will include efficiency, 
readmission rates, patient satisfaction, etc.

Hospital-physician alignment has been 
growing over the past few years. The 
trend of physicians leaving private 
practices and becoming employed 
directly by hospitals continues to grow. 
The integrated care model of ACOs will 
necessarily continue this trend, given 
the requirement under the legislation to 
develop a new legal entity through which 
services will be provided. In addition, the 
typical practice of physicians being hired 
by hospitals or health systems as just 
another employee will begin to evolve. 

The enactment of the Patient Protection and Affordable Care Act (PPACA) and 
Health Care and Education Reconciliation Act (HCERA) on March 23, 2010, will 
most acutely impact healthcare organizations. Despite many questions about 
healthcare reform, given the significant political changes in Washington and 
pending challenges in the courts, organizations need to be prepared to meet the 
new requirements. Various elements of the reform legislation are in effect already 
and others continue to roll out through 2018.

The spring issue (Vol.30, No. 1) carried an article titled: The Red Flags Rule: What 
Hospitals Need to Know. Factually correct when written in November 2010, the legal 
landscape changed on December 18, 2010 when President Obama signed into law 
the Red Flags Rules Clarification Act. That law excludes physicians from the Rules. 

It is less clear concerning the extent to which hospitals are also excluded from 
the Rules. The American Hospital Association is on record as stating hospitals 
are clearly excluded by the Clarification Act. The Federal Trade Commission has 
informally stated that certain service providers may still be subject to the Rule as 
originally written. Guidance from the FTC concerning certain service providers 
with respect to the Clarification Act may be forthcoming. It appears hospitals 
may be exempted based on individual policy and procedures and how three 
qualifying questions are answered concerning credit extended to patients. Until 
the government provides further guidance hospitals should consult with their 
legal resources regarding the Red Flags Rules.
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A new relationship between hospitals 
and physicians will emerge, in which 
physicians are not only employees, but also 
a valued part of the leadership structure. 
In other words, in addition to focusing on 
compensation and benefit issues, physicians 
will also be looking for a seat at the table as 
part of the employee value proposition.

The establishment of ACOs also creates 
additional challenges, such as the 
integration of disparate work cultures 
into a single healthcare provider 
solution. Not only will productivity-
driven compensation models need to 
be realigned, but performance-driven 
cultures will need to be integrated. 

The culture of “eat what you treat” that 
is common for physicians in private 
practice, is not one that works for 
physicians as hospital employees and part 
of a larger ACO. Instead of success being 
based on productivity, success will be 
based on providing high-quality, efficient 
care. Achieving this goal will require a 
much greater degree of collaboration and 
coordination than ever, and may require 
an entirely new business paradigm. 

Value-based payments drive  
wide-ranging changes 

Effective in 2013, health reform establishes 
a value-based payments (VBP) program 
for hospital payments. This program is 
based on a hospital’s performance in 2012, 
on measures that are part of the hospital 
quality reporting program, and which 
will escalate in value through 2017. The 
new bundled payment program provides 
a value-based payment modifier to the 
physician payment fee schedule. Such 
a modifier would provide differential 
payments to physicians, based upon the 
quality of the care that they achieve for 
Medicare beneficiaries, relative to the cost 
of that care. 

These differential payments, based on the 
achievement of specific quality measures, 

bring a new focus on the delivery of 
primary care services and will realign 
reimbursement dollars for specialty and 
subspecialty services toward the area 
of primary care. In addition, the ability 
to capture maximum reimbursement, 
through increased measurement of success, 
against prescribed quality measures, (e.g., 
readmissions rates within 90 days), will 
necessitate the development of programs 
and systems. These programs and systems 
will need to capture, monitor, and data-
mine quality measures within the context 
of the hospital’s operating environment. 
A reimbursement model of this type will 
have far-reaching effects, ranging from 
IT to data monitoring and reporting, as 
well as changes to governance, staffing, 
contracts, clinical protocols, etc.

The alignment of physician compensation 
programs with performance related 
to quality measures and away from 
longstanding productivity measures 
of RVUs, panel size, patient revenues, 
and collections, will allow for better 
transparency among front-line health 
providers. 

In addition, effective in 2013, primary 
care physicians (including pediatricians, 
family physicians, and internists), will see 
increased Medicaid reimbursements. As 
such, recruitment and retention of quality 
primary care physicians, whether within 
an ACO-setting or in other healthcare 
settings, will be a critical element of 
success under the transformed healthcare 
provider landscape. 

The redesign of the provider workforce to 
effectively meet the challenges of primary 
care, whether through hiring and retaining 
mid-level providers or renegotiating nurse 
union contracts, will call for considerable 
strategic efforts in understanding these 
populations and effectively motivating 
them to perform in a new environment. 
The higher demand for, and priority 
on family practice physicians has a 
number of medical schools considering 
how to reshape their training model to 
reemphasize primary care. 

Planning and prioritizing changes: 
Where to begin

In the short term, healthcare leaders 
will want to begin holding leadership 
education forums to explain and 
summarize the implications of health 
reform for healthcare entities and the 
workforce. 

An important first step is to begin 
assessing the organization’s compensation 
programs for executives, physicians, 
and the broad-based workforce, 
to determine whether incentive 
opportunities are properly aligned with 
the entity’s healthcare reform goals and 
opportunities. Are appropriate structures 
in place to manage a large workforce 
through a significant transformation? 

Also, it is never too soon to begin 
evaluating the organization’s total 
compensation offerings, including 
health and welfare benefits, retirement 
plans, and incentive programs, from the 
perspective of effectiveness, as well as 
compliance with health reform legislation. 

Are there opportunities to make 
changes to reduce costs and still increase 
effectiveness? For example, organizations 
might want to move away from novelty 
wellness activities, such as discounts on 
gym memberships. Instead they may 
want to offer meaningful incentives, such 
as a cash bonus for losing weight, or 
charge higher premiums for smokers, or 
other efforts to reduce unhealthy lifestyles 
and thereby reduce medical claims. 

In the longer term, healthcare leaders 
will need to make some substantial 
changes that include redesigning and 
implementing new executive, physician, 
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and employee compensation programs. 
They will need to develop workforce 
integration programs as new practices 
join the organization or its ACO, as 

well as new operational business 
structures to accommodate the changing 
reimbursement models.  

The time to get started is now

Health reform will require leadership to 
be strategic and take a comprehensive 
view of what the changes will entail, 
as well as the ripple effects from these 
changes. If they have not already begun 
to do so, healthcare leaders need to begin 
their strategic development initiative 
with executive education, organizational 
preparation, and proactive responses. 
Leaders need to begin to ask what should 
we do, and how should we do it? 

Certainly, the decision of whether or 
not to establish an ACO is a critical one. 
The organizational design, leadership 
appointments, and effective integration 
of the continuum of healthcare provider 

services under a single umbrella, will need 
to be carefully considered, developed, and 
designed for optimal performance.

Beyond the ACO, health reform will 
require a major continuum of changes, 
that will affect nearly every aspect of a 
healthcare organization. These changes 
will affect:

• The financial model; compensation 
and benefits 

• The organizational structure; care 
delivery and clinical protocols 

• Governance; cultures and behavior 

• Technology 

• Patient and insurance expectations 

Given the many changes and nearly 
endless ripple effects, the time for getting 
started is now. NP
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