
D
eveloping alternative models of healthcare 
delivery driven by the Affordable Care Act (ACA) 
and the accompanying shift from a volume-
based to a value-based reimbursement system 

have transformed the scope and complexity of healthcare 
risk and compliance. The fundamental changes launched 
by healthcare reform also have transformed the scope and 
complexity of the healthcare internal audit function.

The range, volume and intricacy of risk and compliance 
issues spawned by the ACA, along with increased federal 
and state regulations, require healthcare internal auditors to 
work as strategic partners with executive leaders and other 
stakeholders. Healthcare internal auditors must keep pace 
as the industry evolves to provide the depth of risk coverage 
needed in today’s environment.

Making this transition involves willingness on the part 
of internal auditors to step outside of their traditional 
comfort zone and incorporate a variety of nontraditional 
areas, including aspects of patient care, into audit 
activities.

Though various models are being explored, the federal 
government’s emphasis on monitoring providers and 
holding them accountable for the quality, safety, efficiency 
and appropriateness of the care delivered manifests 
primarily in the ACO.

The growth in the number of ACOs in health systems 
across the country requires internal auditors to integrate 
accountable care risk and compliance monitoring into their 
activities.

An effective ACO audit can enable you to equip senior 
leadership with important business intelligence as their 
organizations transition from volume-based to value-based 
compensation. It can also help build a knowledge base for 
strategic ACO-related decision making and development 
of best practices. These insights can support planning and 
decisions regarding current accountable care arrangements 
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and help organizations evaluate the feasibility of new 
approaches and models as the reform evolves.

Brief review of ACOs
An ACO is a group of physicians and other providers 
that agree to be mutually accountable for the health, 
outcomes and expenditures within a defined patient 
population, such as a group of employees or Medicare 
beneficiaries. Most ACOs are established as separate 
legal entities within an existing healthcare system or 
systems. Payment incentives are based on value (quality, 
performance and outcomes) rather than volume (the 
number of patients treated).

An ACO is required to have a contractual agreement in place 
with each participating provider that details compliance 
with ACO obligations, outlines the scope of responsibilities 
and defines the method for distribution of any shared 
savings the ACO earns.

ACO members work collaboratively to improve care and 
to reach established cost and quality targets. As David 
Muhlestein put it in a March 31, 2015 article in Health Affairs 
Blog: “In effect, the objective is to change incentives so that 
it is in providers’ best interest to maximize health, rather 
than focus on increasing the volume of services rendered.”1

In January 2016, the Centers for Medicare & Medicaid 
Services (CMS) reported that a total of 477 ACOs 
representing 49 states and the District of Columbia now 
serve 8.9 million Medicare beneficiaries.2

According to CMS, providers also are beginning to join new 
types of ACOs that raise the value bar by applying penalties 
for negative patient outcomes and incentives for positive 
outcomes. These models include the Next Generation 
ACO, an initiative of the CMS Innovation Center based on 

1  http://healthaffairs.org/blog/2015/03/31/growth-and-dispersion-of-accountable-
care-organizations-in-2015-2/

2  www.hhs.gov/about/news/2016/01/11/new-hospitals-and-health-care-providers-
join-successful-cutting-edge-federal-initiative.html

benchmarks set prospectively rather than retrospectively. 
Participants have the opportunity to take on higher levels 
of risk and to share in greater savings by improving care 
coordination.

This initiative also contributes to accomplishing a goal set by 
the Department of Health and Human Services (HHS) that by 
the end of 2016, 30 percent of traditional or fee-for-service 
Medicare payments will be tied to quality and value through 
alternative payment models.

A care management focus
Most major health systems in the United States have 
responded to the mandate for improved quality, reduced 
costs and greater accountability  by creating an ACO.

This alternative delivery model puts increased pressure 
on organizations by basing a growing proportion of 
reimbursements on the organizations’ ability to demonstrate 
they are providing value and improving the health of 
populations they serve.

ACO members work 
collaboratively to improve 
care and to reach established 
cost and quality targets.

Payer contracts (with Medicare, Medicaid and commercial 
payers) set targets for the amount of savings that might be 
achieved for an assigned population. Almost all revenue 
comes from the ACO’s ability to meet these shared savings 
goals.

As a result, the transition to accountable care requires a 
substantial shift in mindset by participants, from one that 
defines effectiveness as being the number of patients seen 
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to one that redefines effectiveness according to (and directly 
ties revenue to) the demonstrated delivery of quality care at 
reduced costs.

A significant mechanism through which ACOs strive to 
contain costs and improve outcomes is care coordination. 
As such, many ACOs have implemented evidence-based 
protocols to standardize care across participating providers.

ACOs present new risks and 
challenges related to the care 
management function.

Toward these ends, many ACOs also use the services of 
front-line care managers, also known as care navigators 
or health coaches. These care managers proactively track 
and assist patients identified as higher risk for increased 
care costs as recognized from recent hospitalizations or 
chronic conditions such as hypertension, high cholesterol or 
diabetes.

The transition to accountable care requires a substantial 
mindset shift by the care managers, most of whom are 
registered nurses. The shift is from one that waits for 
patients to request care to one of proactively reaching out 
to patients to keep them well and ensuring they make and 
keep appointments.

Many ACOs have implemented 
evidence-based protocols 
to standardize care across 
participating providers.

Front-line care managers schedule and remind patients 
of upcoming appointments, review medical care plans 
with patients and make follow-up calls and home visits to 
monitor patient compliance with medication regimens. 
In addition, in an effort to involve patients in managing 
their own health, front-line care managers provide patient 
education that includes medication or medical device 
tutorials.

Care managers also work with patients to coordinate 
transitions across care settings, such as hospital discharges 
or admissions to skilled nursing or long-term care facilities. 

Hospital readmission rates, length of hospital stay and 
emergency department utilization rates are some metrics 
used to gauge their effectiveness.

Major risks
Financially, these organizations have a lot riding on the 
ability of these new value-based delivery systems to meet 
the federal performance guidelines and to provide care that 
is safe, effective, appropriate and cost-efficient.

The growth of ACOs also presents healthcare organizations 
with an array of new risks and challenges. These include:

1. Overcoming physician attitudes favoring autonomy and 
individual accountability over coordination, especially if 
the organization does not enjoy strong affiliations with 
physician groups that have admitting privileges

2. Deciding on the reimbursement model that is most 
attractive to physicians and that falls within the existing 
legal requirements

3. Navigating differences among ACO participants in what 
they consider to be the appropriate use of potential 
shared savings

4. Potentially violating federal laws governing physician 
self-referral for Medicare patients related to sharing 
financial incentives among providers and offering 
incentives for the use of evidence-based protocols

5. Potentially violating laws protecting patients and federal 
healthcare programs from fraud and abuse, including 
potentially violating previous interpretations of the 
Anti-Kickback Statute and Civil Monetary Penalties (CMP) 
law, when hospitals, physicians and other providers 
participating in an ACO share financial incentives

6. For not-for-profit organizations, determining whether 
their involvement with participating, for-profit physician 
practices as part of an ACO complies with IRS guidelines 
for not-for-profit institutions

The ACA does not create safe harbors or exceptions 
that address the operation of ACOs under current laws. 
However, the bill does permit the Secretary of HHS to 
waive the requirements of the Anti-Kickback Statute, 
Stark Law, and Civil Monetary Penalty Law as necessary to 
administer ACOs. Section 1899(f ) of the ACA authorizes 
the Secretary to waive certain fraud and abuse laws 
as necessary to carry out the provisions of the Shared 
Savings Program. CMS and the Office of the Inspector 
General jointly have published a final rule, “Medicare 
Program; Final Waivers in Connection with the Shared 
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Savings Program,” containing waivers applicable to ACOs, 
ACO participants and ACO providers and suppliers.3

In addition, the proliferation of ACOs as an accountable care 
strategy also presents new risks and challenges specifically 
related to the care management function. These include:

 • Needing an information technology infrastructure 
that allows real-time access to patient information 
for all participating providers while still complying 
with applicable Health Insurance Portability and 
Accountability Act (HIPAA) and privacy regulations

 • Coordinating communication and information sharing 
across multiple care settings, such as hospitals, clinics, 
post-acute facilities, skilled nursing homes and long-term 
care facilities that may all have differing objectives and 
processes

 • Allocating sometimes scarce care management resources 
to patients for whom the opportunity to reduce the cost 
of care is the greatest

Areas of potential fraud related to ACOs include:

1. Limiting care to beneficiaries without a medically valid 
reason

2. Discriminating against sicker patients

3. Misrepresenting quality and performance data

4. Double billing for otherwise bundled services

5. Pressuring or inducing beneficiaries to stay within the 
ACO or misrepresenting their ability to use non-ACO 
providers

6. Using beneficiary data for personal gain

7. Improperly or unjustly allocating shared savings or losses

The ACO audit
To plan an effective ACO audit, you should understand the 
ACO’s primary business operations and processes. Here are 

3  www.federalregister.gov/articles/2015/10/29/2015-27599/medicare-program-
final-waivers-in-connection-with-the-shared-savings-program

some questions that can be used to guide audit planning 
and implementation:

 • Is management set up to achieve its business objectives?

 • How does the ACO monitor its performance?

 • How is effectiveness measured?

 • Do current risk management and control systems follow 
best practices?

 • What are the opportunities for improvement?

In addition, it is important to be aware that ACO care 
coordination and payment models vary depending on the 
organization that leads the initiative, the organizations 
participating in the ACO and the region or market covered 
by the ACO.

You should take care to understand the ACO’s participants, 
governance structure, requirements, performance 
accountability, reporting mechanisms, IT and operational 
infrastructure, compliance program and monitoring 
activities and payment models.

Audit objectives
An ACO audit might seek to accomplish the following 
objectives:

1. Confirm that investments and payments to ACO 
participants are consistent with the executed agreements.

2. Confirm the data being collected to measure quality is 
accurate and reported in a timely fashion.

3. Assess whether utilization and case management 
functions are being performed as expected.

4. Review whether the governing body represents all 
required members.

5. Test whether performance measures are being monitored 
and corrective actions being taken when necessary.

6. Test whether the ACO has an effective compliance and 
risk management program, including HIPAA monitoring 
for privacy and security requirements.

Accountable care requires a substantial mindset shift by 
the care managers, most of whom are registered nurses.

Winter 2016 Association of Healthcare Internal Auditors New Perspectives  31

The Front-Line ACO Audit: The Next Generation of Risk Coverage



7. Test whether a documented process exists to evaluate 
population health needs and identify high-risk patients.

8. Test whether care manager contact with high-risk 
patients is formally defined, documented and monitored.

The front-line audit
Your front-line ACO audit should cover the following areas.

Written guidelines, roles and responsibilities:

 • Does the ACO have policies and procedures for diverting 
appropriate emergency department visits?

 • Does the ACO have formal guidelines for managing 
patient length of stay?

 • Does the ACO have procedures for facilitating discharge 
planning to prevent avoidable readmissions?

 • Does the ACO have defined and documented care models 
for chronic conditions such as diabetes and heart failure? 
(The best practice care models include elements such as 
diagnosis criteria, office visit intervals, screening timelines 
and support for education and self-management.)

Identification of target populations requiring intervention:

 • Does the ACO have a formal process for identifying high-
risk patients?

 • Are the algorithms used in the identification process 
capable of incorporating information from multiple care 
settings and electronic health record systems?

 • Are specific clinical values defined for scoring patient 
risk? (This could include specific measures, such as blood 
pressure and hemoglobin, as well as the frequency of 
encounters, such as hospital discharges and emergency 
department visits.)

 • Does the risk-scoring methodology incorporate 
important nonmedical factors, such as access to reliable 
transportation or presence or absence of a dedicated 
caregiver?

Beneficiary contact strategy:

 • What is the process used by care managers for working 
with patients to keep them out of the hospital and help 
them manage their condition(s)?

 • Are certain care managers assigned to proactively 
contact certain patients?

 • Are the expected methods of contact (for example, 
phone calls or letters) formally defined?

 • Is a formal process in place to monitor that high-risk 
patients are being contacted as expected? (This could 
include periodic audits of care manager documentation.)

 • Does the contact strategy address follow-up procedures 
for patients who do not respond to care manager contact 
attempts? (Some systems set auto-reminders for follow-
up on a certain date.)

Mechanisms for data capture and sharing:

 • When a health coach contacts a patient, is there a 
centralized mechanism in place through which the coach 
documents these contacts?

 • Are these contacts viewable by other providers involved 
in the patient’s care?

 • Is a repository of patient medical information available 
across the continuum of care?

Conclusion
The growing participation in ACOs by providers across 
the United States mandates the need for internal auditors 
to incorporate accountable care risk and compliance 
monitoring generally—and front-line ACO auditing 
specifically—into the scope of audit activities.

An effective ACO audit can help senior executives and 
other stakeholders make strategic decisions, build a 
knowledge base for organizations to use in evaluating 
future accountable care models, and support healthcare’s 
overarching transition from volume to value. 

A mistake is simply another way of doing things.  
~Katharine Graham
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