
With Medicare going broke, will accountable care organi-
zations be the Holy Grail for improving patient care 
and stemming rising costs?

The federal government is banking on it. The Centers for 
Medicare & Medicaid Services (CMS) estimates savings of as 

much as $960 million in the three 
years beginning in 2012 when the 
Medicare Shared Savings Program 
will start.

The question is whether healthcare 
providers will join the crusade – par-
ticularly smaller physician groups and 
solo practices.

Payment models
Under the proposed rules released 

March 31, accountable care organiza-
tions (ACOs) will have the option of 
entering into a three-year agreement 
on one of two tracks. Under Track 1, 
the one-sided model, ACOs can 

receive up to 50 percent of any savings on expenditures over a set 
threshold – 52.5 percent if their structure includes a Federally 
Qualified Health Center (FQHC) or Rural Health Center (RHC).

ACOs will not be liable for any portion of losses above their 
expenditure targets until the third year of their agreement. This 
track may be a good fit for physician-driven organizations or 
smaller ACOs with little or no experience and those that may not 
be ready to accept financial risk.

Higher risk, however, translates to higher rewards. ACOs 
under Track 2, the two-sided model, could earn up to a 60 percent 
share of savings, 65 percent if they include an FQHC or RHC in 
their structure. However, from the get-go, the ACO must share in 
any losses.

CMS will assign beneficiaries enrolled in the traditional 
Medicare fee-for-service program to each ACO. Medicare patients 
must be advised that their provider is participating but will not be 
informed if their personal data is being tracked. All Medicare 
patients can opt out of having their data used and can seek services 
from any provider.

Benchmarks
Using an ACO’s claims data from the most recent three-year 

period, CMS will assign a fixed expenditure benchmark (to be 
updated annually) based on per capita fee-for-service expendi-
tures that are adjusted for growth and beneficiary characteristics, 
such as health status.

ACOs must exceed a minimum savings rate to be eligible to 
share in savings. In the 
one-sided model, this 
rate is calculated based 
on numbers of assigned 
beneficiaries. It ranges 
from 3.9 percent for 
ACOs with the required 
minimum of 5,000 ben-
eficiaries to 2 percent 
for those with 60,000 
beneficiaries. The two-
sided savings rate will be fixed at 2 percent regardless of size.
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Design Element One-Sided Model
(performance years 1 and 2)

Two-Sided Model

Maximum Sharing Rate 52.5% 65%

Quality Scoring �Sharing rate up to 50% based on quality performance Sharing rate up to 60% based on quality performance

FQHC/RHC Participation Incentives Up to 2.5 percentage points Up to 5 percentage points

Minimum Savings Rate Varies Flat 2% regardless of size

Minimum Loss Rate None Flat 2% regardless of size

Maximum Sharing Cap Payments capped at 7.5% of ACO's benchmark Payments capped at 10% of ACO's benchmark

Shared Savings Savings shared once MSR is exceeded; share in savings 
net of a 2% threshold unless exempted; up to 52.5% of 
net savings up to cap.

Savings shared once MSR is exceeded; up to 65% of 
gross savings up to cap.

Shared Losses None First dollar shared losses once the minimum loss rate is 
exceeded. Cap on the amount of losses to be shared 
phased in over 3 years starting at 5% in year 1; 7.5% in 
year 2; and 10% in year 3. Losses in excess of the annual 
cap will not be shared. Actual amount of shared losses 
will be based on final sharing rate that reflects ACO quality 
performance and any additional incentives for including 
FQHCs or RHCs using 1 minus final sharing rate.

See Risk/reward program on page 2

Medicare Shared Savings Program Overview

A financial and management bulletin to physicians and medical practices from:

The technical information in this newsletter is necessarily brief. No final conclusion on these topics should be drawn without  
further review and consultation. Please be advised that, based on current IRS rules and standards, the information contained herein is 
not intended to be used, nor can it be used, for the avoidance of any tax penalty assessed by the IRS. 	     © 2011 CPAmerica International

Your Healthy Practice

See the full 
di scussion
on front page

CERTIFIED PUBLIC ACCOUNTANTS

3330 W. Esplanade Avenue   •   Suite 100   •   Metairie, Louisiana 70002

(504) 838-9991   •   Fax: (504) 833-7971   •   www.kl-cpa.com

CERTIFIED PUBLIC ACCOUNTANTS

3330 W. Esplanade Avenue
Suite 100

Metairie, Louisiana 70002



YYour practice may encounter 
serious cash flow problems 
come Jan. 1, 2012.

The 2012 deadline is a 
looming threat if your practice 
is behind schedule in convert-
ing to and testing the new 5010 
Transaction Code Set of the 
Health Insurance Portability 
a nd Accou ntabi l it y  Act , 
known as HIPAA. That date is 
when HIPAA-covered entities 
must use the new standard for 
all electronic transactions. 
Version 4010A1 will no longer 
be accepted after Dec. 31, 2011.

Medicare currently accepts 
both versions for electronic 
transactions. Those practices 
that have not yet met the 
HIPAA 5010 standard should 
be well on their way to training 
staff and externally testing the 
new version, including the 
modifications the Centers for 
Medicare & Medicaid Services 
(CMS) released last October 
(Errata version 5010A1).

Industry experts do not foresee an extension of the com-
pliance deadline. And penalties for noncompliance are steep 
– $100 per transaction up to $50,000 annually.

CMS’s timeline called for all affected entities to complete 
internal testing of upgraded systems by the end of last year 
(Level I compliance) and to begin testing with external trading 
partners this past January.

Early adopters need additional test
If your practice was an early adopter that has already tested 

the baseline 5010, you need to submit an additional test file 
for compliance with the Errata version. Compliance with the 
Errata must be achieved by the Jan. 1, 2012, deadline.

For a list of transactions affected by the Errata, go to www.
cms.gov/Versions5010andD0/Downloads/Errata_Req_and_
Testing.pdf.

Don’t wait to test
Those practices that have not begun testing with payers and 

clearinghouses may have problems if they wait until the fourth 
quarter of this year to test. They may not have sufficient time to 
identify potential issues, take corrective action and retest, if 
needed.

Furthermore, trading partners may not be able to accommo-
date requests for testing from a large volume of providers as the 
deadline approaches. Contact your clearinghouse as soon as 
possible to schedule your test.

Getting a late start?
Those practices that have not yet upgraded their systems 

need to act quickly because the changes will affect not only 
software but business processes, staffing and budgeting. 

HIPAA 5010 contains more 
than 850 changes. It affects 
key areas, such as cla im  
submissions, remittances, 
authorizations, referrals, eligi-
bility inquiries, claim status 
inquiries and more.

Designed to support the 
Oct. 1, 2013, implementation 
of ICD-10-CM/PCS codes, 
5010 also corrects problems 
related to the earlier version 
and adds new features and 
functionality.

You will need to take a step-
by-step approach:

1.	Take an inventory of all 
sof tware applications and  
vendors affected by HIPAA 
transactions.

2.	Contact your practice 
management or billing system 
vendor, and review your con-
tract. Some contracts include 
regulatory upgrades as part of 
maintenance. If not, you need to 
determine what the additional 

costs will be to make your system compliant.
3.	Make sure your hardware supports any required upgrades 

as well. In some cases, you 
may need to purchase a new 
system.

4.	HIPAA 5010 modifies 
some of the types of data 
sent and received. You will 
need to ensure that you col-
lect the appropriate data by 
implementing appropriate 
work flow changes and staff 
training. CMS offers a side-
by-side comparison of the 
old and new formats for the transactions used on their website 
at www.cms.gov/ElectronicBillingEDITrans/18_5010D0.asp.

5.	Once upgrades and internal testing are completed, contact 
your clearinghouse and other primary trading partners to 
arrange for testing.

Resources available
Many resources are available to help you. Among them, the 

American Medical Association offers an excellent 5010 Project 
Plan Template. The Excel worksheet identifies needed tasks and 
can help you track the status of your implementation.

To download the document, go to www.ama-assn.org/
ama1/pub/upload/mm/399/5010-project-plan-template.xls.

CMS offers a great deal of information on its website. Go to 
www.cms.gov/versions5010andDO. In addition, providers can 
access recorded webinars on a special CMS website – www.
getready5010.org – which was launched to support implemen-
tation of version 5010. – Irene E. Lombardo 

But cost reductions alone do not guarantee a share in  
savings. ACOs must earn their share by meeting minimum 
quality performance standards in five areas, or domains,  
covering 65 quality measures. Better performance equals a 
higher earned share. Those that do not meet the performance 
thresholds will not be eligible, regardless of their reduction in 
per capita costs. 

For an overview of the Medicare Shared Savings Program, 
see the table on page 4.

Other things you should know
❂	The jury is still out as to whether an ACO should 

become a separate legal entity with its own tax identification 
number. The proposed rules do not require it, but the final 
rules may.

❂	No one should construe that the proposed rules modify, 
impair or supersede the applicability of any of the federal tax 
laws.

❂	Antitrust laws will be relaxed for participating ACOs 
within certain limits.

❂	An ACO’s board must include a Medicare beneficiary 
serviced by the ACO.

❂	 Under the two-sided model, CMS will withhold 25 percent 
of shared savings to offset future losses and ensure that CMS 
gets its money. An ACO must complete its three-year agree-
ment before it can recoup withheld funds. 

❂	Primary care physicians 
are limited to participating in 
one ACO. Hospitals and other 
non-primary care physicians 
can participate in more than 
one.

❂	 ACO participants cannot 
participate in any other 
Medicare initiatives that 
include shared savings.

❂	CMS expects that waivers to the Civil Monetary 
Penalties Statute, the Federal Anti-kickback Statute and the 
physician self-referral law as they apply to ACOs participating 
in the Shared Savings Program will be issued concurrently 
with publication of the Medicare Shared Savings Program 
final rule.

The final rule will be published this fall. – Irene E. 
Lombardo 

Risk/reward program continued from front

Calculating the sharing rate
A one-sided ACO – accountable care organization – 

that exceeds the minimum savings rate will be eligible to 
share in any net savings. 

The payment is determined by applying the sharing 
rate – up to 52.5 percent – to an amount calculated at 2 
percent above the ACO’s benchmark (see page 1). 
Additionally, payment is capped at 7.5 percent of the 
benchmark.

Some ACOs under the one-sided model may be exempt 
from the 2 percent threshold if they have less than 10,000 
assigned beneficiaries and are comprised of physician 
groups or individual practices – or if they care for under-
served populations that meet certain criteria. The additional 
savings is designed to help these ACOs offset the challenges 
they face in accessing needed capital.

Two-sided ACOs that exceed the minimum savings rate 
are eligible to share up to 65 percent of gross savings, with 
payment capped at 10 percent of the ACO’s benchmark.

Medicare will make payments to the ACO, which will 
distribute the funds to its participating providers. 
Allocation of funds depends on the ACO’s legal structure.

Calculating losses
The Centers for Medicare & Medicaid Services set the 

minimum loss rate at 2 percent of the benchmark. ACOs 
with excess expenditures within that rate will not be 
responsible for repaying Medicare.

ACOs with expenditures exceeding 2 percent will be 
responsible for paying a percentage of the expenditures 
above that threshold. 

The percentage is based on subtracting from the whole 
number 1 the final sharing rate (earned quality performance 
plus Federally Qualified Health Center or Rural Health 
Center participation).

If, for example, an accountable care organization’s final 
sharing rate is 60 percent, the ACO is responsible for 40 
percent of expenditures that exceed 2 percent of its loss 
benchmark. 

Payment of losses is capped at 5 percent, 7.5 percent and 
10 percent of the benchmark, respectively, in each of the 
three years of the agreement.

An ACO in Track 1 that has entered the third year of its 
initial agreement period will be liable for 5 percent of the 
benchmark. – Irene E. Lombardo 
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