
  

 

August 
2011 

Provider-Led ACOs:  

What Role for the Health Plans? 

INFORMATION TECHNOLOGY STRATEGY COUNCIL  

AUTHORS 
Cynthia Burghard 

Jim Adams  

 

 

  

 

 

The Advisory Board Company 
2445 M Street NW 

Washington, DC 20037 

 



Page 2 of 11 

 

 

The Advisory Board Company ● Research Report ● Authors: Cynthia Burghard, Jim Adams ● August 4, 2011 

2445 M Street, NW ● Washington, DC 20037 ● Telephone: 202-266-5600 ● Facsimile: 202-266-5700 ● www.advisory.com 

The Challenge .......................................................................................................................... 3 

Health Plan Processes in the Context of ACO Development ........................................... 3 

Three Options for Health Plan Support of ACOs ............................................................... 3 

Disintermediation of Health Plans ....................................................................................... 4 

Benefits of Health Plan Disintermediation ............................................................... 4 

Challenges of Health Plan Disintermediation .......................................................... 4 

Modified Status Quo .............................................................................................................. 6 

Benefits of a Modified Status Quo ............................................................................. 7 

Challenges of a Modified Status Quo ........................................................................ 8 

Selective and Phased Approach ............................................................................................ 9 

Benefits of Selective and Phased Approach ............................................................. 9 

Challenges of Selective and Phased Approach ...................................................... 10 

Action Items ........................................................................................................................... 10 

   

Table of 
Contents 



Page 3 of 11 

 

 

The Advisory Board Company ● Research Report ● Authors: Cynthia Burghard, Jim Adams ● August 4, 2011 

2445 M Street, NW ● Washington, DC 20037 ● Telephone: 202-266-5600 ● Facsimile: 202-266-5700 ● www.advisory.com 

Emerging Accountable Care Organizations (ACOs) face the daunting task of 

creating the infrastructure, staffing, and technology to meet market and 

government demands. An ACO’s goal is to create a health care system that 

moves silos of uncoordinated and reactive care to highly integrated, 

comprehensive, and proactive care. Among the ACO’s challenges is to develop 

the IT infrastructure and other capabilities needed to monitor and improve 

clinical quality, patient satisfaction, and costs.  Further complicating this 

transition is how health plans (also referred to as payers) could support ACOs. 

 

ACO development is a strategy requiring new business models, redefined roles 

and responsibilities, and new IT-enabled capabilities. This research lays out three 

options that define how payers can support provider-led accountable care 

requirements.   A key to success will be the relationship between payers and 

providers in the local market. Collaboration will require a high degree of trust. 

ACOs that contract with The Centers for Medicare and Medicaid Services (CMS) 

to provide services to Medicare Beneficiaries must be provider based and must 

additionally provide processes, functions, and technology that have historically 

been the domain of payers.  For example, health plans have sponsored the 

Consumer Assessment of Healthcare Providers and Systems (CAHPS) survey, 

payers are familiar with the requirements of membership management, have 

actuarial and underwriting expertise and have long standing relationships with 

purchasers. Commercial ACOs have more flexibility in their structure but will 

likely adopt the same structure as an ACO serving Medicare recipients.  

Regardless of the structure, the issue of how payers can support ACOs remains 

the same.  ACOs must develop their implementation strategies by first 

understanding their core competencies and parse out what is beyond their 

capabilities to determine a partnering or contracting strategy with a payer or 

other entity (e.g., Third Party Disease Management Company). 

 

While a plethora of approaches for supporting provider-led accountable care 

initiatives exist, they can be grouped into three major options: disintermediation, 

modified status quo, and selective phased contracting. The first option, 

disintermediation, occurs if ACOs simply absorb payer functions including 

direct contracting with purchasers. This strategy, while appealing from a control 

perspective, is fraught with complexity and nuances that are impractical for an 

ACO to adopt at this early stage.  

There are then two additional options that involve collaboration between health 

plans and ACOs.  One option maintains the status quo in that health plans 

would provide services to the ACO for the Medicare patients by contracting with 

the ACO and receiving payment for services rendered.  The same relationship 

would exist in the commercial market except that the purchaser premium would 

cover the health plan expenses. The third option is for the ACO to contract with 

the health plan for a menu of services that they would select based on the 

expertise or desired expertise of the ACO. In this model the ACO can move from 
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total outsourcing of payer processes in the initial phase and over time bring in-

house the capabilities it is most comfortable with or sees as a strategic 

competitive advantage, for example, care management. In both of these last two 

options, there is an opportunity to create collaboration on a number of processes 

and take advantage payer technology investments. 

 

While potentially the most attractive option to ACOs from a control perspective, 

an attempt at disintermediation would surely distract the ACO from its primary 

role of care delivery and coordination.  Such a strategy could surely spread the 

ACO so thin that it might itself collapse unless they already have a provider-

sponsored health plan. 

Benefits of Health Plan Disintermediation 

The ACO would have complete control of the administrative, financial and 

clinical aspect of health care. This would eliminate the burden on provider 

organizations of meeting payer requirements such as reporting, care 

management, and administration. Operational efficiency could be gained if 

ACOs were able to disintermediate a number of large payers in their market. In 

theory, the ACO could build consistent incentive programs for consumers and 

providers and change behavior to improve health.  ACOs could differentiate 

themselves through the development of innovative care management programs.  

For example, the ACO could partner more easily with purchasers to create 

integrated wellness programs or deliver the programs to the employer’s work 

site.  Increased loyalty from consumers may develop as they see the ACO as a 

one stop shop rather than the fragmentation they must manage in today’s 

environment. There are a number of successful provider sponsored health plans 

in today’s market, but in every case the provider established a separate company 

or subsidiary to deliver health plan functions including contracting with 

providers. 

Challenges of Health Plan Disintermediation 

The current estimates of ACO start-up and operating expenses are enormous and 

we do not believe they include the cost of taking over all payer processes (see 

Table 1). The time and expense of health plan disintermediation could be 

afforded by only the largest ACO with experience in managing risk. The 

opportunity cost of adopting payer processes would severely delay start-up of 

the ACO and likely derail the ACO altogether.  ACOs would have to replicate 

technology (health plans have in excess of 50 business applications), hundreds of 

processes (many of which are not automated) and a wide range of subject matter 

expertise. Much of the subject matter expertise of payers is not even part of 

providers’ vocabulary particularly in areas such as underwriting and rating as 

well as sales and marketing.  ACOs would have to acquire these capabilities.  

Just as providers face increasingly complex regulations and legislation, so do 

payers. Many of these regulations and legislative initiatives determine the ability 

of a health plan to gain a license in a state or the level of reserves required.  Many 

consumers may become wary of an ACO that performs health plan processes 
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including the limitation of provider networks that a consumer must learn to 

navigate.   

Under CMS’ guidelines an ACO must cover a population of at least 5,000 

patients. While that may sound like a lot of people to manage keep in mind that 

health plans, even local and regional plans have memberships in excess of one 

million members. The scale of the health plan gives it the ability to negotiate 

more favorable rates for services and offer a wide variety of disease management 

and screening and wellness programs. 

The limitations of provider sponsored health plans has often led to less stringent 

care management programs, the inability to remove poor performing physicians 

from the network and perhaps lower quality and outcomes goals. These same 

challenges would be present with the ACO assuming the payer roles and 

responsibilities. 

 
Table 1: Health Plan Support for ACOs 

 

ACO Requirements  Payer Processes /Experience                       Technology Implications 

Promote beneficiary 

engagement 

Payer consumer engagement programs  Consumer facing technology for 

health and wellness, manage 

incentive programs 

Coordinate care, 

develop care plans 

Case and disease management program; 

care plan development for Medicare 

Advantage plans and chronically ill 

members 

Case management workflow 

systems, clinical guidelines 

(inpatient and outpatient) 

Consolidated data 

on physician 

performance 

Pay4performance programs, emerging 

reimbursement methods (global payment, 

medical home , bundled acute care rates) 

Analytic applications, 

reimbursement modeling 

CAHPS Payers have been using this survey tool 

for many years 

Survey tool and analytics 

Perform Health Risk 

Assessment 

Payers have been using these tools for 

many years 

Survey tool and risk assessment 

analytics 

Perform risk 

analysis 

Risk adjustment systems such as DCGs, 

ETGs, ACGs have been used by payers for 

many years as part of member 

identification for disease management  

programs 

Risk analysis tools 

Manage member 

enrollment 

Member management is a core process for 

payers 

Enrollment system 

Meet marketing 

guidelines 

Medicare Advantage and Medicaid 

programs have similar requirements 

Marketing data base and workflow 

Network 

management 

Core process for payers Provider database 
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Public display of 

performance data 

Payers across the country have developed 

the processes and governance for public 

release of data 

Ability to capture, aggregate, 

normalize and display performance 

data 

Reimbursement 

Modeling 

Payers have expertise in economic 

modeling which is required for 

reimbursement modeling. Payers have 

experience is many reimbursement 

methods. 

 Reimbursement modeling 

applications and data from a data 

warehouse or data mart to run 

through the models 

Underwriting  Most payers employ underwriters. Analytic access to rate tables ability 

to change benefit variables. 

Sales Payers in many states have both internal 

sales forces as well as use of brokers. 

 Sales force automation applications 

Care management 

Across the 

continuum 

Payers typically utilization and case 

management and use a combination of 

outsourcing and internal resources to 

perform disease management. Many 

payers also have predictive utilization 

analysts to identify members eligible for 

disease management programs.  

 Workflow, clinical content, analytics 

and communication tools. 

Technology almost always from 

multiple vendors. 

Access to capital and 

infrastructure 

Many large payers are publically traded 

and as such have access to capital. Payers 

have built processes and invested in 

technology infrastructure to support their 

operations. 

Technology infrastructure has taken 

years to develop in most payer 

organizations. Additionally, 

providers already have contention 

for capital with their meaningful use, 

ICD-10 and accountable payment 

initiatives. 

Source: The Advisory Board Company 

 

Maintaining the status quo is appealing as it would limit the distraction to the 

ACO it will also limit the development of innovative and integrated care 

management programs.  This model may have appeal to an ACO as a short term 

strategy while in the long term it will limit the ACOs ability to meet care 

coordination and integration goals. However, maintaining the status quo would 

be far more beneficial if payers and providers were able to collaborate on the 

payer processes that have a clinical aspect to them where the provider 

perspective would enhance outcomes (See Figure 1). 

Modified Status 
Quo 
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Figure 1:  Collaborative Opportunities Between Payers and ACOs 

 

Benefits of a Modified Status Quo 

Having health plans maintain their current roles and responsibilities has a 

number of benefits that include maintaining the status quo so that existing 

relationships between the payers and providers can be expanded and grown.  No 

new relationships need to be negotiated. ACOs have already established through 

the hospital or provider group a relationship with the health plan. They are 

familiar with how major processes such as claim submission, eligibility 

verification and care management programs are handled by the health plan. The 

ACOs know how to handle payer issues as they arise; they have relationships 

with counterparts in the health plan. Those relationships will be particularly 

valuable during the early stages of the ACO as the ACO will be able to focus its 

attention on integrated care delivery and quality goals.  With the status quo 
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being maintained there should be no surprises between the ACO and the health 

plan. 

Payers have historically performed the collaborative functions described in 

Figure 1 but in an uncollaborative manner—often without support from 

providers—and, as a result, often ineffectively. Improved outcomes are likely if 

payers and providers perform these functions collaboratively in a coordinated 

fashion with the physician at the center of care management and in agreement on 

performance measures. A significant part of ACO requirements is care 

coordination as seen in the Patient Centered Medical Home Model.  Care 

coordination would be far easier to manage if was centered in the domain of the 

PCP and there was better communication and data sharing between 

stakeholders. 

A collaborative approach to the status quo requires significant trust. 

Transparency can engender trust more quickly. Payers have not shared patient 

information or performance criteria in key areas such as population and care 

management. With the advent of pay for performance programs the 

collaborative development of metrics has improved and in some cases payers 

share information with providers that allows them to track and improve their 

performance.  More transparency is needed with accountable payment 

approaches such as value-based purchasing and shared savings. Without a 

partnership approach to ACO development where payers and ACOs share 

information, processes, and risk, the goals of the ACO will be an even greater 

challenge to deliver. 

Challenges of a Modified Status Quo 

Without collaboration maintaining the status quo will not bring the health care 

industry any closer to a solution of escalating costs and sub-optimal quality. The 

status quo limits the opportunity for innovation in health and disease 

management.  The lack of major cost savings in health plan sponsored disease 

management programs is the result of poor coordination between the health plan 

and disease management companies, and the primary care physician. A number 

of studies have shown that consumers pay more attention and are more likely to 

adopt behavior change if the recommendations and care plans are from their 

primary care physician. There is skepticism of the motivation of the health plan 

when health information and care management are sponsored by the health 

plan. Putting the primary care provider at the center of the patient’s care, as in 

the medical home model, is more likely to improve health than the 

uncoordinated model of today. 

Unless collaboration is made explicitly as part of this option there is no incentive 

for collaboration between the payer and the ACO under the status quo.  The 

likelihood of reimbursement changes may create opportunities for collaboration 

on quality and other performance metrics but will not likely address the issue of 

fragmented care. 

 



Page 9 of 11 

 

 

The Advisory Board Company ● Research Report ● Authors: Cynthia Burghard, Jim Adams ● August 4, 2011 

2445 M Street, NW ● Washington, DC 20037 ● Telephone: 202-266-5600 ● Facsimile: 202-266-5700 ● www.advisory.com 

This option is based on the ACO’s ability to determine which of the historical 

payer processes they are most capable of managing and which set of processes 

provides them with differentiation.  There are processes such as care 

management that align more closely to ACOs mission while others such as 

insurance sales, underwriting, and actuarial are far outside the subject matter 

expertise of provider based organizations. While the selective approach may 

require more effort than other models, it has the benefit of more closely aligning 

the ACO with their goals. 

Benefits of a Selective and Phased Approach 

The selective and phased option has a primary benefit of a shorter time to market  

than disintermediation and provides the opportunity for knowledge transfer and 

innovative programs. Further, the provider community is far more likely to 

collaborate and cooperate with wellness and care management programs when 

they are initiated by a provider organization.  Payers have invested millions in 

an attempt to manage members with chronic illnesses and those requiring 

specialized care. The outsource disease management industry has flourished 

under this model but there is limited evidence that these programs have been 

effective in managing costs and improving the health of the population. This in 

large part has been a result of the anonymity of the outsourced disease 

management program and the lack of involvement of the member’s primary care 

physician.  Unfortunately even the diagnosis of a chronic condition is fraught 

with inaccuracies as it relies on claims data.  As the ACO’s charter is to create 

integrated and coordinated care it will be more effective to have primary care 

physicians responsible or at least involved in all aspects of care. 

Another area where provider leadership provides value is in the area of wellness 

and prevention and screening. The local nature of providers creates an 

opportunity to make available multiple, integrated programs. Many hospitals 

today have community based wellness programs that allow members to actively 

participate and take advantage of peer support. 

By being selective on which processes and subject matter expertise they will 

develop an ACO can take over processes that are most closely aligned with their 

objectives. The investment in technology and subject matter expertise will be 

limited to those areas where it makes sense rather than recreating the health plan 

infrastructure.  The ACO will have the advantage of taking on new work in a 

phased approach permitting less disruptive knowledge and process transfer. 

Members/patients are likely to be more compliant in the management of their 

chronic illnesses. They will be getting consistent messages and reinforcement for 

behavior change. Consumers are most likely to take medical advice from their 

physician or other health care provider that an anonymous phone call from a 

company located on the other side of the country. Engaged consumers self-

manage their health more effectively than those who are not invested. 

 

  

Selective and 
Phased Approach 
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Challenges of a Selective and Phased Approach 

ACOs may choose to have payers continue with certain functions such as 

enrollment and other member management functions, predictive analytics to 

identify individuals that are eligible into disease management programs and 

comprehensive reporting. Purchaser relationships and premium setting are areas 

of expertise unique to the health plans. In order to stay whole, ACOs will have to 

be paid to conduct historical health plan functions like care management. If the 

health plan retains its position as premium recipient they will have to pay ACOs 

to perform those services. While there are creative ways to structure 

reimbursement, it will take time and effort to develop new reimbursement 

methods to fund these initiatives. Payers may be reluctant to relinquish functions 

that are key to managing risk. ACOs will have to take on even more financial 

risk.  

If ACOs take on more risk they will need the technology and domain expertise to 

manage that risk. This represents an opportunity for collaboration between 

ACOs and payers and information transfer.  A number of payers in Patient 

Centered Medical Homes have actually placed case managers in physician 

practices to manage chronic patients. In this model the use of evidence based 

medicine and transparency are required. Using common standards and sharing 

information and methods will build the trust required for success. 

The techniques for care management have evolved over many years and require 

a complex combination of predictive analytics, clinical content, workflow, and 

communications capabilities. The subject matter expertise and processes to 

effectively manage chronic and high cost specialty care are becoming even more 

complex as the industry moves to more proactive and integrated care 

management. The cost of obtaining the subject matter expertise, processes, and 

technology to support all aspects of care management is daunting. ACOs will 

have to enter into care management slowly.  An ideal transition would include 

knowledge, process, and technology transfer from payers to ACOs. 

 

CIOs in provider organizations considering becoming ACOs should: 

• Realistically assess current IT-related capabilities in areas such as care and 

wellness management, sales, employer relations, underwriting, and 

membership and provider management in order to determine which of the 

three models is most feasible to implement from an IT perspective in the 

desired timeframe. 

• Work collaboratively with other executives to map out a strategy that 

stages the transfer of processes and subject matter expertise from payers. 

The criteria should include evaluating what the ACO feel they must develop 

for long term differentiation and success. For those processes and expertise 

that are not considered critical an outsourcing option should be considered.  

• Determine, based on cost of headcount and IT-related investment, which 

processes to be transferred to the ACO and the timing of transfer. Be 

Action Items 
 

ABBREVIATIONS 

ACO 
Accountable Care 
Organization 
 
CAHPS 
Consumer Assessment of 
Healthcare Providers and 
Systems 
 
CMS 
Centers for Medicare and 
Medicaid Services 
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realistic about how much can be tackled in the short run, the delivery system 

requirements of the ACO are challenging without taking on new processes 

and having to install new software. 

• Given the heavy dependence on IT, participate in discussions with local 

payers regarding the local ACO strategy. The level of collaboration will vary 

by market and must be taken into consideration when finalizing a strategy. 


