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How The Center For Medicare
And Medicaid Innovation
Should Test Accountable Care
Organizations

ABSTRACT The Patient Protection and Affordable Care Act establishes a
national voluntary program for accountable care organizations (ACOs) by
January 2012 under the auspices of the Centers for Medicare and
Medicaid Services (CMS). The act also creates a Center for Medicare and
Medicaid Innovation in the CMS.We propose that the CMS allow
flexibility and tiers in ACOs based on their specific circumstances, such as
the degree to which they are or are not fully integrated systems. Further,
we propose that the CMS assume responsibility for ACO provisions and
develop an ordered system for learning how to create and sustain ACOs.
Key steps would include setting specific performance goals, developing
skills and tools that facilitate change, establishing measurement and
accountability mechanisms, and supporting leadership development.

T
he Patient Protection and Afford-
able Care Act of 2010 directs the
Centers forMedicare andMedicaid
Services (CMS) to create a national
voluntary program for accountable

care organizations (ACOs) by January 2012.
ACOs are provider groups that accept respon-
sibility for the cost and quality of care delivered
to a specific population of patients cared for by
the groups’ clinicians. The organizations also
provide data to be used in assessing their perfor-
mance on cost and quality criteria.
Combined with payment reform, ACOs are

seen as one way to reduce the rate of increase
in health care costs over time, while also improv-
ing the coordination and quality of care for
patients.1–3 Bending the cost curve will be neces-
sary if the expansion of health insurance cover-
age to an estimated thirty-twomillionAmericans
is to be affordable over time.

Provisions In The Reform Law
The health reform act instructs the CMS on
the capabilities that ACOs must display to
participate in the federal program. These

include a sufficient number of primary care
professionals to provide services to at least
5,000 beneficiaries and the ability to report
data on cost, quality, and overall patient care
experience for Medicare fee-for-service bene-
ficiaries. Participating groups must also agree
to enroll in the CMS program for at least three
years and exhibit a legal structure that permits
them to receive payments for shared savings
from the CMS and distribute a portion of the
payments. The shared savings would be gener-
ated when the group provides care to beneficia-
ries for less than a Medicare benchmark cost
while meeting criteria for patient service and
quality of care.
We recommend that the CMS’s new Center

for Medicare and Medicaid Innovation be
charged with stimulating and overseeing the
development of ACOs. The Innovation Center
should communicate the potential advantages
of ACOs to all parties, carefully align new
payment incentives with the capabilities out-
lined in the provisions of the health reform
law, and develop a learning system to support
the formation and sustainability of the organi-
zations.
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Why Pursue ACOs?
Accountable care organizations have potential
advantages for patients, physicians and other
clinicians, hospitals, and payers—particularly in
regard to providing more cost-effective care to a
growing number of chronically ill Americans.
Many people with chronic illnesses have multi-
ple conditions and see as many as seven or eight
physicians, in different locations. The multiple
physicians and visits result in uncoordinated
care that is reflected in preventable hospital ad-
missions and readmissions, poor adherence to
medication regimens, and inadequate follow-
up care.
Financial Incentives ACOscanaddress these

issues by creating and responding to financial
incentives that provide rewards for keeping peo-
ple well. They can also bring clinicians together
into teams that take responsibility for all of pa-
tients’ care across the spectrum of medical con-
ditions and facilities. They provide a foundation
for implementing electronic health records and
electronic visits—for instance, through e-mail
and telephone appointments—to improve care
management processes and encourage patients
to be involved in their own care. The organiza-
tions also use performance measures that pro-
vide external accountability to payers and the
public, and internal metrics to facilitate im-
proved care.
Physician Shortages Although ACOs are not

themselves a complete solution to the acute
shortage of primary care clinicians across the
country, they may help alleviate the shortage
by allowing primary care practices to care for
larger numbers of patients more efficiently
through team-based practice. In addition, the
combination of a more positive work environ-
ment and payment incentives may help attract
moremedical and nursing school graduates into
primary care.
Bundled Payment The typical hospital busi-

ness model today is based on generating net in-
come from the inpatient margin—in other
words, total payments for inpatient care minus
the costs of inpatient treatment. However, as the
CMS moves toward bundled payment—a single
payment to hospitals and physicians jointly for a
given condition or procedure—as well as toward
capitation—a set payment per member per
month—the business model will necessarily
change. It will be based on the total margin gen-
erated by providing overall care to the patient
across the care continuum, not just when he or
she is an inpatient.
Thus, incentiveswill be created forhospitals to

work closely with physicians to achieve shared
savings, subject to meeting quality and service
criteria.4 Currently, 70 percent of hospital lead-

ers believe that their institution couldbe apart of
anaccountable care organizationwithin thenext
five years.5

Less Fragmentation Many insurers contract
with networks of small physician practices,
which results in fragmented relationships
among primary care physicians, specialist physi-
cians, other clinicians, and hospitals. The result
is costly and often ineffective care that puts up-
ward pressure on premiums to the insurer and
on costs to employers. If ACOs can reduce some
of the fragmentation and provide a platform for
the delivery of more-integrated care, insurers
and employers should benefit directly.
Given these potential advantages, the key pol-

icy issue for the CMS becomes how to structure
and implement the ACO concept so as to maxi-
mize its advantages. This will require the CMS to
encourage the development of flexible models
and payment approaches for ACOs that can be
adapted to fit local communities andmarket con-
ditions. It will also require the creation of a sys-
tem in which all parties can learn from others’
experiences.

Accountable Care Models
Accountable care organizations will be largely
based on physician practices that, in turn, may
be organized as patient-centered medical
homes.6 Many ACOs will also include hospitals,
home health agencies, nursing homes, and per-
haps other delivery organizations. There are at
least five different types of practice arrange-
ments that could serve as ACOs. These are the
integrated or organized delivery system, multi-
specialty group practices, physician-hospital or-
ganizations, independent practice associations,
and “virtual” physician organizations, all de-
scribed below.4

Integrated Delivery Systems Integrated
delivery systems involve a common ownership
of hospitals, physician practices, and—in some
cases—an insurance plan. Some examples are
Kaiser Permanente, Group Health Cooperative
of Puget Sound, and Geisinger Health System.7

These systems typically have aligned financial
incentives, electronic health records, team-
based care, and resources to support cost-effec-
tive care.
Multispecialty Group Practices Multispe-

cialty group practices usually own or have a
strong affiliation with a hospital. Examples of
this type of arrangement include Mayo Clinic
and Cleveland Clinic.8 They usually do not
own a health plan but, rather, have contracts
with multiple health plans in their areas. Most
have a long history of physician leadership and
highly developed mechanisms for providing

Payment & Delivery

1294 HEALTH AFFAIRS JULY 2010 29:7



coordinated clinical care.
Physician-Hospital Organizations These

organizations are a subset of the hospital’smedi-
cal staff. One example is Advocate Health in Chi-
cago.9 Most were formed in the 1990s in
response tomanaged care pressures to negotiate
with health plans. Some function like multispe-
cialty group practices, focusing on reorganizing
the delivery of care to achievemore cost-effective
coordination. Although they may be less well
suited than integrated delivery systems ormulti-
specialty practices to qualify as ACOs, many
could structure themselves to meet the criteria
for that type of organization.

Independent Practice Associations Inde-
pendent practice associations consist of individ-
ual physician practices that came together
largely for purposes of contracting with health
plans. Over time, however, many of these have
evolved into more-organized networks of prac-
tices that are actively engaged in practice re-
design, quality improvement initiatives, and im-
plementation of electronic health records. One
example is Hill Physicians Group, in Northern
California.10 Such organizations could qualify as
ACOs, and that might encourage other indepen-
dent practice associations to evolve similarly,
given sufficiently strong financial incentives
and technical assistance.

Virtual Physician Organizations Finally, a
number of small, independent physician prac-
tices, many located in rural areas, can organize
to become “virtual” physician organizations,
such as Community Care of North Carolina.11

This process can be led by individual physicians
in rural areas or by a local medical foundation,
state Medicaid agency, or similar organization
that can provide the leadership, infrastructure,
and resources to help small practices develop
disease registries; implement electronic health
records; share information; and provide better-
coordinated, cost-effective care. These virtual
networks could qualify as ACOs and serve as
models for other groups of small practices.

Qualification Tiers
Physicians can choose one or more of the above
models, depending on what best fits their needs
and local circumstances. But because thereare so
many options, the payment systems that the
CMS creates for ACOs should evolve with the
models chosen. Specifically, themore-integrated
forms of accountable care, such as integrated
delivery systems and multispecialty group prac-
tices, are capable of assuming the greatest risk.
This would make them natural candidates for
capitation or bundled payments, in which pro-
viders assume a relatively greater share of risk.
In contrast, less structurally integrated forms

of ACOs, such as virtual physician organizations
and more loosely organized independent prac-
tice associations, are best suited—at least ini-
tially—to low degrees of risk. For them, a form
of limited, partial capitation for selected ill-
nesses may be most appropriate.
Thus, rather than requiring that all practices

interested in becoming accountable care organi-
zationsmeet all of the requirements contained in
the health reform law to the same degree, we
recommend that the CMS consider creating
three tiers of qualification criteria, as outlined
below.12,13 Potential ACOs could submit a three-
year plan to the CMS for qualifying for ACO sta-
tus at any one of the three tiers.
The tiering approach is attractive from both a

policy and a practice perspective. It would allow
physician practices to start at a low level, with
fewer capabilities. Practices could advance to
higher levels (offering greater rewards) over
time as they become able tomeet stricter criteria.
Tier 1 The accountable care organization at

this tiermight bear little financial risk but would
be eligible to receive shared savings and bonuses
if it meets quality benchmarks and reduces per
beneficiary spending below an agreed-upon
target. It could receive most of its payments on
a fee-for-service basis.
Tier 1 requirements might include establish-

ing a legal practice entity with a designated
governance and management structure. The
organization could be required to indicate the
specific nature of the ownership or contractual
relationships among physicians, hospitals, and
its other units. Organizations in this tier might
also be required to have a sufficient number of
primary care physicians to care for a defined
population of patients of sufficient size to reli-
ably report performance results.
The CMS could also require the capability to

report a basic set of performancemeasures based
on at least administrative data. Initially, virtual
physician organizations and loosely organized
independent practice associations would find
Tier 1 criteria the most appropriate and

We recommend that
the CMS consider
creating three tiers of
ACO qualification
criteria.
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achievable.
Tier 2 Organizations at this tier might be eli-

gible to receive a greater proportion of savings if
they achieve spending rates below a specified
target, but theywould also beat risk for spending
above the target. They could be paid more
through partial capitation and selected bundled
payments. These ACOs would be required to
meet the same governance and contractual cri-
teria as organizations in Tier 1.
Groups in Tier 2 would also be required to

report more comprehensive data on perfor-
mancemeasures that include patient experience
and clinical performance for a variety of condi-
tions, such as asthma, diabetes, and congestive
heart failure. They would also have to meet spe-
cific standards for financial reporting, including
revenue and expense projections and the main-
tenance of minimum cash reserves. Groups in-
terested in the physician-hospital organization
model might find Tier 2 eligibility criteria at-
tractive.
Tier 3 Accountable care organizations at this

level would be reimbursed through full capita-
tion or extensive partial capitation and bundled
payments. They would be eligible for the highest
level of reward but also exposed to the greatest
amount of risk. In addition to the criteria for the
other tiers, qualifying criteria for Tier 3 might
include public reporting of comprehensive data
onperformancemeasuresdrawn fromelectronic
health records, including patient reports of
health-related outcomes and quality of life.
Tier 3 organizations might also be required to

meet additional, more stringent, standards for
financial reporting and cash reserves. Integrated
delivery systems and multispecialty group prac-
tices would be most likely to qualify as Tier 3
groups.

Implementing A Learning System
Given the need to adapt different models of
accountable care organizations to local market
circumstances, and to match the risks and re-
wards to the different models, policy makers
need to create a system of learning from experi-
ments with ACOs. This system would help pro-
mote more rapid diffusion of successful models
and achievements across the country.
Previous research and experience suggest four

cornerstones for the learning system: a focus on
goals and objectives that motivate efforts to
change; skills and tools that facilitate change,
including the implementation of electronic
health records, care management processes,
methods of continuous quality improvement,
and the effective use of teams; measurement of
and accountability for performance; and strong

leadership. The CMS’s new Center for Medicare
andMedicaid Innovation,workingwith theCMS
Quality Improvement Organizations and pri-
vate-sector organizations such as the Institute
for Healthcare Improvement and the National
Center for Healthcare Leadership, is the best
vehicle for developing such a learning system.
Strategic-Focused Goals And Objectives

To facilitate delivery system transformation
and focus attention on desired health outcomes,
payment systemsneed to change. Payment based
on outcomes achieved, rather than on volume of
services provided, will be the motivation for
providers to focus their attention on improving
the underlying systems of care. The change will
motivate them to ask such questions as,Why do I
have so many diabetic patients whose blood
sugar levels are over 9 percent? Why do I have
to spend so much unproductive time with some
patients and not have enough time for others?
What are my patients doing between visits? Why
are my patient experience scores in the lowest
quartile of my group?
Skills And Tools In addition to having a mo-

tivation to learn, providers need the skills and
tools to address the questions raised. These in-
clude, in particular, the use of evidence-based
care management processes, the adoption of
continuous quality improvement techniques,
the ability to develop effective teams, and the
implementation of electronic health records
and registries.Muchhasbeenwrittenabout each
of these skills and tools, but they need to be
considered as an integrated set of competencies
required to effectively respond to the new pay-
ment incentives for providing better-coordi-
nated, cost-effective care.
For example, recent research on the use of

health information technology (IT) extension
centers to help physicians adopt electronic
health records suggests that the adoption by it-
self has only a limited impact. Instead, it is im-
portant to link the centers’ assistance to an
overall approach to practice redesign, and to
developing team-based and evidence-based use

The new Center for
Medicare and Medicaid
Innovation is the best
vehicle for developing
a learning system.
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of care management processes.14 Particular at-
tention should be given to implementing elec-
tronic health records that can transfer relevant
information to different kinds of providers
within accountable care organizations and to
external organizations as needed.

Measurement And Accountability Key to
learning is receiving accurate feedback on one’s
performance in a timely fashion. Thus, elec-
tronic health records must facilitate not only
patient diagnosis and treatment but also the abil-
ity to aggregate data across patients. These data
can form the basis of feedback reports for both
individual clinicians and a practice at large, en-
abling providers to assess deviations from de-
sired performance goals and to take corrective
action.
The recommendations of the Institute ofMedi-

cine Performance Measurement Report and the
work of the National Quality Forum and the
Agency for Healthcare Research and Quality
(AHRQ) constitute a portfolio ofmeasures avail-
able for use.15–17 As performance measures im-
prove over time, they can be grouped into
three categories. The first is measures with
known reliability, validity, and feasibility that
are now ready for “prime time.” The second is
performance measures that are almost ready but
that require further testing, particularly to de-
terminewhich kinds of practice settings can pro-
vide the needed data. The third is measures that
are promising but whose reliability, validity, and
feasibility still need verification.

Leadership Clinical and managerial leader-
ship will be needed to implement accountable
care organizations. Integrated delivery systems,
multispecialty group practices, physician-hospi-
tal organizations, and independent practice as-
sociations have benefited greatly from the
leadership of key people over the years. Leaders
are needed to motivate and set an example for
others to follow in creating ACOs. Leaders have
an important part to play in developing the skills
and tools to respond to the new payment incen-
tives and the necessary systems to measure per-
formance and accountability. Validated compe-
tencies of effective leadership can be used.18 The
CMS should set aside specific funds for the de-
velopment of leadership competencies within
new ACOs.

Discussion
Considerable technical assistance will be needed
to implement the learning system for the de-
velopment of ACOs. This will be particularly true
for loosely organized independent practice asso-
ciations and virtual physician networks, which
currently lack the size and resources to become

ACOs.
A Portfolio Approach We recommend that

a variety of organizations offer technical assis-
tance. The CMS Quality Improvement Organiza-
tions are one source. Most of them have con-
siderable experience and expertise in quality
improvement and process redesign, the imple-
mentation of electronic health records, and
the promotion of care management processes.
Private-sectororganizations suchas the Institute
for Healthcare Improvement can also play
key roles.
Local and statewide foundations and regional

collaboratives can also be important sources
of assistance. These include the Pittsburgh
Regional Health Initiative,19 the Twin Cities
Integrated Clinical Services Institute (ICSI),
and California’s Integrated Healthcare Asso-
ciation.
An additional approach would be to develop a

network of more-mature health care delivery or-
ganizations around the country. These organi-
zations could serve as mentors to less-mature
delivery organizations, to provide assistance in
developing the learning system. One such men-
tor might be the Council of Accountable Physi-
cian Practices, which is a subsidiary of the
American Group Practice Association and com-
prises some of the country’s leading multispeci-
alty group practices.
The CMS might give these mentoring organi-

zations a bonus payment for providing technical
assistance to selected organizations across the
country for a defined period of time. The men-
tors would teach best practices in care manage-
ment processes, practice redesign, development
of effective teams, implementation of electronic
health records, and other related skills.
The payment to the mentoring organization

might be structured so that 50 percent of its
bonus payment would be paid up front, with
the remainder paid only if the recipient organi-
zation successfully implemented these best prac-
tices, meeting predetermined criteria for
success. Examples could include implementing
a patient reminder follow-up system for medica-
tion adherence for diabetic patients, a transi-
tional care program from hospitals to primary
care sites, and a patient self-management
program.
Systematic Evaluation And Feedback To

accelerate learning from and improvement of
the ACO model and to help all ACOs learn from
each other’s experiences, their implementation
should be systematically and comprehensively
evaluated. The use of standard measures of cost
and quality performance would provide one im-
portant sourceof data.But additionaldatawill be
needed on how electronic health records, care
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management processes, quality improvement
initiatives, and leadership training programs
are implemented.
Data will also be needed about the local con-

text within which each ACO operates, including
the size of the market, the concentration of
payers, and related factors. Only through such
a comprehensive assessment will we be able to
learn rapidly from the successes and failures and
maximize the probability that the program as a
whole will succeed.
Conclusion The CMS should emphasize in-

novations in both payment and practice models,

which must evolve within the context of the
learning system. There are many challenges to
the development and implementation of ac-
countable care organizations beyond those dis-
cussed, such as legal and regulatory barriers.20

But the CMS’s actions can dramatically increase
the chances of success for these organizations.
As discussed, actions by the CMS should include
recognizing the need for different models of
ACOs adapted to local circumstances, having
different levels of qualification appropriately
matched with different paymentmodels, and de-
veloping an associated system for learning. ▪
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