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PREFACE

The analysis and recommendations in this report are based on input and discussions by the members of the Center
for Healthcare Quality and Payment Reformés Advisory Boar o
Stuart H. Altman, PhD, Sol C. Chaiken Professor of National Health Policy, Brandeis University (Chair)
Karen Wolk Feinstein, PhD, President and CEO, Jewish Healthcare Foundation (Vice Chair)
Vernice Davis Anthony, BSN, MPH, President and CEO, Greater Detroit Area Health Council
Howard Beckman, MD, Medical Director, Rochester Individual Practice Association
Marc H. Bennett, President and CEO, HealthInsight
Robert A. Berenson, MD, Senior Fellow, The Urban Institute

Jane Brock, MD, MSPH, Chief Medical Officer, Care Transitions Theme Support Center,
Colorado Foundation for Medical Care

David C. Colby, PhD, Vice President, Research and Evaluation, Robert Wood Johnson Foundation

Patricia Gabow, MD, CEO, Denver Health

Robert M. Galbraith, MD, MBA, Executive Director, Center for Innovation, National Board of Medical Examiners
Richard J. Gilfillan, MD, President and CEO, Geisinger Health Plan

William Golden, MD, Medical Director, Health Policy, Arkansas Department of Health & Human Services

George Isham, MD, Medical Director and Chief Health Officer, HealthPartners, Inc.

Cal R. Ludeman, Commissioner, Minnesota Department of Human Services

Harold S. Luft, PhD, Director, Palo Alto Medical Foundation Research Institute

Mary McWilliams, Executive Director, Puget Sound Health Alliance

Tony Miller, President and CEO, Carol, Inc.

Michael Painter, JD, MD, Senior Program Officer, Robert Wood Johnson Foundation

Elizabeth Wennar Rosenberg, MPH, DHA, President, United Health Alliance

Meredith Rosenthal, PhD, Associate Professor of Health Economics and Policy, Harvard School of Public Health
Stephen C. Schoenbaum, MD, MPH, Executive Vice President for Programs, Commonwealth Foundation

David Share, MD, MPH, Senior Associate Medical Director, Health Care Quality, Blue Cross Blue Shield of Michigan
Stephen A. Somers, PhD, President and CEO, Center for Health Care Strategies

John S. Toussaint, MD, President and CEO, ThedaCare Center for Healthcare Value

Ed Wagner, MD, MPH, Director, MacColl Institute for Healthcare Innovation, Group Health Center for Health Studies
Caroline Whalen, Program Project Director, King County Department of Executive Services

However, the statements and recommendations in this report are not intended to represent a consensus opinion by
the members of the Advisory Board, and individual members may disagree with specific statements or recommendations
in the report.

The Jewish Healthcare Foundation and the Pittsburgh Regional Health Initiative provided financial support for the
preparation of this report and for discussions by the members of the Advisory Board, but the statements and recommen-
dations in the report do not represent an official position by either the Foundation or PRHI.
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-
EXECUTIVE SUMMARY

HOW TO CREATE ACCOUNTABLE CARE ORGANIZATIONS

WHAT WOULD ACCOUNTABLE CARE ORGANIZATIONS BE ACCOUNTABLE FOR, AND
WHAT WOULD THEY DO DIFFERENTLY?

e The goal of Accountable Care Organizations should be to reduce, or at least control the growth of, healthcare costs
while maintaining or improving the quality of care patients receive (in terms of both clinical quality and patient ex-
perience and satisfaction). There are many opportunities that exist for improving quality and reducing healthcare
costs without the need to ration care. These include improved prevention and early diagnosis, reductions in unnec-
essary testing and referrals, reductions in preventable emergency room visits and hospitalizations, reductions in in-
fections and adverse events in hospitals, reductions in preventable readmissions, and use of lowercost treatments,
settings, and providers. (See pages b for more detail.)

e Although Accountable Care Organizations should accept greater accountability for reducing costs, they should not be
expected to take on insurance risk, i.e., the risk associated with whether the patients who come to them are sick or
well (unless they choose to do so). Insurance plans should continue to manage insurance risk, and Accountable Care
Organizations should manage performance risk, i.e., the ability to successfully treat an illness in a costeffective way.
(See page 5 for more detail.)

e Accountable Care Organizations should not be expected to take responsibility immediately for all possible opportuni-
ties for cost reduction. They can be accountable for total costs and make significant impacts on those costs just by
pursuing a subset of the many opportunities for cost reduction. (See page 6 for more detail.)

WHAT KINDS OF ORGANIZATIONS CAN SERVE AS ACCOUNTABLE CARE
ORGANIZATIONS?

e To the maxi mum extent possible, an organizationds abilit
determined by its success in improving outcomesi controlling costs, improving quality, and providing a good ex-
perience for patients i not on its organizational structure or even the specific care processes it uses. In the short run,
since outcomes can only be known after the fact, some structural and process criteria are needed to define which or-
ganizations have the greatest probability of success. (See page 7 for more detail.)

e The core of an Accountable Care Organization is effective primary care. Although the majority of healthcare expendi-
tures and increases in expenditures are associated with specialty and hospital care, some of the most important
mechanisms for reducing and slowing the growth in specialty and hospital expenditures are prevention, early diag-
nosis, chronic disease management, and other tools which are delivered through primary care practices.

(See pages 78 for more detalil.)

e In order for primary care practices to become an Accountable Care Organization, they will need to have at least eight
things:
1) Complete and timely information about patients and the services they are receiving;
2)  Technology and skills for population management and coordination of care;
3) Adequate resources for patient education and selfmanagement support;
4) A culture of teamwork among the staff of the practice;
5) Coordinated relationships with specialists and other providers;
6) The ability to measure and report on the quality of care;
7) Infrastructure and skills for management of financial risk;
8 A commitment by the organizationds | eadership to i mprovi ng
countability to drive improved performance.

(See pages 810 for more detail.)

e Efforts to help primary care practices become more effective, such as the tools of PatienrtCentered Medical Homes,
the Chronic Care Model, etc., are helpful, but not sufficient. In order to create a successful Accountable Care Organi-
zation, primary care practices must add the capability to manage both cost and quality outcomes. Moreover, not all
of the standards in current Medical Home accreditation programs may be necessary to success as an Accountable
Care Organization. (See page 10 for more detail.)

‘Lk\ CH@R HOW TO CREATE ACCOUNTABLE CARE ORGANIZATIONS



e Small primary care practices that work together through organizational mechanisms such as an Independent Prac-
tice Association (IPA) have a better ability to form an Accountable Care Organization if the number of participating
physicians and their organizational structure gives them:

1) The ability to manage and coordinate patient care;

2) The ability to manage financial risk associated with the costs of patient care; and
3) The ability to measure cost and quality in a statistically valid way.

(See pages 16a12 for more detail.)

e |tis undesirable to require or encourage all physicians in a geographic area to form a single Accountable Care Or-
ganization. Participation should be voluntary 7 based on a commitment to success. There are advantages to having
multiple Accountable Care Organizations in a region, but also some additional challenges, and the best approach will
vary from region to region. (See pages 12 and 17 for more detail.)

e Specialists will continue to play an important role in patient care, but their roles relative to primary care will need to
be rationalized and better coordinated, and the volume of referrals to specialists will need to decrease in most re-
gions. Although an Accountable Care Organization will need to have effective working relationships with specialists,
specialists do not necessarily need to be part of the Accountable Care Organization itself. (See pages 413 for more
detail.)

e |t can be very advantageous to have a hospital included in an Accountable Care Organization if the hospital is com-
mitted to the goals of reducing total costs and improving quality. However, Accountable Care Organizations should
not be required to include a hospital, since the interests of hospitals and physicians may be in conflict in the early
stages of development of Accountable Care Organizations. (See pages 15 for more detail.)

e Integrated Delivery Systems could serve as an ideal model for Accountable Care Organizations if they have true clini-
cal integration and a commitment by their leadership to fulfill the vision of an Accountable Care Organization. (See
page 16 for more detail.)

e Since providers in different parts of the country differ dramatically in terms of size, clinical and corporate integra-
tion, and skills in managing costs, there is no single d
rywhere. Four different levels of Accountable Care Organizations (ACOs) should be considered:

Level 1 ACO: Primary care practices functioning together through an IPA or other organizational mechanism and focusing on
prevention and improvement of care for ambulatory care -sensitive conditions.

Level 2 ACO: Primary care practices and frequently-used specialties, working together through an IPA or multi -specialty
group practice, and focusing on prevention and improvement of care for ambulatory care-sensitive conditions
and common specialty procedures.

Level 3 ACO: Primary care practices, specialists, and hospitals, working together through an integrated delivery system or
other organizational mechanism, and focusing on all or most opportunities for cost reduction and quality im-
provement.

Level 4 ACO: Healthcare providers, public health agencies, and social service organizations working jointly to improve out-
comes for a very broad patient population, including homeless individuals and the uninsured.
(See pages 1819 for more detail.)

WHAT PAYMENT REFORMS ARE NEEDED TO SUPPORT ACCOUNTABLE CARE
ORGANIZATIONS?

e Payment systems need to be changed significantly to support Accountable Care Organizations (ACOs). Payment re-
forms should achieve five goals:
1) Provide the ACO with the flexibility to deliver the right services to patients in the right way at the right time;
2) Enable the ACO to remain profitable if it keeps people healthier or reduces unnecessary services;
3) Pay the ACO more for high-quality care than for low -quality care, and encourage patients to use higherquality ACOs;
4)  Pay the ACO adequately, but not excessively, to cover the costs of the services it provides for all of its patients; and
5) Avoid penalizing the ACO for caring for sicker patients (unless the sickness was caused by the ACO itself).
(See pages 2021 for more detail.)

e Of fering arbitrarily defined fishared savingso to an ACO
enable ACOs to truly transform the way they deliver care. To be effective, shared savings would need to be based on
net savings (including unreimbursed costs of changes in care delivery) and combined with other payment changes.
(See pages 2223 for more detail.)
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e A properly-structured Comprehensive Care Payment (or global payment) system can achieve all of the goals of pay-
ment reform, as long as it is structured so as to avoid the problems of traditional capitation payment systems. (See
pages 2425 for more detail.)

e Episode-of-Care Payment can serve as both a transitional payment reform and as an important longrun component
of an overall payment system. (See pages 2&7 for more detail.)

e Hybrid payment models (e.g., partial comprehensive care payments with bonuses and penalties based on savings
and quality) can also be used as a transitional payment reform. (See page 27 for more detail.)

e |n addition to implementing new payment methods, effective mechanisms for setting appropriate payment levels
will also be needed. The appropriate mechanisms will vary from region to region and provider to provider, depend-
ing on the structure of local healthcare markets. (See page 28 for more detail.)

WHAT SHOULD COMMUNITIES DO TO ENCOURAGE AND SUPPORT THE DEVELOP-
MENT OF ACCOUNTABLE CARE ORGANIZATIONS?

e Comparable changes in payment systems should be made by all payers, but as a minimum, changes need to be made
by the payers that provide health insurance coverage for
so that the ACO has the resources and ability to change the way it cares for all patients. Medicare needs to have the
flexibility to change its payment systems to match the changes local payers make. (See pages 280 for more detail.)

e The outcomes and measures of success for Accountable Care Organizations should be defined by the community
they serve, rather than by individual payers. States, Regional Health Improvement Collaboratives, large payers, and
consortiums of payers can play a key role in building consensus among payers and providers on what the standards
for success should be and on the appropriate transitional paths. (See pages 381 for more detail.)

e |tis critical to build support among consumers and patients for changes in care delivery and payment, and to have
consumers actively engaged in achieving the desired outcomes, rather than trying to hold Accountable Care Organi-
zations solely accountable for improving quality and reducing costs without adequate patient support and involve-
ment. (See pages 3432 for more detalil.)

e Other changes in laws and policy would be helpful in encouraging and supporting Accountable Care Organizations,
such as malpractice reform, changes in accreditation processes, and modifications to antitrust laws and gain-
sharing laws. (See pages 3233 for more detail.)

HOW CAN THE TRANSITION TO ACCOUNTABLE CARE ORGANIZATIONS BE
FACILITATED?

e |tis unreasonable to expect healthcare providers in most parts of the country to successfully accept full accountabil-
ity for costs and quality quickly or in a single step. Transitional approaches will be needed. (See page 34 for more
detail.)

e Support should be made available to willing providers to help them get started, including coaching and technical
assistance, information on their current costs and quality, shared services for improved care management, financial
resources to support changes in care, and financial modeling to help in taking on financial risk. (See pages 3435 for
more detail.)

e A multi -year process for transitioning to full accountability should be used, such as focusing initially on subgroups of
patients and subsets of costs. Measures of success should be based on absolute standards of performance, relative
performance compared to other providers, and i mproB@&ment
for more detail.)

e Special attention should be given to underserved communities and consumers to ensure they participate in and
benefit from improved care delivery. (See page 37 for more detail.)

e Payment changes should also transition over time in ways that support the transitional changes in care processes.
Since initial payments will be based on the feefor-service system, reforms to the current feefor-service system, par-
ticularly its support for primary care, should be a high priority. (See pages 38-40 for more detail.)

e Medicare should encourage and participate in regionally defined Accountable Care Organization initiatives by waiv-
ing Medicare requirements and changing payment rules to match what other major payers in the region, including
commercial payers and Medicaid, are doing. (See pages 389 for more detail).
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I INTRODUCTION: CREATING GREATER
ACCOUNTABILITY IN HEALTHCARE DELIVERY

Over the past decade, there has been a growing focus on holding healthcare providers more accountable for the qual-
ity of the healthcare they deliver. Studies showing high rates of medical errors and hospital-acquired infections, and low
rates of delivering immunizations, screenings, and other important services have led to a wide range of quality measure-
ment and reporting programs and pay for performance programs designed to ensure that healthcare providers deliver a
minimum level of quality and to raise the standard for quality over time.

In contrast, however, healthcare providers are typically not held accountable today for the aggregatecosts of the
healthcare services delivered to any patient or group of patients. Under the Medicare feefor-service program, if a service
is covered by Medicare, a healthcare provider can deliver that service to a Medicare beneficiary and be paid for it, even if
a cheaper service, or no service at all, would have achieved a similar or better outcome. Under most commercial insur-
ance plans and Medicare Advantage plans that pay providers on a fe€for-service basis, steps may be taken to discourage
the use of services viewed as unnecessary or unnecessarily expensive, but these steps are taken by the health plan, not by
the provider, and both patients and providers often resist efforts by health plans to manage costs in this way.

In light of the high and rapidly growing cost of healthcare in the U.S., there has been growing interest both in the
federal government and in states and regions across the country in finding ways to encourage health cargroviders ,
rather than health insurance plans, to take greater accountability for the overall cost as well as the quality of healthcare
delivered to patients. An entity that would accept this greater accountability has been variously called:

e an flaccountable care organizationodo or ACO. MedPAC defin
sible for the health care of & Ingheippapera onithe concept, ElitRishecand e b e
colleagues do not directly define an ACO, but use the term to describe a provider or group of providers which would
receive new forms of payment designed to encourage accountability for costs?

e an AAccountable Care Systemo or ACS. Stephen Shortell a
implement organized processes for improving the quality and controlling the costs of care and be held accountable
for the’®Thewlsasy 0t hat an ACS fimay be made up of several
the continuum of care (i.e., outpatient, in -patient, home health, rehabilitation, long -t e r m, and palliatiwv
which implies that Accountable Care Systems involve more types of providers than ACOs. On the other hand, Elliott
Fisher and colleagues state that their concept of an ACO would satisfy the Shortell/Casalino definition of an ACS, and
that fAany of the specific organizational models [*Shortel

e an fiAccountable Care Networko or ACN. The Pittsburgh Re
tion have proposed an ACN as a transitional stage for small hospitals and physician practices as they work toward
becoming an ACO?

e a ABe&dugi ble Organizationodo or BEO. The Congressional B L
able to work together to manage and coordinate care for
accountable care organization mddels proposed by some re

e an AOrganized System of Care. o Blue Cross Blue Shield o
through its Physician Group Incentive Program. ’

In this report, the term AAccountable Care Organizationo
group of providers that accepts accountability for the total cost of care received by a population, since the term
forgani zationo seems the most generic and could be applica
Aiboreusi gi bleodo is narrowly focused on a particular payment
delivering healthcare. Al t hough in many ways, the term fAs
ally be achieved by having providers managing care more sSYy
large, horizontally-i nt egr at ed set of hospitals or other facilities,
Care System, 0 Shortell and Casal i n®rganizgiidns may bd byildingldcksdfomnt e t h

Accountable CareSystems.)

Although there has been growing support for creating such Accountable Care Organizations, there has been relatively
little exploration of how an ACO would actually achieve the goals envisioned for it, what it would look like organization-
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ally, or how it would come into existence. This report attempts to fill that gap.

Section Il explores what an Accountable Care Organization should be accountable for, and the likely strategies it
would use in order to be successful.

Section Il discusses the types of healthcare providers that can and should be included in an Accountable Care Or-
ganization, which organizational structures would support success in managing the desired accountability, and which
organizational characteristics might present barriers to success.

Section IV discusses the changes in healthcare payment systems which would need to be made in order to encourage
and support the creation and operation of Accountable Care Organizations.

Section V examines what governments and communities can and should do beyond payment reforms to create an
environment that encourages the formation and successful operation of Accountable Care Organizations.

Section VI describes transitional approaches that can help healthcare providers begin accepting greater accountabil-
ity on a path toward becoming Accountable Care Organizations.
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