
Harold D. Miller  

Transitioning  
to Accountable Care  



TRANSITIONING TO ACCOUNTABLE CARE:  

Incremental Payment Reforms to Support Higher Quality, More Affordable Health Care  

First Edition, January 2011  

Copyright 2011 Center  for Healthcare Quality and Payment Reform  

All Rights Reserved  

www.CHQPR.org  

ABOUT THE AUTHOR  

Harold D. Miller is the Executive Director of the Center for Healthcare Quality and Payment Reform  

and the President and CEO of the Network for Regional Healthcare Improvement.  Miller also serves as  

Adjunct Professor of Public Policy and Management  at Carnegie Mellon University. 

ACKNOWLEDGMENTS  

Support for the preparation of this publication was provided by The Commonwealth Fund.  

The views presented here are those of the author and not necessarily those of  

The Commonwealth Fund or its directors, officers, or staff.  

 

 

Operating support for the Center for  Healthcare Quality and Payment Reform has been  

provided by the  Jewish Healthcare Foundation. 



EXECUTIVE SUMMARY  ................................ ................................ ............................  i  

I.  INTRODUCTION: THE NEED FOR TRANSITIONAL PAYMENT REFORMS  ..........  1 

A. The Barriers to High Quality, Affordable Care Posed By Current Payment Systems ........................................... 1 

B. The Problems With Many Payment Reform Proposals.......................................................................................... 1 

C. The Need for Transitional Payment Reforms ......................................................................................................... 2 

II.  PAYMENT REFORMS TO SUPPORT ACCOUNTABLE ACUTE CARE  .....................  4 

A. Paying Hospitals on a Case Rate Basis for All Patients .......................................................................................... 5 

B. Paying All Physicians on a Case Rate Basis for Acute Care Episodes ................................................................... 5 

C. Bundling Payments to Hospitals and Physicians ................................................................................................... 6 

D. Providing an Inpatient Warranty  ............................................................................................................................ 7 

E. Bundling Payments for Inpatient and Post -Acute Care ......................................................................................... 9 

F. Providing a Warranty for Post -Discharge Complications and Readmissions ...................................................... 10 

G. Paying Based on Diagnosis Instead of Treatment .................................................................................................. 11 

H. Targeting Payment Reforms to Facilitate the Transition  ....................................................................................... 11 

III.  PAYMENT REFORMS TO SUPPORT ACCOUNTABLE MEDICAL HOMES AND  
SPECIALTY CARE  ................................ ................................ ................................  13 

A. Care Management Payments and Utilization-Based Performance Incentives for Primary Care ........................ 13 

B. Care Management Payments for Specialists ........................................................................................................... 15 

C. Condition -Specific Partial Comprehensive Care Payment .................................................................................... 16 

D. Moving From Condition -Specific Payment to Global Payment............................................................................. 18 

IV.  SETTING PRICES, MANAGING RISK, AND ENSURING QUALITY  ........................  19 

A. Setting Prices ............................................................................................................................................................ 19 

B. Limiting Financial Risk for Providers  ..................................................................................................................... 21 

C. Ensuring the Quality of Care ................................................................................................................................... 25 

D. Special Challenges for Small Providers ................................................................................................................... 26 

V.  DEVELOPING A TRANSITION STRATEGY  ................................ ...........................  28  

A. Choosing a Starting Point ........................................................................................................................................ 28 

B. Keeping the End in Sight ......................................................................................................................................... 29 

C. Examples of Multi -Step Transitions ....................................................................................................................... 30 

D. Creating Successful Accountable Care Organizations ............................................................................................ 32 

VI.  OBTAINING SUPPORT FROM PAYERS  ................................ ................................  34  

A. The Myth of the One-Size-Fits-All Payment Reform ............................................................................................. 34 

B. Aligning the Payment Systems of Multiple Payers ................................................................................................. 34 

C. How Medicare Can Participate ................................................................................................................................ 37 

ENDNOTES  ................................ ................................ ................................ ................  39  



There is growing agreement that many of the cost and quality problems in health care today are either caused or ex-
acerbated by the way we pay for health care services.  Although a variety of payment reforms have been proposed to ad-
dress these gaps, many of them are seen either as doing too little to address the problems caused by current payment sys-
tems or as changing payment too radically for providers to easily implement.  

There is a need for ñmiddle-groundò options ï payment reforms that provide greater flexibility and accountability for 
care than typical pay-for-performance, shared savings, and medical home programs, but which avoid forcing providers to 
take on more financial risk than they can manage or to take accountability for services they cannot effectively control (as 
traditional capitation systems or full episode -of-care payment systems can require).  These middle-ground changes can 
be viewed as transitional payment reforms , i.e., they enable healthcare providers to deliver some improvements in cost 
and quality for payers and patients as the providers build the capacity to transition to more comprehensive payment  
reforms in a way that is feasible for them. 

There are at least seven different types of payment reforms that could be used by providers and payers to transition 
toward more episode-oriented payment structures for major acute care:  

Paying hospitals on a case rate basis for all patients , i.e., using DRG-type payments in place of per diem and 
charge-based payments for all patients; 

Paying all physicians on a case rate basis for acute care episodes , i.e., making a single payment to a physi-
cian for all services during an entire patient stay, similar to the way surgeons and obstetricians are currently paid;  

Bundling payments to hospitals and physicians , i.e., making a single payment for both hospital and physician 
services instead of separate payments; 

Providing an inpatient warranty , i.e., having hospitals and/or physicians agree not to charge more for services 
to correct errors, infections, and other hospital -acquired complications;  

Bundling payments for inpatient and post -acute care , i.e., paying a single amount to cover both inpatient 
care and services after discharge such as inpatient rehabilitation and home health care; 

Providing a warranty for post -discharge complications and readmissions , i.e., having hospitals and/or 
physicians agree not to charge more for preventable readmissions to the hospital; and 

Paying based on diagnosis instead of treatment , i.e., defining DRGs and physician case rates based on patient 
diagnoses, rather than on the specific procedures or treatments performed. 

These transitional payment reforms need not be pursued in any particular sequence, and different approaches can be 
used with different types of patients and conditions.  The goal should be to change the payment structure in the most tar-
geted way possible to enable specific problems with care to be solved or specific goals to be achieved.  For example, if 
there are inefficiencies in the way care is delivered, bundling payments could be the best approach for solving that, 
whereas if infection rates are high, a warranty would be a more appropriate approach. 

Three payment changes that could help primary care and specialty physician practices transition toward more global 
payment structures are: 

Paying Primary Care Practices with Care Management Payments and Utilization -Based Performance 
Incentives.   This would involve adding three new components to fee-for -service payments for primary care: 

A Care Management Payment would be paid to the primary care practice for each patient (in addition to current 
fees for individual services) to support better patient education and self -management support, access to physi-
cians by telephone, etc.; 



Specific targets for reducing utilization of healthcare services outside of the practice (e.g., non-urgent emergency 
room visits, ambulatory care sensitive hospitalizations, and/or high -tech diagnostic imaging) would be  
established that would result in savings greater than the cost of the Care Management Payment; and 

Bonuses/penalties would be paid to the practice based on its performance against the targets. 

Paying Specialists with Care Management Payments and Utilization -Based Performance Incentives.   
Similar to the payment model above for primary care practices, specialists would be paid more to better manage and 
coordinate patient care, but with specific targets for reducing utilization of expensive services such as hospital care. 

Paying Physician Practices with Condition -Specific Partial Comprehensive Care Payments.   A physi-
cian practice or group of providers would be paid a single amount for most or all of the services that a patient will 
need from more or all providers for one or more of the patientôs health conditions over a fixed period of time (e.g., a 
year).  This would replace separate fees currently paid for the individual services that are covered by the payment. 

For any of the transitional payment reform steps, as well as for full episode or global payment, three additional issues 

must be addressed: 

Establishing an appropriate payment amount (i.e., a price) for each patient or group of patients.   
Even if the payment method provides the right incentives for better care, if the payment level is too low (i.e., below 
the minimum feasible cost of providing care), providers will be unable to provide quality care, and if the payment 
level is too high, there will be no real incentive for efficiency.  A major challenge here is getting adequate data to en-
able both providers and payers to determine what appropriate prices are for new payment systems. 

Limiting the financial risk associated with unusually expensive patients or with costs that the pro-
vider cannot control.   Four methods could be used to do this: 

Condition/Severity Adjustment , i.e., paying a provider different amounts depending on the type and sever-
ity of the patientôs health conditions; 

Outlier Payments/Adjustments , i.e., paying a provider more when the cost of caring for a patient exceeds a 
certain threshold, or not holding the provider accountable for the total cost or quality of care for patients with 
unusual conditions;  

Risk Corridors , i.e., limiting the extent to which the cost of actual service delivery for a group of patients can 
differ from the payment amount; and  

Exclusions and Risk -Sharing With Other Providers , i.e., excluding the costs of services delivered by 
some outside providers from the payment, or having two providers each accepting accountability for different 
portions of the total costs of caring for a group of patients. 

Ensuring that the quality of care to patients is maintained or improved as incentives to control costs 
are introduced.  The types of explicit quality incentives needed will depend on the specific payment model used, 
but it is likely that current efforts to measure the quality of preventive care will be a critical complement to all new 
payment models. 

Ideally, a community should start by focusing transitional payment reforms on areas where significant cost savings 

can be achieved quickly.  The following four criteria can help identify where the likelihood of significant, short -term suc-

cess is highest: 

Conditions which affect a large number of patients;  

Services where there is evidence of overutilization or inefficiency involving relatively large amounts of spending; 

Changes in care that have been proven to reduce overutilization or inefficiency, that are relatively simple or low-cost 
to implement, that can achieve significant results within a relatively short time period, ideally a year, and that are 
viewed favorably by patients; and 

Services, conditions, and care changes where there is strong clinical leadership in the community. 

When developing a transitional payment strategy, it is important to try and define not only the initial  incremental 

steps, but also the desired end point  (i.e., the payment system that is ultimately to be used) and as many of the interme-

diate steps as possible, so that both providers and payers understand how investments made today will pay returns in the 

future.  

The transitional payment models can also serve as important building blocks for Accountable Care Organizations 

(ACOs).  The most important factors in the success of ACOs will be (1) their ability to identify specific opportunities for 

improving the way care is delivered to patients that can reduce costs and improve quality, and (2) their ability to provide 



the resources and supports that individual healthcare practitioners need to enable and encourage them to make those 

improvements.  An ACO cannot control total  costs and quality if it cannot control the costs and quality of individual epi-

sodes of care and the number of episodes for groups of patients, and it cannot control those things if the individual prac-

titioners who deliver the care are still being paid based on volume rather than value.  Even if the ACO is accepting a 

global payment for the total costs of care for a patient population, it will need to break that payment down and use it to 

make the equivalent of episode payments and comprehensive care payments to the individual physician groups and 

other providers involved in delivering the care.  

Since providers need better payment systems in order to deliver higher-value care, it will be essential to have payers 

offer a range of transitional payment options in order to allow all of the providers in a community to transform their 

care.  Although it might seem much easier and cheaper to try and choose one ñbestò payment system and stick to it over a 

long period of time, any one-size-fits -all payment change would mean that (1) those providers who could accept greater 

accountability than permitted by the payment change would be unable to deliver all of the improvements in value they 

could offer, and (2) those providers without sufficient skills to participate in the payment model that is chosen would be 

unable to make even the small improvements in value they could offer if given the opportunity to participate in a more 

incremental payment reform.  Consequently, multiple payment models will likely need to be available in many commu-

nities to support providers with different capabilities.  

In addition, as many payers in a community as possible need to implement the same payment reforms.  It is in both 

payersô and providersô interests for all payers to adopt a new payment arrangement, since this would enable a healthcare 

provider to change its care processes for all of its patients without being financially penalized for any of them, while also 

avoiding creating a competitive disadvantage for an individual payer which makes payment changes if the other payers 

do not.  However, achieving alignment of all payers in a market is very challenging because of antitrust concerns and the 

fact that it is costly for national payers to implement different payment systems in different communities.  Some  

approaches that could be used to achieve a critical mass of multi-payer alignment for providers include:  

Use state government or a non-profit Regional Health Improvement Collaborative to facilitate agreement on a com-
mon payment methodology. 

Reach agreement on a common approach to payment reforms first among payers who exclusively or primarily pay 
for patients living in the local market.  

Restructure payment for types of patients and conditions for which there are fewer payers or payers who are more 
willing to change their payment systems. 

Implement payment reforms with providers who accept payment from a more narrow range of payers.  

Implement payment reforms initially with providers which have their own health plan.  

Define the most critical aspects of payment systems that need to be aligned, rather than trying to get all payers to 
implement identical payment systems.  

Because of its size, participation by the Medicare program is extremely important.  Fortunately, the federal Patient 

Protection and Affordable Care Act (PPACA) has given the Centers for Medicare and Medicaid Services the power to of-

fer the full range of transitional payment reforms described above if it wishes to do so.  The two principal sections of the 

law that provide this capability are:  

Shared Savings Program/Accountable Care Organizations (ACOs).   Although titled the ñShared Savings 
Program,ò Section 3022 of PPACA (Section 1899 of the Social Security Act) provides the Secretary of Health and Hu-
man Services with the power to establish ñother payment modelsò for Accountable Care Organizations that the Sec-
retary determines ñwill improve the quality and efficiencyò of healthcare, as long as payments do not result in spend-
ing more ñthan would otherwise be expended é if the model were not implemented, as estimated by the Secretary.ò  
Each of the transitional payment reform models described above can be structured in a way that maintains or re-
duces spending for the services encompassed by the payment.  Moreover, the law does not require that ACOs provide 
or control provision of all services, merely that an ACO must ñbe willing to become accountable for the quality, cost, 
and overall care of the Medicare fee-for-service beneficiaries assigned to it;ò this could easily include organizations 
that are willing to transition over time to broad accountability but need more narrowly defined initial payment re-
forms to enable them to get started. 

Center for Medicare and Medicaid Innovation.   Section 3021 of the law creates this new entity and gives it 
the power and duty ñto test innovative payment and service delivery models to reduce program expenditures é while 
preserving or enhancing the quality of careéò  This will also allow Medicare to participate in unique payment models 
developed in individual communities to help their providers transition to more accountable care.  



There is growing agreement that many of the cost and quality problems in health care today are either caused or ex-

acerbated by the way health care services are paid for.  Under most current healthcare payment systems: 

Physicians, hospitals, and other healthcare providers receive more revenue for delivering more services, not for de-
livering higher quality services or services which are more effective in improving a patientôs health, i.e., providers are 
paid for doing  more, not  better . 

Healthcare providers may actually be financially penalized for improving the quality of their services.  For example, 
reducing errors and complications can not only reduce providersô revenues, but also reduce their profits and ability 
to remain financially viable. 1  Moreover, under most payment systems, health care providers make less money if a 
patient stays healthy.   

Separate payments are made to each physician, hospital, and other healthcare provider involved in a patientôs care, 
which can result in duplication of tests and services for the same patient2, with no incentive for separate providers to 
coordinate their services. 

Many valuable preventive care and care coordination services are not paid for adequately (or at all)3, which can result 
in unnecessary illnesses and treatments.  In addition, low payment levels are believed to be discouraging physicians 
from entering primary care, contributing to shortages of primary care physicians in many areas.  

Although a variety of payment reforms have been proposed to address these gaps, the major proposals either do too 

little to address the problems caused by current payment systems or change payment systems too radically for many pro-

viders to easily implement.  For example: 

Pay -for -Performance Programs.   Many health plans are using pay-for-performance (P4P ) programs to reward 
physicians and hospitals for achieving better performance, and the federal Patient Protection and Affordable Care 
Act has authorized Medicare to implement such programs.  However, these programs typically do nothing to change 
the problems and undesirable incentives in the underlying payment system, and if they provide bonuses on top of 
existing payments, they require payers to spend more than they are spending today.  As a result, the amount of fund-
ing involved is relatively small relative to the overall revenues that a provider will receive, creating relatively little 
incentive for improvement, particularly since the underlying fee -for -service incentives remain in place.4 

Shared Savings Programs.   ñShared savingsò programs are intended to address some of the weaknesses with tra-
ditional P4P systems by paying a bonus to providers that is explicitly connected to the amount by which they reduce 
the total cost of care for their patients compared to expected levels.  Because the providerôs bonus payment is directly 
related to the payerôs savings, a shared savings program avoids directly increasing costs, and gives a provider the po-
tential for receiving significant bonuses.  However, like other P4P programs, a shared savings program does not pro-
vide any higher payment up front or any greater flexibility in the basic payment system to enable providers to change 
the way they deliver services.  Most physician practices do not have sufficient financial reserves or access to working 
capital to enable them to afford to hire the staff, install the information technology, etc. needed to significantly re-
duce costs elsewhere in the healthcare system, particularly based on the uncertain prospect of a shared savings pay-
ment that will only arrive a year or more after the expenses are incurred.  In addition, because total costs must de-
crease (or increase more slowly than projected) in order for bonuses to be paid, it may be impossible for an individ-


