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

The primary goal of creating Accountable Care Organizations is to enable and encourage healthcare providers to take
greater responsibility for reducing, or at least controlling the growth of, healthcare costs for a given population of pa-
tients, while maintaining or improving the quality of care those patients receive from both a clinical perspective and in
terms of patient experience and satisfaction.

For many people, fireducing healthcare costso implies rat
people from getting care they think they need.® This, in turn, creates tremendous public fear and resistance to reforms
designed to reduce or control healthcare costs. However, there are tremendous opportunities to reduce healthcare costs
without even coming close to firationingd of services. Un o
support for the creation and use of Accountable Care Organizations, as well as for helping providers understand what
would be involved in creating a successful ACO.

A. OPPORTUNITIES FOR REDUCING HEALTHCARE
COSTS WITHOUT RATIONING

The specific mechanisms that Accountable Care Organizations will use to reduce healthcare costs will also be impor-
tant for defining what kinds of organizations can serve as ACOs and what kinds of support, such as payment changes,
they will need to succeed. Some of these mechanisms can be pursued primarily through the actions of primary care prac-
tices; some can be achieved primarily through the actions of hospitals and specialists; and some will require efforts by a
broad range of providers in the community acting in concert. Consequently, ACOs involving different combinations of
these providers will be able to achieve different types and magnitudes of cost reductions. The common element of all the
changes is finding better ways to deliver and coordinate services so as to ensure all patients get the right care, at the rigt
time, at the right place, from the right provider.

1. PRIMARY CARE-DRIVEN OPPORTUNITIES

There is growing recognition and evidence of the potential role that a strengthened primary care system can play in
reducing healthcare costs® Some examples of the opportunities for reducing costs solely or primarily through the efforts
of primary care practices include:

e Improved Access to Care. Use of physician extenders, email and phone calls, sameday scheduling, group visits,
school <c¢linics, urgent care centers, and other technique
primary care.™

e Improved Prevention and Early Diagnosis. Many illnesses can be prevented through interventions such as
immunizations, weight management, and improved diet, and the severity of other illnesses can be reduced through
regular screenings (e.g., for cancer or heart disease) that lead to early diagnosis and prompt treatment.

e Reductions in Unnecessary Testing, Referrals, and Medications. Use of evidencebased treatment guide-
lines and shared decision-making tools can enable reductions in unnecessary or even potentially harmful tests, inter-
ventions, and medications.*?

e Use of Lower Cost Treatment Options. For example, use of generic drugs or lowercost alternatives where
available and appropriate can reduce expenditures on pharmaceuticals and increase patient adherence to treatment
regimens that prevent the need for more expensive services:

e Reductions in Preventable Emergency Room Visits and Hospitalizations. Studies have shown that rates
of emergency room visits and hospitalizations for many patients with chronic disease and other ambulatory -sensitive
conditions can be reduced by 20-40% or more through improved patient education, self -management support, and
access to primary care*
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2. HOSPITAL/SPECIALIST-DRIVEN OPPORTUNITIES

Hospitals represent 40% of healthcare costs, and studies continue to show significant inefficiencies and quality prob-

lems in hospitals. Some examples of the opportunities for reducing costs and improving quality solely through the ef-
forts of hospitals and specialists include:

Improved Efficiency of Patient Care. Hospitals that have utilized industrial techniques have been able to sig-
nificantly reduce waste and improve efficiency.'® Gain-sharing and bundled payment demonstrations have found
that the costs of surgeries can be reduced by 1810% through improved cooperation between hospitals and surgeons
to achieve greater overall efficiency, through means such as more efficient scheduling and more efficient purchasing
of medical devices!®

Use of Lower -Cost Treatment Options. For example, reductions in pre-term elective inductions and reductions
in the use of Cesarean sections for normal deliveries can reduce labor and delivery costs as well as improving out-
comes for both mothers and babies!’

Reduction in Adverse Events. A significant number of patients still experience preventable healthcare -acquired
infections and other adverse events. Work pioneered by the Pittsburgh Regional Health Initiative and replicated in
other parts of the country proves that such events can be dramatically reduced or even eliminated through low-cost
techniques.’®

Reduction in Preventable Readmissions. Some hospital-acquired infections and adverse events manifest
themselves after discharge and result in preventable readmissions to the hospital; these can be reduced through the
same techniques described above. In addition, several studies have shown that readmission rates can be reduced for
a broad range of patients by improving the patientos
through a combination of improved preparation for discharge and improved support services following discharge. *°

OPPORTUNITIES FOR HEALTHCARE COST REDUCTION

Improved

Inpatient Care
Efficiency Use of
Lower-Cost

Treatments Reductionin

Reductionin

Preventable |mproved Use of 4 )
Readmissions Management | ower-Cost | Lower

of Complex  Settings & Total
Patients Providers . Health

All Providers

e practl Reduction in Care
N .. Preventable Cost
prim Reductionin ER Visits & \ J
iImproved Unnecessary Admissions
Improved  Practice &es%tlngi&
Provention Efficiency REerrals
& Early
Diagnosis FIGURE 1

3. OPPORTUNITIES INVOLVING MULTIPLE PROVIDERS AND NON-

HEALTHCARE SYSTEMS

Some opportunities for cost reduction require coordinated involvement of primary care practices, hospitals, special-

ists, and patients; some require the presence or development of new methods or settings for care; and some require coor-
dination between healthcare and non-healthcare services. For example:

Improved Management of Complex Patients. Patients with multiple diseases, individuals with rare condi-
tions, drug abusers, the chronically mentally ill, etc. require multiple, often expensive services from multiple physi-

t

r

a
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cians and/or facilities. Lack of coordination among these various providers can lead to overuse of testing, overmedi-
cation and potential adverse reactions to medications, or even misdiagnosis and inappropriate treatment. Managing
these patients costeffectively requires a coordinated effort among multiple physicians, facilities, and services.?°

e Use of Lower -Cost, More Accessible Settings and Methods for Delivery of Care. In a number of situa-
tions, alternative approaches to treatment and different settings for care can significantly reduce the costs of care
while maintaining or improving quality. For example, an uncomplicated labor & delivery in a birth center costs only
one-fourth as much on average as a comparable delivery in a hospitaf* Improving prenatal care outreach to low -
income expectant mothers can improve birth outcomes and reduce costs? However, these alternative settings and
care approaches need to exist in each community, and the
needed to cover the costs.

e Use of Lower -Cost, High Quality Providers. For many kinds of treatment in many communities, there are
multiple high -quality providers of the treatment, and costs may differ significantly between the providers. Spending
on those treatments could be reduced if more patients would use the lowercost, higher-value providers; however,
this would require those providers to have a clear #Apric
financial incentive to use the lower-c o st provi ders, and for hospital care, t
admitting privileges.

e Coordinated Health and Social Services Support. Many individual sd health probl
bated by non-medical challenges they are facing, such as homelessness or poverty. Effective solutions to their health
needs will likely require access to social service supports as well as health care services.

It is important to recognize that all of the above opportunities can not only reduce costs, but also improve outcomes
for patients. Preventing illnesses benefits patients in addition to reducing costs (assuming, of course, that the prevention
program is cost-effective). Helping chronic disease patients stay out of the hospital and preventing hospital-acquired
infections benefits the patients as well as reducing costs.

B. ACCOUNTABILITY FOR COSTS OF CARE VS.
ACCEPTING INSURANCE RISK

It is important to distinguish between giving healthcare providers greater accountability for the cost of the care their
patients receive and transferring insurance risk to them. A major reason for the consumer and provider backlash against
managed care in the 1990s was that many health insurance plans transferredall risk to the provider (through mecha-
nisms such as traditional non-risk-adj ust ed capitation), including some or al
individual gets ill), rather than just the fAperformance ri
effective way).?* This creates a strong and undesirable incentive for providers to avoid patients who have multiple or ex-
pensive-to-treat conditions, and makes providers financially vulnerable if they have an unusually high -cost patient or an
unusually high number of patients with multiple or severe conditions. *

It seems clear that a health care provider should be not be required to accept insurance risk (i.e., be at risk for how
sick or well their patients are, except for conditions the providers cause themselves, such as nosocomial infections) in
order to be considered as an Accountable Care Organization. An ACO mighthooseto accept all or most of the insurance
risk, but this would be voluntary, rather than an expectation by payers or others. 2

This means that the cost the ACO is accountable for (and the payment mechanisms used to operationalize that ac-
countability, as described in Section 1V) should be risk/severity -adjusted. In other words, if an ACO is caring for a popu-
lation of patients and the costs of that care goes up, the cost increase would need to be divided into the estimated share
due to an increase in risk factors (e.g., the population simply got older) versus the estimated share due to an increase in
the cost of treating individuals with the same level of disease severity (e.g., a higher proportion of people with mild coro-
nary artery blockage received cardiac bypass surgery). The ACO would be accountable for the latter share of the cost in-
crease, but not the former.

It is important to recognize that there is no absolute dividing line between insurance risk and performance risk. A
variety of mechanisms i risk/severity -adjustment systems, stop-loss provisions, reinsurance, etc.i can help to keep in-
surance risk with payers and away from providers, but random and unmeasurable differences among patients may result
in a particular provider experiencing unusually high or low costs. It will be important to design and monitor the pay-
ment methods used to support ACOs to ensure they do not inappropriately transfer insurance risk.
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C. ACCOUNTABILITY FOR ALL OR SOME COSTS?

Ideally, an Accountable Care Organization would take responsibility for pursuing all possible opportunities for re-
ducing or controlling costs while maintaining or improving the quality of care for the population of patients they are car-
ing for. For example, pursuing the full range of examples listed in Section I1-A would provide the maximum impact on
total costs as well as improving quality.

Although some provider organizations could accept this maximum level of accountability almost immediately, such
as integrated delivery systems and physician groups with experience operating under full-risk capitation payment sys-
tems, it is probably unrealistic to expect that the majority of providers across the country will be able to do so in the near
future. It will be particularly difficult for most providers to pursue cost reduction opportunities that require intensive
coordination among multiple practitioners or the development of new modes or sites of treatment. Fee -for-service pay-
ment systems have rewarded volume, not quality, efficiency, or coordination of care, so it is likely that skills in designing
and managing care processes to improve quality and control costs and the organizational mechanisms to coordinate care
among multiple providers will be in short supply until the incentives change. 2’

This is a case where health policy should not let the perfect be the enemy of the good, i.e., a provider organization
should not be precluded from functioning as an Accountable Care Organization simply because it cannot expect to im-
pact all costs for a given population of patients, particularly in the short run. An ACO can be accountable for total costs
without needing to directly control every element of those costs. Significant impacts on total costs could be achieved by
successfully pursuing subsets of the examples cited earlier, and this should be encouraged and facilitated in as many
parts of the country as possible. This is discussed in more detail in the following sections.
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I I I. CAN SERVE AS ACCOUNTABLE CARE

WHAT KINDS OF ORGANIZATIONS

ORGANIZATIONS?

Section Il outlined the types of cost reduction opportunities that Accountable Care Organizations would likely pursue

in order to achieve improvements in cost and quality. The next logical question is: which types of providers have the ca-
pability to successfully pursue these opportunities?

Despite growing interest in the concept of Accountable Care Organizations, there is little agreement on which types

of providers could play this role or the organizational structure under which they should operate. For example:

MedPAC proposed that an ACO fAwould consist of primary <ca
suggested that it could be formed from an integrated delivery system, a physician-hospital organization, or an aca-
demic medical center.?®

Stephen Shortell and Lawrence Casalino suggested five different models of an Accountable Care System: a Multispe-
cialty Group Practice; a Hospital Medical Staff Organization; a Physician-Hospital Organization; an Interdependent
Practice Organization; and a Health Plan-Provider Organization or Network. %

Elliott Fisher and colleagues proposed designating all of the physicians in a geographic area whose patients are ad-
mitted to a particular hospital (the fAextended Hospital

The Congressional Budget Office suggested that BonusE |l i gi bl e Or gani zations could col
in groups, networks of discrete physician practices, partnerships or joint ventures between hospitals and physicians,
hospitals employing physicians, integrated delivery systems, or community-b ased coal i ti dns of pr

None of these proposals is based on much, if any, analysis or evidence indicating that a particular option or options is

better than others, since there is very little evidence to prove that any particular type of provider or organizational struc-
ture cannot successfully manage total costs and quality for a defined population. If anything, this wide range of alterna-
tive models emphasizes that the heart of the concept of an Accountable Care Organization is not a structure, or even a
process, but anoutcome i reducing or controlling the costs of health care for a population of individuals while maintain-
ing, or preferably improving, the quality of that care.

Indeed, ideally, designation as an Accountable Care Organization (and corresponding changes in payment methods)

would be based solely or primarily on whether the provider organization actually achieves better cost and quality out-
comes, not on the structure of the organization or even the processes it uses to improve outcomes. In the longetrun, this
pure outcomes-based approach may be possible, but because outcomes can only be known after the fact, and because
there are risks to patients, payers, and providers if organizations are designated as ACOs and paid differently without the
ability to succeed, there is a need to define which organizational structures and care processes offer the greatest probabil-
ity of success in the near term. Over time, as evidence emerges as to the relative ability of different organizational struc-
tures to achieve the goals of an ACO, the definitions can be modified accordingly, until ultimately, organizations would
only be supported as ACOs if their outcomes justified it.

A. THE CENTRAL ROLE OF PRIMARY CARE

The discussion in Section Il makes it clear that many of the most important opportunities for controlling costs can

and should be addressed through effective primary care. Although the majority of healthcare expenditures and increases
in expenditures are associated with specialty and hospital care, some of the most important mechanisms for reducing
and slowing the growth in those expenditures are prevention, early diagnosis, chronic disease management, and other

tools 1 tools which are delivered primarily through primary care.

32

Al though some patients with chronic diseases or compl ex

cialist, the majority of individuals who are well or have mild to moderate chronic diseases will receive most or all of their
care through a primary care practice. Moreover, in many parts of the country, particularly rural areas, primary care phy-
sicians manage not only ambulatory care, but also hospital care for a number of patients, such as patients admitted to the
hospital for exacerbations of a chronic disease, women delivering babies, etc. In these areas, some of the cost reduction
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opportunities associated with hospitals may also be driven by primary care physicians.

Consequently, it seems clear that, in order to be accountable for the health and healthcare of a broad population of
patients, an Accountable Care Organization must have one or more primary care practices playing a central role*® How-
ever, these primary care practices will have to function very differently from the way most primary care practices func-
tion today. **

1. WHAT DO PRIMARY CARE PRACTICES NEED TO DO DIFFERENTLY
TO BECOME ACCOUNTABLE CARE ORGANIZATIONS?

At the simplest level, in order to achieve the outcomes expected of an Accountable Care Organization, a primary care
practice will have to focus resources and attention on the types of opportunities identified in Section Il -Al that can re-
duce costs while actually improving outcomes for patients. What does a primary care practice need in order to do that?

Although there is not enough experience to definitively say which factors are essential to success, selfeports and
observations from providers that are viewed as models for quality and efficiency suggest that at least the following eight
elements are key to primary care that is effective in ensuring patients receive high-quality care at the lowest cost possible:

a. Complete and Timely Information About Patients and the Services They Are Receiving. As the saying
goes, fAyou candbét manage what you candt measure. o Most p
being spent for healthcare on their patients, so they ca

limited to primary care practices i the fragmentation of health care means that most providers, even large integrated
systems, do not have a complete picture of the services received by the patients they treat or the costs of those ser-
vices. Filling this information gap is not easy; even health plans struggle to develop comprehensive, accurate meas-
ures of the costs associated with the patients of individual physicians and physician groups. Merely having an Elec-
tronic Health Record system in a primary care practice is inadequate, since it only tells the practice about the ser-
vices it has or has not delivered to the patient, not about the servicesother providers have delivered. Most Account-
able Care Organizations will likely need significant assistance from payers or Health Information Exchanges in order
to obtain the information about their patients that is needed in order to successfully accept accountability for total
costs as well as to improve the quality of care delivered.

Timeliness of data is critical 7 if data on costs are only available many months or years after the costs are incurred, it
does little to help providers identify and intervene early in areas where costs are increasing or to identify and capital-
ize on opportunities for savings. For example, the providers participating in the Medicare Physician Group Practice
Demonstration (which gives them incentives to function like ACOs) have to wait 18-24 months to receive data on the
costs of services for the patients they are responsible fof°, which is much too slow to allow continuous improvement.

b. Technology and Skills for Population Management and Coordination of Care. Health professionals are
trained and experienced in caring for patients one by one, and this should continue. However, accepting account-
ability for the total costs and quality of care associated with a group of patients requires an additional set of skills and
the technology to support it. For example, successful practices find that using clinical guidelines and monitoring
compliance with those guidelines (while allowing for exceptions when appropriate) improves overall outcomes for
patients,® and that analyzing data on resource use can help reduce overuse and unnecessary spendirig.Similarly,
having a Patient Registry enables the practice to ensure that patients are receiving recommended care and to identify
potential ways to improve outcomes, but the practice needs to redesign its internal processes so that it can use the
information in the registry to change the way it delivers care. * (Having an EHR system does not automatically mean
that a practice will have patient registry capabilities or know how to use them, and a practice can successfully main-
tain a Patient Registry without an Electronic Health Record (EHR) system. *% For more complex patients, successful
coordination of care requires information systems that easily enable access at the point of care to complete informa-
tion about the services delivered by different providers.

c. Adequate Resources for Patient Education and Self -Management Support. As noted earlier, there is a
growing body of evidence indicating that relatively low -cost enhancements in patient education, goatsetting, and self
-management support can significantly reduce hospital admissions, readmissions, and emergency room visits among
many types of patients with chronic disease. However, even large primary care practices do not typically provide
these services because the services are not paid for under most fetor-service systems. (Changes in payment sys-
tems to address this are discussed in Section IV.) Consequently, primary care practices will need to develop ways of
delivering these services efficiently and effectively in order to succeed as Accountable Care Organizationé® In addi-
tion, primary care practices will need better ways of ensuring that patients can obtain the medications and other ser-
vices they need; for example, highcop ay s and fi d o ttig pharmacy benefltsean dnake it impossible for
patients to adhere to the treatment plans that will keep them out of the hospital. *?
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d. A Culture of Teamwork Among the Staff of the Practice. Both greater efficiency of operations and greater
effectiveness in addressing the needs of patients can result from a coordinated, team effort by physicians, nurses, and
other practice staff. An ACO will need policies and processes which support the ability of frontline caregivers to work
together in teams both across disciplines and across the continuum of care.

e. Coordinated Relationships with Specialists and Other Providers. In order to provide comprehensive but
efficient care for its patients, a primary care practice will need to have good working relationships with specialists,
hospitals, and other providers in order to avoid overlaps and gaps in treatment and testing and to achieve the best
outcomes for its patients. When referrals are made to specialists for treatment, each specialist will only be providing
a portion of the care that patients need, so the primary care practice must serve as a coordinator if coordination is to
occur. Moreover, although many patients can be managed appropriately by primary care practices without direct
treatment by a specialist, primary care practices can often benefit from help from specialists in developing appropri-
ate guidelines for managing patients with chronic diseases and in customizing treatment in order to effectively man-
age the care of certain patients with advanced stage chronic diseases or multiple chronic diseases. When hospitaliza-
tions occur, the
primary care prac-

tice may need to ACCOUNTABLE CARE ORGANIZATION
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l'ikely that many patients will voluntarily follow the pr
their care and avoid unnecessary treatment and duplicative testing.
f.  The Ability to Measure and Report on the Quality of Care. The goal of creating Accountable Care Organiza-

tions is not just to reduce costs, but to do so while maintaining or improving the quality of care, i.e., to actually im-
prove value. Moreover, a concern that consumers and patients will naturally have about ACOs is whether the ACO is
reducing costs at the expense of the quality of care for patients. Addressing this concern, and ensuring that ACOs are
truly achieving the best possible results, requires the ACO to be able to measure its quality and report those quality
measures publicly in comparison to other providers.

A variety of programs have been developed to measure and report on the quality of provider services. The most suc-
cessful systems for primary care have been developed by Regional Health Improvement Collaboratives which actively
engage physicians in the development of the measures and in checking the validity of the data before the data are
used (particularly when the measures are based on claims data which were designed for payment purposes rather
than quality measurement). ** A neutral source such as a Regional Health Improvement Collaborative, which in-
volves physicians as well as other stakeholders, is more likely to generate measures that are viewed as credible by all
parties and which result in appropriate actions. Many of these Collaboratives also work with the physicians to ensure
that the measures are actionable (or can be disaggregated into actionable measures) and to provide assistance to
physicians in redesigning care delivery processes in order to maximize the likelihood that the measures will actually
result in improved performance.
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g. Infrastructure and Skills for Management of Financial Risk. In order to survive, primary care practices
have had to organize themselves in ways that are designed to maximize revenue under the feéor-service system.
Many of their processes will need to be significantly redesigned in order to accept responsibility for managing costs
of care, and most practices will require new skills and new infrastructure to do so, such as financial modeling capa-
bilities. As noted in Section Il -B, physicians in an ACO should be protected frominsurance risk, but they should be
responsible for performance risk (i.e., controlling the costs of care for individuals with a particular set of health con-
ditions, while maintaining or improving outcomes), and this will create new financial risks that most practices are
not accustomed to dealing with.

h. A Commi t ment by the Organizationbdés Leadership to | mprovi
of Operational Accountability to Drive Improved Performance. Although the types of tools and resources
defined above are likely necessary for success, they are not sufficient; the primary care practice needs to be commit-
ted to applying the tools and resources in a continuous improvement process focused on improving outcomes.

2.  WHAT'S THE DIFFERENCE BETWEEN A MEDICAL HOME AND AN
ACCOUNTABLE CARE ORGANIZATION?

Many of the items defined in the previous sub-section are similar to the kinds of improvements in primary care that
are being pursued throughcdmtieried i weed licsaphow daesmeViedics Home dife n t
fer from an Accountable Care Organization?

The most fundamental differences are the Accountable Car
outcomes and its ability to manage under a performance risk-based payment system. Most initiatives today to help pri-
mary care practices become Medical Homes do not require that the primary care practice accept any accountability for
the total costs of care for their patients or for population -level quality outcomes. Even though many of the enhanced re-
sources and tools being developed and used by Medical Homes, such as electronic health records, patient registries, pa-
tient education on chronic disease management, and more responsive scheduling, could help improve quality and reduce
total costs, there is no guarantee that they will do so unless the primary care practice actually focuses on improving those
outcomes as an explicit goal and uses the medical home tools to achieve the goal. Indeed, the Congressional Budget Of-
fice, in evaluating various health delivery reform options, estimated that paying for Medical Homes for chronically ill
beneficiaries in Medicare would increase spending by $5.6 billion, rather than reduce costs.*®

This implies that while becoming a Medical Home could help a primary care practice become an Accountable Care
Organization, it is not sufficient. Conversely, in order to function effectively as an Accountable Care Organization, it may
not be necessary for a primary care practice to meet all of the detailed standards that organizations such as the National
Committee for Quality Assurance (NCQA) require of primary care practices in order to be formally designated as a
fiPat-Center ed Me dlndaed, detailenh accréditation standards are being used in medical home programs
partly because payers are concerned about whether making higher payments to primary care practices to enable them to
serve as medical homes will actually result in improved outcomes for patients and lower costs for payers. Since there is
not strong evidence that all of the structural and process standards established for medical homes are necessary for im-
proved patient outcomes and some may be difficult or expensive for practices to achieve’® and because some practices
that would not meet these standards have been successful i
a primary care practice should not be precluded from serving as an Accountable Care Organization simply because it has
not met accreditation standards as a Medical Home.

3. CAN SMALL PRIMARY CARE PRACTICES BECOME AN ACCOUNTABLE
CARE ORGANIZATION?

In most regions of the U.S., a majority of primary care physicians practice alone or in very small groups, typically five
or fewer doctors. Consequently, it will be difficult to create Accountable Care Organizations in most parts of the country
unless there is a way for small primary care practices to successfully evolve into an ACO. Is it feasible for small primary
care practices to successfully become an Accountable Care Organization?

A. ABILITY TO MANAGE AND COORDINATE PATIENT CARE

The first test is whether a small primary care practice can implement the eight key elements described above or have
equivalent capabilities needed to be accountable for total costs. Some solo and very small physician practices have been
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able to create a delivery model that impacts population health, experience of care, and reduced total cost of caré? How-
ever, most will likely have great difficulty implementing all of these elements by themselves, since it is difficult for a sm all
practice to afford, develop, and effectively utilize the kinds of care management services, afterhours accessibility, deci-
sion support systems, etc. needed to coordinate all of the types of care that complex patients need and to change the way
that care is delivered to those patients in order to reduce costs and maintain or improve outcomes>® Moreover, if physi-
cians and other primary care practitioners do not have the opportunity to discuss different approaches to care with other
physicians/practitioners and compare the results of these approaches, it is difficult for them to identify opportunities for
improvement.

Although very small practices may not be able to do these things on their own (or do so efficiently), they can work
together to do so. Many small physician practices already collaborate with each other to provide backup coverage, and a
growing number are working together more formally to provide or jointly purchase patient supports such as care man-
agement, after-hours response to patient calls, etc. that have traditionally been associated only with large practices. Al-
though these small practices may be unableindividually to serve as an Accountable Care Organization, they could join
with other small practices to form an organizational structure such as an Independent Practice Association (IPA) or a
Physician Organization (PO) to enable them to efficiently provide the services needed to serve as an ACO. This organiza-
tional structure could efficiently provide shared services that each of the practices need, but are individually too small to
provide on their own, such as patient education, after-hours response, quality measurement, quality improvement, etc.**

B. ABILITY TO MANAGE FINANCIAL RISK

The second test is whether a small practice can financially manage the performance risk associated with a population
of patients. As noted above, even if there are systems designed to protect the practice from insurance risk, there will stil
be financi al ri sk associated with the practicebs perfor man
with a given set of health conditions. In addition, however, the smaller the number of patients, the more likely it is that
costs will vary significantly from year to year due to one or two unusually expensive patients. Although severity (case
mix) adjustment systems and risk corridors can compensate for this somewhat, they cannot do so completely, and it be-
comes increasingly difficult to adequately risk -adjust payment to avoid insurance risk if a practice has only a small num-
ber of patients.

Here again, although very small practices cannot easily do this separately, they can work together to do so. There are
several examples around the country of Independent Practice Associations (IPAs) contracting with health plans on a full-
risk or almost-full -risk basis to manage the care of their patients from both a cost and quality perspective®? Although
each of the members of the IPA is a very small practice, collectively they have enough volume of patients to be able to
manage financial risk. In effect, these IPAs are already serving as Accountable Care Organizations under these contracts,
and could do so for other payers, too.

C. ABILITY TO MEASURE COST AND QUALITY

Finally, as noted earlier, it will be important to both payers and patients to assure that an Accountable Care Organi-
zation is not reducing costs at the expense of care quality, and so quality measurement and reporting will be critical.
Moreover, payers will want to be assured that the ACO is actually controlling or reducing costs, and that changes in costs
are not due to either random fluctuations in patient characteristics or a systematic effort by the ACO to avoid high -cost
patients. However, it is impossible to generate statistically meaningful measures of the cost and quality of care delivered
to the small number of patients managed by most individual doctors or small practices. In other words, when a practice
is small, it is difficult for both the practice itself and any payer (which will only be concerned about its own subset of th e
practicebs patients) to accurately determine whether the ¢p
small practices may not have either the information systems or staff with the time and expertise to analyze data in a
meaningful way.

Analyses by Elliott Fisher and colleagues at the Dartmouth Center for Health Policy Research have been used to rec-
ommend that if ACOs are to be supported through Medicare, they would need to serve a minimum of 5,000 Medicare
patients in order for Medicare to measure their performance on cost with sufficient accuracy to support a payment sys-
tem based on shared savings?

Since a typical primary care physician cares for 1,5007 2,000 patients and usually fewer than half are Medicare pa-
tients, this implies that at least 10 primary care physicians would need to be in an Accountable Care Organization in or-
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der to meet this standard. For payers with a smaller proportion of patients and for patients with less intensive needs, an
even larger number of patients and physicians would be needed to meet these statistical tests.

However, even a practice with 10 primary care physicians would be larger than the majority of physician groups in
the country today. Here again, though, even a small Physician Organization, Independent Practice Association, or other
virtual organization of small primary care practices could potentially meet this threshold in order to serve as an ACO. It
is also important to recognize that the 5,000 Medicare patient threshold was calculated in conjunction with a specific
payment model i namely a plan to share savings if costs were reduced by at least 2% over projected levels. Outcomes
(both quality and cost) can still be measured for fewer patients, but larger changes in outcomes would be needed to sta-
tistically fAproved that those changes were not due to rand

Rather than establishing an absolute standard based on the number of patients, it may make sense to have a more
flexible standard that jointly considers all of the elements described above. For example, if a primary care practice or
IPA has only 4,000 Medicare patients, but it demonstrates that it has all of the capabilities in place to effectively manage
the care needed by those patients and the willingness and ability to accept financial risk, the practice could be designated
as an Accountable Care Organization but with a more stringent standard for outcomes, i.e., it would need to achieve a
bigger impact on outcomes (higher quality, lower cost, or both) than would a larger practice in order to prove that its im-
pact was not due to random variation. This provides an incentive to the smaller practice or IPA to join with other prac-
tices to form a | arger Accountable Care Organization (ther
without requiring it to do so. At the same time, it allows a high-performing small physician practice to remain small and
still be rewarded for its high performance. This could also facilitate the creation of Accountable Care Organizations in
rural areas and even some innercity areas where the minimum number of primary care providers does not exist at all.
Conversely, simply because a primary care practice or group of practices has 5,000 Medicare patients does not mean it
can successfully manage costs and quality for those patients, so the size threshold remains merely one criterion, not the
principle criterion, for determining which providers have the ability to succeed as an ACO.

4. SHOULD ALL PHYSICIANS IN A GEOGRAPHIC AREA BE INCLUDED IN
A SINGLE ACCOUNTABLE CARE ORGANIZATION?

As noted earlier, Elliott Fisher and colleagues have suggested that payers should create virtual Accountable Care Or-
ganizations by designating all physicians in a particular geographic area as an ACO (or alternatively, designating all phy-
sicians who admit patients to a particular hospital as an ACO) and paying those providers in ways that hold them collec-
tively accountable for the cost and quality of healthcare for the population in that region. >*

The advantage of this approach is it avoids or minimizes the potential for a subset of physicians to form an ACO and
then select the patients who are least likely to need large amounts of costly care. However, requiring that all physicians
in an area participate in an ACO is very problematic, because if any particular physician or small group is unwilling to
change the way care is delivered, it can both impede the process of transforming care among the willing providers and/or
weaken the overall outcomes the ACO can achieve. Several of the key elements cited earliéra commitment by the or-
ganization to improving value, a culture of teamwork, and a system of operational accountability T cannot be assured
unless participation is voluntary. Participating physicians have to want the Accountable Care Organization to work in
order for it to be successful (and also to be paid in ways that enable them to do so).

In addition, creating any kind of organizational structure that requires all providers in a particular area to participate
is, in perception or reality, creating a monopoly and the potential for price -fixing, and even if the providers are partici-
pating willingly, there will inherently be less pressure or incentive for them to improve their performance since there
would be no other local providers to which the Accountable Care Organization could compare its performance, and no
alternative provider for a payer or patient to choose if the performance of the Accountable Care Organization is unsatis-
factory.

Finally, the reality is that, in most regions, there are natural communities of caregivers who already share some level
of responsibility for a population of patients through arrangements such as cross-coverage, referral, and hospital staff
membership, who feel some level of affinity with one another, who are inclined to cooperate with and trust one another,
and who may already have a nascent organizational structure. It makes more sense to use these relationships as the ba-
sis for creating an ACO, rather than to artificially combine providers using arbitrary rules.
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B. WHAT IS THE ROLE OF SPECIALISTS IN AN
ACCOUNTABLE CARE ORGANIZATION?

If an Accountable Care Organization is created by a large group of primary care physicians or an association of multi-
ple small primary care practices, that does not mean that only those primary care physicians will provide healthcare ser-
vices to the patients of the ACO. For many kinds of conditions, ranging from chronic disease to major acute conditions,
patients will still require specialists to provide all or part of the care they need. For example, patients needing heart by-
pass surgery will need care from a cardiac surgeon, and patients with diabetes will need to see an ophthalmologist regu-
larly to ensure that retinal problems are diagnosed and treated early in order to prevent or minimize loss of vision.
(Technically, many primary care physicians are also fspeci
pediatrics. For simplicity, however, the term fAspecialist
who focus on particular conditions or body systems.)

However, one of the problems with healthcare in the U.S. is that there is little or no coordination between primary
care physicians and specialists, or between multiple specialists treating different conditions affecting the same patient.
This can result in problems such as duplication of testing and conflicts between medications ordered by different physi-
cians that lead to higher costs and poorer outcomes. Moreover, a recent study suggests that many of the visits made to
specialists after initial referral are for routine or preventive care that could be more cost -effectively delivered through the
patientds pr i ma r°¥IntheaUnieed Kingdar, foi example) primary care practices play a much more
comprehensive role in managing care for patients, particularly those with chronic disease, than in the United States. Al-
though specialists are used in the U.K., the rate of referral from primary care physicians is only one-third as high as in

the U.S, even after controlling for level of illness.>®

This is likely in part a result of the dysfunctional fee -for-service system in the U.S., which pays each specialist inde-
pendently for whatever they choose to do, including ordering duplicative tests, but pays no one to provide coordination.
In many cases, more coordinated care could be provided by having the specialist consult with the primary care physician
about how the primary care prac-
tice can comprehensively manage

the patientodos care, rathACC@lﬂﬂtabL&careReqmres

ing the specialist separately man- : ; ;
age a portion of the care. Here COOde n_ated RelatlonShlpS '
again, the fee-for-service system is Not Necessarily Corporate Integration
a barrier, since the specialists are - e e e e e e = e e e e e e = = -
paid for face-to-face visits with ,’ ________ \\
patients, but are typically not paid ' / - RN 1
when they provide advice directl it T N e oo\ iali
to the priz\:ry care physician. Yo Hospital (Primary: i Primary: Specialist :
1 : Care :: Care :
_ | iPractice: Practice; Specialist |

Clearly, one of the opportuni- I Zozzzzzzzzzzl Sozzzozzozzz | |
ties for improving the efficiency I Pgrggy ng]raéry Specialist |
and effeguven_ess (_)f_healthcare in iPracticei iPracticei | P I
the U.S. is rationalizing the roles of | tezimnoa fmommmn | — 1
primary care physicians and spe- | _ i Primary ;! Primary ! | Specialist !
cialists. As noted in Section Il1-A1, | Hospital ipca{.e | §PCare - — !
to be successful as an Accountable | \ i ractice: _raCtlce | Specialist ,I
Care Organization, a primary care ‘\ N e . _’ 7
practice will need to have good N e e e e e e = = = = = = — -
working relationships with special-
ists in order to avoid overlaps and gaps in care and to achieve the best outcomes for their patients. Al- FIGURE 3
most by definition, each specialist will only be providing a portion of the care that patients need, so the
primary care practice must serve as a coordinator if coordination is to occur. Moreover, primary care practices will likely
benefit from advice from specialists in order to effectively manage the care of patients with chronic diseases, particularly
those with advanced stage chronic diseases or multiple chronic diseases. For example, if primary care physicians work
with cardiologists to implement information systems and standards of care which facilitate successful management of
coronary artery disease and heart failure, they may be able to achieve better outcomes for their patients than if the pri-
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mary care physicians attempt to manage the patients on their own, with referrals made to the cardiologists only when
serious problems arise. Similarly, if primary care practices work with psychiatrists, they can better manage the care of
patients who also have depression®’

Having good working relationships between the primary care physicians in an ACO and specialists does not neces-
sarily mean that the specialists must be part of the Accountable Care Organization itself, however. In some cases, they
may be; for example, an integrated delivery system or a large multispecialty group might become an Accountable Care
Organization and use its own specialists to provide specialty care when such care is needed. But a primary care practice
or an IPA could also function as an ACO by developing contractual arrangements or merely solid professional relation-
ships with independent specialists in the community in orod
patients. Many multi -specialty groups do not directly employ physicians from all specialties, requiring them to develop
relationships with other specialists in order to manage the care of all of their patients.

It is important to recognize that the goal of the Accountable Care Organization is to take responsibility for managing
the costs and quality of healthcare for a population of patients, not necessarily to deliver every healthcare service itself.
When consumers buy a product from a manufacturer, they hold the manufacturer accountable for the quality of the

product, but they donét expect all of the productds compon
staff. Even in health care, health plans are, at least in principle, accountable for the cost and quality of care their mem-
bers receive, but other than health plans structured as st

health plan itself will actually deliver healthcare services. Similarly, even though an ACO is designed to shift much or all
of a health plands a c-kewlwudorads {o haalthgare providersptbhapdods adt necessarily mean
that every provider that touches a patient will have to be part of the Accountable Care Organization.

In fact, the willingness of specialty physicians to participate in the Accountable Care Organization, at least initially,
will likely depend on the extent to which specialty care is being overused in a particular community and the way the spe-
cialists themselves are organized. If there is a high rate of referrals to a particular specialty in the community, then a
natural opportunity for the ACO to reduce or control total expenditures is to reduce unnecessary referrals, which in turn
would reduce revenues to the specialists. If those specialists have joined together in a single group, they may simply
raise their fees for the patients in the ACO to offset the
Research shows that a primary reason for the consolidation of specialty physicians into larger groups has been to negoti-
ate higher fees®® On the other hand, if there are competing specialists in the community, the ACO has an opportunity to
choose the specialists who will best support the goals of the ACO.

Consequently, some ACOs may decide to have specialists as part of the organization itself, and other ACOs may not.
Some ACOs may have a subset of specialists included in the organization, and have contractual or other relationships

with the remaining specialists in the community. The i mpoc
a comprehensive set of specialists to achieve the most coordinated, efficient care of the patients for whom the ACO is ac-
countable.

C. SHOULD HOSPITALS BE PART OF AN
ACCOUNTABLE CARE ORGANIZATION?

Obviously, some of an Accountable Care Organizationds pa
vide critical services for the sickest patients who require the most costly services. As with specialists, however, this dos
not necessarily mean that a hospital must be part of the ACO itself.

There are many potential advantages to having one or more hospitals as an integral part of an ACO. In general, the
hospitals in a community are larger organizations than any of the individual primary care practices, and they have more
extensive administrative resources and skills, ranging from information technology to finance to quality improvement
tools. These kinds of capabilities could potentially be used to develop and implement the key functions of an ACO de-
scribed earlier.

Moreover, in many communities, hospitals have acquired primary care practices and now employ many primary care
physicians;>® in other communities, hospitals and primary care physicians work together through Physician -Hospital Or-
ganizations (PHOs). In these situations, the hospital may be in a natural position to facilitate the steps needed to help
primary care physicians make the transition to functioning as an ACO.
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However, a key issue will be whether the hospital embraces the goal of cost reduction and control underlying the for-
mation of Accountable Care Organizations and whether the hospital is prepared to take the steps needed to transform
itself in order to achieve that goal. Approximately 40% of the growth in total health care spending in recent years is due
to growth in hospital spending, and hospital care has been the second fastest growing component of healthcare service§
A study by McKinsey & Company found that spending on hospitals was the biggest reason that healthcare costs in the
U.S. are higher than in other countries.®* Consequently, reducing and controlling hospital spending will be essential if
total healthcare costs are to be controlled.

As noted in Section Il, several of the most important ways to reduce spending on hospitals would be to prevent the
need for hospitalizations, through more effective prevention programs, early detection, improved chronic disease man-
agement, etc. These initiatives would be achieved primarily or exclusively through the actions of primary care practices,
not by hospitals themselves. Moreover, to the extent that these initiatives are successful, they will not only reduce the
hospital sdé revenues, but they may well have a negative i mp
revenues decline more than costs can be reduced?

As a result, at least in the short run, the interests of primary care physicians and hospitals in many communities will
not only be unaligned, but will be in opposition to each other. In any region where primary care physicians are actively
working to reduce preventable admissions, the natural desire of any hospital which is not over-capacity will be to either
(a) increase other services to offset the revenue | oss (th
ing), or (b) increase its prices for services to offset the loss (again offsetting broader efforts to reduce spending).
(Although the hospital cannot increase prices under the Medicare fee-for-service program, it may well be able to do so for

patients covered by commercial insurance or Medicare Advantage plans®) Mor eover, under a fAsha
model (see Section 1V), the hospital will likely want to capture most or all of the savings attributed to an Accountable
Care Organization in order to offset the hospitalods | o0oss ¢

some of the savings to pay for the more intensive care management services and information infrastructure they create to
improve quality and reduce preventable admissions. This may exacerbate tensions in those regions where hospitals and
physicians have poor relationships.®

Consequently, although coordinating outpatient and inpatient care is certainly desirable, and having a willing hospi-
tal as part of an Accountable Care Organization could have clear advantages, in many regions it would be inappropriate
or infeasible to require that a hospital be part of an Accountable Care Organization along with primary care physicians,
particularly in the short run. Where hospitals and primary care physicians are already working together effectively, such
as in an integrated delivery system (IDS) or a physician-hospital organization (PHO), they could be encouraged to serve
as an Accountable Care Organization, but where such working arrangements do not exist, a payment system based on
total costs may not be the best context in which to forge such partnerships for the first time.

In addition, in a community where there is only one hospital (or where one hospital is the exclusive provider of cer-
tain services), it may be undesirable to have that hospital exclusively join with a subset of physicians in the community to
form an ACO, since that may preclude the ability of other physicians to develop an ACO, patrticularly if the hospital re-
fuses to accept the patients of the second ACO or will only accept them if they pay high charges. (This is more of a prob-
lem for ACOs serving commercially-insured patients than for Medicare patients.)

Consequently, particularly in the short run, the most appropriate approach in many regions may be a split path, i.e.,
for primary care physicians to form one or more Accountable Care Organizations without hospitals, and for hospitals to
establish gain-sharing arrangements with their hospitalists and specialists (either directly or through bundled payment
systems) so that they can find ways to cut costs, improve efficiencies, and otherwise adapt to lower rates of inpatient ad-
missions (whether that be through downsizing or specializing in treating more complex patients). For example, hospitals
and specialists could form fACar e °taadacceptbundlediepisodespdyménisas s peci
described in Section IV.

After a period of right -sizing each component separately (i.e., more and better primary care, and smaller, more effi-
cient inpatient care), it may be more feasible to consider bringing the primary care physicians and one or more hospitals
in a community together into a joint Accountable Care Organization in order to focus on additional opportunities to im-
prove quality and cost.

Where this transitional split path is pursued, however, it will still be important for the primary care physicians to
work as closely as possible with their hospitals to ensure the transition is successful. An ACO cannot ensure that its pa-
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