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Accountable Care Organizations.

Under the health reform law, Medicare
will be able to contract with these to
provide care to enrollees. What are they
and how will they work?

The health care reform legislation enacted in
March 2010 authorizes the Medicare program
to contract with accountable care organiza-
tions (ACOs). These are networks of physicians
and other providers that could work together
to improve the quality of health care services
and reduce costs for a defined patient popula-
tion. This brief describes the ACO concept as
set forth in the new legislation, discusses how
ACOs might evolve over time, and reviews the
challenges and opportunities facing health sys-
tems, physicians, administrators, insurers, pa-
tients, and policy makers as ACOs take shape.

Most public programs and private insurance
plans pay for health care on a fee-for-service ba-
sis. This means that individual doctors, hospi-
tals, and other providers are paid for each service
they furnish to a patient. Critics of this system
have long contended that it creates incentives for
providers to furnish or order more services. And
different providers who see the same patient of-
ten fail to coordinate their activities, leading to
duplicative or conflicting treatments.

Over the years, there have been many efforts
to promote integrated care systems, in which
primary care physicians, specialists, and hospi-
tals would work together to manage the overall
care of their patients. Commonly cited proto-
types include the Kaiser Permanente health
plans, Mayo Clinic, and Cleveland Clinic. These
systems own hospitals and employ salaried phy-
sicians. Their centralized organization means
that providers within the systems can work
together to improve quality and efficiency—
for example, by exchanging patient informa-
tion or developing and adhering to practice
guidelines.

cOORDINATED cARE: The same level of coor-
dination has proved difficult to achieve when
doctors and hospitals operate independently.
Beginning in the 1970s, some physician groups
orjoint ventures between physicians and hospi-
tals tried to operate as health insurers on their
own. More often they contracted with health in-
surers to provide total care to an enrolled pop-
ulation. Many of these arrangements involved
so-called capitation payment schemes: inreturn
for a fixed monthly payment for each enrollee,
the contracting group would accept financial li-
ability for a range of covered services.
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