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This installment of Law and the Public’s Health examines
accountable care organizations (ACOs), a health-care
delivery system centerpiece of the Affordable Care
Act (ACA).1 ACOs represent a new Medicare payment
model, and the ACA contains provisions to expand
the model to Medicaid and private payers. Health-care
providers and insurers are closely watching implementation of the ACO reforms because of their potential
impact on health-care organization, delivery, quality,
and costs. Following a description of the legislative
reforms, the broader implications of ACOs for public
health policy and practice are discussed.
Background
The term “ACO” originally was coined by researchers
and policy experts to describe entities that consist of
integrated providers that are jointly held accountable
for achieving measured quality improvements in care
and reductions in the rate of spending growth for
a defined patient population. The health services
research and policy literature generally describes ACOs
as structures dedicated to quality and efficiency with the
mission and the authority to impose practice, reporting,
and compensation standards (including penalties and
rewards) across a group of physicians on behalf of the
patient population.2,3 These features have been identified as carrying certain advantages, including fostering
quality through the greater clinical integration of care
across health-care settings; greater financial efficiency;
and increased transparency and information about the
process, costs, and outcomes of health care.
In 2009, the Medicare Payment Advisory Commission (MedPAC), Congress’s Medicare-policy advisory
arm, identified ACOs as a potential tool for restructuring traditional Medicare coverage.4 MedPAC defined
an ACO as a group of physicians (possibly including

a hospital) that assumes responsibility for annual
Medicare spending for a defined patient population.5
Under MedPAC’s recommendations, ACOs would be
compensated through an arrangement that combines
traditional fee-for-service payments with financial
incentives to reduce costs, improve quality, and achieve
greater information transparency. MedPAC indicated
that the success of the model would depend on the
adoption of clear quality standards combined with
a payment methodology that rewards quality while
reducing current financial incentives for uncontrolled
practice and volume expansion.
Restructuring the clinical organization and integration of care among individual physicians, as well
as among physicians, hospitals, and other health-care
providers, has been identified as essential to improving
health-care quality and efficiency at both the individual
and population levels.2,3 Because most public programs
and private insurance plans pay for care on a feefor-service basis, hospitals, individual physicians, and
other providers generate revenue based on the volume
of services they provide to a patient. Furthermore,
the current payment system does not either reward
or require evidence of integration as a condition of
payment. The absence of incentives to alter practice
is associated with very high health costs (with health
expenditures anticipated to rise to 20% of the gross
domestic product by 2019)6 and evidence of inappropriate use of resources.7–10
The legislation creating ACOs as part of the ACA
is hardly the first time that Congress has engaged in
delivery reform efforts aimed at holding a single entity
financially responsible for its patients across the care
continuum. The Health Maintenance Organization
Act of 1973 (hereafter, HMO Act) and the rise of
managed care entities participating in Medicare and
Medicaid directly contributed to greater financial and
clinical integration of health-care delivery in the early
1990s. But these efforts focused on the full integration
of coverage and care, leading to new forms of insurance coverage. The ACO concept, by contrast, focuses
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on the clinical care enterprise itself and incorporates
many lessons learned from earlier attempts by limiting
provider financial risk while increasing incentives for
providers to work collaboratively to both reduce costs
and improve quality.11 Also spurring on the establishment of ACOs is the advent of health information
technology (HIT), which enables the type of real-time
communication that is essential to coordination of
clinical practice and resource utilization. Thus, the HIT
incentive reforms included in the American Recovery
and Reinvestment Act (ARRA)12 serve as an additional
basis for the legislation.
The ACA’s ACO provisions therefore reflect significant analysis and expertise garnered during the
past several years. Although experts still have not
reached a consensus on the exact components of an
ACO, the legislative provisions are broadly crafted to
permit the Secretary of the Department of Health and
Human Services (HHS) to exercise broad discretion
in implementation.
Principal Elements of the Legislation
The ACA introduces ACOs on a voluntary basis by
directing the Secretary of HHS to develop a “Medicare
Shared Savings Program” whose purpose is to “encourage investment in infrastructure and redesigned care
processes for high quality and efficient service delivery”13 aimed at reducing expenditure growth and
improving health outcomes through ACOs.
Minimum duties
The ACA establishes certain duties for participating
providers: an ACO has to (1) be willing to become
accountable for the quality, cost, and overall care of
a defined population of Medicare fee-for-service beneficiaries; (2) agree to participate in the program for
at least three years; (3) have a formal legal structure
allowing it to receive and distribute payments for shared
savings; (4) have in place leadership and management
structures that include clinical and administrative
oversight systems; (5) have a network of providers
that includes enough primary care professionals to
cover the Medicare beneficiaries assigned to it; (6)
demonstrate to the Secretary of HHS that it meets
patient-centeredness criteria for these beneficiaries;
and (7) define processes to promote evidence-based
medicine and patient engagement.13
ACO quality and data reporting requirements
In addition to the aforementioned requirements, an
ACO’s performance and, therefore, its ability to share

the savings achieved through provider integration, is
also dependent upon reaching an appropriate quality
performance standard as established by the Secretary
of HHS. The law requires that these quality metrics
include measuring clinical processes and outcomes,
patient and caregiver experience of care, utilization
rates, and patient-centered processes. The ACO has
to submit data to the Secretary of HHS, who then will
use such data to evaluate and improve the quality of
the care furnished through these ACOs. The Secretary
of HHS is expected to select measures that reflect
national priorities for quality improvement. To receive
the payment incentives, the ACO needs to meet the
quality performance standard set by the Secretary in
addition to controlling costs. The Secretary may also
terminate an agreement with an ACO if it does not
meet the established quality performance standard.13
New payment models
Because the goal of the law is to test payment and
delivery innovation, the legislation establishes specific
payment incentive models to be tested through ACOs.
Two principal models are identified in the law. First,
providers participating in ACOs can continue to receive
payments under the original Medicare fee-for-service
program Parts A and B, and these providers are eligible
to receive additional payments for shared savings if the
ACO meets the quality performance standard set by the
Secretary of HHS and if the ACO’s estimated average
per capita Medicare expenditures for Parts A and B
(as adjusted for beneficiary characteristics) are at least
a specified level below the applicable “benchmark”
set by the Secretary. Therefore, if the ACO’s annual
expenditures are far enough below the benchmark, and
the ACO meets the quality performance standard, the
ACO shall be eligible to receive payment for a portion
of the savings it has brought to the Medicare program
(with Medicare retaining the other portion).
The Secretary is also expected to test a “partial capitation” model. This model would be similarly benchmarked to the amount “estimated” to have been spent
in the absence of the Medicare ACO program, with the
ACO at “financial risk” for the patient population for
“some but not all” of the items and services covered
under Parts A and B. The Secretary of HHS has the
authority to limit this model to “highly integrated”
ACOs that are “capable of bearing risk.”14 Notably, if
the Secretary determines that the ACO has purposefully
avoided expensive patients in an effort to reduce costs,
the Secretary can impose sanctions on organizations
operating under either payment mode.13
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Implications for Public Health
Policy and Practice
The capabilities required to become an ACO represent
a radical departure from the current health-care delivery system. The ACA embraces ACOs for their potential
to realign incentives away from the fragmentation and
volume orientation of fee-for-service medicine and
toward the promotion of health and wellness. Unlike
managed care, successful ACOs will balance the need
to reduce costs with the need to improve quality and
the overall care experience. ACOs hold great promise
for achieving what the Institute for Healthcare Improvement calls the “triple aim” of health care: (1) improved
indices of health and outcomes of care to determine
population health status, (2) patient satisfaction with
the care experience that involves more active patient
engagement in their care, and (3) efficiency in the
total cost of the care delivered.15 The key will be the
formation of seamless provider networks responsible
collectively for providing high-quality care across the
continuum of services from prevention to long-term
care, and held accountable for cost, quality, patient
satisfaction, and population health. To get there, ACOs
will undoubtedly need to create new systems that keep
people healthy through an increased focus on primary
care and a bias toward early intervention. Indeed,
several aspects of these yet-to-be-developed systems
will have a direct impact on public health policy and
practice, and, in fact, already have had a direct impact
in ACO-like systems that are up and running.16
ACOs will be required to implement a number of
internal systems and technologies that hold enormous
potential for public health, such as data transparency agreements, common cost and quality metrics,
a patient-centered focus, sufficient HIT systems, and
the capability to manage population health data.16
Because ACOs will be one of the first payment reform
initiatives to be implemented under health reform, the
stakes are high in determining not only whether they
achieve their promise to reduce costs and improve
quality, but also, in the broader scope, whether ACOs
can become an effective tool in public health practice
through information transparency, a focus on the
consumer, and the use of data for population-based
health initiatives. The ACO concept has the potential to
break down the current siloed and fragmented health
information structure to move information from the
hands of individual providers to public health officials.
Data transparency
For any successful ACO, the use of data within and
outside of the organization for quality improvement
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purposes will be critical. A key to effective clinical
integration to improve quality and reduce costs for an
entire population of patients will be the identification
of the ACO’s best performers, who can share what they
are doing with the rest of the ACO collaborative. As contemplated in the ACA’s statutory requirements, members of an ACO will indeed be required to transparently
share their performance data on quality measures
being used to assess performance. And, because the
ACO payment model ties reimbursement to provider
performance on several fronts, data transparency must
also be extended outside of the ACO itself to payers,
both to public programs and private payers alike, as
the ACO concept evolves.
Common cost and quality metrics
Hand-in-hand with the data transparency requirements
of an ACO will be the willingness of ACO members to
accept common cost and quality metrics. Medicare, and
in the future private payers, will use these metrics to
determine whether the ACO has in fact met its target
for improved quality and reduced cost, thus qualifying
the ACO for a portion of the savings generated. The
capability of the ACO to measure progress—both within
a single ACO and as compared with other ACOs—and
report the results nationally rests on a common set of
measures consistently followed by all ACO members.
This capability allows for “apples-to-apples” comparisons that can facilitate the sharing of best practices
as well as the collection of accurate performance
improvement data.16
Patient-centered foundation
The ACA also requires that ACO providers meet
patient-centeredness criteria as developed by the Secretary of HHS. While forthcoming ACO regulations will
specifically define these criteria, ACOs can expect that
these requirements will focus on strategies to better and
actively engage patients in their health, measure patient
satisfaction, and increase patient accountability. ACO
providers and patients can expect to hold each other
mutually accountable for following a predetermined
treatment plan for any given condition, equipping
patients with the knowledge to ask for care they need
as opposed to relying solely on the physician to tell
the patient what to do and when.
Sufficient HIT infrastructure
ACOs must have an adequate HIT infrastructure to
collect and meaningfully analyze data on population
health. As explained previously, data analyses will be
required to determine whether the ACO has met its
cost and quality targets triggering an incentive payment;
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however, from a public health perspective, the data
analysis enabled through the use of interoperable
HIT systems will allow policy experts to determine
broadly and across ACOs whether this new payment
and delivery concept can in fact improve the health
of the population as a whole. Data reporting to clinical registries and participation in health information
exchanges are likely to become requirements of ACO
certification to better link in the population and public
health promise that the ACO idea can certainly achieve.
Population health data management
ACOs have the potential to engage in population
health data management to assess the overall health
of the patient population for which it is held accountable. This management requires more than the use
of an electronic health record; rather, population
health data management will necessitate ACO use of
HIT resources and tools to collect data on individual
health status, engage patients in their health through
personal health records, adopt and use interoperable
HIT systems to allow for the portability of records,
stratify and focus on populations based on their need
for care, and align physician practices with evidencebased best-practice protocols.
Policy makers agree that the current health-care
delivery payment structure is unsustainable; thus, the
ACA puts in place, among other new payment initiatives, the ACO concept in the Medicare program. But
as discussed previously, on the path to improving quality
and reducing costs for a defined patient population,
ACOs will be required to implement a number of
internal systems and technologies that hold enormous
potential for public health. Data transparency, common cost and quality metrics across ACOs, a patientcentered foundation, an adequate HIT infrastructure,
and the ability to engage in population health data
management will all become requirements for ACO
participation in the Medicare program and, conceivably, for ACO participation with private payers in the
near future. ACOs and their interoperable systems,
combined with their legal data collection and reporting
requirements, just might be the answer public health

officials have been searching for to bridge the gap
between information in the hands of providers and
information in the hands of public health agencies
for population health purposes.
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