Accountable Care Organizations
Too often health care decisions that benefit one provider or payer financially disadvantage another,
encouraging decisions based on narrow economic interests rather than savings to the overall system
or the needs of patients. The need to align incentives to promote quality and efficiency are behind
the concept of Accountable Care Organizations (ACOs). i Proposed in 2006ii ACOs are integrated
networks of local providers across the care continuum, including hospitals, physicians and affiliated
providers that are paid based on their ability to provide quality care and restrain costs. ACOs share
in the savings they generate as a network by coordinating care, reducing overuse or misuse of care,
eliminating wasteful duplication of services, providing wellness programs, and patient support.
ACOs shift the emphasis from payment for utilization to payment for health outcomes.iii ACOs can
be fully integrated health systems, such as the Cleveland and Mayo Clinics, or geographically diverse
networks of providers connected through contractual relationships, such as Geisinger Health System
in Pennsylvania. The core of the ACO concept is that the parts work as a coordinated entity in the
shared goals of improving both the quality and efficiency of care. The Congressional Budget Office
estimates that creation of ACOs could save Medicare $5.3 billion in the next ten years even after
returning significant savings back to the provider network. iv Medicare savings are estimated at $300
to 400 per patient per year.v
ACOs differ from managed care plans in several ways – ACOs do not have to be at financial risk as
HMOs are, but can share in the savings resulting from their efforts. Accountability rests with
providers and their treatment decisions rather than insurance companies. ACOs also allow for
flexible structures in different regionsvi.
While past efforts to align incentives across health care stakeholders have not been successful, there
is optimism that ACOs may be more successful. The health care market has evolved significantly
since managed care reforms of the 1990’s with providers more willing to enter into contractual
alliances with other providers and institutions. Much has also been learned about how to measure
and reward the quality of health care delivered. Payers are investing in effective use of information
technology that will facilitate care coordination and efficiency. vii
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