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An Introduction to 
ACOs for IPAs 

 

Overview 
 
By now most, if not all, physicians have heard something about 

Accountable Care Organizations or ACOs. There has been and continues 

to be a tremendous amount of buzz about this structural healthcare reform. 

The interest is widespread with major stakeholders and interested parties 

looking to see how they fit in and how ACOs will potentially impact 

them. 

 

Each day, popular search engines record millions of searches on the term 

―ACO.‖ There are hundreds of articles on the subject. There are national 

conferences focusing on ACOs as their sole topic. Law firms, consulting 

companies, healthcare associations and a slew of vendors are poised to 

take advantage of the business opportunities that are likely to arise. 

Business Journals across the country are featuring local groups of 

physicians; physicians and hospitals; physicians, hospitals and health 

plans who are forming or are interested in forming ACOs, without delay. 

 

As major players declare their intention to form ACOs, other providers 

are worried they may already be too late.  Many are scrambling, trying to 

figure out what to do, as quickly as possible, so they won’t be left behind. 

The bandwagon affect for ACOs is so strong that many physicians and 

hospitals are ready to throw their hat into the ring even before they have 

all the information they need to make an intelligent decision. 

 

From the looks of things, ACOs are a big hit even before the final 

regulations on them are published by CMS. Washington politicians can't 

get enough of ACOs. Members of Congress are talking about them as a 

surefire way to save money and increase quality in Medicare. Policy 

analysts see ACOs as leading to a dramatic overhaul of the U.S. health 

care system–starting with Medicare but soon to be followed by Medicaid, 

self-insured employers and commercial insurers. If sufficient employers 

and payors jump on the ACO bandwagon (and there are indications this is 

likely to happen), ACOs could become a mega-deal with real 

transformational potential—a runaway success even before the first 

Medicare ACO is up and running. All the hype surrounding ACOs hides 

the fact that there is still considerable unknowns and likely to be 

significant hurdles for many IPAs and other types of provider 

organizations that may want to become ACOs. 

 

Where do IPAs fit into the scheme of things? Can they become ACOs? 

Should they become ACOs? How do they become ACOs?  There are a lot 
of questions and unknowns that need to be addressed and very little time.  

ñIf there is anything that could 
bankrupt America, itôs out-of-
control healthcare costs.ò 

David M. Walker  
President and CEO, Peterson 
Foundation and former 
comptroller general of the U.S. 

"I don't think providers are fully 
appreciative of how dissonant 
(health care's) cost curve is with 
the rest of economy. People used to 
say, 'When health care reaches 10 
percent of the GDP (gross domestic 
product) the sky will fall.  I don't 
know what the magic number is, 
but I've got to believe we're getting 
close. That means that we as 
physicians need to focus on the 
value we're providing, not just 
volume. Otherwise, the bull's eye is 
going to turn to us." 

 
David Chin, M.D., M.B.A., 
Leader PricewaterhouseCoopers' 
Global Health Research Institute 
 

 
 
Health care costs have been 
rising for several years. 
Expenditures in the United 
States on health care surpassed 
$2.3 trillion in 2008, more 
than three times the $714 billion 
spent in 1990, and over eight 
times the $253 billion spent in 
1980. Stemming this growth has 
become a major policy priority, 
as the government, employers, 
and consumers increasingly 
struggle to keep up with health 
care costs.   
                                                
Kaiser Family Foundation 
 

 
 
ñHealth care costs are a growing 
concern amongst small and large 
business owners throughout 
America. The cost of medicine in 
the United States is out of 
control, with the average CT 
Scan or MRI costing thousands 
of dollars. Simple and complex 
treatments, office visits, and 
procedures are costing 
employers millions of dollars 
while decreasing the profitability 
of their organizations. Because 
of the rising health care costs, 
employers are forced to reduce 
bonuses, reduce spending, and 
sometimes layoff employees...ò 
 
Thayne Carper, Expert on 

Turnaround and Cost Reduction 
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We have written this paper to help IPA leadership and their physician members understand the basics and 

to provide some insight into the challenges faced by IPAs should they venture into this largely unknown 

territory.  By providing this information, we hope to contribute to the effective development of ACOS by 

IPAs. 
 
 

ACOs, IPAs and the  
Future of U.S. Health Care  
 
Today the U.S. health care industry, once again, faces intense pressure to control costs. This pressure is 

creating a new wave of horizontal and vertical integration; as hospitals and major physician groups seek 

to partner, merge with or acquire competitors. In many markets, hospitals and multi-hospital health 

systems are once again looking to employ primary care physicians and selected specialists to shore up 

their competitive and strategic positions.  Physician employment, which only a short time ago was 

considered a dead trend, has now re-emerged with a furry and a vengeance.  The coming of ACOs 

promises to fuel the fire of physician employment by hospitals even more. By building up their physician 

numbers, hospitals have a better platform to pursue ACO development on their own. 

 

HMOs and commercial payers have been consolidating. They continue to look for innovative ways to 

wring out costs in each of the major components of health care. Some payors are joining with provider 

organizations, right now, to create ACOs for the commercial market. Several states such as Vermont 

Massachusetts and Colorado are also looking to create ACO-type organizations. These ACOs may or may 

not look exactly like Medicare ACOs but will give the concept extra import and legs. Many of these non-

Medicare ACO partnerships may intensify the rush to build and join ACOs. In addition to physicians, hospitals 

and payors, we can look to a long list of other providers, suppliers, vendors and various entrepreneurial 

companies seeking to carve out a niche in the ACO market. This is a long list and includes skilled 

nursing and long term care facilities; PT companies, EHR and other health information technology 

companies, PBMs and pharmaceutical 

companies, laboratories, diagnostic imaging 

and DME firms.   

 

ACOs Designed to Re-engineer Healthcare 

Delivery. The U.S. health care system's ability 

to deliver value to customers is constrained 

by its fragmented structure and traditional 

fee-for-service payment system that fosters 

the individualistic practice of medicine and 

leads to over-utilization. ACOs are designed 

to remedy this. Their major thrust is to 

foster collaborative care and to replace the 

FFS system over time. 

 

What is an ACO? There is still significant 

confusion about what an ―accountable care 

organization‖ really is because the law only 

provides a blueprint and there are a number of 

competing definitions in the literature. 

Accountable Care Organizations are 

identified as part of two voluntary 

An Accountable Care Organization, also 

called an ñACOò for short, is an organization 

of health care providers that agrees to be 

accountable for the quality, cost, and overall 

care of Medicare beneficiaries who are 

enrolled in the traditional fee - for -servic e 

program who are assigned to it.  

 

For ACO purposes, ñassignedò means those 

beneficiaries for whom the professionals in 

the ACO provide the bulk of primary care 

services. Assignment will be invisible to the 

beneficiary, and will not affect their 

guarantee d benefits or choice of doctor. A 

beneficiary may continue to seek services 

from the physicians and other providers of 

their choice, whether or not the physician or 

provider is a part of an ACO.  
 

Source: CMS/Office of Legislation  
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programs in the Patient Protection and Affordable Care Act (PPACA). The first is under Sec. 2706 

Pediatric Accountable Care Organization Demonstration Project. We do not cover the Pediatric ACO 

Demonstration in this report. 

 

The second mention of ―ACO‖ is under SEC 3022 Medicare Shared Savings Program of the Patient 

Protection and Affordable Care Act of 2010. This provision is directed at Medicare care coordination and 

reducing costs through a shared-savings approach. PPACA directs the Secretary of HHS to create a 

national voluntary program for ACOs by no later than 2012. The Act offers only a skeleton description of 

ACOs. Congress has left much of the detail design work for CMS to do through the rule making process.  

 
Accountable care was introduced into the Medicare lexicon in 2006 at a Medicare Payment Advisory 

Commission (MedPac) meeting. It was brought up as part of a discussion of options for reforming 

Medicare’s health care delivery system. Since that time, the MedPac Commission has used the concept in 

relation to holding a set of providers responsible for the health care of a defined population of Medicare 

beneficiaries.  Dr. Elliot Fisher of the Dartmouth Institute for Health Policy and Clinical Practice used the 

term ―accountable care organizations‖ in the title of his paper Accountable Care Organizations: the 

Extended Medical Staff which was published in the December 2006 issue of Health Affairs.  Dr. Fisher 

and his co-authors are credited with coming up with the term. They are also credited with coming up with 

the first version of an ACO which is presented in their paper. And the rest is history, as they say. 

 

The ACO concept has continued to evolve. In 2007, Dr. Stephen Shortell and Dr. Lawrence Casalino 

wrote a paper titled: Accountable Care Systems for Comprehensive Health in which they proposed 

accountable care systems (ACSs) to enhance health care quality and manage health care costs. In addition 

to the ―extended medical staff‖ model, originally described by Dr. Fisher et. al., Drs. Shortell and 

Casalino envision a broad range of organizations that could initiate ACOs. They identified several 

existing organizational structures that could exclusively serve as an ACO in a local geographic area, lead 

in the formation, or be part of an ACO. These organization types include: Multi-specialty Group Practice 

(MSGP), the Hospital Medical Staff Organization (HMSO), the Physician-Hospital Organization (PHO), 

the Interdependent Physician Organization (IPO), and the Health Plan Provider Organization or Network 

(HPPO/HPPN). In a more recent paper, Can Accountable Care Organizations Improve the Value of 

Health Care by Solving Cost and Quality Quandaries?, Kelly Devers and Robert Berenson offer an 

overview and analysis of the ACO concept. They indicate there are at least 5 types of organizations that 

can serve as incubators for ACOs: 1) integrated delivery systems, 2) multispecialty groups, 3) physician-

hospital organizations, 4) independent practice associations and 5) ―virtual‖ physician organizations. 

CMS has proposed a broad, flexible and open-ended vision of organizations that can form ACOs. It 

interprets the statute to allow five (5) types of organizations that may qualify, as shown in the box below.  
 

 

 

 

 

 

 

                                                                                                       

Forms of Orga nizations that can Become an ACO  

  

1)  Physicians and other professionals in group practices  
2)  Physicians and other professionals in networks of practices  

3)  Partnerships or joint venture arrangements between 

hospitals and physicians/professionals  

4)  Hospitals employing physicians/professionals  

5)  Other forms that the Secretary of Health and Human Services 

may determine appropriate.  

 

Source: CMS/Office of Legislation  
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ACOs May be IPA’s Last Best Hope   

ACOs may be the last best hope for IPAs.  ACOs may offer singly-specialty and multi-specialty IPAs a 

leadership role in defining the future of the healthcare system. If ACOs succeed—and this is a big if—

physicians will flock to those organizations which are likely to become the most successful. At this point 

in time, these appear to be hospital systems and large integrated physician groups that already have the 

resources needed and may already provide much of the infrastructure to practice integrated care. 

 

The salient question is ―Can IPAs lead the ACO effort?‖ Some large IPAs who have significant 

membership and resources have answered a loud yes to this question. But what about the typical 

IPA—the more modest IPA; the IPA not endowed with significant financial resources or best-in-

class technology. Will they be able to rally their members to take the lead? Or will they suffer the 

fate of having their physicians gobbled up by some other entity that can make a better business case 

for long term survival? Will they be able to amass the necessary capital and other resources needed? 

 

At one time, not too long ago, IPAs were a dominant feature of the healthcare landscape. During the 

1990s many IPAs, particularly in California, practiced managed care under a full-risk capitation model. 

For those types of IPAs, ACOs would be a natural fit and a slam dunk. Those PCP-led IPAs took full risk 

and were able to produce lower costs with a high degree of patient satisfaction. Those IPAs often 

rewarded their PCPs with large bonus payments. As managed care came into disfavor, many IPAs moved 

away from capitation, back to traditional FFS. Over the years, there has been significant attrition from the 

IPA managed care models. As a result, many IPAs that are around today are much less powerful, much 

less attractive and much less relevant. Today many IPAs are little more than contracting agents for their 

member physicians. And even in this diminished capacity, many are relegated to using a ―messenger 

model‖ approach which doesn’t allow them to act with a strong unified voice.  

 

Can IPAs Make the Transformation Back to the Future? IPAs arrived on the healthcare scene around 

1975 and were a prevalent response to managed care, particularly health maintenance organizations 

(HMOs). By common definition, the first IPAs were legal structures whose members were independent 

physicians organized for the main or sole purpose of contracting with managed care payors. By the 1990s, 

a good number of IPAs had morphed into managed care organizations (MCOs)—a pseudo HMO. The 

basic mission of IPAs had changed.  Many IPAs contracted with health plans to accept full or partial risk 

for a defined population of members. These risk-based (capitation) models provided physicians the 

opportunity for greater compensation, if they could manage costs and quality. Because of the opportunity 

for greater financial reward, risk-based payment largely replaced non-risk (FFS) payment for IPAs.  

 

Today, most IPAs have reverted back being strictly or largely a contracting entity. The new ACO model 

of care requires IPAs to take on a broader mission as they did in the managed care era, with several added 

wrinkles. The ACO program offers IPAs the chance to take leadership and align themselves with 

hospitals and other non-physician providers to manage the broad spectrum of care. For many independent 

solo and small practice physicians this alternative to hospitals/health system employment or joining 

mega-physician groups is a less threatening and more acceptable option.  

 

In the next few years, we will find out whether there is a viable future for the typical IPA, in the yet 

to be determined new frontier of medical practice, ushered in by the PPACA. Can IPAs regain the 

dominant role, in the healthcare landscape, that they once had? ACOs may provide them this 

opportunity. If IPAs don’t seize the opportunity, and ACOs succeed, IPAs may soon be relegated to 

the scrap-yard of history. Again, the major question for IPAs is: Will they step up to the plate to lead in 

the formation of ACOs or will they let their  physicians be herded by market forces into other, more 

powerful organizations, such as hospital led health systems or large integrated physician organizations?  
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Ten Major Challenges Facing IPAs 
on their Way to Becoming ACOs 

 
IPAs can expect to improve their competitive position by pursuing an ACO strategy but they face 

significant challenges and not all will succeed. Given the tremendous interest in and buzz about 

ACOs, it is important to recognize that the potential benefits of pursuing ACOs may be exaggerated 

(at least in the short run) and the potential challenges may be underplayed. Below we present ten key 

challenges IPAs face should they choose to move forward with ACOs. 

 

 
 

 HALLENGE 1. Leadership and Change Management  
 

           It all starts with leadership and change management. ―Lead, follow or get out of the way‖ 

is a well known anonymous quote. There are different kinds of leaders and various leadership styles and 

characteristics. Even so, the essence of leadership is that leaders have a compelling vision. Another 

critical aspect of leadership is that leaders have a grasp of both the inside and outside game—that they can 

persuade and motivate. Said differently, using a quote from Kenneth Blanchard: ―The key to successful 

leadership today is influence, not authority.‖  The IPA leadership can’t do it alone. They need to get real 

buy-in which comes from involving their members.  Building a successful ACO will require major 

changes in the organization and in the behavior of IPA physicians. Leaders of IPAs will need IPA 

physician members who willingly, thoughtfully, and emotionally buy-in and embrace building an ACO 

program, as a shared common goal. Leading change can be scary. Trying to be a change agent without the 

necessary skills and support from members is like walking into quicksand without someone there to throw 

you a rope. Leadership can also be mean that IPA leaders recommend not to go forward with an ACO 

program. It may take as much courage, if not more, to say no; to buck the ACO trend. The GO or NO/GO 

recommendation needs to be accompanied by a well thought out rationale and vigorous evaluation. 

Leaders owe their member more than rhetoric. Challenge 1 is a gut-check for the IPA leadership to see if 

they are up to the task. Change is coming. Can IPAs lead the way? IPA leaders owe their members vision 

and strategy. Business as usual is not a vision. Saying no is not a strategy. 

 

 

 HALLENGE 2. Deciding Whether to Become an ACO 
 

 
                       There has been a great amount of support to date for the ACO concept from a wide range of 

stakeholders. We believe ACOs offer IPAs a historic opportunity and offer tremendous potential for IPAs 

to gain or maintain competitive advantage in their local markets. However, not every IPA will want to do 

this or will benefit from pursuing this approach or have the necessary capabilities or resources to succeed. 

 

The decision on whether or not to proceed with ACO development should be made strategically, not 

frivolously and needs to be made soon. The IPA might consider using a formal decision-making process. 

The IPA may also want to hold one or more forums for their membership to listen to the IPA leaderships’ 

recommendation and rationale. CAREFUL CONSIDERATION should be given to developing ―what if‖ 

scenarios. What are the likely implications if you do nothing, or, try and don’t become an ACO? IPAs 

need to make a logical decision based on the relevant facts related to their individual situation and 

C 

C 
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circumstances. Does developing an ACO fit with your corporate mission, strategy and objectives? Some 

IPAs may not have a current strategic business plan but still need to answer this set of questions. IPAs 

need to put the discussion regarding ACO development at the top of their agenda.  For IPAs considering 

ACO development as the major focus of their business strategy for the future, there are many strategic 

and tactical questions to be discussed and addressed.  ACO strategy has many elements that need to be 

covered, including but not limited to, setting organizational future direction, anticipating the strategic 

moves of competitors, potential partners and obtaining the necessary capabilities and resources.    

 

Some IPAs will see ACOs as a diversification opportunity while others will see it as their core future 

focus. Aggressive IPAs will look to have both the public and private payors business flow through their 

ACO. Other IPAs may decide that their ACO will serve only the Medicare component of their business 

but will prepare them for broader participation and help them provide better value to all payors they 

contract with. IPAs may use their Medicare ACO  to demonstrate the cost-effectiveness of their services 

and their ability to providing high-quality, cost-effective care and thereby develop closer ties with key 

payors in their market. Even IPAs that decide not to play an active role in ACO development need to 

figure out and understand what their response to the competitive landscape will be. Awareness of 

competitive developments in your market is important for long term survival.   

 

IPAs can use the ACO concept as a hub element of their mission. Otherwise, IPAs may treat ACOs as an 

adjunct or afterthought that is considered apart from their core business strategy; but by divorcing ACOs 

from basic strategy discussions, these IPAs are likely to make poor decisions. Discussion of ACOs needs 

to be a part of any rigorous IPA business strategy discussion that starts right now –if it hasn’t started 

already. Again, the decision needs to be made now. 

 
Why rush  to Action ?  For many, if not most, IPAs, there is a lot to be done and not much time to get 

it done. There is a big list of items to accomplish so it is smart to start right away. ACOs must be 

organized before 2012. By the time the final regulations come out, in late fall; there may be barely a year 

to get organized. Two critical factors make it imperative that your IPA make an unequivocal commitment 

to have a chance at success. First, no hospital, physician or other provider can be involved in more than 

one ACO. Second, there is a good likelihood that only one ACO (or a few at the most) will be designated 

in each region.   This means that in many regions there will be fierce competition among providers to get 

ACOs approved.   The first organization up and running which can best meet the requirements and deliver 

the best value will have the advantage. 

 

Successful early adopters of accountable care will create a basis for competitive advantage which late 

movers will find difficult to replicate. Early movers will create barriers to entry which include 

infrastructure development and a long learning curve. Early movers will define the standards for 

participation; will learn how to achieve cost reductions for various disease states by providing high-

quality care more efficiently. As laggards scramble to catch up, leaders will increase market share, 

capturing a substantial part of the monetary value they create.  

 

The most important thing the IPA leadership needs to come away with from its discussions on ACOs is a 

good answer to the WHY QUESTION. Why does the IPA want (need) to become an ACO or why not?  

The answer to this question will provide the basic rationale for the IPA leadership’s position on whether 

to move forward with an ACO program or not. It can be used in follow-up discussions with the IPA 

membership and other IPA stakeholders. Taking the lead role in developing an ACO is not your only 

strategic option. It is your highest reward/highest risk option. So you need to examine it carefully. As an 

alternative to the IPA taking the lead on ACO formation, IPAs may decide to move forward by 

participating in an ACO created by some other entity such as a local hospital, a commercial payor, or a 

supplier. The Medicare ACO legislation does not appear to preclude any of these alternatives. 
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 HALLENGE 3. Can the IPA meet the Requirements? 

 

                    It is one thing to say you want to become an ACO it is quite another to be able to do so. 

Many young people want to become professional athletes, movie stars, heads of corporations, doctors, 

lawyers and so on. Few get there. The salient question: Is your IPA willing and able to meet the ACO 

requirements? 

 

It is important to understand where you’re IPA is relative to the stated requirements as well as the 

unstated (anticipated) requirements for ACOs. You need to know if you have or are willing and able to 

obtain the resources required to capture the opportunity. IPAs and other organizations attempting to 

become an ACO will fail if they don’t have sufficient analytical insight or lack the financial, 

technological, managerial and other necessary resources to bring the project to completion.  

 

In order to participate in the program your IPA must meet certain requirements. Not all the requirements 

have been released at the time of this publication but the latest information provided by CMS is shown 

below.  

 
 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                     

 

C 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                                                     
Initial Requirements to Become an ACO  

 

1) Have a formal legal structure to receive and distribute shared savings  

2) Have a sufficient number of primary care professionals for the number of 
assigned beneficiaries (to be 5,000 at a minimum)  

3) Agree to participate in the program for not less than a 3-year period  
4) Have sufficient information regarding participating ACO health care 

professionals as the Secretary determines necessary to support beneficiary 
assignment and for the determination of payments for shared savings.  

5) Have a leadership and management structure that includes clinical and 
administrative systems  

6) Have defined processes to (a) promote evidenced-based medicine, (b) 
report the necessary data to evaluate quality and cost measures (this could 
incorporate requirements of other programs, such as the Physician Quality 
Reporting Initiative (PQRI), Electronic Prescribing (eRx), and Electronic 
Health Records (EHR), and (c) coordinate care  

7) Demonstrate it meets patient-centeredness criteria, as determined by the 
Secretary. 

  
Source:  CMS/Office of Leg islation  
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                  HALLENGE 4: Strategic Partnering 
 

Excelling as an ACO will requires a broad range of capabilities--more than most IPAs can 

marshal by themselves. Therefore, much of the success will be determined by the value and integrity of 

partnering arrangements. IPAs need to seek out partners with expertise, resources and market position in 

their local healthcare marketplace which can offer them substantial competitive advantage.   

 

The challenge of determining who to partner with and assessing whether they will make good partners is 

one of most critical challenges IPAs face in building an ACO. Forming broad partnerships with hospitals, 

specialists, subspecialists, vendors and suppliers will clearly be part of the solution for many IPAs.  

 

Determine what you need from a partner. Assess partner characteristics: Financial strength, management 

strength, management and clinical information systems, the nature of existing payor contracts, regional 

market share, patient demographics, and so on. IPAs need to assess themselves as well.  IPAs need to 

spend sufficient time to understand who is likely to be ―boss‖ and what each party truly brings to the 

table. It is critical not to underestimate or overestimate the value potential partners bring to the table.  

Barrowing a phrase from Ronald Reagan you need to ―trust but verify.‖ An important aspect of partnering 

is to be able to engage in tough talk with a trusted and committed partner. Moving from self-interest to 

mutual interest is no small accomplishment given our silo-oriented healthcare industry. Organizations that 

will need to partner to bring an ACO to fruition have often had opposing agendas and conflicting strategic 

viewpoints; resulting in mistrust, lack of collaboration, competition, even outright hostility. 

 

Creating Collaborative Organization and Managing Co nf licts . For an ACO to be 

successful, there is a substantial degree of collaboration required among physicians and between the 

physician organizations and their hospital partners is substantial. ACO collaboration has at least two 

dimensions. The first is physician collaboration. The second is getting physicians as a group to 

collaborate with their hospital partner. From a practical standpoint, there will need to be an investment of 

time and cooperation from physicians. Physicians will need to meet on a regular basis and work together 

on utilization management, quality care and peer review committees. 

 

Forming ACOs may open up wounds, reignite conflicts from the past, between PCPs and Specialists and 

PCPs and hospitals. PCP may expect to be ―in charge.‖  Specialists and hospitals may oppose this having 

been burned by the PCP-gatekeeper model in the managed care era. Specialists and PCPs don’t 

necessarily see eye-to-eye on how medical care should be delivered. Hospitals will oppose a new 

paradigm that focuses heavily on reducing hospital emergency and urgent care visits, diagnostic testing, 

as well as, inpatient and outpatient utilization. Hospitals may want to be in the driver’s seat and lead the 

ACO effort to protect their bottom line.  IPAs may find that their local hospital or hospitals have begun to 

move in the direction or establishing their own ACOs, independent of the local IPA(s); especially 

hospitals that employ a significant number of physicians so they may be able to go it alone. Specialists 

may also look to protect their financial interests by opposing PCP being in control of utilization decisions.  

 

In the traditional system hospitals usually focus on the hospital component alone and do not look at 

coordinating care and assuming the risk for physician’s behavior across the entire spectrum or care. 

Hospitals may feel that they will benefit more from directly sponsoring and ACO than participating in one 

started by an IPA, and they may be right. However, IPA physicians will probably have an easier time  

managing the continuum of care than hospitals. ACOs will be the first time that many hospitals will be in  

a position to focus their attention on care activities outside of the hospital sphere. In some markets 

negotiations among potential partners may be dicey and special care needs to be taken so that potential 

partnerships blow-up before they have had any chance to succeed. 

C 
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 HALLENGE 5. Legal Structure 
 

   The act requires an ACO to have a ―formal structure to receive and distribute shared 

savings‖…. to ―have a mechanism for shared governance, and a leadership and management structure that 

includes clinical and administrative systems.‖ Some observers take the position that an ACO must be 

established as a separate legal entity due to the requirement that the ACO must have ―shared governance.‖ 

Based on current information (which is subject to change), we believe there will be more than one 

acceptable way to structure and operate an ACO. Formation of a separate legal entity may or may not be 

necessary. It may be possible for separate legal entities to form an ACO through some form of contractual 

arrangements. One alternative might be to create an umbrella organization that provides the shared 

governance and management for the partners. Unless ACOs are provided a waiver or federal protection, 

any ACO structure may face multiple legal challenges from the FTC and others. The structure of ACOs 

could raise issues about violations of federal and state laws, including but not limited to prohibitions 

against self-referrals, anti-kickback law and the antitrust laws. State by state potential violations of State 

laws must be considered. At this point, much is supposition and we do not profess to have any real 

answers to these largely legal/regulatory issues. We just want to point out that creating a legal operating 

structure for an ACO is a challenge, especially given the lack of information and issues surrounding it. 

We also want to point out that there may be more than one option available. If so, each option will need to 

be reviewed carefully in terms of risks and benefits. IPAs should check with their attorneys. We would 

also recommend that IPAs wait for additional regulations and guidance from CMS and other federal 

agencies before forming a legal entity for purposes of establishing an ACO. 

 C HALLENGE 6: Governance and Organizational Management  

                CMS requires ―shared governance.‖ For the partnership this is where the rubber meets the road. 

The most likely scenario for an ACO partnership, in which an IPA is involved, will be between the IPA 

and a Hospital partner. This is not unlike a PHO but with a much broader mission and larger set of 

collaborative responsibilities. Important questions to ask are: Will the ACO be hospital led or IPA led? Or 

will the partnership try to attain parity on the board —a 50/50 split of power. The decision needs to be 

clearly spelled out in the organization documents, including the bylaws. Who will manage the enterprise? 

Here the old maxim ―He who controls the agenda controls the meeting‖ comes into play. In a practical 

sense, who will be ―boss?‖Will the management be IPA staff or Hospital staff? Where will staff loyalties 

reside? Will the ACO try to bring in ―agnostic‖ staff? The issue of who the staff will be loyal to will be an 

important topic to discuss. An ACO based on an IPA and hospital partnership may prove to be a fragile 

and precarious marriage. For example, in a 50/50 governance arrangement either party could hold the 

other hostage and can veto the other’s position. The time to get answers to these questions is at the 

beginning of talks on governance and organizational management. Have the tough talk up front and 

clearly define roles and responsibilities. Make things as clear and transparent as possible in all written 

agreements at the front end. Listen to all the points of view. There is a lot at stake here. Perhaps even 

future survival. If the hospital employees physicians, especially if it employs a significant number of 

physicians the picture becomes more complicated. Hospital physicians will have their basic allegiance to 

the hospital and not the physician community. The hospital may want to consider putting hospital 

physicians on the board as part of the physician component which may present a fundamental problem for 

the IPA. The partnership will only work if there is honesty, fairness, commitment and resolution to 

succeed by both parties which must be demonstrated by actions not just words.  

C 
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 HALLENGE 7. Implementing the Organizational Infrastructure 
 

               Once the legal structure is in place, and the governance is set and the IPA and its partner have 

selected a management team, the IPA and its partners face the task of implementation. Implementation is 

a big black box of activities that represent a major capital and time consuming challenge. To barrow from 

a sports analogy, it involves creating the playbook and executing the plays. Implementation covers a 

broad set of activities—putting in place all the things that will be needed to get the ACO up and running.  

 

There is no template for creating an ACO. The PPACA provides some clues but not much more than that. 

It describes the ACO as a program that ―promotes accountability for a patient population and coordinates 

items and services under parts A and B, and encourages investment in infrastructure and redesigned care 

processes for high quality and efficient service delivery.‖ [PPACA SEC. 1899 (a) (1)] 

The Act also indicates that the ACO shall be accountable for the quality, cost, and overall care of the 

Medicare fee-for-service beneficiaries assigned to it and that the structure includes ―clinical and 

administrative systems.‖ The ACO is also required to define processes to promote evidence- based 

medicine and patient engagement, report on quality and cost measures, and coordinate care, such as 

through the use of telehealth, remote patient monitoring, and other such enabling technologies. 

 

The challenge of building the infrastructure includes assembling the necessary people (the Team); the 

knowledge, the infrastructure including all relevant processes, systems and technology. Each ACO 

implementation project is unique because they will have different starting points. Some IPAs will be 

starting basically from scratch while others may have many of the necessary elements in place. 

Nevertheless, there are common elements that are part of a typical project management process such as 

kicking off the project with stakeholders, identifying roles and responsibilities, identifying and validating 

requirements, transforming the requirements to specifications, creating a work breakdown structure 

(WBS), establishing a project budget and project schedule, establishing a change management and risk 

plan, managing and controlling the project to completion.  Deploying the necessary health information 

technology (HIT) is an essential part of the infrastructure build-out. You will want to see how ARRA 

meaningful use, HITECH and other recent legislation including technologies provisions apply to ACOs.  

 

A successful ACO program will require a substantial investment of time and money. One major area of 

cost will be for professional staff. Most ACOs will need to hire a medical director—either full-time or 

part-time, depending on their situation. They will also require one or more full- or part-time nurse care 

managers (depending on the size of the organization) to help coordinate care of patients across the 

spectrum of care. In addition, ACOs may also need to employ nurses and other professional staff who can 

conduct record audits, collect and analyze data, monitor and enforce the certification and compliance 

requirements and carry out the patient and provider relations functions.  The other major area of cost will 

be the HIT infrastructure, including both hardware and software, as well as hiring staff to implement the 

system, run and repair it on an ongoing basis, and train providers and their staffs in the use of the systems. 

 

An ACO has to provide CMS with a whole lot of information on a host of measures including, but not 

limited to: patient care information on quality across healthcare settings, clinical processes and outcomes, 

hospital discharge planning and post-hospital discharge follow-up. The act gives the Secretary the right to 

identify the HIT requirements for ―enabling technologies.‖ The Act specifies that ―The Secretary may, as 

the Secretary determines appropriate, incorporate reporting requirements and incentive payments related 

to the physician quality reporting initiative (PQRI) under section 1848, including such requirements and 

such payments related to electronic prescribing, electronic health records, and other similar initiatives 

under section 1848, and may use alternative criteria than would otherwise apply under such section for 

determining whether to make such payments. The incentive payments described in the preceding sentence 

C 
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shall not be taken into consideration when calculating any 

payments otherwise made under subsection.‖ In July, 2010, 

CMS provided guidance stating that ACOs will need to…‖Have 

defined processes to (a) promote evidenced-based medicine, (b) 

report the necessary data to evaluate quality and cost measures 

(this could incorporate requirements of other programs, such as 

the Physician Quality Reporting Initiative (PQRI), Electronic 

Prescribing (eRx), and Electronic Health Records (EHR), and 

(c) coordinate care.‖  

 

In short, the Act provides the Secretary a great deal of latitude in 

determining what HIT requirements will apply to ACOs and 

when. In the absence of definitive rules, ACOs may not need to 

adopt technologies such as Ambulatory, Emergency and 

Inpatient EHR and CPOE right away. At least initially, apart 

from e-prescribing technology, compliance with CMS data 

requirements may be achieved by using data from various 

sources such as physician and hospital practice management and 

scheduling systems, claims processing and adjudication systems, 

disease registries, local RHIOs or Information Exchanges, and 

pharmacy benefit management systems. Over the longer run the 

need for EHRs and other types of HIT is inevitable.  

 

Some ACOs may want to take this opportunity to create and 

infrastructure that is ―clinically integrated‖ as defined by the 

FTC and the Department of Justice. This will not only provide 

the framework necessary to conduct the ACOs business but will 

give the ACO a FTC-sanctioned competitive justification for 

joint contracting with payors.    

 

Many IPA physicians will face challenges in their attempt to make performance improvements that will 

be required for successful ACO operation. Most IPA physicians remain in solo or small group practices 

and don’t have the capital to invest in HIT or the organizational resources needed to implement care 

management protocols, paths and best practices and manage ongoing quality improvement initiatives. 

Thus, it is unclear whether IPA physicians in solo or small practices can even comply with the ACO 

requirements without help from partners. In a partnership with hospitals, IPA physicians may be looking 

to the hospital to cover a large portion of the costs of the collaboration effort. Hospitals usually have more 

access to financial resources and may already have clinical, management and IT staff that can be used by 

the ACO. One potential opportunity offered by clinical integration is for the hospital or health system to 

underwrite the physician’s office EHR. If this can be done legally, the question is: what is the ―cost‖ of 

this help? What will the IPA have to give up? How much autonomy will IPA physicians lose?  

 

The American Recovery and Reinvestment Act (ARRA) stimulus payments for EHRs may be something 

IPAs want to investigate in terms of gaining funds to help their member physicians obtain the HIT 

necessary for participation in the ACO.  It is not known at this time whether ACOs will be able to get HHS to 

speed up the payment schedule for meaningful use to help IPA physicians pay for the technology sooner. 

 

For the ACO to be successful, the degree of collaboration required among IPA physicians and between 

IPA physicians, as a whole, and their hospital partner(s) is quite considerable. Physicians will need to 

evaluate and modify practice patterns of IPA physicians and create a high degree of interdependence and 

cooperation among the physicians and hospital to control costs, ensure quality and improve outcomes. 

The FTC and U.S. Department of 
Justice first coined the term, ñclinical 
integration,ò in their 1996 Statements 
of Antitrust Enforcement Policy in 
Health Care. 
 
Statement 8 defines clinical 
integration as the implementation of: 

... an active and ongoing 
program to evaluate and modify 
practice patterns by the 
network's physician participants 
and create a high degree of 
interdependence and 
cooperation among the 
physicians to control costs and 
ensure quality. This program 
may include: (1) establishing 
mechanisms to monitor and 
control utilization of health care 
services that are designed to 
control costs and assure quality 
of care; (2) selectively(2) 
selectively choosing network 
physicians who are likely to 
further these efficiency 
objectives; and (3) the 
significant investment of capital, 
both monetary and human, in 
the necessary infrastructure and 
capability to realize the claimed 
efficiencies. 
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  HALLENGE 8. Creating Culture Change 
 
   Creating a culture of collaboration is a critical component 

for ACO success. With respect to ACOs, cultural collaboration has two 

aspects. The first is getting independent physicians to work as a team. 

The second is getting IPA physicians, as a group, to work in 

collaboration with hospitals and other partners to form an integrated 

system of care. Current models of integration such as the Mayo Clinic, 

Intermountain, Geisinger Health System, Kaiser Permanente and others 

have a shared vision and philosophy that supports their collaborative 

culture, and ongoing management and clinical process improvements 

that differentiates them in the healthcare landscape. 

 

Integrating care is no small feat. Integrated care requires physicians and 

other health care professionals to work closely with hospitals and other 

facility providers to coordinate medical  care throughout the course of a 

disease, or multiple diseases, across the spectrum of providers and 

health care facilities; breaking down traditional turf between physicians 

and hospitals; engaging a continuous improvement processes that 

measure clinical behavior against best-practice treatment standards to 

improve the quality of care and outcomes. How do independent 

physicians in an IPA become a virtual integrated medical group? How 

does the traditional IPA and traditional hospital leap that chasm of 

distrust and participate in group decision-making to reach meaningful 

consensus? How does the IPA and hospital move to a common mission, 

and shared performance goals to which they hold themselves mutually 

accountable? How does your IPA get there from where you are today? 

In order to begin the transition, IPAs and their partners will need to 

adopt a shared vision, an integrated delivery system philosophy and a 

commitment to create system value and capture and share the value.  

Integrated care is the means. Saving money while improving quality and 

outcomes is the desired result. If there are no savings, there is no money 

to share. Without money to share, there is no real incentive.  

 

Creating value for the ACO will not be an easy road. It will require hard 

dedicated work by the IPA physicians and their partner(s). It will 

involve clinical management, medical management, financial 

management, peer review, quality assurance, outcome measurement, 

provider-and- member relations and other activities. Success will 

require getting a handle on healthcare costs. To do this will require 

substantial data analysis using HIT that can provide decision-support to 

gain meaningful insights from large volumes of data. 

 

Key to success will be the willingness of the partners to invest the 

necessary time.  Physicians will be asked to work on various 

committees that meet on a regular basis. It can be very difficult to 

change provider practice patterns without provider cooperation.  

C ȱWhat differentiates éextraordinarily 
successful firms from others?... The major 
distinguishing feature in these companies, 
their most important competitive 
advantage, the factor that they all highlight 
as a key ingredient in their success, is 
their organizational culture. The sustained 
success of these firms has had less to do 
with market forces than company values; 
less to do with competitive positioning than 
personal beliefs; less to do with resource 
advantages than vision. In fact, we defy 
you to name a single highly successful 
company, one that is a recognized leader 
in its industry, that does not have a 
distinctive, readily identifiable, 
organizational culture.ò Kim S. Cameron 
and Robert E. Quinn, Diagnosing and 
Changing Organizational Culture 

 

ñThe problem before us is to exchange 
information... that there shall develop a 
final, cosmopolitan system of medicine 
which

 
will combine the best elements to be 

found in all countries."
 

Charles H. Mayo, 
MD, 1930, Mayo Clinic

  

 

"Our future as clinicians will depend on our 
ability to work together and to lead the 
continuous improvement of health care."

 

William Nugent, MD, 1996, Chief of 
Cardiothoracic Surgery, Dartmouth-
Hitchcock

 
Medical Center  

 

ȰWhile practitioners and providers have 
complex relationships (acting as 
competitors as frequently as they work as 
partners), all of us would agree that 
improving the health care system depends 
on coordinated, longitudinal care between 
multiple practitioners and settings. The real 
question is whether we can create a culture 
of shared accountability and responsibility, 
even as we work to achieve meaningful, 
sustainable change. 
The ACO is an innovative payment 
mechanism to incentivize the reengineering 
of care delivery. For example, one of the 
payment models envisioned (under a fee-
for-service environment) is shared savings 
as a means of improving efficiencies.  
To create sustainability, however, we need 
to change our culture in tandem with 
changing the delivery system.ȱ Darrell G 
Kirch, M.D. President and CEO Association of  
American Medical Colleges , Culture is Key  
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Changes in behavior will not result from the ACO adopting a set of clinical guidelines and obtaining state 

of-the-art HIT if physicians do not use them. A necessary precursor to collaboration may be dealing with 

any underlying conflict. At the heart of the potential conflict is likely to be the actual mechanisms that are 

designed to control costs and assure quality of care. These mechanisms are meant to ensure collaboration 

and interdependence among participants but may prove difficult to implement in a culture that is fiercely 

independent. 

 

To improve the chances for success, there should be reasonable initial expectations concerning the 

breadth, scope, and number of clinical processes that are initiated by the ACO during its first year. This 

includes the number and variety of clinical protocols, paths, best practices, and the corollary performance 

measurement information that is required from IPA physicians, as well as, the enforcement tools; 

incentives and disincentives that are employed to reduce variation in medical care. In other words, start 

slow. Establishing, implementing, and improving clinical management programs takes physician 

commitment, time, effort, as well as, technology and management resources. The ACO should begin with 

a set of initiatives that will meet or slightly exceed CMS requirements but not be so ambitious as to flirt 

with failure. ACO clinical programs can become more expansive over time as the ACO gains experience 

and know-how. 

 

 

         
  

 HALLENGE 9. Moving away from Fee-for-Service 

 

               Fee-for-service has been seen as the major culprit behind 

rising healthcare costs at least since the mid-1970s. The fundamental 

issue that critics point to is that fee-for-service encourages 

overutilization. Under fee-for-service doctors are said to have the 

ability of exercise their economic self interest by providing more 

services than are needed. The more services they provide the more 

money they make. Because patients who have health insurance do not 

pay full physicians charges, out-of-pocket, they are not price sensitive. 

For this reason, physicians do not need to compete on price and have the 

ability to create their own demand. Another drawback with fee-for-

service is that it is not related to quality.  Under traditional fee-for-

service, quality does not increase physicians’ or hospitals’ payment nor 

does lack of quality reduce payment. There is no money back guarantee 

and you can’t return the service if you don’t like it. In Medicare where a 

patient is touched by an average of five different physicians, one or more 

hospitals and ancillary services providers, fee-for-service can lead to 

duplication of services, incongruous diagnosis and treatment, medical 

errors and waste. In short, critics claim that fee-for-service leads to 

fragmentation, poor outcomes and the provision of very costly 

medically-unnecessary care.  

 
Despite the distinction as having the most expensive health care system 

in the world, the United States ranks last overall compared to six other 

industrialized countries—Australia, Canada, Germany, the Netherlands, 

New Zealand, and the United Kingdom—on measures of health system 

performance in five areas: quality, efficiency, access to care, equity and 

the ability to lead long, healthy, productive lives, according to a new 

2010 Commonwealth Fund report.  

C  
ñThe fee-for-service system for paying providers 
creates an incentive for increased utilization. 
When Medicare or Medicaid squeezes providers 
on price per unit of service, providers can 
respond with increases in utilizationé.Buté 
some of the highest-quality health care in 
America is delivered in settings that are less 
expensive -- with lower utilization, cooperative 
arrangements among providers, and greater 
attention by consumers to more healthy 
lifestyles.ò  
 
Richard Baehr, The Big Problem with Health 
Care Is Cost, Not Access. American Thinker 
 
ñIf the concept of Accountable Health Care 
Organizations (ACOs) is to work ï and not 
become another over-hyped and unsuccessful 
fad ï then the country needs to focus less on the 
question of control and more on the issue of 
workability. Broadly speaking, our country needs 
to re-align payment incentives to provide patients 
more coordinated care in an environment where 
resources are limited. This will involve rewarding 
high quality and efficient care and providing 
disincentives for practices and treatments that 
fall short.  Health plans are developing 
partnerships with hospitals and clinicians to 
achieve these objectives. We can provide 
support for providers to move away from fee-for-
service care toward a more interconnected 
delivery model through tools and techniques to 
utilize data to manage risk, identify gaps in care, 
and provide the necessary infrastructure to 
connect patients and providers.ò  
 
Karen Ignagni, President and CEO, American 
Insurance Plans, The Opportunity to Create Real 
Change 
  
 

http://www.americanthinker.com/richard_baehr/
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John Wennberg and his colleagues at The Dartmouth Institute for Health Policy and Clinical Practice 

have spent over 40 years documenting practice pattern variation, and have concluded that if unwarranted 

variation in the healthcare system were eliminated, the quality of care would go up and healthcare costs 

would go down by as much as 30%. 

 

In terms of using innovative physician compensation systems to reduce costs and improve care, the 

good news is we’ve been here before. The bad news is we’ve been here before. From the 1980s 

through the late 1990s, the health care system was in the troughs of a ―paradigm shift‖ that involved 

a good deal of experimenting with alternatives to the fee-for-service payment system.  It was a time 

of rapid innovation of cost-cutting and quality methods. The list of innovations is so long and varied 

it would take many volumes of text to document. So, we won’t attempt it here. Suffice it to say, that 

the most of the tools that are available to ACOs for managing cost and quality were tried and tested 

during this time period and many were successful. During this period, which is now referred to as the 

managed care era, several alternatives to fee-for-service were employed and a whole cottage 

consulting industry devoted to new physician compensation methods was born. Alternative 

compensation methods did change incentives, as they were intended to. However, the shift away 

from traditional fee-for-service also created unintended consequences, both at the micro and macro 

level.  

 

At the micro-level, we saw a lot of schizophrenic behavior. The new financial incentives led to 

conflict among major components of the healthcare system, namely: PCPs, specialists and hospitals. 

In contrast to fee-for-service, fixed payment arrangements, such as capitation, gave providers the 

same amount of money, regardless of how much or how little services they provided to patients.  

We saw some PCPs who were paid capitation shift work to specialists while others held on to 

patients who probably should have been referred. We saw specialists form preferred networks that 

shared the managed care philosophy of the PCP-gatekeeper while other specialists became 

―outsiders‖ to be used only in rare circumstances. There were some hospitals willing to join 

physicians in taking on capitation-risk arrangements; most tried various strategies and tactics to 

influence physicians while avoiding financial risk. What we learned was that simply changing the 

way physicians and hospitals are paid is not the whole answer. There has to be checks and balances. 

 

At the macro-level, market forces effectively and swiftly forced integrations. We witnessed a wave 

of mergers and acquisitions aimed at consolidating local and regional market clout. We witnessed a 

new, largely for-profit industry, aimed at consolidating physician practices under physician and/or 

private management control in response to hospitals consolidating physician practices under their 

control. The physician practice management companies (PPMC) industry sprang up almost 

overnight to become a multi-billion dollar enterprise and disappeared almost as quickly once the 

impetus, managed care, lost its luster and fell from grace. During this time period, physicians who 

did not want to get in bed with hospitals or PPMCs joined IPAs which became a powerful 

aggregation model for independent physicians, particularly in California where many took full-

financial risk. The whole consolidation movement brought about laws to avoid monopoly power. 

  

So here we are today, with the passage of PPACA, experiencing a back to the future moment for the 

healthcare industry. It is a good time to recall George Santayana who, in his Reason in Common 

Sense, wrote "Those who cannot remember the past are condemned to repeat it." Fee-for-service may 

or may not be the culprit it has been made out to be but as ACOs move away from it they need to be 

mindful of the potential downside of alternative payment systems. This time around we want to use 

lessons learned from the past to avoid the major unintended consequences we know are lurking. 
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   HALLENGE 10. Partnering with Patients 

 

               The regulations specify that ACOs must meet ―patient centeredness‖ requirements. 

While this requirement is not yet spelled out, it is clear that with or without this requirement being spelled 

out, ACOs must develop value-based trusting relationships with their customers—Medicare recipients. It 

must be noted that Medicare recipients who join ACOs do so voluntarily and can obtain care from outside 

the ACO as they wish 

 

For ACOs to be successful the first order of business is to attract and retain members. Additionally, for 

ACOs to be successful they most save money. In order to save money, they need to either reduce prices 

and/or utilization or do both. Since few, if any, ACOs will reduce prices they will have to reduce 

utilization to reduce costs. In this regard, persuading patients that less is more is a supreme challenge.  

 

Managing patient expectations is critical to success. Moving patients away from a ―more is better‖ 

mentality to an appreciation for prevention, proper care and self-care will not be easy. Reducing the 

demand for major ticket items such as diagnostic testing, surgery and hospitalization will take effort and 

trust. ACOs will also have to deal with ethical questions. They will have to understand and manage the 

potential conflict between financial self-interest and what is best for the patient. Medicare recipients will 

naturally be skeptical about doctors and hospitals ―profiting‖ from providing less care. 

 

Patients enrolled in ACOs potentially have a great deal to gain in terms of better quality and outcomes. 

However, they will not necessarily understand the concept, nor will they automatically attribute lower 

utilization to improvements in care. The ACO’s approach must be user-friendly and transparent. This 

becomes especially important when patient education and behavioral commitment are central to 

successful treatment. By drawing patients into the 

care process, the ACO can motivate them to 

become informed and rational consumers of care. 

Involving patients and families in the design of care 

through informed decision-making and use of 

individualized care plans can be a way to meet 

patient needs and preferences. The dynamics may 

be complicated but there are no short cuts. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

C 

 

Care that is truly patient-centered ŎƻƴǎƛŘŜǊǎ ǇŀǘƛŜƴǘǎΩ 
cultural traditions, their personal preferences and values, 
their family situations, and their lifestyles. It makes the 
patient and their loved ones an integral part of the care 
team who collaborate with health care professionals in 
making clinical decisions. Patient-centered care puts 
responsibility for important aspects of self-care and 
ƳƻƴƛǘƻǊƛƴƎ ƛƴ ǇŀǘƛŜƴǘǎΩ ƘŀƴŘǎ τ along with the tools and 
support they need to carry out that responsibility. Patient-
centered care ensures that transitions between providers, 
departments, and health care settings are respectful, 
coordinated, and efficient. When care is patient centered, 
unneeded and unwanted services can be reduce. 
 

Institute for Healthcare Improvement 
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CONCLUSION 
 

No one knows how healthcare reform will play out on a large scale in the real world. For now, it 

appears ACOs are the blueprint for the US healthcare system moving forward. Physicians and 

hospitals are quickly positioning themselves to be part of accountable care organizations 

sponsored by Medicare, commercial payors and certain States, such as Vermont. ACOs have the 

potential to redefine how healthcare in the future will be practiced and paid for. It is predicated on the 

ability of many providers to create integrated delivery systems as few providers have done successfully to 

date. The stakes are high. Many organizations attempting to build ACOs will fail because of insufficient 

strategic insight and/or a lack of financial, informational, or managerial resources to bring their ACO to 

market.  

 

Competition for ACO development is not a level playing field. In comparing IPAs to other viable forms 

of healthcare organizations that can build ACOs, IPAs are perceived to have significant disadvantages in 

critical success areas such as leadership, governance, operational management, organizational 

infrastructure, health information technology, clinical management, and collaboration.  

 

Physician buy-in is a critical component for success. Physician organizations such as the American 

Academy of Family Physicians, the American College of Cardiologists and the American Medical 

Association and others have stated their support for payment reform, specifically for ACOs. Nevertheless, 

practicing physicians especially fiercely independent physicians linked to IPAs may show considerable 

opposition to the ACO concept if the IPA leadership cannot make an adequate business case.  

 

IPA physicians because of their culture of independence and desire for autonomy may resist making the 

needed changes in behavior for an ACO to become successful. For example, they may resist the move 

away from fee-for-service to some fixed payment form of compensation such as capitation tied to risk and 

perhaps even penalties. Teamwork has not been a strong suit for the typical IPA. The relationship 

between primary care physicians and specialists has often been a hot issue in terms of who is ―boss‖ and 

who wins and losses financially. The politics of who is in and who will be out of the ACO will be another 

area for potential conflict.IPA led ACOs may find that their culture of independence hampers their ability 

to meet utilization and quality targets—in which case the ACO will fail. Many IPAs have also struggled 

in trying to build relationships with their local hospitals. This relationship between IPA physicians and 

local hospitals is often one of mistrust. Physicians’ fear of hospital control can lead to stalemate in 

partnership building. All of these concerns must be flushed out immediately if an ACO effort with joint 

accountability is to succeed.  

 

Can IPAs hold on to their physicians? Some IPA physicians may be running scared and already be 

looking at their options that don’t include the IPA; such as hospital employment or becoming part of 

integrated medical groups (if they exist in the local market). Can IPA physicians come together 

successfully to lead an ACO effort and still maintain much of their autonomy?  Or will the loss of 

autonomy be a natural consequence of the effort? Or will ACOs be organized and operated by hospitals? 

Time will tell. 

 

It is our belief that IPAs can be successful if they choose their partners correctly and implement 

effectively. If not, IPA physicians may be swallowed up by competing organizations in their local market. 

IPAs have been pronounced dead many times before but have been able to draw strength from their 

leaders and membership and persevere. Our money is on them to do it again. 
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Please Be Advised 

 
This report, written by Hal Sadowy and Al Holloway, is provided by TIPAAA  to offer general information on ACOs for 
discussion purposes only. Neither the authors, nor TIPAAA,  warrant that the information contained herein will be 
error-free. Neither is the information herein intended as an exhaustive treatment of the subject. The information in this 
report is ñas-isò and not intended to constitute accounting, tax, legal, investment, consulting or any other professional 
advice or services. Before making any decision or taking any action that might affect your organization or business, 
you should consult a qualified professional advisor. 
 
 
About TIPAAA 

 
The IPA Association of America (TIPAAA) is the leading trade association serving Independent/Integrated Physician 
Associations (IPAs). Founded in 1994 in Oakland, California, TIPAAA provides a wide range of products, services, 
and educational programs designed to help IPAs operate effectively and successfully in managed care. The 
association has nearly 677 IPAs, chapters in 39 states (with more in development), and represents more than 
303,000 Physicians affiliated with IPAs. 
 
To learn more about TIPAAA, its products, services, educational programs and events, please visit http://tipaaa.com/. 
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