
Page 1 of 8 

Clinical Integration & 

Accountable Care Models: 

Background & Potential 

Applications  

 

December 7, 2009  

 

 

 

James R Price  

Robert H Cameron  

Stephen B Kardon  

  



Page 2 of 8 

Despite the acrimony over current House 

and Senate health reform legislation, there is 

wide-spread consensus among health policy 

experts that care should be re-organized and 

payment methodologies should be 

restructured (AHA, 2009; Brookings 

Institute, 2009; Center for American 

Progress, 2009). To wit,  

the most effective way to address our cost 

and quality challenges is to confront the 

root cause— the chaos in everyday health 

care. Efforts should focus on accelerating 

the organization of health care providers 

into team-like configurations so that they 

can adopt systems that are likely to 

reduce errors of overuse, underuse, and 

misuse, and improve the overall 

coordination of care (Center for 

American Progress, 2009, overview).  

The current fee-for-service reimbursement 

methodology compensates providers on the 

basis of volume of services rendered on a 

per-encounter basis, typically for each type 

of provider. As a result, “providers therefore 

do not benefit financially from investing and 

engaging in health IT-enabled preventive 

and chronic disease management, care 

coordination, e-care, and medication 

management—all activities that improve the 

quality and value of health care delivery but 

are generally not well-rewarded by payers.” 

(Park and Basch, 2009, page 5).  

The core barrier to action is that “most 

providers are not part of organizations 

capable of negotiating contracts with the 

health plans that would reward them for 

adopting such systems and achieving 

economies of scale” (Center for American 

Progress, 2009, page 35). This paper 

discusses how hospitals can use clinical 

integration as a key component of their 

strategy to differentiate themselves by re-

designing their provider community to better 

meet local patient needs. First, we review 

the regulatory background, finding that 10-

15 years of rulings and policy statements 

give strong endorsement of clinical 

integration efforts. Second, we make a set of 

observations to help hospital and physician 

leaders understand exactly what clinical 

integration is and what it entails.  

Finally, we pose five questions whose 

answers will help leaders develop their own 

approach for pursuing clinical Integration as 

a strategy.  

Section 1: Background  

The concepts and definitions of “clinical 

integration” and “accountable care 

organization” go back many years, but have 

evolved significantly over the past five 

years. There are several potential 

definitions, which vary depending upon 

one’s perspective. From a clinical care 

delivery perspective, Stephen Shortell’s 

definition is comprehensive:  

Clinical integration is defined as the 

extent to which patient care services are 

coordinated across people, functions, 

activities, processes, and operating units 

so as to maximize the value of services 

delivered. Clinical integration includes 

both horizontal integration (the 

coordination of activities at the same 

stage of delivery of care) as well as 

vertical integration (the coordination of 

services at different stages). (Shortell, 

1996, page 30).  

However, there is a specific and critical 

legal definition that applies to the concept of 

clinical integration. Specifically, clinical 

integration is defined by the Federal Trade 

Commission in their 1996 Statements of 

Antitrust Enforcement Policy in Health 

Care. In particular, Statement 8 defines 
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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 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 (Federal 

Trade Commission and the US 

Department of Justice, Statements of 

Antitrust Enforcement Policy in Health 

Care, Statement 8 available at http:// 

www.ftc.gov/reports/hlth3s.htm#8, last 

visited November 6, 2009).  

In an article in a newsletter of the American 

Health Lawyers Association, clinical 

integration is described conceptually as:  

an innovative program to accelerate the 

implementation of advanced clinical 

technologies, facilitate the adoption of 

evidence-based medicine, and generally 

reduce the underuse, overuse, and misuse 

of clinical resources. (Babbo and Marren, 

2006).  

These attorneys point also out that, by 

fostering collaboration among independent 

doctors and hospitals in a way that increases 

the quality and efficiency of patient care, 

clinical integration will allow a network of 

affiliated physician to assert itself 

forthrightly in collective negotiations with 

PPO/fee-for-service health plans. Clinical 

integration will also provide hospitals a 

powerful business and clinical strategy to 

thrive in the advent of consumerism, pay-

for-performance, and quality report cards.  

More recently, the FTC has articulated 

additional considerations regarding the legal 

framework for pursuing clinical integration. 

In April of 2009, President Obama’s new 

FTC Commissioner, Pamela Jones Harbour, 

in her speech to the American Hospital 

Association, declared that:  

clinical integration, done right, embodies 

the principles of health care reform 

under the Obama Administration.  

The essence of clinical integration is the 

creation of interdependence among 

health care providers. Put simply, each 

provider must have a vested interest in 

the performance of the other providers, 

such that their financial and other 

incentives are closely aligned to meet 

common objectives. In addition, 

physicians are most likely to conform 

their behavior to network goals when 

their performance is judged by objective 

standards, in comparison to their peers.  

In the body of her speech, Commissioner 

Harbour outlined a multi-step framework for 

evaluating “joint pricing among independent 

physicians, including a clinically integrated 

arrangement”:  

1. “If one cannot articulate efficiencies 

sufficient to overcome the threshold 

presumption of illegality that is central 

to NTSP [North Texas Specialty 

Physicians, 2005], one will find it 

difficult to justify any joint pricing.” 

2. “Let us assume we are looking at an 

entity that purports to be engaging in a 

high level of integration – either 

through more traditional financial 

integration, or through a clinical 
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integration program that ‘create[s] a 

high degree of interdependence and 

cooperation among the physicians to 

control costs and ensure quality.’ 

Assuming the organization appears 

sufficiently integrated to clear the 

‘inherently suspect’ hurdle, the next 

step in the analysis is to more closely 

evaluate whether the integration is, 

indeed, likely to yield significant 

efficiencies. 

3. “It is also critical to evaluate ‘ancillary’ 

– that is, whether any joint pricing has a 

close nexus to the precompetitive goals 

of the venture, and is reasonably 

necessary to achieve the efficiencies 

that would be made possible by the joint 

venture. 

4. “Of course, the arrangement as a whole 

is still subject to a full rule of reason 

analysis to determine overall 

competitive effects.” “Of course, the 

competitive effects analysis would 

proceed differently if the arrangement 

involved a large enough number of 

physicians (e.g., from a given 

geographic area, practice specialty, 

etc.), posing a risk that market power 

might be created by the arrangement.” 

Commissioner Harbour concluded by 

stating that greater clarity regarding 

anti-trust is not forthcoming, since 

“(w)e have offered more guidance in 

the health care industry, especially on 

clinical integration, than in any other 

area within our competitive 

jurisdiction.” 

Section 2: Our 

Observations  

First, recent industry trends appear to favor 

integrated delivery systems (IDSs). These 

integrated delivery systems include 

nationally recognized organizations such as 

Mayo Clinic, Cleveland Clinic, Geisinger 

Health System, and Kaiser Permanente. 

These structurally-consolidated entities also 

include Academic Medical Centers as well 

as regional medical centers that are pursuing 

an employed physician / closed staff model.  

Second, clinical integration is starting to be 

adopted as a strategy by hospitals. We have 

concluded that (at least) 15 healthcare 

organizations are already operating under 

the clinical integration model, and have 

identified many others that are actively 

considering this concept. Most (but not all) 

of these have been driven by larger health 

systems, and included the development of a 

significant (and costly) IT infrastructure. 

However, there are some instances that have 

relied primarily on existing hospital and 

physician EMR infrastructures. We believe 

this approach opens the concept to many 

other larger standalone hospitals and 

academic medical centers (for deployment 

with their non-employed referral network), 

smaller hospital systems, and forward-

looking community medical centers.  

Third, a complete and managerially useful 

definition of clinical integration is now 

available. For the purposes of planning and 

operational implications, we describe the 

core components of a clinical integration 

model to include:  

1. Independent providers (i.e., hospital, 

including any employed physicians, 

together with multiple groups of 

independent physicians that are not 

employed by the hospital) 

2. Collectively seeking to engage the 

payer community 

3. In discussion about a new product   

4. That will employ innovative and data-

driven solutions to achieve defined 

improvements in outcomes, utilization 

and/or health status 

5.   Which requires an IT infrastructure 
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that can track, monitor and analyze 

clinical, utilization and financial data in 

the hospital and physician office 

settings   

6. For which the providers secure a 

different reimbursement model and/or 

rates, likely including some portion of 

payment that is performance based or 

otherwise “at risk” (i.e., not just on the 

basis of fee-for-service)  

7. Does so with single-signature 

contracting authority (i.e., without the 

use of the messenger model)  

All of the above seven components are 

necessary; otherwise an entity will not 

comply with the FTC’s guidance.  

Fourth, clinical integration requires a set of 

core competencies, but those which are not 

traditional hospital capabilities (i.e., disease 

management) can be outsourced. Hospitals 

considering a clinical integration initiative 

will benefit if they already have the 

following capabilities:  

 Strong medical staff relations and 

physician leadership.  

 A hospital-wide EMR infrastructure. 

 A critical mass of physicians on a 

common EMR (this may be necessary 

operationally).  

 Effective payer contracting (existing 

PHO and/or messenger model 

contracting capabilities) 

 Executives that are committed to a 

metric and performance-driven 

management model.    

 Strong financial analysis and clinical 

discipline.    

 An organizational culture that is 

committed to   leadership and 

excellence.    

 Clinical integration requires significant 

infrastructure, but we have identified firms 

that will provide hospitals with the required 

capabilities (e.g., outcomes reporting, claims 

review, bonus management, disease 

management across the continuum)    

 Fifth, clinical integration efforts have 

focused mostly on commercial payers. 

Typically the clinical integration model 

targets commercial and managed care 

payers. However, it can also include direct 

contracting with large employers and/or 

their TPAs. There are also a number of 

hospitals that are pursuing contracting 

initiatives with State Medicaid programs; 

interestingly, most of these are targeted at 

specific program enrollees (i.e. the chronic 

disease patient populations with high 

utilization of services).    

 This highlights a short-coming of this 

strategy, which is clinical integration 

requires that the payer agrees to the overall 

initiative. Hence, clinical integration does 

not help hospitals change the dynamics of 

managing the care for fee-for-service 

Medicare patients (without payment 

reform).    

 Sixth, the clinical integration model 

enables independent, smaller hospitals to 

better compete against the consolidated 

integrated delivery systems. Many IDSs are 

beginning to use their physician integration 

to drive strategic advantage. One example is 

Geisinger’s ProvenCare product, which 

offers payers a global fixed fee with a 

guarantee against re-admission. Without 

clinical integration, smaller independent 

hospitals and their associated physicians 

face substantial risks to their ability to 

compete effectively against IDSs.    

 While there are substantial legal risks and 

strict considerations that must be adhered to, 

we believe the time is right for hospitals to 

evaluate this type of strategic initiative. We 

believe the FTC and the current 

Administration appear to be encouraging 
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hospitals and physicians to move in this 

direction (building on rulings and guidelines 

of the past 15 years). We believe the 

threshold of what meets the historical 

definition of clinical integration seems to be 

relatively low: from the recent April 2009 

FTC Advisory Opinion for TriState Health 

Partners, “TriState will seek to ‘move the 

mean’ on key quality indicators, such as 

increasing rates of colorectal cancer 

screening, lowering hemoglobin A1c levels, 

and improving lipid profile scores.” Much 

(if not all) of what they are proposing can be 

done with existing hospital and physician 

EMR infrastructures.  

Finally, market power remains a key 

constraint on this strategy. Historic limits on 

the market share of consolidated providers 

(e.g., 20 percent of the market for exclusive 

networks) still apply, although the FTC 

Statement cited above lists numerous 

exemptions from this simple limit (e.g., 

small markets with 3 OBs in one group).  

Subject to market power considerations, 

hospitals and their medical staff should 

consider using clinical integration to drive 

local solutions to cost, utilization and health 

status problems. We believe advantages will 

accrue to those organizations that do not 

wait for proscriptive national health care 

reforms and/or changes to Medicare 

reimbursement to drive these objectives.  

Section 3: Potential 

Approach  

Numerous issues need to be assessed in 

evaluating the merits of a Clinical 

Integration (or related) contracting initiative. 

While a customized work plan is needed to 

meet the specific facts and circumstances, 

the general approach to getting started 

includes answering the following questions:  

1. What are the initial priorities?   Will this 

effort be targeted to commercial / managed 

care plans only or will it include 

Medicare/Medicaid/? Will it include all 

enrollees or defined patient populations? 

What geographic markets and clinical 

services will be targeted, and which 

specialties (and physicians) will participate?  

2. How will the patients benefit?   While 

patients benefit from having their care 

coordinated across the continuum, this 

benefit needs to be defined. Chronic disease 

patients are often targeted as they receive 

the most substantive improvements in 

outcomes and utilization.  

3. How will the payer(s) benefit?   Payers 

will benefit by having a having a hospital 

and its medical staff focused on achieving 

mutually defined quality, utilization and cost 

objectives. This will help eliminate the 

misuse, underuse and overuse of services, 

reduce costs and improve the health status of 

their enrollees. This benefit also needs to be 

explicitly defined and the corresponding 

targets established with the payers. This may 

involve actuarial forecasts.  

4. How will the providers benefit?   One 

key benefit is eliminating the misaligned 

financial incentives and operational barriers 

that inhibit (or preclude) the ability to 

deliver optimal care to their patients. As the 

physicians and the hospital differentiate 

themselves in the market, they should in turn 

become more highly desired by patients and 

payers alike. Will existing “quality” bonus 

programs be affected? What are the potential 

utilization savings to the payers? Should 

providers share in utilization savings from 

the payers (and if so, how)? If providers 

need to perform new functions (either 

clinical care or infrastructure-related), how 
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will these efforts be funded throughout the 

year (i.e., additional PMPM reimbursement 

from the payers)?  

5. What are the investments?   Two trends 

have radically reduced the capital 

requirements for infrastructure development: 

(i) the growth of disease management firms 

(and their interest in serving providers) and 

(ii) software as a service (under which 

applications are rented versus purchased). 

Taken together, providers can minimize 

fixed dollar investments in clinical 

integration efforts. Instead, the true resource 

constraint for providers is leadership (both 

hospital and physician) time.  

Hospitals with a significant portion of their 

medical staff on an ambulatory electronic 

medical record have probably built most of 

the capital-intensive infrastructure required 

for clinical integration. Such hospitals 

should quickly initiate planning efforts with 

physicians (and then payers) to develop 

answers to these five questions.  

Getting Started  

Hospitals should consider short-term and 

long-term plans for clinical integration. The 

short-term plan could focus on initiatives 

that can leverage existing EMR 

infrastructures and demonstrate early 

successes, without building new (and 

expensive) IT platforms. The long-term plan 

would expand the initial clinical integration 

scope and create a complete Accountable 

Care Organization, using that as a key 

component of the hospital’s strategy.  

In the end, clinical integration will likely 

become a common tactic used to 

differentiate a network of providers. This 

tactic can be applied across-the-board or 

focused on key service lines.
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Overview of Progressive Healthcare 

 

Founded in 1997, Progressive Healthcare is a healthcare advisory services firm that 

provides: 

• Consulting (strategic, financial, operational) 

• Outsourced Services (ambulatory clinic set-up and 

management, Medicare CCM, ACO management).  

We focus on Integration: 

• Physician-hospital 

• Clinical, financial, and programmatic 

• Provider and payors / employers 

Our offices are located in Nashville and Atlanta. 

 

Contacts: 

Rick Buchsbaum  Rick@ProgressiveHealthcare.com 

Bob Cameron   BobC@ProgressiveHealthcare.com 

Pete Dandalides, MD      PDandalides@ProgressiveHealthcare.com 

Jim Price                             Jim.Price@ProgressiveHealthcare.com  
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