
ANNALS OF FAMILY MEDICINE ✦ WWW.ANNFAMMED.ORG ✦ VOL. 13, NO. 4 ✦ JULY/AUGUST 2015

PB

ANNALS OF FAMILY MEDICINE ✦ WWW.ANNFAMMED.ORG ✦ VOL. 13, NO. 4 ✦ JULY/AUGUST 2015

321

Salary and Quality Compensation for Physician Practices 
Participating in Accountable Care Organizations 

ABSTRACT
BACKGROUND The accountable care organization (ACO) is a new organizational 
form to manage patients across the continuum of care. There are numerous ques-
tions about how ACOs should be optimally structured, including compensation 
arrangements with primary care physicians. 

METHODS Using data from a national survey of physician practices, we com-
pared primary care physicians’ compensation between practices in ACOs and 
practices that varied in their financial risk for primary care costs using 3 groups: 
practices not participating in a Medicare ACO and with no substantial risk for pri-
mary care costs; practices not participating in an ACO but with substantial risk for 
primary care costs; and practices participating in an ACO regardless of their risk 
for primary care costs. We measured physicians’ compensation as the percentage 
of compensation based on salary, productivity, clinical quality or patient experi-
ence, and other factors. Regression models estimated physician compensation as 
a function of ACO participation and risk for primary care costs while controlling 
for other practice characteristics.

RESULTS Physicians in ACO and non-ACO practices with no substantial risk for 
costs on average received nearly one-half of their compensation from salary, 
slightly less from productivity, and about 5% from quality and other factors. 
Physicians not in ACOs but with substantial risk for primary care costs received 
two-thirds of their compensation from salary, nearly one-third from productiv-
ity, and slightly more than 1% from quality and other factors. Participation in 
ACOs was associated with significantly higher physician compensation for quality; 
however, participation was not significantly associated with compensation from 
salary, whereas financial risk was associated with much greater compensation 
from salary.

CONCLUSION Although practices in ACOs provide higher compensation for qual-
ity, compared with practices at large, they provide a similar mix of compensation 
based on productivity and salary. Incentives for ACOs may not be sufficiently 
strong to encourage practices to change physician compensation policies for bet-
ter patient experience, improved population health, and lower per capita costs. 

Ann Fam Med 2015;13:321-324. doi: 10.1370/afm.1805.

INTRODUCTION

The accountable care organization (ACO) programs created by the 
US Patient Protection and Affordable Care Act are dramatic depar-
tures for care delivery and payment in Medicare. In Medicare’s 

ACO programs, provider organizations—including physician practices, 
hospitals, and post–acute care facilities—agree to be responsible for the 
cost and quality outcomes of a population of Medicare beneficiaries. Ben-
eficiaries are attributed to ACOs on the basis of their use of primary care 
services. To avoid higher cost specialty and acute care, primary care phy-
sicians must coordinate care efficiently.

There are numerous questions about how ACOs should be structured 
to achieve their goals.1 One question concerns compensation arrange-
ments: how should practices in ACOs pay primary care physicians to 
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create incentives for meeting quality measures while 
constraining costs? The ACO payment model provides 
incentives for efficiency that are on the continuum 
between no-risk, fee-for-service payment and full-risk, 
capitated payment.1,2 If ACOs bore financial risk only 
for primary care costs, salaried compensation would 
align the interests of physicians and ACOs to decrease 
primary care costs. ACOs are at risk, however, for the 
total cost of care, not just primary care costs. Salaried 
compensation may increase the propensity of physi-
cians to refer difficult or time-consuming patients to 
specialists,3 thereby increasing costs. Productivity 
compensation for primary care physicians—based on 
the volume of billed services—may alleviate this prob-
lem by encouraging physicians to expand their scope 
of practice.4 Productivity compensation, however, 
may also encourage primary care physicians to rush 
through visits to see more patients and bill at higher 
evaluation and management codes, also increasing 
costs. It is also unclear whether practices in ACOs 
should link primary care physicians’ compensation to 
measures of quality.

Because of data limitations, research that has exam-
ined the interaction between practice payment incen-
tives and physicians’ compensation has been limited.5,6 
None of this research has been conducted in the 
context of ACOs. In this article, we examined whether 
practices in ACOs pay their primary care physicians as 
they do any other practice or use compensation poli-
cies that are similar to practices that assume substantial 
risk for primary care costs.

METHODS
We used data from the third National Survey of Physi-
cian Organizations (NSPO3). NSPO3 is a nationally 
representative survey of physician practices in the 
United States and was administered to practice lead-
ers between January 2012 and November 2013 (1,398 
responses for a response rate of 49.7%). After excluding 
solo practitioners, practices for which at least 33% of 
physicians were not primary care, and practices with 
missing data, our analytic sample comprised 632 prac-
tices. Solo practitioners were excluded because they 
were not eligible to answer the survey question about 
the makeup of their compensation (see below). The sur-
vey instrument has been described in detail elsewhere.1

We measured compensation as the percentage of 
primary care physician compensation that was based 
on salary, productivity, clinical quality or patient expe-
rience, and other factors. Practices were classified as 
having substantial risk for primary care costs if they 
had some financial risk for all their health maintenance 
organization and point-of-service patients. This risk 

may be through ACO contracts or through other con-
tracts with Medicare or commercial insurers. Given 
the low levels of financial risk for specialty costs in our 
sample (81.1% of practices had no risk for specialty 
costs)—particularly for primary care practices (90.7% 
of which had no risk for specialty costs)—we did not 
consider specialist risk or specialist compensation in 
our analysis.

We compared primary care compensation between 
3 mutually exclusive groups: practices that were not 
participating in a Medicare ACO and did not have 
substantial risk for primary care costs (76.1% of prac-
tices); practices that were not participating in an ACO 
but did have substantial risk for primary care costs 
(2.8% of practices); and practices that were participat-
ing in an ACO regardless of their risk for primary care 
costs (21.1% of practices). Although practices that were 
not participating in an ACO but had substantial risk 
for primary care costs made up a small percentage of 
the sample, this group was important because their 
financial risk created stronger incentives for cost con-
trol. This group served as a test case for how physician 
compensation might be structured if practices faced 
these incentives.

We specified 2 regression models in which the 
percentage of primary care physician compensation 
for salary and for quality were estimated as a function 
of ACO participation and risk for primary care costs 
while controlling for other practice characteristics 
(practice size, multispecialty vs primary care, physician 
owned vs hospital owned, and the practices’ percent-
age of patients with limited English proficiency). 

Our research was approved by institutional review 
board committees at the University of California 
Berkeley, Berkeley, California, and Weill Cornell Medi-
cal College, New York, New York.

RESULTS
Compensation for primary care physicians varied con-
siderably across study practices (Figure 1). Primary 
care physicians in ACO practices on average received 
49.0% of their compensation from salary, 46.1% from 
productivity, 3.4% from quality, and 1.5% from other 
factors (Figure 2). This pattern of compensation was 
similar to practices that are not in ACOs and did not 
have substantial risk for primary care costs. In con-
trast, primary care physicians that were not in ACOs 
practices but had substantial risk for primary care costs 
received 66.6% of their compensation from salary, 
32.2% from productivity, 0.8% from quality, and 0.4% 
from other factors.

In multivariate analysis, participating in an ACO 
was not significantly associated with primary care phy-
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sicians’ compensation from salary (Table 1). Substantial 
risk for primary care costs was associated, however, 
with a 35.5 percentage point increase (P <.05) in 
physicians’ compensation from salary. Participating in 
an ACO was associated with a 2.2 percentage point 
increase (P <.01) in primary care physicians’ compen-
sation for quality. Sensitivity analysis that excluded 
the 2.3% of practices that were not participating in an 

ACO but had substantial risk 
for primary care costs found 
the same pattern of results 
(Supplemental Appendix, 
available at http://www.annfa-
mmed.org/content/13/4/321/
suppl/DC1/).

DISCUSSION
Variation in primary care 
compensation across prac-
tices likely reflects different 
incentives faced by practices 
and a lack of consensus about 
the most appropriate ways to 
pay primary care physicians. 
What our findings mean for 
ACOs is subject to different 
interpretation. Current com-
pensation policies for primary 
care physicians in ACOs may 

be the right mix of salary, productivity, and quality for 
both ACOs and for national policy. That primary care 
compensation for practices in ACOs looks more similar 
to a cross-section of US practices than to practices 
with substantial risk for primary care costs may be 
inconsequential. ACOs have other mechanisms, apart 
from physician compensation, to manage costs, such 
as more effective use of electronic health records, use 

Table 1. Association Between Practice Participation in ACOs, Risk for Primary Care Costs, and Primary 
Care Physician Compensation (N = 628)

Independent Variable

Percentage Point 
Change in Physician 

Compensation for Salary 
(95% CI)

Percentage Point 
Change in Physician  

Compensation for Quality 
(95% CI)

Does not participate in a CMS ACO program (reference) … …

Participates in a CMS ACO program –3.5 (–12.0 to 4.9) 2.2 (1.4 to 2.9)a

Does not take substantial risk for primary care costs (reference)b … …

Takes substantial risk for primary care costsb 35.5 (8.5 to 62.5)c –1.0 (–3.6 to 1.5)

Number of physicians in practice –0.02 (–0.09 to 0.04) –0.001 (–0.008 to 0.006)

Only primary care physicians (reference) … …

Multispecialty practice –8.3 (–27.1 to 10.6) –0.1 (–3.9 to 3.7)

Practice owned by hospital or health system (reference) … …
Practice owned by physicians –8.3 (–15.4 to -1.1)c –8.0 (–11.5 to –4.6)a

Practice owned by other groupd –13.0 (–59.7 to 33.8) –6.9 (–13.4 to –0.4)c

Percentage of patients whose primary language is not English 0.5 (0.4 to 0.6)a –0.04 (–0.09 to 0.01)

ACO = accountable care organization; CMS = Centers for Medicare and Medicaid Services; HMO = health maintenance organization.

Note: Estimates are from linear regression models, incorporating the survey design.

a P <.01
b Defined by whether practices have some financial risk for all of their point-of-service patients.
c P <.05
d HMO or insurance entity, nonphysician managers, other.

Figure 1. Composition of primary care physician compensation across 
study sample.
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of nurse care managers for coordinating care for high-
risk patients, and production of internal reports—seen 
by all physicians—on physicians’ performance.7,8 The 
higher compensation for quality in ACOs may signal 
that the incentives of physicians and practices in ACOs 
are better aligned to achieve the quality measures that 
are rewarded in the Centers for Medicare and Medic-
aid Services programs.9

In contrast, the incentives for ACOs may not be 
sufficiently strong to encourage practices to rapidly 
and substantively change their physician compensation 
policies to create incentives for better patient experi-
ence, improved population health, and lower per capita 
costs.10 If physicians in ACOs and physicians outside 
ACOs are paid similarly, will they practice differently? 
The ACO experiment is new, and it may take some time 
and experimentation for practices to shift toward the 
most effective compensation policies for their physi-
cians.11 Ongoing evaluations will assess whether the 
ACO programs are effective in achieving the triple 
aim.12 Nonetheless, if incentives are not aligned between 
practices and physicians, the ACO programs may have 
limited effects on costs and quality in the short-term.

To read or post commentaries in response to this article, see it 
online at http://www.annfammed.org/content/13/4/321.
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Figure 2. Primary care physician compensation across financial risk 
and ACO participation.
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Note: Substantial risk denotes that a practice bears at least some financial risk for primary care costs for all 
of its health maintenance organization or point-of-service patients.
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