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Agenda

• The magnitude of the problem

• Our glide path

• Some ―easy‖ solutions

• Holding ourselves accountable
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Problem: Adding $1 trillion adds 

$4,000 for each plan member
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Unfortunately (or fortunately) 

many of the costs are avoidable
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Total cost variation is mainly due 

to variation in PAC costs
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Current payment modalities simply 

don’t work

• Under fee-for-service (FFS) payment, 
doctors and hospitals bill insurers for every 
individual service and are encouraged to 
produce more volume irrespective of the 
marginal value of the nth service.

• Under traditional capitation payment, 
doctors and hospitals are encouraged to 
produce less volume, whether or not the nth

service would be beneficial to the patient 
and the payer.
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RAND-evaluated options for 

bending the cost curve

We can all argue 

about the math, 

but the bottom 

line is pretty clear 

that ―bundled 

payment‖ holds a 

lot of promise.

NEJM Perspective, Nov 11 2009
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Reducing PACs can save 

employers more than $1trillion
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Measuring and managing financial 

risk
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Example: Diabetes 

average costs per 

employee per year

$5,688

$820

$2,841

$2,027

Base 

Typical 

Costs

Costs of 

Severity and 

Co-morbidity

Potentially 

Avoidable 

Complications

• Transparency

• Provider re-engineering

• Payment/Compensation

• Benefit Design

• Benefit Design

• Disease Management

• Care Coordination

• Population Health
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Leapfrog/

BTE

A glide path for provider 

management of financial risk 
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The Prometheus Payment solution

• Calculates compensation for hospitals and 
doctors based not on specific treatments a 
patient receives but on the care a patient 
should receive ―per episode‖.

• Creates incentives for doctors to reduce 
total episode cost of care by wringing out 
the current costs associated to potentially 
avoidable complications (PACs).

• Provider margins per patient improve as 
PACs are reduced
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Overview

• Started development in 2006

• Funded by The Commonwealth Fund, 

RWJ, NYSHealth, and COHF

• Widely researched and published

• Fully operational in four sites but still in 

pilot phase – two pilots in development in 

NY

• Based on unique definition of episodes 

and ―gain-sharing‖ model
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Program Objectives

• Significantly increase clinical collaboration 
around each patient.

• Improve quality and reduce total cost of care 
by reducing the costs associated to 
potentially avoidable complications.

Through

• Full transparency

• Fair pay – fair for payers, patients and 
providers
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Prometheus uses Evidence-

informed Case Rates (ECRs)

• An ECR is a global fee, or bundled 
payment, that accounts for all care related 
to a medical event

• 3 parts:
• Fee for providing evidence-informed care

• Profit margin

• Allowance for potentially avoidable complications 
(PACs)

• Providers win by improving quality and 
lower current costs associated to potentially 
avoidable complications
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Prometheus ECRs

• Chronic Medical (7)
– CAD • Diabetes

– CHF •  COPD

– HTN •  Asthma

– GERD

• Acute Medical (3)
– AMI

– Stroke

– Pneumonia

• Other (1)
– Pregnancy & Delivery

• Inpatient Procedural (5)
– Hip Replacement

– Knee Replacement

– Bariatric Surgery

– Colon Resection

– CABG

• Outpatient Procedural (5)
– Knee Arthroscopy

– Colonoscopy

– Cholecystectomy

– Hysterectomy

– Angioplasty (PCI)
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Unique features of the model1

• Margins improve as potentially avoidable 
complications are reduced – change the industry 
focus from chasing volume to chasing 
margin/value.

• Patient-level severity adjustment to minimize the 
potential for cherry-picking.

• Operational in any provider setting – no need for 
financial, administrative or legal integration.

• Being piloted in IL, MN, PA, MI and NY, with 
planning started in CO and other states. 
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1. See de Brantes, Rosenthal, D’Andrea, ―Should Health Care Come with a Warranty?‖ Health Affairs, June 2009; 

and de Brantes, Rosenthal, Painter, ―Building a Bridge from Fragmentation to Accountability — The Prometheus 

Payment Model‖, NEJM, Sept 2009
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Challenges embedded in our 

model for Providers

• It’s all about margin, not about top line 

revenue

– however, a 10% margin on $750MM is better 

than a 5% margin on $1billion

• There will be internal winners and losers 

depending on ability to manage ―technical 

risk‖

• Chasing defects is a very different activity 

than chasing volume
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Now for some harder truths

• Chasing defects will reduce admissions

– That’s a good thing, not a bad one
• Value to the community increases

• Health care affordability increases

• Health plan medical loss ratio improves

• Practice reengineering is hard but many are 
doing it

– It requires timely, rigorous and objective 
performance feedback loops for all

– Management buy-in is essential and must be 
unequivocal
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What can you do to accelerate the 

Revolution?

• Know your PAC rates, hold yourself and 
your plans accountable for reducing them.

• Activate your employees and measure the 
extent to which they are selecting 
physicians and hospitals based on 
comparative data/cost-sharing.

• Increase the % of dollars allocated to 
results, from the roughly 2% today to closer 
to 15%-20%.
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