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Agenda

• ECR Concept and Accountable Care
• Retrospective vs Prospective Payment
• Negotiating Tunable Parameters



Proprietary & Confidential. Health Care Incentives Improvement Institute, Inc.

Patient-centered continuum of care

Source: Sustaining the Medical Home: How Prometheus Payment Can Revitalize Primary Care, RWJ publication
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Amplitude of cost along the continuum

Source: Sustaining the Medical Home: How Prometheus Payment Can Revitalize Primary Care, RWJ publication
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Retrospective Payment
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Retrospectively reconciled 
prospective episode budgets

Episode budget is 
established upon trigger 
and not paid out, but 
allocated

1

Claims incurred are paid 
FFS by the plan and 
accumulated, split 
between typical and PAC

2

Accumulated claims are 
compared to budgeted 
episode, and reconciled, 
to determine upside/ 
downside
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Operational elements

• Prospective budgets are calculated by the plan, and the 
tunable parameters (e.g. stop-loss, PAC allowance) are 
negotiated with providers.
– Need a contracting organization (health plan)
– Providers don’t have to be legally/organizationally integrated

• Claims incurred are paid according to underlying FFS 
schedules and accumulated against budgets
– Need an accumulating engine (currently MedAssets, but 

working with McKesson and TriZetto for additional solutions)
• Paid claims are reconciled against budgets and 

upside/downside is determined
– Need fiscal intermediary (plan) to deduct withholds and 

process reconciliations, pay out balances
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Prospectively paid episode 
budgets with reconciliation

Episode budget is 
established upon trigger 
and paid out to “ACO” 
or fiscal intermediary

1

Claims incurred are 
zeroed out, but 
accumulated against 
budget

2

Claims incurred 
compared against 
budget to provide 
guidance on prospective 
budgets/payments

3
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Operational elements

• Prospective budgets are paid out (with or w/o withhold – we 
recommend always taking a withhold)
– Need ACO or fiscal intermediary who will distribute funds to 

subcontracted providers
• Claims incurred are zeroed out but accumulated against 

budgets to help inform future pricing and severity adjustment 
reconciliations
– Need claims engine to zero out claims for triggered budgets 

and accumulate claims against episodes
• Incurred is reconciled against budgets, and withhold is then 

balanced out (to guard against overpayment when patients 
die or seek services outside contracted providers)
– Need fiscal intermediary to perform reconciliations and 

determine distributions of withhold balances
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Negotiating Tunable Parameters
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Risk Bifurcation

Total Relevant Costs of a 
Specific Episode

Total Cost of Care

Typical Costs of Episode
Costs of all Potentially 

Avoidable Complications 
(and other provider-specific variation)

Costs of all 
Base Services

Costs of all 
Severity 
Adjusters

Insurer – Probability risk
Provider – Technical risk
Consumer – Probability risk

Reliable 
Care

Global Cap

“Coarse” Episodes

ECRs
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Technical Risk vs. Probability Risk

0 > EOC > 1
.0000017835

Insurance 
Market: 
Probability 
Risk where 
medical 
demand is 
uncertain

Typical Costs

PAC Costs

Catastrophic 
CostsEOC = 1

Medical 
Certainty

Tn
Episode 
Conclude

T0
Episode 
Trigger

Risk Corridor = Negotiated 
Ratio between Typical vs PAC

Stop Loss



Proprietary & Confidential. Health Care Incentives Improvement Institute, Inc.

Negotiating Risk Corridors

Informed by guidelines and 
empirical data analysis

Adjusts ECR for local patterns

Arrived at through step-wise multi- 
variable regression model

Currently based at 10% of typical

Based on 50% of current defect rate

Total ECR price = Type of services * Frequency * Price per service

$3,600 -- $22,600

Typical Care

$360 -- $2,600

$3,000 -- $16,500

CHF ECR Range

$6,960 -- $41,700
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Tunable Parameters: Negotiating 
ECR Risk Corridors

The PAC Allowance:

0% 100%50%

CHF Prospective Budget @ 50%
Patient 1 = $4,112

Patient 2 = $15,549

Patient 3 = $34,629

CHF Prospective Budget @ 75%
Patient 1 = $5,348

Patient 2 = $18,714

Patient 3 = $41,013
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Tunable Parameters: The Donut 
Hole
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Tunable Parameters: The Donut 
Hole
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Prospective vs Retrospective 
Payment

Provider Risk
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For contact information:
www.HCI3.org
www.bridgestoexcellence.org
www.prometheuspayment.org
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