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Presentation Goal

What is Risk Adjustment?

Risk Adjustment in Medicare Advantage and the ACA

Key Programs / Initiatives (RSO, RADV)

Risk adjustment impact to financials

Provide industry insights

Hear from the audience
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Risk Adjustment Model Overview
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 Underwriting is limited in both MAPD and 
the ACA

 Appropriate compensation for morbidity 
risk

 Incentives quality & well managed care 
over selection

 Rewards accurate and full condition 
capture and management

Why is Risk Adjustment Necessary?
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Components of a risk score

Demographic
 Age / Gender / Plan / Income Status / Plan Duration / etc. 

Diagnosis Data
 Claims based diagnosis data coded by a physician
 Other claim fields like CPT codes or bill Type codes used for filtering

Supplemental Diagnosis Data
 Additional diagnosis data pulled via chart reviews

Drug Data
 Filled NDC codes

Normalization or Budget Neutral Factor
 Making risk adjustment normalized to a 1.0 risk score so that net risk adjustment 

payments are net neutral
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Base Data Data set used for 
running the model 

Splitting up 
members into 

cohorts for 
models

Creating groups 
that are similar in 

costs for 
modeling

Weighing 
accuracy vs. 
complexity

Prospective 
vs. 

Concurrent

How do you want 
to predict costs?

Diagnosis 
cost groups

Map data to 
conditions

Run regression 
based model to 
develop weights 

for projecting 
future costs

Risk Score Model Development
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Pole Question

 It’s 2021 and Suzy just turned 65 and 
signed up with her local Medicare 
Advantage plan during AEP for CY2022. 
What will Suzy’s risk score be based on in 
CY2022?
 Nothing, her risk score will be set to the plan 

average
 Her incurred commercial data from CY2021
 Demographic information will be used
 Claims incurred in CY2022
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How to handle “New Enrollees”

 Different risk score models do different things

 Key considerations are: 
 Is the model prospective or retrospective?
 How often are risk scores calculated?
 How are new enrollees getting enrolled?
 Is there claim history available?

 MAPD: New enrollees are scored with separate weights 
where only demographic info is considered. The 
“morbidity” component is an average of the new enrollee’s 
demographic cohort.

 ACA: Have onboarding strategy
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ACA & Medicare Model Specifics
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ACA vs. MAPD

ACA MAPD

Prospective 

Dx and demographics only

Nationwide Normalization and 
coding pattern factors

Concurrent

Dx, demographics, and drug 
data

Budget Neutral through state 
level transfer formula
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ACA Deep Dive
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 ACA Model Overview

 Risk Adjustment Management

 EDGE Server Integrity

 Risk Score Optimization (RSO)

 Provider Profiling

 Programs
 RADV

 High Cost Risk Pooling

ACA Deep Dive Overview
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ACA Model Overview

ACA Deep Dive
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 Zero-sum game

 Concurrent Model using diagnosis and pharmacy data

 Risk Score Components: Demo, EDF, HCCs, RXCs

 Separate models for Adult, Child, Infants, and Metal (3x5)

 Cost sharing variants receive multiplicative bump

 Now uses ACA data

 Recent proposed changes for 2023 and beyond

ACA Model Overview

GOAL: Account for health risk differences while preserving permissible 
premium differences. Reward quality, affordable coverage and not selection.
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Historical Model Changes

2014 –
Original model 
used ICD-9 
and 2010 
MarketScan 
data (large 
group)

2016 –
recalibrated using 
blended 2011, 
2012, 2013 
MarketScan 
(yearly update to 
data)

2017 – Included 
preventive services 

2018 - Duration 
factors (EDFs), 
prescription drugs 
(RXCs), High Cost 
Risk Pool (HCRP), 
14% reduction to 
premium

2019 –
Recalibrated using 
2014 – 2015 
MarketScan and 
2016 EDGE data



17Page

Risk Score Calculation
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Transfer Formula

Where:   
𝑻𝒊 = Transfer for issuer 𝑖  
𝑷𝒔
തതത = State Average Premium  
𝑷𝑳𝑹𝑺𝒊 = Issuer 𝑖′ s plan liability risk score  
𝑰𝑫𝑭𝒊 = Issuer 𝑖′ s induced demand factor  
𝑨𝑹𝑭𝒊 = Issuer 𝑖′ s allowable rating factor  
𝑨𝑽𝒊 = Issuer 𝑖′ s metal level actuarial value  
𝑮𝑪𝑭𝒊 = Issuer 𝑖′ s geographic cost factor   
𝒔𝒊 =  Issuer 𝑖′ s share of State enrollment, and the denominator is summed    
across all issuers in the risk pool in the market + state 
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 Standard Risk Adjustment

 Risk Adjustment Management

 Data integrity & the EDGE Server

 Risk Score Optimization (RSO) & 
Supplemental Claims

 RADV

 HCRP

Key Programs & Considerations
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Risk Adjustment Management

ACA Deep Dive
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Why?

 Risk adjustment transfers larger than profit margins

 Zero-Sum – inefficiencies benefit competitors

 Data is King

Risk Adjustment Management

How?
 Create deliberate, comprehensive, enterprise-wide

risk adjustment strategy
 Key components

 Enterprise-wide alignment
 EDGE – overview of EDGE needed?
 Coding Accuracy – capturing true morbidity
 Risk Analytics – Monitoring & Reporting
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ACA Risk 
Adjustment 

Management 
Cycle

ACA Risk 
Adjustment 

Management 
Cycle

Financial 
Reporting & 

Pricing

Financial 
Reporting & 

Pricing

Provider 
Analytics
Provider 
Analytics

Risk 
Adjustment 
Accuracy

Risk 
Adjustment 
Accuracy

Operational 
Integrity

Operational 
Integrity

Population 
Health & 
Medical 

Management

Population 
Health & 
Medical 

Management

Risk Score Accuracy and the Management Cycle
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Risk Adjustment Operations

Risk Adjustment Data 
Timing

• BY 2021 data is 
submitted by April 
30th, 2022

• Final data impacts 
risk adjustment 
results

• EDGE Server is 
offline until 
July/August

Finance Team

• Making accruals 
throughout the year

• Dealing with audit –
CMS Final Results 
are released mid-year 
of the year following 
benefit year

• BY2021 transfers are 
announced June 30th, 
2022, RADV Summer 
2023

• What data goes into 
the accrual 
estimates?

Pricing Team

• Pricing is usually 
done before most 
recent CMS risk 
transfer results are 
released

• Pricing for 2023 is 
likely complete by 
June 30th (or shortly 
after).
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EHR/Clearing 
House

Error 

Clean-up

Chart 
Review

Data Flow

EDGE 
Servers

EDGE 
Commands

Return 
Files

ACA Risk Adjustment
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Risk Adjustment Data Priority

Tele-
Health

and
Home Visits

Suspecting and Chart 
Review

Condition Recapture

Data Integrity and Data Errors
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EDGE Server

ACA Deep Dive
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EDGE Server - Overview

External Data 
Gathering 

Environment 
(EDGE)

Issuers send 
data to EDGE 

for official 
calculations

Issuers 
responsible for 
ensuring data 

accuracy

Data deadline is 
April 30th

following end of 
year
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 EDGE Server

Black box with limited insight

Several layers of filtering

Summary files can be useful but difficult 
to decipher

Chasing every issue isn’t feasible

EDGE Server isn’t live until August

Hazards
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 Healthy Collaboration with 
EDGE Vendor

 Deciphering the “black box”

 Data validation

 Early planning & execution

 ROI analyses

Keys to Success
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 Independent verification of risk adjustment (RA) calculations

 Compare results of EDGE and internal model

 Identify systemic data deficiencies 

 Identify acute data deficiencies and non-allowable data

 Quantify & prioritize identified issues

 *Understand what EDGE vendors are and are not doing

Ensuring EDGE Accuracy
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Example Schedule

November
• Focus on orphaned and 

rejected claims
• Identification of systematic 

issues

January
• Continuation & review of 

prior objectives
• High level data and metric 

review
• Monitor outlier diagnostics

March
• Dress rehearsal for final run
• Supplemental encounter 

review
• Final review of high cost 

claims

May
• Review final submission
• Identify and report 

discrepancies
• Supplemental submission 

review
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Case Study – EDGE Data Stream
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Risk Score Optimization

ACA Deep Dive
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 Understand the “GAP”

 ACA initiatives subpar

 Band-Aids vs solutions

 Monitoring, Reporting, Monetizing

 Better coding = better clinical 
management

Mind the Gap

Goal: Obtain true morbidity of population to obtain appropriate revenue.
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Risk Score Optimization
Lessons Learned

Data is king; data integrity

Finite resources means targeted approach 

• 20% of members have HCCs driving 80% of risk scores
• Chart reviews can result in deletes

Comprehensive chart review not effective

Small issuers have the most to gain

Provider education and integration
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 Identify and prioritize chase list
 Once identified

 Provider outreach & education
 Member outreach & scheduling
 Chart review

 Provider Engagment
 Integration of RSO
 Benchmark to peers
 Financial alignment & incentives

Risk Score Optimization
How To
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Ways to Ensure Accuracy of Risk Scores

Retrospective
Prospective

 Existing member suspecting 

 Prioritization of HCCs 

 Retrospective chart review

 New member suspecting

 EDGE vs Data Warehouse

 Denied claim approval

 Target list prioritization

 Real time integration

 Member risk assessments & 
incentives (activate your card)

 Home visits

 Provider education

 Provider financial alignment
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Risk Score Optimization

 Finite Resources 
 Prioritization of HCCs | Money + Likelihood
 20% of members have HCCs

 Clinician input
 Evaluating programs & ROI

 Vendor evaluation
 Chart chase post-mortem

 Provider Profiling (benchmarking)

Lessons Learned
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Risk Adjustment Data Priority

Tele-
Health

and
Home Visits

Suspecting and Chart 
Review

Condition Recapture

Data Integrity and Data Errors
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Ways to Ensure Accuracy of  Risk Scores

Applying band-aids in April each year does 
not yield long-term ROI

Short Term Supplemental

April Band-Aids

Long Term Robust monitoring & reporting

Provider education

Provider incentives
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Example Timeline
Best Practices - Sample

July/August 2019 
• Start loading up data
• Identify systemic data/operational issues 

on EDGE
• Run local reports on EDGE

September/ October 2019
• Begin targeting members with risk score 

opportunity 
• Prospective/retrospective strategies

• Reconcile outside (WNRAR) risk score 
estimates against EDGE server

• Run analytics on EDGE server

January/February 2020
• Continue chart reviews
• Reconcile data (Monitoring process)
• Develop Datamart for Pricing
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Implement:

 Provider education & integration

 Comprehensive plan

 Targeted, prioritized chase list

 Program evaluation

Risk Score Optimization - Recap

Recall:
 Understand the “GAP”
 ACA initiatives subpar 
 Band-Aids vs solutions
 Monitoring, Reporting, 

Monetizing
 Better coding = better clinical 

management
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Supplemental Claims

ACA Deep Dive
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Supplemental Claims – Overview

Understand the “GAP”

Increasing trend line

2% effect – targeted approach

Evaluate ROI

Engage with providers
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 Supplemental claim impact increasing

 2020 average was nearly 3% increase to risk scores
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 Supplemental Impact
 3% risk score increase ~= 3% of statewide premium
 3% of $500 = $15 PMPM
 $15 PMPM * 100,000 MMs = $1.5 M

Supplemental Claims – Impact Example

 Issuer:
 100,000 member months
 3% increase to risk scores from 

supplemental
 $500 statewide premium
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RADV

ACA Deep Dive
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RADV Goal / Purpose:

“HHS-RADV promotes confidence in 
the RA program by providing 
assurance with respect to the integrity 
and quality of data provided from 
issuers operating in state markets 
under the HHS-operated RA program…

ACA RADV
How does it work?
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 RADV process determines if data were 
incorrectly coded

 Issuer rates of failure to substantiate HCCs 
(conditions coded in risk adjustment) are 
compared to national benchmark

 Issuers outside of “confidence interval” are 
adjusted.

 Risk scores are adjusted – thus risk 
transfers are adjusted after

ACA RADV
How does it work?



51Page

 Audit on EDGE data that can affect risk transfers if an issuer in a market is 
deemed an outlier

 Impactful changes in recent rules

 Recent RADV final rule

 More outliers but smaller impact

 # of markets with outliers will increase

 Average issuer negative error (PLRS adjustment) changes from -7% to -2%1

 2021 NBPP finalized moving to concurrent schedule

 2021 benefit year (BY) data audit will adjust 2021 risk transfers

 Downstream effect – 1 year delay in risk transfers being finalized

1 Based on CMS’ analysis of model changes shown on next slide.

HHS-RADV Level Set
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Final Rule:

Significant Changes beginning with 
2019 RADV Program Year

 Consensus: overall reduction in the 
average magnitude of those RADV 
adjustments

 Other Appendix slides have additional 
details on changes and impact on 
historical data based on Wakely RADV 
IVA study

Significant Changes to HHS-RADV Program 2019+

https://www.regtap.info/uploads/library/HRADV_Slides_
121620_5CR_121620.pdf
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ACA RADV
What can we do about it?

Examine non-
substantiated 

HCCs

• Non-retrieval?
• Coding errors?

Improve 
partnership with 

IVA

• Identify incomplete charts
• Rectify issues/find alternatives

Change in 
program

• Per 2020 payment notice, it doesn’t seem likely
• Negative adjustments likely to stay
• Adjusting to bounds – not severe enough
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 New timing delays finalized transfers by 1 year

 New schedule collection and payments are more immediate

HHS-RADV Timing Schedule
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 “Estimable and probable”

 Each issuer and market is different

 Consider model, timing changes

 What is “conservative”?

 WNRAR modeled the methodology changes

 Final NBPP may change things

HHS-RADV Year-End Considerations
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High Cost Risk Pooling

ACA Deep Dive
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Starting with the 2018 BY, CMS administered high-
cost risk pooling as a national program through the
risk adjustment program

HCRP is administered as a national program

National Collections = National Payments

This means everyone pays in regardless of your
expected “reinsurance”

Charge is assessed as a percent of issuer’s
premiums

High-Cost Risk Pooling
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Through the HCRP program, issuers will be reimbursed
for 60% of claim costs for claims above $1,000,000.

The parameters have not been updated since 2018
payment notice. 2019 - 2022 share the same parameters.

High-Cost Risk Pooling

2018 2019 2020

Individual 0.20% 0.24% 0.24%

Small Group 0.32% 0.37% 0.38%

HCRP BY 2018-2020 Percent of Premium Charges
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Why does HCRP matters?

Impacts ACA 
risk 

adjustment

Payables/Receivables 
are adjusted by HCRP 
charge and payments

Underlying plan 
liability when 

calculating risk 
coefficients take into 

account of HCRP

Directly 
impacts pricing 

Recognize the cost of 
HCRP in your pricing 

assumptions

Impacts risk 
accruals

Impacts risk 
transfers/risk revenue
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Medicare Deep Dive
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 The general version of the CMS-HCC model has 
been used to perform risk adjustment in Medicare 
Advantage (Part C) since 2004.

 A similar model with the same principles, the CMS-
RxHCC model, has been used for risk adjustment in 
Medicare Advantage (Part D) since the program’s 
inception in 2006.

 Both models’ risk adjustment methodologies utilize a 
combination of demographic and diagnostic data to 
develop a member-level risk score.

A Brief History of Time
MA Risk Adjustment



62Page

 Both the CMS-HCC and CMS-RxHCC models include a 
demographic component to risk adjustment.

 The specific demographic data for a member will determine 
two items for risk adjustment: The model type to which the 
member is assigned, and the demographic coefficient the 
member receives.

 The CMS-HCC and CMS-RxHCC risk adjustment models 
are both prospective, meaning the diagnoses used to 
calculate a member’s risk score in the present plan year 
are derived from claim data from the prior incurred year.

MA Risk Adjustment Demographics
Basics
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 Part C – 4 Basic model types

 New Enrollee

 Demographic-only risk scores for members without a full 12 months diagnoses in the collection period.

 The demographic score for new enrollees implicitly includes the estimated morbidity for a new member within 
the age/sex band.

 Community – currently 6 models varying by:

 Aged vs. disabled

 Dual status: non-dual, full dual, partial dual

 Institutional (Continuing enrollees)

 ESRD (Various models)

 Part D – Currently 9 models varying by:

 New enrollee vs. continuing enrollee (similar to MA – Part C)

 Low-income (LI) vs. non-LI vs. institutional

 ESRD vs. non-ESRD (new enrollee model distinction only)

MA Risk Adjustment Demographics
Model Type
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MA Risk Adjustment Demographics
Model Coefficients
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 The underlying diagnosis data for risk adjustment in 
MA is sourced from inpatient, outpatient, and 
professional claims. Note, in MA risk adjustment, 
drug data is excluded in risk adjustment.

 From 2007 to 2021, the Risk Adjustment Processing 
System (RAPS) has been used to filter medical data 
to determine claims that are acceptable to use for 
risk adjustment.

 Beginning in 2014(?), CMS began to incorporate the 
Electronic Data Processing System (EDS) as a 
method to filter medical data for risk adjustment.

MA Risk Adjustment Diagnostics
Basics
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 The RAPS methodology assigns claim filtering responsibility to the individual 
health plans. The plans must apply the filtering guidelines provided in the 
Medicare Managed Care Manual to determine claims that are appropriate to 
include for risk adjustment.

 The EDS methodology assigns claim filtering responsibility to CMS. Plans 
convert HCFA 1500 or UB-04 provider claims into 837 claim files to be 
submitted to CMS, and CMS determines the claims eligible for risk adjustment.

 Both the Part C and Part D models start with the same set of diagnoses for risk 
adjustment. However, for Part C there is a different CMS-HCC model for the 
RAPS and EDS diagnoses.  In Part D, there is only 1 CMS-RxHCC model.

MA Risk Adjustment Diagnostics
Process
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RAPS Diagnosis Filtering Process

Risk Adjustment System (RAS) calculates risk score.

Risk Adjustment Processing System (RAPS) performs detailed 
edit checks and stores diagnosis clusters.

Front-End Risk Adjustment System (FERAS) conducts initial edit 
checks.

MA Plan

MA Plan filters out unacceptable diagnosis codes

Hospital or PhysicianRAPS filtering is a mostly
linear process. The key
filtering step is performed by
the health plan and filtered
diagnoses are submitted to
CMS.

RAPS files are flat files with a
few basic data elements:

 HIC Number
 Provider Type
 Date of Service
 Diagnosis Code(s)
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Adjudication

999/277

837 or 
HCFA/UB

Error 

Clean-up

Chart 
Review

999/277/MA
O-002

Original 
837

MAO-004

999/277/
MAO-002

Corrections
/Chart 

Review 837

EDS Diagnosis Filtering Process
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MA Risk Adjustment Diagnostics
HCC Coefficients

Once the filtering process determines the present diagnoses for each 
member, the diagnostic component of the member risk score can be 
calculated.

The diagnostic component of a continuing enrollee’s risk score is 
determined by the enrollee’s model type and diagnoses in the 
measurement period.

The hierarchical construction of the risk adjustment model only counts the 
most severe HCC within a particular disease group towards a member’s 
risk score.
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MA Risk Adjustment Diagnostics
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 Costs driven by co-morbidities are accounted for via the CMS-
HCC’s Disease Interaction coefficients.

 These coefficients are additive to the individual HCC coefficients.

MA Risk Adjustment Diagnostics
Disease Interactions
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 There are “co-morbidities” that increase costs for disease states in 
disabled people.

 These disease/disabled coefficients are also additive to the 
individual HCC coefficients.

MA Risk Adjustment Diagnostics
Disease/Disabled Interactions
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 Finally, added to the 2020 EDS CMS-HCC model, 
there are Payment HCC Count coefficients that add 
to a member’s risk score based on the number.

 This addition was based on a section of the 21st

Century Cures Act that required CMS to implement 
the number of conditions a beneficiary has into the 
risk adjustment model.

 The Payment Count HCC coefficients begin to 
increase a beneficiary’s risk score at 4-6 HCCs for 
Community members who are continuing enrollees 
(varying by CMS-HCC CE model).

MA Risk Adjustment Diagnostics
Payment HCC Counts
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“Simplified” Risk Score Example
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Our risk score is 1.5!!!  Isn’t that great?
Questions to ask…

Is this a mature plan?

Is this a Special Needs Plan?

Is this a raw risk score or has it been adjusted for FFS normalization and coding pattern?

• Before/after mid-year and/or final sweep?

What basis is it on?

Is it RAPS-based, EDS-based, or a blend? 

How do the claims relate to this risk score?
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Use of Risk Scores in MA Bids
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Open Q&A



78Page

Appendix


