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Executive Summary

The Centers for Medicare & Medicaid Services (CMS) has been collecting encounter data
from Medicare Advantage (MA) plans since 2012, and has previously announced plans to use
that data to re-estimate (recalibrate) the MA risk adjustment model.” Currently, the MA risk
adjustment model is estimated using traditional Medicare data, meaning risk scores in MA
reflect the treatment patterns and costs for conditions in traditional Medicare. Recalibrating
the model with MA encounter data would make risk scores more accurately reflect the
relative costs of providing care for patients with particular conditions in MA, but it is unclear
how such an approach would affect the broader MA system.

There is currently no specific proposal from CMS to recalibrate the MA risk adjustment
model with MA encounter data, nor a publicly available timeline for such a change. However,
this undertaking would require CMS to address many policy, technical, and operational
issues prior to implementation. Therefore, the Urban Institute and the American Action
Forum (AAF) convened a one-day roundtable summit with 21 experts to discuss implications
of calibrating the risk adjustment model using encounter data.

The key themes that emerged from the summit are as follows:

* The MA risk adjustment system balances the goals of payment accuracy and creating
appropriate incentives for plans to compete by offering value, rather than by avoiding
risk. Policy choices that could improve payment accuracy, such as recalibrating the risk
adjustment model with MA encounter data, could also negatively affect the incentives
for MA plans to enroll a broad array of risks according to some experts, placing these
two key risk adjustment goals in conflict.

® Recalibrating the risk adjustment model with MA encounter data does not, by itself,
solve most of the problems stakeholders identified with the current risk adjustment
system, including transparency and adequate payment for new enrollees and new plans.
However, recalibrating the risk adjustment model with encounter data would likely
remove the coding intensity adjustment applied to MA risk scores under the Affordable
Care Act.

* Recalibration could create new problems in the risk adjustment system, including
payment instability during the transition and changes to the viability of special needs
plans (SNPs) focused on particular chronic conditions. Finally, risk adjustment is only
one piece of the MA payment and policy system, and recalibrating the risk adjustment
model with encounter data could have ripple effects. For example, policymakers should
consider whether MA payment benchmarks should continue to be based on traditional
(fee-for-service) Medicare costs once the risk adjustments to those payments are based
entirely on MA data.

The primary consensus recommendation that emerged from the summit focused on
transparency. Experts said that CMS should provide more data on the current risk adjustment
system and approach recalibration of the risk adjustment model with MA encounter data in

a deliberative, open way that allows for stakeholder input and clearly lays out policy goals,
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potential effects on payment, and alternatives considered.
Introduction

The Medicare Advantage (MA) program allows Medicare beneficiaries to receive their Part A
and B benefits through private plans. These plans are paid a capitated, per-enrollee amount
by the Centers for Medicare & Medicaid Services (CMS) based on their county-level bids

to provide benefits to an average-risk enrollee.? These payments are then risk adjusted to
reflect the expected risk of enrollees who selected each plan, based on a prospective model,
which predicts enrollee risk based on diagnoses present in the prior year. The current risk
adjustment model used in the MA program, called the CMS Hierarchical Condition Category
(CMS-HCC) model, was implemented between 2004 and 2007. The model calculates a

risk score for each MA enrollee based on their demographic characteristics (e.g., age and
gender) and diagnoses across 83 HCCs.* The model is based on traditional Medicare cost
and utilization data, with traditional Medicare beneficiaries’ demographic characteristics and
HCCs used to predict traditional Medicare costs. The resulting coefficients are then used to
calculate MA enrollee risk scores based on MA enrollees’ demographic and HCC data. This
approach means that MA enrollee risk scores are assigned based on treatment patterns in
traditional Medicare.

Between 2004 and 2014, risk scores were calculated based only on diagnosis data submitted
by MA plans to CMS via the Risk Adjustment Processing System (RAPS), which was limited

to the minimum data elements necessary to conduct risk adjustment.® Since 2012, however,
CMS has also been collecting far more comprehensive encounter data®—which covers all
services provided to MA beneficiaries—from MA plans for use in calculating risk scores.” This
data was first used in the risk adjustment system in 2015. For the 2019 plan year, risk scores
calculated based on a blend of 25 percent encounter data and 75 percent RAPS data..2 CMS
expects to begin calculating risk scores based solely on encounter data in 2022.°

In the past, CMS has signaled interest in also using MA encounter data to estimate
(recalibrate) the CMS-HCC risk adjustment model.”® This would mean recalculating the
coefficients for demographic characteristics and HCCs based on MA encounters rather than
traditional Medicare claims, which would likely change the risk scores of certain populations
in MA to more closely reflect MA costs and treatment patterns." The MA encounter data

is far more detailed than the RAPS data, and is roughly equivalent to claims data, including
information on diagnoses, services, and treatments received for all MA beneficiaries.

CMS has not released a specific proposal to recalibrate the MA risk adjustment model

with MA encounter data, nor a timeline for such a proposal. However, this undertaking
would require CMS to address many policy, technical, and operational issues prior to
implementation. Therefore, the Urban Institute and the American Action Forum (AAF)
convened a one-day roundtable summit with experts on MA, risk adjustment, and related
areas to discuss implications of calibrating the model using encounter data, including
introductory discussions on the goals of risk adjustment and current problems in the risk
adjustment system to frame our discussion. Attendees included 21 experts from a variety
of sectors including the insurance industry, pharmaceutical industry, academia, consultants,
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actuaries, and former CMS officials:

e Jonathan Blum, Health Management Associates

e Kristina Cournoyer, Anthem

e Sean Creighton, Avalere

e  Errin Crowell, Aetna

* Frank Cunningham, Eli Lilly & Company

e Randall Ellis, Boston University

e Doug Fearrington, Anthem

*  Michael Geruso, University of Texas at Austin

e Gretchen Jacobson, Kaiser Family Foundation

e Lisa Joldersma, Pharmaceutical Research and Manufacturers of America (PhRMA)
e  Tom Kornfield, America’s Health Insurance Plans (AHIP)
e Julia Lambert, Wakely Consulting Group

* David Lipschutz, Center for Medicare Advocacy

e Thomas McGuire, Harvard University

e  Mark Miller, Laura and John Arnold Foundation

* Rob Pipich, Milliman

e  Marc Russo, Anthem

* Valinda Rutledge, America’s Physician Groups (APG)
¢ Doug Stoss, Humana

e Cori Uccello, American Academy of Actuaries

e Jonathan Weiner, Johns Hopkins University

This paper summarizes the key themes from the summit, with a focus on the benefits

and drawbacks of using MA encounter data to calibrate the MA risk adjustment model. It
expresses the views of multiple experts who attended the summit, rather than the authors’
views. First, we explore the goals of risk adjustment in MA and why those goals may be in
conflict with regard to calibrating the CMS-HCC risk adjustment model with encounter data.
We consider potential short-term uses of encounter data and how research using that data
could support risk adjustment policy changes. We also explore current problems identified
with the MA risk adjustment system and whether calibrating the risk adjustment model

with encounter data would solve those problems or create new problems. We then discuss
methodological concerns about recalibrating the risk adjustment model with encounter data.
Finally, we discuss risk adjustment’s place in the broader MA payment and policy context.

The MA risk adjustment system has several goals, some of which could be in conflict as
CMS works to recalibrate the MA risk adjustment model with encounter data.

The MA risk adjustment system attempts to satisfy a variety of goals,’ which broadly fall
into two categories: payment accuracy and incentivizing plan behavior consistent with
Medicare’s broader goals. First, MA risk adjustment should pay plans appropriately for the
health status of the beneficiaries that enroll in the plans and distribute payment fairly among
plans. Second, risk adjustment in MA should discourage risk selection by plans, incentivize
plans to control costs, encourage the most efficient plans to offer coverage, and encourage
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beneficiaries to choose the highest-value option for their needs. Payment accuracy goals
must be balanced with plan behavior goals to develop an effective risk adjustment system
that is accurate but also creates the right incentives for plans and beneficiaries.

As CMS considers calibrating the risk adjustment model with encounter data, balancing
payment accuracy goals and plan behavior goals will be important to ensure that a new

risk adjustment model does not unnecessarily disrupt the MA system. The weight given to
each of these sets of goals may also drive experts and stakeholders to have different views
about the value of recalibrating the risk adjustment model with encounter data and the
specific approaches that should be used. For example, payment accuracy (i.e., the degree
of correspondence between payments and costs) would almost certainly be improved by
recalibrating the risk adjustment model with encounter data because plans would be paid in
relation to the average cost and utilization for a particular diagnosis group within MA, rather
than traditional Medicare’s average cost and utilization for that diagnosis group.

However, calibrating the risk adjustment model with encounter data could alter incentives
for risk selection as it improves payment accuracy. For example, if MA plans are, on average,
more efficient at treating diabetes than traditional Medicare, the relative risk of beneficiaries
with diabetes would likely be lower in a risk adjustment model calibrated with MA encounter
data than in the current model. Lowering the risk score for diabetes could affect MA plans’
incentives to coordinate care, control costs, and risk-select.” However, if plans are more
efficient because of care coordination programs—the costs of which aren’t reflected in
encounter data—then the new risk scores will be artificially low and payment accuracy will be
compromised. Lower payments could limit plans’ ability to finance better care coordination
or efforts to help enrollees manage their condition, limiting plans’ ability to control costs.

In addition, if payments get too low, some experts noted that selection against enrollees
with diabetes could occur, or more costs could be shifted onto beneficiaries. Risk adjustment
reduced the extent of risk selection in the MA program.’ However, under significant
payment pressure, both selection and cost control could be accomplished by relatively
straightforward benefit design changes, like narrowing provider networks for specialists

or increasing cost sharing for insulin, though expert views were mixed on the feasibility of
condition-specific risk selection. A significant reduction in relative payment for diabetes
could also meaningfully alter the market for chronic condition special needs plans (SNPs)
focused on diabetes, perhaps resulting in plan exits from that market.

It is likely that recalibrating the risk adjustment model with encounter data would shift
incentives within the MA system by significantly altering risk scores for some beneficiaries
compared to the current system.’ In this context, expert opinion varied over whether more
accurate payment was reason enough to change the risk adjustment system, particularly in
the absence of specific, detailed information about how HCC coefficients would change and
which MA plans, geographic areas, and beneficiaries might be disproportionately affected
by those changes.
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How should encounter data be used in the short term?

Before making major changes, CMS could use MA encounter data it already has on hand
to conduct and disseminate research to inform a deliberative, public process for eventual
recalibration. For example, analyses exploring how MA plans provide care, how the provision
of care in MA differs from traditional Medicare, and how outcomes differ between MA

and traditional Medicare could help both CMS and stakeholders more fully understand
the implications of recalibrating the risk adjustment model with encounter data. Similarly,
analyses with encounter data could help quantify the variation in cost and utilization
between MA and traditional Medicare for particular conditions or within particular HCCs
and identify areas where incentives to limit care could be created by setting payments

too low. CMS could also use encounter data to assess the validity of the current coding
intensity adjustment and quantify the variation in coding intensity across plans. All of these
approaches would be most useful if accompanied by an open discussion with stakeholders
about the goals of risk adjustment, forthcoming policy changes, and timelines.

Finally, as CMS considers moving to a risk adjustment model calibrated with MA encounter
data, stakeholder conversations will be important to create buy-in and assuage fears
about negative effects on the MA system. CMS should communicate the following with
stakeholders if and when it plans to move forward with recalibrating the risk adjustment
model with encounter data:

* The policy goals CMS expects to achieve by recalibrating the risk adjustment model with
encounter data, and how progress toward those goals will be measured;

* The process and timeline for recalibrating the risk adjustment model with encounter
data;

e Sensitivity analyses that will be conducted as part of model recalibration, and results of
those sensitivity analyses; and

* Analyses describing the likely effects on insurers by plan type and geography, as well as
effects on market incentives and beneficiaries.

Would recalibrating the risk adjustment model with encounter data solve any current
problems with the risk adjustment system?

Experts consistently expressed concerns about the transparency of the current risk
adjustment system and of CMS’ policymaking on risk adjustment. CMS does not hold
regular, ongoing discussions with stakeholders about potential changes to the risk
adjustment system, or how those changes would further CMS’ policy goals. Experts said

it takes approximately eight to 24 months for CMS staff to develop a new risk adjustment
model,'® and by the time public discussions start taking place, stakeholders feel it is too late
to change CMS’ policy direction. It is also difficult for stakeholders to comment on ongoing
policy changes because CMS generally does not publicly release or discuss sensitivity
analyses, show the distributional effects of policy choices, or discuss policy changes that
were dismissed within the agency.

This current transparency challenge presents both an opportunity and a risk as CMS
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considers recalibrating the risk adjustment model with MA encounter data. While CMS

has an opportunity to re-engage stakeholders and smooth the transition to a new model,

if this policy change is undertaken without increased transparency, it could disrupt the MA
system by reducing confidence in risk adjustment. The early development of the current risk
adjustment model was fairly transparent,’” including, critically, open code for estimating the
risk adjustment model."® A similar approach will be important for risk adjustment changes
and related policymaking in the future.

In addition to concerns about transparency, a large body of literature documents persistent
issues with coding intensity in the MA risk adjustment program relative to traditional
Medicare.”” MA plans have an incentive to code all applicable diagnoses, while traditional
Medicare providers lack incentives to fully capture all diagnoses in every year. As a result,
MA risk scores generally look higher than those in traditional Medicare, yielding higher risk
adjustment payments.?°

Reducing the effects of coding intensity on MA payment relative to traditional Medicare
costs is part of the rationale for calibrating the risk adjustment model with encounter data.

In fact, under the Affordable Care Act, CMS must apply a coding intensity adjustment to all
MA plans' risk scores to blunt the effect of coding intensity on risk adjustment spending, and
this adjustment can only be removed once the risk adjustment model is calibrated based on
encounter data.”!

However, some experts are skeptical that calibrating the risk adjustment model with
encounter data would fully solve the coding intensity problem. First, coding intensity
differences between plans would still exist and would disadvantage plans that spend

less time and effort on gathering diagnoses, perpetuating incentives for all plans to code
as completely as possible. Second, as is current practice, calculating the MA payment
benchmarks requires that traditional Medicare data be run through the risk adjustment
model to produce an average traditional Medicare risk score, but it is unclear whether or
how that process might need to be modified if the risk adjustment model is calibrated to an
MA population.

Some experts were concerned that the current risk adjustment system may also incentivize
within-HCC risk selection since it calculates the average additional cost of a beneficiary
with a particular HCC.?2 But in highly variable conditions, like behavioral health, costs for
any individual patient could be quite far from the average for that condition.?> Some of this
variation may be predictable based on enrollee medication or provider use, so prescription
drug formularies or networks could be designed to avoid the highest-cost beneficiaries
within an HCC. Some experts noted that plans have limited knowledge of whether any
potential enrollee will have costs at, above, or below average for a particular condition

so as to engage in this sort of risk selection, and marketing rules prohibit such activities.
Nevertheless, this issue is unlikely to be addressed by recalibrating the model with encounter
data, since MA plans likely also face varying costs for patients within HCCs.

Finally, experts continue to debate two policy choices that are fully separable from the
question of whether to recalibrate the risk adjustment system with MA encounter data:
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whether the model should be prospective or concurrent and whether additional data on
functional status or the social determinants of health should be included in risk adjustment.
Some argue that MA's prospective risk adjustment system, combined with inadequate new
enrollee risk adjustment, makes it difficult for new plans, including provider-led plans, to
enter the market. This is especially true for plans and provider organizations that focus

on a sicker subset of beneficiaries, as they do not receive additional risk adjustment
payments for those beneficiaries until several years of encounter data have been collected.
Prospective payment may also fall behind the pace of innovation, particularly with respect to
pharmaceuticals, yielding inaccurate payment.?*

While concurrent risk adjustment may be statistically more accurate,”® prospective risk
adjustment does a better job of encouraging plan efficiency, which is a critical goal of

the MA risk adjustment program. In addition, prospective risk adjustment is relatively

good at predicting costs for enrollees with chronic conditions, who make up most of the
Medicare population.?® Finally, some experts argue for adding functional status, frailty, social
determinants, or other data from electronic health records to risk adjustment to support
more accurate payments, regardless of model recalibration.?’

What new problems might result from recalibrating the risk adjustment model with
encounter data?

Similar to insurers in other markets,®® MA plans are interested in a predictable, stable MA
policy and payment environment. Recalibrating the risk adjustment model with encounter
data could create big payment changes, temporarily destabilizing markets if the transition
proceeds to quickly. These changes could disproportionately affect plans that enroll many
beneficiaries with particular conditions, including chronic condition SNPs, whose payments
could significantly decrease if coefficients for enrollees’ chronic conditions are substantially
lower. While larger plans may be better equipped to absorb the effects of swings in payment
under a new risk adjustment model, the longer-term implications of such payment changes
are unclear. If MA payments fell substantially overall, plans could reduce or eliminate
supplemental benefits, reduce provider payments or network breadth, or exit markets. The
uncertainty created by recalibrating the risk adjustment model with encounter data could be
at least partially addressed by conducting and disseminating the analyses described above.

Recalibrating the risk adjustment model with encounter data could also perpetuate
potentially undesirable approaches to care into the MA payment system. For example, if
some MA plans were systematically limiting services for certain conditions, recalibrating the
model with encounter data would result in lower coefficients for those conditions, lowering
risk adjustment payments for beneficiaries with those conditions, and increasing incentives
to restrict services. However, lower utilization and cost for care for certain conditions could
reflect better or more coordinated care in MA rather than restrictions, and reducing risk
adjustment for those conditions could eliminate plans’ ability to fund care coordination.
Similarly, the current MA risk adjustment system cements potentially undesirable approaches
to care from the traditional Medicare system, like overreliance on inpatient hospitalizations
and emergency room visits, into payment. Neither encounter data nor traditional Medicare
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data are perfect, so the data source chosen to calibrate the risk adjustment system should
reflect the approach that best fits the goals and objectives of risk adjustment. In addition,
CMS could use the encounter data it has already collected to investigate differences in cost,
care intensity, and outcomes for specific conditions between MA and traditional Medicare
prior to making major changes to the risk adjustment system.

Recalibrating the risk adjustment model with encounter data presents methodological
concerns.

If CMS goes forward with recalibrating the risk adjustment model with encounter data,
several methodological concerns will need to be addressed. First, it is unclear if encounter
data will provide sufficient sample sizes to calculate stable coefficients for some of the
model segments currently used by CMS (e.g. duals, institutional, end stage renal disease).
Second, encounters not currently included in the risk adjustment system, like post-acute
care, may not be completely represented in encounter data.? Finally, encounter data does
not necessarily provide comparable, accurate costs across the MA system, particularly for
vertically integrated plans or plans with sub-capitated arrangements with provider groups.
Yet because MA plans largely base their provider reimbursements on traditional Medicare
prices,*® a traditional Medicare pricing tool could be used to price MA encounters, rather
than relying on plan-submitted costs. While this approach could fix potential problems with
encounter data prices, sub-capitated payment arrangements between providers and plans
may not yield comprehensive utilization data. For example, sub-capitated primary care
physician groups generally do not submit encounter data for every visit and service to the
insurer, as payment is not dependent on service volume. Therefore, MA utilization could be
undercounted, particularly in areas with large staff-model Health Maintenance Organizations
or sub-capitated independent practice associations like southern California.

Risk adjustment policy changes should be considered in the broader context of the
whole MA system.

Risk adjustment is one piece of the MA system, and it operates in concert with many other
aspects of MA policy. Calibrating the risk adjustment model with encounter data could have
ripple effects outside of the risk adjustment system that CMS will need to consider, and
could also necessitate other policy changes across the MA program to rationalize the system.

For instance, if the risk adjustment model is recalibrated with MA encounter data, risk scores
would be entirely based on MA data, but benchmarks would continue to be calculated
based on traditional Medicare spending, perhaps leading to a disconnect between the
utilization patterns reflected in benchmarks and those reflected in risk adjustment payments.
Some experts indicated that tying MA payment to traditional Medicare costs through

the benchmarking process may cease to be a rational approach if MA risk adjustment is
calibrated on MA data.

Even under the current risk adjustment system, there are counties with very high MA
penetration where traditional Medicare benchmarks may not accurately reflect the cost of
the average beneficiary.3' This mismatch between traditional Medicare benchmarks and
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MA could become particularly problematic if traditional Medicare is primarily populated by
wealthier retirees with comprehensive supplemental coverage who do not want network
restrictions, as the patterns of care might be quite different.?> However, maintaining a

link between MA and traditional Medicare through the benchmarking process would

allow for continued comparisons of costs across the two systems and help to prevent MA
payments from growing unchecked.® Also, if CMS shares the Medicare Payment Advisory
Commission’s goal of achieving financial neutrality between MA and traditional Medicare,
meaning that total payments for given types of beneficiaries would be equivalent between
MA and traditional Medicare, such a result would be more difficult to achieve under a system
that completely decouples MA payment from traditional Medicare costs.**

Risk adjustment cannot pay plans perfectly, and any risk adjustment system is unlikely to
eliminate entirely incentives for risk selection.®> As a result, such incentives are also managed
outside of the risk adjustment system, including through regulations governing marketing,
network adequacy, benefit design features like prescription drug formularies,* and bonuses
to encourage improvements in MA plan quality scores. These approaches may need to be
adjusted or expanded to address new selection incentives if the risk adjustment model is
recalibrated with encounter data. Risk adjustment also does not address the appropriateness
of managed care for particular individuals. Other tools, like the Medicare Plan Finder, and
marketing rules, can help ensure that beneficiaries can make an informed choice between
managed care and traditional Medicare, and among MA plans. If a new risk adjustment
model recalibrated with encounter data is implemented, monitoring will be necessary

to determine whether any of these rules need to be adjusted to respond to plan and
beneficiary behavior.

Conclusion

CMS first indicated its intention to recalibrate the MA risk adjustment model with MA
encounter data in 2011, but it remains unclear if CMS is still committed to this policy
change, or what the timeline might be for model recalibration. Experts were united in calling
for additional transparency and engagement from CMS on the risk adjustment system in
general, and on any plans to recalibrate the model with encounter data in particular.

In considering the merits of such a move, experts were mixed on whether recalibrating
the risk adjustment model with encounter data would be net positive or not, and whether
it solves any of the identified problems in the current risk adjustment system. These
differences of opinion rested both on differing priorities as to the goals of risk adjustment
and uncertainty around the likely magnitude and direction of changes in payments and plan
incentives under a recalibrated risk adjustment model. While recalibration with encounter
data would almost certainly improve payment accuracy, it could also alter incentives in the
MA program in ways that may have adverse effects on beneficiaries, small plans, or SNPs.
CMS could resolve some of the anxiety around changes to incentives through an open,
deliberative research and policymaking process that explores in detail the likely effects

of any changes to the risk adjustment system on payment, insurer incentives, beneficiary
populations, and particular plan types.
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Regardless of plans to move forward with recalibration of the risk adjustment model,
research using the MA encounter data could provide a more thorough understanding of
differences in treatment patterns, cost, and outcomes between MA and traditional Medicare
overall and for particular conditions. Such research could support future policymaking on risk
adjustment and the broader MA and traditional Medicare payment systems.

Support for this project is provided by Anthem, Inc., and Eli Lilly and Company.
For more information on the Urban Institute’s funding principles, go to
http://www.urban.org/about/funding-and-annual-reports
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