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The 2024 Medicare Advantage (MA) Advance Notice' includes a proposal to implement
a clinically revised risk score model to be used for MA payments for calendar year 2024.
The MA risk score model adjusts payments from the federal government to Medicare
Advantage Organizations (MAOs) based on the expected cost to care for beneficiaries
as a result of their demographics and medical conditions. Because the risk score model
determines most of the payment amounts MAOs receive from CMS, changes to the
model are expected to have significant implications on MAO revenue. This Milliman
white paper provides an overview of the expected high-level impacts of these proposed
changes by Medicare plan/population type, state, and region.

The Advance Notice proposes revisions to several mechanisms the federal government uses to determine how MAOs are paid.
Approximately half of all Medicare-eligible beneficiaries, over 28 million people, are enrolled in Medicare Advantage (MA) plans.? The
MAQOs that offer these plans receive revenue from the Centers for Medicare and Medicaid Services (CMS) for each beneficiary enrolled
in their plans. These revenue amounts are set based on the expected cost to care for the beneficiaries who enroll, rather than the actual
cost of their care. To estimate expected costs for different members, CMS developed a risk adjustment system that considers each
beneficiary’s demographic characteristics as well as medical conditions, determined by medical diagnoses. CMS assigns a payment
relativity factor to each condition—or what CMS refers to as Hierarchical Condition Categories (HCCs)—based on the historical cost to
care for a beneficiary with that condition under the traditional Medicare fee-for-service (FFS) program.

CMS periodically revises the CMS-HCC model to reflect updated diagnosis codes and recent relationships between conditions and
expected medical costs, the latter of which is referred to as recalibration. The 2024 Advance Notice proposes a substantial clinical revision
in addition to a recalibration. The revised model reflects several additional significant changes relative to previous versions. First, CMS
has calibrated the model for the first time on ICD-10 diagnoses, rather than ICD-9 diagnoses, using 2018 diagnosis data along with 2019
payment data. Second, CMS has removed certain diagnoses that CMS believes® are overrepresented in MA data versus FFS data and
therefore may not be predictive of true expected medical costs. Finally, CMS has significantly expanded the number of clinical conditions,
set the coefficients of certain HCCs equal to each other, and remapped diagnoses to most of the condition categories.
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In the 2024 Advance Notice Fact Sheet,* CMS stated the expected impact of implementing the new risk score model would be a reduction
in payments to MAOs of 3.12%. We note that CMS calculated this estimate using diagnoses from 2020, which were significantly affected
by COVID-19. To estimate the impact without the effects of COVID-19, we recalculated the impact of the new risk score model on 2024
versus 2023 payments using both MA and fee-for-service (FFS) 2019 diagnosis data, which pre-dates the COVID-19 pandemic. The
approach of excluding diagnosis year 2020 is consistent with how CMS calculated the FFS normalization factors. Based on our analysis,
we estimated the impact of the new risk score model as an aggregate 3.4% reduction in payments to MAOs. This white paper describes
our analysis and the impact on several subpopulations.

Risk score model and normalization background

Every CMS-HCC risk score model is calibrated by CMS to a “denominator year” of payment data. Because providers tend to code more
completely and more intensely as time goes on, CMS makes an incremental reduction to the risk score model for each additional year
that has passed since the denominator year. CMS implements this incremental reduction using a factor referred to as the FFS
normalization factor. This factor is generally calculated based on observed trends in FFS risk scores under the applicable CMS-HCC
model. CMS applies the factor by dividing the raw risk scores from the model by the published FFS normalization factor. Additionally,
CMS accounts for the difference between FFS and MA provider coding by reducing MA risk scores further by 5.9%, referred to as the
MA coding pattern adjustment.

The interaction of the CMS-HCC model and the FFS normalization factor can be complex and for the purpose of this white paper we use
the CMS proposed FFS normalization factors without adjustment. CMS cites the -3.12% risk score impact of the new model as a
combination of the new risk score model and the new FFS normalization factor and we maintain that presentation.

The scope of this paper is MA only. MA risk score normalization factors are developed prospectively. The impact on programs like ACO
REACH and the Medicare Shared Savings Program is outside the scope of this paper. Normalization factors in those programs are
developed retrospectively.

Source data and models

We utilized the CMS research identifiable files (RIFs) for our analyses and applied the CMS-published CMS-HCC models to calculate
risk scores under both models. Consistent with CMS guidance, we used the CMS-HCC V24 model to calculate “current” risk scores, that
is, risk scores for payment year 2023, and the CMS-HCC V28 model to calculate “proposed” risk scores for the 2024 payment year.

In calculating risk scores for each beneficiary, we combined diagnoses from both 2019 FFS data and 2019 MA encounter data along with
demographic data from 2020 eligibility data. We utilized the entire nationwide Medicare population, with certain exclusions as described
in the Methodology section, below.

Results

We recalculated risk scores for Medicare beneficiary populations that were not end-stage renal disease (ESRD) or hospice and were in
both Medicare Part A and Medicare Part B. We completed these calculations for both the FFS and MA populations. We validated our raw
FFS risk scores against the risk scores presented in Table 1I-7 of the 2024 Advance Notice. Our risk scores are uniformly slightly higher
than the CMS risk scores, which we believe to be driven, in part, by the fact that our data lacks an institutionalized indicator.
Institutionalized Medicare beneficiaries receive risk scores based on a separate set of HCC factors using the same diagnosis-to-HCC
mapping as noninstitutionalized beneficiaries. This difference impacts both our current and proposed risk score models; the impact is
small both because institutionalized beneficiaries make up a small proportion® of the overall Medicare population, and we focus on the
difference between the current and proposed risk scores, which are impacted similarly. We tested the effect on the model change impact
of using the noninstitutional risk score model versus the institutional risk score model for certain members who are likely to be
institutionalized; we did not see evidence of a skew in the risk score model change. For the broader population, we validated our
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calculation of current risk scores against known MAO risk scores as well as against CMS-published payment year 2021 MAO-specific
model change impacts.

In total, we calculate the model change impact, including FFS normalization, as resulting in a 3.4% reduction (see Figure 4 below) in
payments across all MAOs. In certain exhibits in this white paper we show the impact as -3.5% due to the removal of certain members in
data cells of less than 11 beneficiaries. Data for these beneficiaries was redacted to prevent reidentification of individual beneficiaries
outside of the RIF.

Figure 1 shows the estimated national impact of the new risk score model and FFS normalization (FFS Norm) factor by population/plan
type. As shown below, the model is expected to have different impacts depending on population/plan type.

FIGURE 1: RISK SCORE MODEL IMPACT BY PLAN TYPE - BASED ON 2019 DIAGNOSES

Raw Proposed

Member Raw Current Proposed 2023 Norm 2024 Norm Model
Plan Type Months Risk Scores Risk Scores Risk Scores Risk Scores Impact
Medicare Fee-for-Service 362,166,961 1.108 1.026 0.983 1.011 2.8%
Medicare Advantage
General Enroliment 189,292,118 1.192 1.040 1.058 1.025 -3.1%
EGWP 54,550,644 1.183 1.049 1.050 1.033 -1.6%
D-SNP 32,667,568 1.771 1.502 1.572 1.480 -5.8%
C-SNP 4,064,389 1.989 1.593 1.765 1.570 -11.1%
I-SNP 891,632 2.899 2.563 2.572 2.525 -1.8%
MA Total 281,466,351 1.275 1.108 1.131 1.092 -3.5%
Grand Total 643,633,312 1.181 1.062 1.048 1.047 -0.1%

We also modeled the results by state (plus the District of Columbia). The range of state results from the minimum to the maximum and
by quartile are shown in Figure 2. Note that decreases are displayed as negative numbers and increases are displayed as positive
numbers. While the majority of impacts are negative, some states and plans/populations have positive impacts and the range of impacts
varies widely by state and plan/population.

FIGURE 2: PERCENTILES OF MODEL IMPACTS FROM FIGURE 1 BY STATE AND PLAN TYPE

Plan Type Minimum 25th 50th 75th Maximum
Fee-for-Service 6.0% 4.0% 3.2% 2.6% 0.5%

General Enroliment 3.2% 0.5% -0.5% -1.4% -12.1%

EGWP 3.8% 0.9% -0.2% -1.6% -7.4%

D-SNP 2.4% -2.0% -3.3% -5.2% -11.1%

C-SNP 12.8% -5.0% -8.1% -10.8% -24.2%

I-SNP 9.8% 1.2% -1.6% -3.7% -9.6%
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Additionally, we modeled the impact by regions defined by USDA Rural-Urban Commuting Area Codes.® These results are shown in the
table Figure 3. Note that the impact of the model change in rural areas is expected to be an increase, while the impact is estimated to be
larger and negative in metropolitan areas.

FIGURE 3: RISK SCORE MODEL IMPACT BY REGION - BASED ON 2019 DIAGNOSES

Raw Proposed
Member Raw Current Proposed 2023 Norm 2024 Norm Model
Region Months Risk Scores Risk Scores Risk Scores Risk Scores Impact
Metropolitan 261,685,285 1.280 1.111 1.136 1.094 -3.7%
Micropolitan 13,612,185 1.219 1.091 1.082 1.075 -0.6%
Small Town 5,091,141 1.166 1.055 1.035 1.039 0.5%
Rural 1,294,860 1.114 1.018 0.988 1.003 1.5%

Methodology

Based on historical publications from CMS, the 2024 Advance Notice, conversations with CMS, and our experience replicating CMS risk
scores over the years, we made the following assumptions to replicate the CMS analysis in the 2024 Advance Notice. This methodology
is intended to replicate the CMS analysis and is not appropriate for other purposes, such as MA bid development or quantification of plan-
specific financial impacts.

SOURCE DATA
e RIF Encounter and FFS claims: Diagnoses are combined.
e 2019 diagnoses; 2020 eligibility — July 2020 cohort.
METHODOLOGY
e Filtered diagnoses with CMS Encounter Data System (EDS) Filtering logic.
e Exclude ESRD and hospice beneficiaries.
e Exclude beneficiaries without Parts A and B in the payment year.
e Beneficiaries with fewer than 12 months of both Part A and Part B in the diagnosis year receive the new enrollee risk score.

e Aninstitutional flag was not available and so institutionalized FFS beneficiaries and MA beneficiaries not in institutional special
needs plans (I-SNPs) receive the community risk score. Beneficiaries in an I-SNP receive the institutional risk score.

e Frailty factors were not applied for any beneficiary.

e Income statuses 2, 4, 8, and 10 are considered full dual.

e Income statuses 1, 3, 5, and 6 are considered partial dual.

e Beneficiary ages are calculated as of February of the payment year.

e The V24 model scores are calculated with the CMS Statistical Analysis System (SAS) risk score program, as published by
CMS.

6 As defined by the USDA Rural-Urban Commuting Area Codes. Retrieved February 24,2023, from https://www.ers.usda.gov/data-products/rural-urban-
commuting-area-codes/.
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e The V28 model is the CMS V24 model updated with the new diagnosis mappings, HCCs, and payment relativity factors
published with the 2024 Advance Notice. We used the list of ICD-10 diagnosis lists published by CMS that is valid for

FY20/FY21.

FIGURE 4: CALCULATION OF THE PROPOSED 2024 RISK SCORE MODEL IMPACT ACROSS ALL MAOS

July 2020 Member Months V24 V28 % Change
All 644,008,576 1.181 1.062 -10.1%
FFS 362,167,436 1.108 1.026 -7.4%
MA 281,841,140 1.275 1.109 -13.0%
2024 Advance Notice V24 V28 % Change
FFS - 2020 1.080 1.000 -7.4%
FFS Relativity to Adv Notice 1.026 1.026

2024 Payment Impact Calculation (Normalization and Model)

V24 V28
(A) MA Raw Risk Score 1.275 1.109
(B) PY2023 Normalization 1.127
(C) Proposed PY2024 Normalization 1.015
(D) MA Coding Pattern Adj 0.941 0.941
(E) Normalized Risk Score 1.064 1.028 (A)/(BorC)*D
(F) 2023 to 2024 Impact -3.4% (1.028/1.064 - 1)
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Qualifications

Rob Pipich and Michael Rothschild certify we are members of the Academy of Actuaries and meet the Academy's qualification standards
for this type of analysis.

We have relied on certain models developed by others and developed certain models to estimate the values included in this analysis. We
have reviewed the models, including their inputs, calculations, and outputs, for consistency, reasonableness, and appropriateness to the
intended purpose and in compliance with generally accepted actuarial practice and relevant actuarial standards of practice (ASOP).

This white paper is intended as an independent quantification of one funding item within the 2024 Advance Notice, not as a comprehensive
summary of the Advance Notice and issues involved. Readers are assumed to have a working knowledge of the complex issues involved.
Milliman does not intend to benefit or create a legal duty to any reader and readers should consult their own qualified experts.

The authors would like to thank David Mike and Michael Polakowski for their contributions and peer review.
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