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Health Risk Adjustment

Topics to be Discussed Today

What is Risk Adjustment?

History of Risk Adjustment

Developing a System of Risk AdjustmentDeveloping a System of Risk Adjustment

Risk Adjustment Under the Affordable Care Act

Impact of Risk Adjustment Under the Affordable Care Act

Evaluation of Risk Adjustment Under the Affordable Care Act

Questions



What is Risk Adjustment?

Normalizing the claims cost 
f l tiof a population 

based on 
each individual’s health conditions, 

age and genderage and gender



Purposes of Risk Adjustment

Adjust payments to bearers of risk so that:j p y
• They are indifferent to health conditions, 

age and gender of their populationage and gender of their population
• They are incented to lower the cost of care 

for individuals in their populationfor individuals in their population
• They are incented to improve the health of 

indi id als in their pop lationindividuals in their population
• Underwriting and pre-existing condition 

exclusions are not necessary



What Risk Adjustment Does Not Do

• Adjust for cost differences among payorsj g p y
• Eliminate cost of outliers
• Eliminate variations in intensity of• Eliminate variations in intensity of 

treatment among health care providers
Eli i t i ti i t ithi• Eliminate variations in cost within a 
condition or condition category

• Pay for outcomes
• Risk prediction



Typical Risk Adjustment Formula

Risk Adjustment Payment =Risk Adjustment Payment =
Benchmark Cost

x Risk Adjustment Factor
x Geographic Cost Adjustmentg j
x Adjustment Factor to Balance to 0



History of Risk Adjustment in USA

Medicare DRG Systemy
• Not really a risk adjustment system, but 

significant move away from paying basedsignificant move away from paying based 
on volume of services

• Prospective payment system for hospital• Prospective payment system for hospital 
claims introduced in 1983
Changed basis of pa ment from billed• Changed basis of payment from billed 
charges to diagnosis based groups

• No normalization



History of Risk Adjustment in USA

Adjustment of physician capitation rates j p y p
based on severity of illness

• Physicians being paid per member perPhysicians being paid per member per 
month capitation complained their patients 
were older and sicker than averagewere older and sicker than average

• Payors developed adjustment process 
based on severity of illnessbased on severity of illness 



History of Risk Adjustment in USA

Medicare Advantage Risk Adjustmentg j
• Medicare Advantage plans were attracting 

younger and healthier populations thanyounger and healthier populations than 
Medicare fee for service program

• System of adjusting payments to plans• System of adjusting payments to plans 
based on hierarchial condition categories 
was developed and phased inwas developed and phased in

• Prospective system of risk adjustment



History of Risk Adjustment in USA

Medicaid Risk Adjustmentj
• Many states adopted a risk adjustment 

program for managed medicaid plansprogram for managed medicaid plans
• Condition categories first developed based 

on drug claims diagnosis codes addedon drug claims, diagnosis codes added 
later



History of Risk Adjustment in USA

Risk Adjustment Under Affordable Care Act
• 3 R’s – 3 Programs:

Risk Adjustment - permanent for individual 
and small group, normalize risk among 
carriers
Reinsurance – 2014-2016 – buffer individual 
market conversion to guaranteed issue
Ri k C id 2014 2016 bili iRisk Corridors – 2014 -2016 – stabilize rating 
and financial results in individual and small 
group market as carriers implementgroup market as carriers implement 
exchanges and other reforms



Developing a Risk Adjustment System

• Data Collection
• Condition Groupers
• Model Selection• Model Selection
• Payment Calculations
• Payment Process
• Transparencyy
• Fraud, Abuse, Gaming



Data

• Enrollment Data
• Product & Premium Data
• Physician Claims• Physician Claims
• Hospital Claims
• Pharmacy Claims
• Coding: Diagnosis, Procedure, Revenue, g g

HCPCS, Place of Service, Specialty
• Billed, Allowed, Paid ChargesBilled, Allowed, Paid Charges



Modeling

• Methods: linear regression, generalized g g
linear, quantile regression, neural 
networks etc.

• Validation:  hold out sample, time period 
sample, permutation testsample, permutation test

• Test criteria: R-squared, MAPE, RMSE, 
other statistical testsother statistical tests

• Concurrent vs. Prospective



Payment Methodology

• Centralized aggregation of data and gg g
funding, distributed data repositories

• Establish the normalized benchmarkEstablish the normalized benchmark 
payment amount

• Collect input data from all participants• Collect input data from all participants
• Payment timing including payment 

adj stmentsadjustments



Risk Mitigation Under ACA



Risk Mitigation Under ACA - Reinsurance

• Temporary 2014-2016
• Individual market only
• Payment Targets $20 billion, $10b, $6b &Payment Targets $20 billion, $10b, $6b & 

$4b in 2014, 2015 & 2016
• Aproximately 13% 8% 5% of premiumAproximately 13%, 8%, 5% of premium
• Attachment point: $60,000
• Cap: $250 000• Cap: $250,000
• Coinsurance: 80% in 2014
• Funded by pmpm fee on all market segments



Risk Mitigation under ACA – Risk Adjustment

• Permanent – small group & individual
• Concurrent, at state and segment level
• Payments based on state average premiumy g
• 15 sets of risk adjustment coefficients based on 

adults, children, infants for each of 5 different 
product types

• 127 HCC payment categories, reduced to 100 
by grouping & using same coefficients

• Infant risk adjustment based on severity and 
d f t bi thdegree of premature birth



Risk Mitigation under ACA – Risk Adjustment

• Age and gender factors in addition to condition
• Approximately 20% of adults, 10% of children, 

45% of infants have a scored & paid condition
• Payments are made based on average gross 

premiums in a market, not expected claims
• Concurrent system based on claims reported in 

current year
• Effectively marks up claims by expected 

administration costs and profit built into premium



Impact on margins



Impact on total value



Risk mitigation of high cost claimants



Reinsurance Population



Operational Implications

• Coding
• Provider Evaluation• Provider Evaluation
• Care Management
• Analytics



Questions?


