§ 153.310 Risk adjustment administration.

(a) State eligibility to establish a risk adjustment program. (1) A State that elects to operate an
Exchange is eligible to establish a risk adjustment program.

(2) Any State that does not elect to operate an Exchange, or that HHS has not approved to operate
an Exchange, will forgo implementation of all State functions in this subpart, and HHS will carry
out all of the provisions of this subpart on behalf of the State.

(3) Any State that elects to operate an Exchange but does not elect to administer risk adjustment
will forgo implementation of all State functions in this subpart, and HHS will carry out all of the
provisions of this subpart on behalf of the State.

(4) Beginning in 2015, any State that is approved to operate an Exchange and elects to operate
risk adjustment but has not been approved by HHS to operate risk adjustment prior to publication
of its State notice of benefit and payment parameters for the applicable benefit year, will forgo
implementation of all State functions in this subpart, and HHS will carry out all of the provisions
of this subpart on behalf of the State.

(b) Entities eligible to carry out risk adjustment activities. If a State is operating a risk adjustment
program, the State may elect to have an entity other than the Exchange perform the State
functions of this subpart, provided that the entity meets the standards promulgated by HHS to be
an entity eligible to carry out Exchange functions.

(c) State responsibility for risk adjustment. (1) A State operating a risk adjustment program for a
benefit year must administer the applicable Federally certified risk adjustment methodology
through an entity that—

(i) Is operationally ready to implement the applicable Federally certified risk adjustment
methodology and process the resulting payments and charges; and

(ii) Has experience relevant to operating the risk adjustment program.

(2) The State must ensure that the risk adjustment entity complies with all applicable provisions
of subpart D of this part in the administration of the applicable Federally certified risk adjustment
methodology.

(3) The State must conduct oversight and monitoring of its risk adjustment program.

(4) Maintenance of records. A State operating a risk adjustment program must maintain
documents and records relating to the risk adjustment program, whether paper, electronic, or in
other media, for each benefit year for at least 10 years, and make them available upon request
from HHS, the OIG, the Comptroller General, or their designees, to any such entity. The
documents and records must be sufficient to enable the evaluation of the State-operated risk
adjustment program's compliance with Federal standards. A State operating a risk adjustment
program must also ensure that its contractors, subcontractors, and agents similarly maintain and



make relevant documents and records available upon request from HHS, the OIG, the
Comptroller General, or their designees, to any such entity.

(d) Approval for a State to operate risk adjustment. (1) To be approved by HHS to operate risk
adjustment under a particular Federally certified risk adjustment methodology for a benefit year, a
State must establish that it and its risk adjustment entity meet the standards set forth in paragraph
(c) of this section.

(2) To obtain such approval, the State must submit to HHS, in a form and manner specified by
HHS, evidence that its risk adjustment entity meets these standards.

(3) In addition to requirements set forth in paragraphs (d)(1) and (2) of this section, to obtain re-
approval from HHS to operate risk adjustment for a third benefit year, the State must, in the first
benefit year for which it operates risk adjustment, provide to HHS an interim report, in a manner
specified by HHS, including a detailed summary of its risk adjustment activities in the first 10
months of the benefit year, no later than December 31 of the applicable benefit year.

(4) To obtain re-approval from HHS to operate risk adjustment for each benefit year after the
third benefit year, each State operating a risk adjustment program must submit to HHS and make
public a detailed summary of its risk adjustment program operations for the most recent benefit
year for which risk adjustment operations have been completed, in the manner and timeframe
specified by HHS.

(i) The summary must include the results of a programmatic and financial audit for each benefit
year of the State-operated risk adjustment program conducted by an independent qualified
auditing entity in accordance with generally accepted auditing standards (GAAS).

(ii) The summary must identify any material weakness or significant deficiency identified in the
audit and address how the State intends to correct any such material weakness or significant
deficiency.

(e) Timeframes. A State, or HHS on behalf of the State, must implement risk adjustment for the
2014 benefit year and every benefit year thereafter. For each benefit year, a State, or HHS on
behalf of the State, must notify issuers of risk adjustment payments due or charges owed annually
by June 30 of the year following the benefit year.
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