
The Benefits Improvement and Protection Act of 2000 (BIPA) required the implementation of a 
risk adjustment model using not only diagnoses from inpatient hospital stays, but also from 
ambulatory settings beginning in 2004.  The draft CMS-HCC risk adjustment payment model 
was released on March 29, 2002.  The CMS-HCC risk adjustment payment model incorporates 
disease groups that have a significant impact on Part C expenditures.  Submission of ambulatory 
risk adjustment data (physician and hospital outpatient) began on October 1, 2002 for dates of 
service beginning July 1, 2002.  On March 28, 2003, CMS announced the proposed final version 
of the CMS-HCC risk adjustment model for use in payment beginning in January 2004. 
 
The Medicare Prescription Drug, Improvement, and Modernization Act of 2003 (MMA) was 
enacted in December 2003, extending prescription drug coverage to Medicare enrollees.  With 
the passage of the MMA, "Medicare+Choice" plans became known as Medicare Advantage 
(MA) plans.  In 2006, the MMA made it possible for Medicare Advantage plans to offer Part D 
coverage to beneficiaries in addition to coverage comparable to Part A and Part B.  The MMA 
also established a bidding methodology for MA organizations and drug plans in 2006.  With the 
enactment of the MMA, risk adjustment was also established for the Part D program. 
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Table 1 provides key dates associated with risk adjustment, and provides an illustration of the 
data collection periods and related payment months.  The most current dates can be found in the 
annual combined Call Letter posted on the CMS Web site at, 
http://www.cms.gov/MedicareAdvtgSpecRateStats/AD/list.asp#TopOfPage. 
 
Key Payment dates are: 
 
Mid-February:  45 days prior to the release of the Rate Announcement, CMS releases the 
Advance Notice of Methodological Change for the following payment year. 
 
First Monday in April:  CMS releases the Rate Announcement for the following payment year. 
 
First Monday in June:  Plan bids are due. 
 

http://www.cms.gov/MedicareAdvtgSpecRateStats/AD/list.asp#TopOfPage
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The CMS-HCC risk adjustment models are used to calculate risk scores, which predict 
individual beneficiaries’ health care expenditures, relative to the average beneficiary.  
Risk scores are used to adjust payments and bids based on the health status (diagnostic 
data) and demographic characteristics (such as age and gender) of an enrollee.  Both the 
Medicare Advantage and Prescription Drug programs include risk adjustment as a 
component of the bidding and payment processes.  CMS uses risk adjustment to: 
 

• Standardize bids so that each plan has a bid for the average Medicare beneficiary 
 
• Compare bids based on populations with different health statuses and other 

characteristics 
 

• Adjust plan payment based on the characteristics of the enrolled population 
 
CMS has developed separate risk adjustment models for the Parts A and B benefits 
offered by plans under Part C and for the Part D benefits offered by prescription drug 
plans.  Within each benefit, CMS also developed segments of the models for 
subpopulations with distinct cost patterns. 
 
The Part C model has segments for the following subpopulations of beneficiaries: 
 

• Aged/disabled Community 
• Aged/disabled Institutional 
• Aged/disabled New enrollee 
• ESRD Dialysis 
• ESRD Dialysis New Enrollee 
• ESRD Transplant 
• ESRD Functioning Graft – Community 

o Add-on for 4-9 months 
o Add-on for 10+ months 

• ESRD Functioning Graft – Institutional 
o Add-on for 4-9 months 
o Add-on for 10+ months 

• ESRD Functioning Graft – New Enrollee 
o Add-on for 4-9 months 
o Add-on for 10+ months 

 
From 2006 through 2010, the Part D model uses a base model with multipliers for: 
 


