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CMS’s 2024 Updates to Risk-Adjustment Model

Beginning January 1, 2024, the Centers for Medicare and
Medicaid Services (CMS) updated its Medicare
Advantage (MA) Capitation Rates, as well as Part C and
Part D Payment Policies, which finalized the switch to a
revised CMS-Hierarchical Condition Category (HCC)
risk-adjustment model, Version 28 (V28).! The last
version of the CMS-HCC risk-adjustment model,
Version 24 (V24), was released in 2020.% The changes in
the CMS-HCC risk-adjustment model V28 impact
multiple programs, including MA, the Medicare Shared
Savings Program (MSSP), and the Accountable Care
Organization (ACO) Realizing Equity, Access, and
Community Health (REACH) Model.® This Health
Capital Topics article discusses the various changes and
updates included in the recently-enacted version of the
risk-adjustment model.

HCCs have been used by CMS since 2004 as a part of the
risk-adjustment model, which identifies patients with
serious acute or chronic conditions.* HCCs are sets of
medical codes that are tied to certain clinical diagnoses.®
By using HCCs, CMS is able to project the expected risk
from patients, as well as the future cost of care.® RAF
scores are also an integral part of the risk-adjustment
model that CMS uses to estimate the cost of caring for
beneficiaries, and the score determines the amount CMS
will pay health plans and providers per beneficiary during
the corresponding payment year.” RAF scores are based
on both disease risk scores and demographics.® Disease
risk scores are based on the diagnoses from patient
encounters and their corresponding HCC codes, and the
demographic score is based on sex, age, and residence
(i.e., inaskilled nursing facility, the community, or other
institution).® A higher RAF score can indicate a sicker
patient, while a lower RAF score can indicate a healthier
patient.1® However, low RAF scores could also indicate
inaccuracy in coding due to a gap in care or the patient
record lacking information.*

In general, CMS updated its CMS-HCC risk-adjustment
model to V28 to reflect recent diagnostic, cost, and
utilization patterns.'? Aside from improving payment
accuracy, the risk-adjustment model will also reduce
differences in coding between fee-for-service (FFS)
providers and MA plans.*® The risk-adjustment model
will require greater specificity in code assignment and
documentation to ensure the level of all patients’ illness
severity is appropriately represented.** By requiring this
level of specificity, CMS will be able to collect data on
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the severity of patient illnesses, and take the data into
consideration when recommending changes in future
risk-adjustment models.*®

CMS-HCC risk-adjustment model V28 will be phased in
over three years as follows:

For services provided during 2023, a blend of risk-
adjustment model V24 (67%) and risk-adjustment model
V28 (33%) was used;

(1) For services provided during 2024, a more
updated blend of risk-adjustment model V24
(33%) and risk-adjustment model V28 (67%) is
being used; and

(2) For services provided during 2025, solely risk-
adjustment model V28 (i.e., 100%) will be used.*¢

Due to changes in the risk-adjustment model V28,
navigating both V24 and V28 in concert could create
challenges for providers.t” Conditions that may be
considered an HCC in one version may not be considered
an HCC in the other.*® Even if a diagnosis is an HCC in
both V24 and V28, the actual risk-adjustment factors
(RAFs) and HCC may differ.®

The major changes included in V28 include:
1)
)

©)
(4)
®)

(6)

An expanded number of HCCs;

A change in how the V28 HCC codes are
numbered and named;

Changes to ICD-10-CM code to HCC mappings;
Changes to coefficient values for HCCs;

Addition of 268 diagnosis codes that did not map
to payment CMS-HCC in VV24; and

Removal of 2,294 diagnosis codes that no longer
map to a payment HCC.?°

The CMS-HCC risk-adjustment model, which is
applicable to a specific calendar year, is used to identify
a Medicare FFS beneficiary’s prospective HCC risk
score for the corresponding year.?' Based on an analysis
of the MSSP, CMS found that using different CMS-HCC
risk-adjustment models negatively impacts: (1) ACOs
with the highest average risk scores; (2) ACOs that have
participated in MSSP longer; and (3) ACOs that
participate in two-sided models.?? These changes to the
risk-adjustment model impact HCCs, RAF scores, and
how medical practices and health plans allocate resources
and manage patient risk.23
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The changes to the CMS-HCC risk-adjustment model are
likely to create challenges for MA Organizations
(MAOQOs), MSSP ACOs, REACH ACOs, and other
stakeholders.?* With these changes, the administrative
burden on revenue cycle staff could increase, and access
to care could be hindered for beneficiaries with chronic
conditions.? Organizations will need to continue keeping
track of member health statuses and analyze how these
changes will impact them.?® The American Medical
Group Association (AMGA) expressed its concern with
V28, recommending that CMS reconsider their
“continued phase-in of the new CMS-HCC model.”?
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of HCC. Her work focuses on the areas of Certificate of Need (CON) preparation
and consulting, as well as project management and consulting services related to
the impact of both federal and state regulations on healthcare transactions. In that
role, Ms. Bailey-Wheaton provides research services necessary to support certified
opinions of value related to the Fair Market Value and Commercial Reasonableness
of transactions related to healthcare enterprises, assets, and services.

Additionally, Ms. Bailey-Wheaton heads HCC’s CON and regulatory consulting
service line. In this role, she prepares CON applications, including providing
services such as: health planning; researching, developing, documenting, and
reporting the market utilization demand and “need” for the proposed services in the
subject market service area(s); researching and assisting legal counsel in meeting
regulatory requirements relating to licensing and CON application development;
and, providing any requested support services required in litigation challenging
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rules or decisions promulgated by a state agency. Ms. Bailey-Wheaton has also been engaged by both state
government agencies and CON applicants to conduct an independent review of one or more CON applications
and provide opinions on a variety of areas related to healthcare planning. She has been certified as an expert in
healthcare planning in the State of Alabama.

Ms. Bailey-Wheaton is the co-author of numerous peer-reviewed and industry articles in publications such
as: The Health Lawyer (American Bar Association); Physician Leadership Journal (American Association
for Physician Leadership); The Journal of Vascular Surgery; St. Louis Metropolitan Medicine; Chicago
Medicine; The Value Examiner (NACVA); and QuickRead (NACVA). She has previously presented
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Fw 5 Janvi R. Shah, MBA, MSF, CVA, serves as Senior Financial Analyst of HCC.

: | Mrs. Shah holds a M.S. in Finance from Washington University Saint Louis and
the Certified Valuation Analyst (CVA) designation from NACVA. She develops
|| fair market value and commercial reasonableness opinions related to healthcare
enterprises, assets, and services. In addition she prepares, reviews and analyzes
forecasted and pro forma financial statements to determine the most probable
i future net economic benefit related to healthcare enterprises, assets, and services
and applies utilization demand and reimbursement trends to project professional
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revenue streams.
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