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Risk Adjustment 101:
Protecting Access to

High-Quality Health Care

Introduction

Value-based payment models have become a cornerstone of efforts to transform the U.S.
health care system into a system that pays health care providers for the quality of care
they deliver instead of the volume of services patients receive. These value-based payment
models incentivize improved patient experience and outcomes while lowering costs, and
are used on a large scale across public and private payers. In fact, more than 88 million
people who have traditional Medicare, Medicare Advantage, Medicaid or commercial
insurance now receive health care that is paid through some form of managed care or
value-based payment arrangement.*

These payment models rely heavily on risk adjustment as part of their core payment
structure, yet many consumer health care advocates and other stakeholders may not

fully understand the impact of risk adjustment on health and health care. This primer is
designed to support those interested in engaging in policy discussions around value-based
payment arrangements by outlining what risk adjustment is, how it is used, why accurate
risk adjustment is so important, and what aspects of risk adjustment require oversight and
improvement.

What is risk adjustment?

Risk adjustment is a critical mechanism to account for the differences in patients’ health
care costs and underlying health care needs when determining how much a health

plan or health care provider is paid in a value-based payment arrangement.? The risk
adjustment process takes into account certain patient characteristics, like age, sex,
medical diagnoses and sometimes even health-related social needs, to predict how
much health care patients will need in the future and then adjusts health care payments
upward or downward accordingly.3
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This process of adjusting payment and financial resources based on the health care needs
of a patient population is a critical tool in effectively allocating health care dollars to higher
need populations and helps to drive higher-value and more efficient health care payments
throughout the health care system.4

The specific goal of risk adjustment is to reduce incentives to cherry-pick healthy patients,
to ensure fairness in payment, and to protect access to care for people with chronic or
costly conditions.>

Risk adjustment ensures providers in value-based payment arrangements are incentivized
to treat both healthy and sick patients alike.® Under value-based payment arrangements,
health care providers are often financially incentivized to provide higher-quality care at a
lower cost.” When implemented poorly, these financial incentives can encourage providers
to avoid sicker, more complex patients because they are more expensive to manage and
treat.® The result of providers engaging in this “favorable selection” is often a reduction in
access to appropriate and lifesaving health care for the patients that need it most, which
undermines value-based payment efforts that seek to align providers’ financial incentives
with the health and financial security of patients.®

When designed well, risk adjustment can be a key tool to mitigate cherry-picking by instead
offering providers who care for more medically complex patients a higher risk-adjusted
payment to account for those patients’ health care needs and associated higher treatment
costs. By modifying the cost and quality performance targets for providers treating

sicker and more complex patients, risk adjustment ensures greater fairness in value-

based payments to providers and helps to protect providers treating sicker, more complex
patients from any possible financial penalties that might arise from caring for patients

with greater medical need.* As a result, risk adjustment helps even the playing field for
providers and assures that financial rewards (and penalties) are distributed fairly based on
providers’ actual performance, rather than based on their patient population.®

Considerations for effective risk adjustment processes

As a growing proportion of health care dollars flow through risk-adjusted payments to
providers, it is critical that the design and implementation of risk adjustment methods
are continually strengthened to ensure that provider payments adequately and efficiently
reimburse health care providers and that those payments financially incentivize and hold
providers accountable for delivering the high-quality, affordable health care that patients
and consumers deserve.

Risk adjustment helps even the playing field for providers and assures that
financial rewards (and penalties] are distributed fairly based on providers’
actual performance, rather than based on their patient population.
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To that end, there are three critical areas that consumer advocates and aligned stakeholders
should track to ensure appropriate oversight of risk adjustment, and to drive improvements in
the use of risk adjustment models in U.S. health care payment:

1.

Strengthening and diversifying data sources to measure risk: Risk adjustment
models most commonly rely on historical health care spending data to determine
the factors that are linked to differences in health care spending and costs, such as
patients’ sex, age and medical diagnoses.® It is essential that this data is accurate
and comprehensive since risk adjustment models adjust provider payments upward
or downward based on the presence of these factors in the provider’s patient
population.*

Yet current risk adjustment models may use data sources, such as administrative
claims or billing data, that do not always capture all of the factors that drive health
care spending and costs. This incomplete data can result in an underestimate of the
health care needs and costs associated with treating certain patient populations,
and it can leave those providers and patients without access to critical health care
resources and services.’> Moreover, the use of historical health care spending data
to inform risk adjustment may reflect existing, long-term disparities in health care
access and utilization experienced by underserved communities, potentially leading
to lower payments for providers serving the very communities that need even more
care and resources.*®

As risk adjustment models evolve, advocates should push for the inclusion of other
key data sources that strengthen the prediction of health care needs and costs.
Rather than relying solely on claims data, risk adjustment processes should use more
comprehensive risk adjustment methods that combine a variety of data sources,
including claims, administrative data, electronic health records, Census Bureau data,
patient-reported outcome measures, and patient surveys that can accurately identify
and predict the numerous factors that drive differences in health in order to accurately
adjust health care payments.”

Evolving risk adjustment to include social risk data: Recent efforts to improve risk
adjustment have sought to incorporate measures of social risk, which adjust health
care payments based on patients’ health-related social needs or the nonmedical
factors that drive significant differences in health care outcomes and spending.*® For
instance, certain population-based payment models, such as the Accountable Care
Organization (ACO) Realizing Equity, Access, and Community Health (REACH) model,
adjust payments to providers based on geographic measures of social risk, including
the extent to which participating providers serve a higher proportion of patients in
lower socioeconomic areas (for example, areas with lower educational attainment,
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lower income or higher unemployment) and those dually eligible for Medicare and
Medicaid coverage. By adjusting health care payments based on additional social
factors, risk adjustment can help to better align provider resources and payments, with
the goal of improving the health outcomes of patients.®

Research makes it clear that the inclusion of social risk factors in risk adjustment
processes helps equip providers with the tools to meet the health needs of the most
vulnerable patients and address disparities in health outcomes.?° Fortunately, social
risk measures, such as the Area Deprivation Index, which measures and ranks the
socioeconomic conditions of neighborhoods, are increasingly being included in value-
based payment models. Advocates must continue to engage and support efforts to
grow the integration of social risk adjustment in risk adjustment methodologies to
ensure that health care payments to providers better account for the resources needed
to help patients achieve their best health.

Increasing safeguards against “upcoding”: Because risk-adjusted payments are
adjusted upward or downward based on the health status of patients, health care
providers and health plans have a financial incentive to engage in a practice called
“upcoding,” where they overreport diagnoses to make their patients appear sicker

and more costly in order to increase their payments.? Upcoding is a particular concern
within the Medicare Advantage program, with Medicare Advantage insurers often
submitting diagnoses unsupported by patients’ medical records to receive higher risk-
adjusted payments but without delivering additional care or coverage to beneficiaries.?
Advocates should ensure that risk adjustment models include strong safeguards, such
as evaluating claims data over a longer period of time or creating caps on annual growth
of risk adjustment scores to prevent upcoding and other forms of industry gaming.?

Conclusion

Risk adjustment is a crucial tool used across the health care system to accurately predict
health care costs and treatment needs, helping to ensure that all patients receive the health
care they need and that physicians receive adequate compensation for every patient under
their care. As the design and implementation of risk adjustment processes continue to
evolve, health advocates should find opportunities to strengthen risk adjustment approaches
and better align the design of health care payments with the resources providers need to be
held accountable for improving patient health and containing health care costs.

Risk adjustment is a crucial tool used across the health care system to

accurately predict health care costs and treatment needs.
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