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Medicare’s Use of Risk Adjustment

Risk adjustment has a long history in the insurance industry, predating
the development of health insurance, and it is a fundamental component
of actuarial science. For more than a century, insurance companies have
ETrOTEEEITTOUTUOIDOEDYDEUENND TOMEETUROMNENIRUOUTOUIOO TBOUUUEE
000086 BUTulRTTuOUUUEGET0ITOUTREO0TOTTUTUEEITTORT IEUTUEEUT EuOOUURUO
factors, such as age and gender, and more recently measures of health
UIEOOUGUUETUEUs<UTUTOE TuOTLETUIEROUETUOORELERUTEUTUNOUET TEYBOUUUETUE N
ESTEUTYTWOO000TE  EVUEIRENCTTWEEOT U@ UEGHRTaW T TWUTOEROOUTOETIPTTO
UTTUTWURUOUTEEIOUIEOEWT TuxUOEEENDIU0TIE 200 Tugl T T OUUUEEOTWOUUAE RO T
a particular time period, such as the next 12 months. This relationship is
then used to determine the risk-adjusted life insurance premium for each
category of individuals.

6 TauEOudOUUUT U UBUOIEENUND T T80 xUTONUOUY 3TTu B x0Tu EOUP TUudUu 10w
avoid adverse selection.ly OuWOUUUTUITEROFTUOTTWEO TuxUT1ONUOWON Y-
10a001nOELOEUIOT P TOUPEOITTWOUUUECETWTUOTEIEIEOO O UGN IATUEIT Eu
<100 OUPOUIEE TIOOUT 0 T0aulOIE YUEENDOEDYDE UEULD TOM BX TEIIOOTTEy
UTREOY TUETTR3TOURUETEEUUTWIT TuxUTONUOuP OUEWTRTERITTUEY TUET TulBUOU
Ol TuxOx UOEROOBOUTEROEUO TUEOEWTUUMPOUOELE TWTOENDY 1020 TR X T0URY Tu
10U UOOTOOTUE THTTu0RUOK  Us OOUTL TOT TTUBUOUDOEDYDEUEOIL x DUETEUTuUTEN
BOUUUECETUTTEOOOUGNATUEIT EnxUTOUOupOUIEWRUTWOUTRTENTTUIOT T Tl
EYTUETTWRUOWOTWUTTDOU0UT Eux Ox UOEROOM = 5T 1 1UixUTOU O Ui OUEWOWIUUON
EUTEITuELEDUBOET OlBY TuiOU00P 1UBUOOEDYIE UENLIOux UETEUTux OREDT URu6 DUy
1P 1000 P1UAUOWOERYDEUENUMOWT Tux OO TRUEE Y TUUTWTOTEROOEOUOEIEEUUTY
xUTONIOULIOW<AUET Y TOMBT 1 TUEOUUDENRIU TELEOOE TUOULOUUUTULT OOUT Ty
for them to employ risk adjustment.?

» 1EBEEURETTEOWOWRUOIEEIUUNT OUxBIEWEAO T 00U T T TDO x0T OTOIEROOL
OlUTTuxUOUxTERY TuxEAOTOUAUIT Ouns/ / 24 T0ULOXERT Ol TOUXDIEWUTUYDET U
DOWNUHL/UTYBOU U0 , TEREEUTUTOUXBIEGUTEIOEUINTOT0WPEWEEUTEIOOIEETY
IEERRIaNEEDUEQETEUTTUuIOUxUOYPERO TUUTUYRET UulOuEY , TEPEEUTUETOT rEDEUEN
The payments automatically accounted for the fact that some patients
OTIETELOOUTUl RxT0UBY LEOEMRITOURY HEEUTUTECOUTTUUR Ui OUxBIEQE TEUTT Uy
PEUWITTOOXTIOWETTIOEY , TEREEUT/ /203 T 10/ / 20EWETUTOTEWOIEUTEOL
UTTuERUTEWROOUETIPTTOWT T TOUXDIECUETEUTTUWEOEWTTuxEAOTOWEOOUO
UOWUTEN TOUxBUENU POUIEL TEY Tu r OEOEREIOETORY TUL00uEOOIIONITTUEOUILOI
xUOYDEDO TUEEUTau(Oul T 1w/ / 20uEuxUTETUTUOROT EuxEAO 00 OUE T TulTUYDET Uy
xUOYDESO TEEU T OUENELOP TUEOUITEOLTTixEAOTOUEOOUOUEOE X 10ERAT Eu
0T SEDTOUTOUxDUENUE uRENuxEAOTOlx1WEEOIINOOIPOUIEITEY TuxUOYDET Ey
incentives for hospitals to select the least intensive patients, stint on care,
OUESITASTIUTIOUTOTTuxUTETITUON01 EsxEAOTOUPEWYEURT EVEEUTELOOWT Ty
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(BO160TOOENOUUBUONITEWIT TUEOUNOTEEWLO Tul U T TuxERTOPOUIEIE TUTHT 11U
OUOOP TUITECWTTUEOULOTEERO TuiOUITTUEY TUET TuxElRTOU3 ToUuUBUOUEEIDUI-
O10000OTBO 10sEEWT EvEETTUOBRIEEINWOT Ol B TTOuEX X TEUIO xUOYIE T Uy

xEAOT10000UuxEYTUOTEIES TUROUUUEOE TOEUUIUau<UEERETS

RISK ADJUSTMENT AND THE MEDICARE PROGRAM

Risk adjustment aligns Medicare payments to providers or premiums paid
IO TTENTuxOECUPHTUIT Tl Rx TEITELEOUIUOTuxUOYDERO TUEOOIUEET EsUTUYDET Uy
Without it, patients or plan enrollees expected to incur higher-than-average
EOUOITTIIEY TIEPSEUMIaT EPOROTIEEETUUIOWTUYRET UOU T T T TIWTETOY Tu
xUOYDETUUOUixOEOUEUTIOOUDOE x xUOx BE(T 0auE E YEQUET T ExOUix TOERATEDIITTau
treat or enroll a costlier mix of patients.

1UOuEENDNIOTOLETEEO TwOTETUUEVAuDOLUTTuUEEDROOEN , TEBEEUTuxUOTUEOL
PT100IE TTECuxEAPOTUETUIENuIax TUOTuxUOYPETUIXUTETUTUOI0TEIEOOUAI
TOUWEUOENM OTUTUYRETIETRYTUTELEURO TUELUX 1Dy TEx1IDOEIIEEITulvAR Be-
100000 TuPbITROXEMRT Ol TOUBIEGUTUYRETUN , TEPEEUTUTELOY TUWRO TETECTIEY
B00uiEEDGRIAux EAO TOIWAUIT OUUOWTTAEUTIOONOOTTUEEUTEWOOuEEDRUAIUX TEDrEy
costs or charges for individual services. Medicare implemented prospective,

TABLE 1
Medicare Payment Bundles, by Type of Provider

Payment Bundle — Services Excluded
PROVIDER TYPE | All Services Provided During: | from Payment Bundle

Acute Care | Inpatient admission plus Physician professional
Hospital | certain diagnostic and radio- | services

logic procedures performed

three days prior to admission

Skilled Nursing | Day of care Physician professional
Facility services and certain high
cost outpatient procedures
Home Health | 60-day episode Physician professional
Agency services
Inpatient | Inpatient admission Physician professional
Rehabilitation services
Facility
Long-Term | Inpatient admission Physician professional
Care Hospital services
Inpatient | Day of care Physician professional
Psychiatric services
Hospital

2000ETou , TEPEEUTL/EAOTON EVBUOUAL" 0O OBIBOON/EaOTON Y EUREINP P PIOTEXEETOYEOEUOTOIEIO
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EUOEN EuxEAO10WEx xUOEET TUWCuT OEOUUET TuxUOYDE TUIIOEETEOO TUOOUTUT -

rEp1 OUOETRY RO TEEUTIEAENO PO T TTOWOOTTxIECAEDFTUTOELETIPTION
IMTuxEAO 100 EQELITTLEOUN OTuEEU 1o SEETuEAOTOWBU EEIVUIT EulOuUTRTEN
UTTUIRTEOTELEOUILOIEEUTWEEUT EvOOUE TEUEEITUBUIRE O WU T TuxERTOWEOELIT Tu
WUTEIOTOUITENTEY TLETTOETOOBUIVENT EwIOUEFTELITTu0BUOWTEREOUIUNE0ETY
T T 10O B TUITEOEOUIUEUUOEE!T Evpal T TEY TUET 1uxERT U3 10T PEVED
xUOYDE TUUOUE T0Y T TUOO0AOTETUUEUAUTUYDETWEOEIx TOERATUITT OB 110!
EOUIUEUTIEEOY TWTTixEAOTOUAEITTUITEOXEADO TUlOUM EETWIUYBETixUOYDET El

TOUTEETWOERYDEUENUTUYRE TugEUBUEOO TuIOUix TAUEREQuxEAOTOUMMITTUTURE
OOOTTEui OUBUOEEIDUIO TOUETEEUUTWTTEOURO TixUOYDERO TUEWTUYBE TUPEUOOU
00T 02ul0u0Y EUAEEUOUu= E(RT OUUG *OUILO TuxUOYDERO TUEWEUOETWOTWUTUYDETUWIUET Y
EUE V0RO TUELTOUBIENEE QIO OWOUEIE EAUO TEEUTIDOIELR — EQuYEUTO PR TY T
EEUTEOOuXERTONOTTEUS

Risk adjustment is also an essential component of Medicare’s managed care

Ox(pO0uE , TEREEUTY EYEOUET Tug/E00u** AgubOub> TRETuxUBYE(T0s , TEDEEUT1XEUIDED-

xEROTux0EOUTOUONL , TEREEUTUETOT rEBEUTWECELXUOYIETY , TEDEEUTIEOY TUTEY
ET0T r(00ul RETEOTTuIOUELO OO T0auxUTOBUOu(OulTBUEEUTLIRBUOUEEIDUIO T O
ETEVEENTURODREU TEM TEYTUETTOuUTOP Ou0u EFTENW T TuUB0O0W I T Ty TOUOMT T
PO TEY TuTOTTT0OU00P 10 ITECUEY TUET Tu TTEWTUEEUTuOTTEUW6 UTOUIBUOY
EEIOUIO100uxUT OO Ui OUIEIOOUEEEUUEIT0aul T RTENIT Tul Rx TEUTEWEOUINO TUEY
x0EOUuT OUOOT U3 TOUEOUIENTEY TuUTYTUEGEOOUT@UTOET U200 TuxOEOUuPOUEL
ETOYTUxEPEiD TR0 TOIT U0 OUIEIE TWUOE TUXEPEAS TOUEOUOEWTUUMOUEEETUlY
xUOENT OUTOUWETOT rEDEURT Uy DU Tu0T U0u TEYOUEENTURUOW > UO 0T Uy x EUIREUOEU0auDIy
plans try to discourage enrollment of potentially more costly patients, for

TREOXOTUEATEYDO Tul 1P 1UuUx TEBERUINLE YEREEQ TW)OuIUTENux EVREUOE T T TTEOU
EOOERROOUI/OECUPHITU TP TUTET TZEOUNT OUOMTTUPOUELTEY EEEOO <1 (Bl Y Tu
advantage over other plans. In addition, overpaying plans may prevent

ITTOUIVOOUETEOONOTUENT SERT OlEUITT2auEOUIESO < UOYRERO Tu TTENTEEU TR
Further, inaccurate accounting for risk could cause Medicare to pay more

or less than intended in its managed care program.*

Provider Payments

UallT OuEUUOEDE(T Eu ol TuExEUREUIEWax TuOluxUOYDE TWEUTEITUEEITTOURT WOy
patients, called case mix groups, that are expected to have similar costs for
ITTixEAOTOUEUOENMBTIEY TUETTEOUNOI<ERTOIUBOU EETITUOUXBUEOOXEUTEl
P TWTTEY TUETEOUMEEUOUUENTUOU X Ui QU TENDAX TuOluxUOYE 1 U3 TOUWERON
OUUTOERY Tu D 19T 1000 UUT EnlOuEERDUI T TUEY TUET TugOUiRUUEQEEUE 24uxUOYDE T U
payment so that the payment is higher for treating a patient in a costlier
TUOUXECEOP TUsiOUIUTERG Tukux ERRTOUDOUETUUIT Rx TOUDY TuTUOU xfu

SEETWax 1Ol UOYDE TUTEUEEDFTUTOlixEMDTOUEIEIURr EEROOWAUIT OWOWTRIEN
T TuUBUOUTEEIOUULITEWE FTENWEOUIECEWTUOUUETLUUTE  OUTOUTTWEEUUTUEEUT
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000TL0TUOUEEUTOWEOEY xUAE TOEIUDES TOUXBIEOULEMWEEITTOUDATu<ENRT OUUWEEUT Eu
OOWTTRUEBETOOURUZUTOENT EuTUOU>up# 1 &ANUT TWUTOEDY Tub 19T TUUEUUOEDENT Eu
PAITu 0T T2 &Uu EDFTUuDOU TEETu0ax TuOly TOUxIEN IOuUTRTEN T T80 YEUASO T
IUTEOOTOINEOELEOUMIIVUEIOUT UupSEEOTul Kiu

3T TuxERTO0EGEUUDrEEIROOuUAUITOUUT@URNTuxERTOIOTY 10i0TOUOEROOLUVETY
as diagnosis, functional status, or expected or actual treatment. Diagnostic
information is reported using the more than 15,000 codes included in the
o(""#HINT"" , ASUTEIOTOUROTOUOEROORUUTXOUITEWUROTUBITTU" "#INI** , 1xUO-
ETEUUTEOETUOUIT v *OUUT Ol UOETEUUENSTUOR0000 Tauy"* / SMEOEO TWAlTOu

UaliTOUuiOs2 —%U TOO T TTEN TUETTOEDT UNEOELUT TEERRIEROOL TOUXDIEOUNR N
OEUEDOTEulUOOu<ERTOUELUTINOTOIIOOMAS TTUTERTOUEUUTUIO T OUIOO0EUTY
administered at admission or other times during a patient’s treatment, and

(TTaOTEVUUTUEEIOUUIUE TEUI T TEEDRI2UO< TUTOUOEENYDIRT UOTEED AR YDO Thw
SEETWax 10TxUOYIETWIUTUEENFTUTOUENUTINOTOIIOOUEOEEE ODORUITUNIT Ty
EUUTOUO TOMEWESFTUTONIO TUEDURO TWUT TuxED T GUUUE 2

STTUTOERY TP T 10 OUM EETEEU TLOMRITUOUXEOOXEUTUITTEOUROUUTUOUUETY
use of that category relative to all categories for the type of provider

TABLE 2
Data Used in Medicare’s Patient Classification Systems, by Type of Provider

PROVIDER TYPE | Patient lssification ystem

Acute Care Hospital | Diagnosis-related groups Diagnoses, surgical procedure, age, discharge
UUEUUUERDY TyualUrOOA

Skilled Nursing Facility | 1100UUETWU0R®AEROOUTUOUxU Presence of certain acute medical conditions,
need of certain services, expected or actual
use of therapy, functional status

Home Health Agency | Home health resource groups Clinical conditions, expected need of therapy,
functional status

Inpatient Rehabilitation Facility | (OxE010LUTTEENDIEROOUEEDRIaUEEITT #H#IETOOURUUT@UBURO TUUT TEERRIEROONI UOEROOEN

mix groups EOEIEOTORRY TWUIEIVULET TEOOOUEDERDTU
Long-Term Care Hospital | Long-term care hospital diagnosis- Diagnoses, surgical procedures,
related groups E T TEDUE TEUT IWUEVUUUEMY Tyual UrOOK

Inpatient Psychiatric Hospital | Psychiatric diagnosis-related groups Diagnoses, certain treatments, age, day of stay

2000ETou , TEDEEUTL/EAOT00 EYBUOUaw *0O OO0/ EaOTOM ! EREUNPPPIOTEXEETOVEOEUOTONEIO]
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TABLE 3
Medicare Patient Classification Systems,
Base Payment Amounts, and Range of Relative Weights,
by Type of Provider, 2007

Patient
PROVIDER TYPE Classification System

Acute Care | Diagnosis-related 3k0Hykq
Hospital | groups per admission

Base Payment
Amount ($)

Range of
Relative Weights

0.1000 — 19.2551

NURSING
K luixTUEEA 0.50-1.93

Skilled Nursing | 11UOUUETWU0RRAEROOu
Facilityt | groups

yAxTUEEA 0.43-2.25

Home Health | Home health JI0HN 0.5265 - 2.8113
Agency | resource groups per 60 day
episode
Inpatient | (OxERIOWUTTEEDRIE- S IONU 0.2201 — 4.1542

Rehabilitation | tion facility case mix per admission
Facility | groups

Long-Term | Long-term care FHIOYUH YORhARuHAUUN
Care Hospital | hospital diagnosis- per admission
related groups

Inpatient | Psychiatric diagnosis- | 3kNkix1lEEa 0.88-1.22
Psychiatric | related groups
Hospital

Q3 T00LOEUETUTTIOXTUERRO TUEOELEE B ET X UTEIEIROOUEOEWLOUT UTUOOUEUNEBO TUEOELOETIOU @UBX O 100K
cost amounts.
Tu3TIEENTuxEAOTOUEOOUOUIOUI2 —%UuERFT Ui OUUUEEDUEOBWUUEAEEN DU UME VDT TWUTOEDY Tub 19T TOUEUTy
ITMWESTw3TTWOUELOUIBO TUEEU TuxEAOTOUBUHX TUEEAEOETTWOUENI T TUEXAUEEUTuxEAOT Ol
S 14uxTUEES
200UE 061 E TUELTTRO0TW0ANDOORK ) UbatOul Y Y Hpx ik Huk UK HuNUAR6T ETUEOLL T To00T (ARG.OOBKNG  UTUUG
HulYYHxxGKK YW 1KUY EOE%T ETUEATTR00TIiAnGOGaAY 0 UTO0uhou Yy 4H0ux xSk AUAYHKUKAHKES

p3EEOTAHARA UBOTU T TIBOXENRT OUIT OUxBIENAUIT OENEOIT REO x0Ty TUUTiO TRl
xETTH , TEPEEUTLulYYAWOEEIOUUTEMOUxDIEMEITOUIT TLEY TUET LEEORUUOO
PEUExxUORIOE(T tau3kiHYki*u 3 TOWEEUTUEOOUOLUTRTEN TRUIOUDEEMEY TUET Ty
TOUXBUEOEOUINMU X EEITEWOIEEEOUOLIOUDOREROOASTTWIOERY T 19T T Ol 1 &u
NYuRO x01uxOTUOOOREABUNYHHVKULE TEEUUTuxENRTOUUBOWTOUEEIT TOU2WT@URU T

xx0aD0 TulTTuUTOERRY Ty 1T T0UTUU00OuELRUOIEEIUUIT EuxEAO TOWOTOY T UL
FHY Yl OU 10w 1 &0 OBEU0AU T TWTOE0RY T TOT T Ol 1. &k 1YipOPEO TAEOE
KKUipEOUOOEVAIE axEUUuPBI TUEEVEDEEIEEITTUTURAEIROOABUIKIHKKAUUTUUIRO TIDOUEL
UDUOUEENDU0T EuixEAOTOLOIEIOOUNS IKOYYYh
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FIGURE 1
Medicare Acute Care Hospital Payment,
Selected Diagnosis-Related Groups, 2007

Relative Hospital :
Weight @ Payment : Diagnosis-Related Group

4.6440 $24,636 DRG 548 Coronary bypass with
cardiac catheterization

3.8064 $20,193 DRG 110 Major cardiovascular
procedure

1.9022

$10,091 DRG 210 Hip and femur
procedures

1.000 $5,305 Unadjusted Base Payment

0.9001 $4,775 DRG 167 Appendectomy

0.8769 $4,652 DRG 320 Kidney and
urinary tract infection

0.6148 $3,262 DRG 90 Pneumonia

— 001/ EAOT BET LOOUEEEOUOLIOUOTDEETUIIO A0 TTxEAOT Ol OF
2OUUETAORIETUED:L T TR0 UARBOORMNEL: - EDOETURAGIYYHx Yy HYY 1K

Plan Payments

(Ou, TEPEEUTWOEOETIEEEUT , TEPEEUTY EYEOUET T/l *AREOEWT TuxUTUEDDx-
(pOOUEUUTUETOT yrlup/EUu##Au > 10 EExBUEN xUTODUOUn xEDEL 10 TTEN Ty x0EOUEUTY
risk-adjusted. The same process is involved in producing a risk-adjusted
premium for a health plan as in producing a risk-adjusted payment for
EuxUOYDETULETOT rEPERT UWEUTUEUITOT EslOuI T TUEX xUOXEITuTUOUXMELUTOERY Tu
PITTIRUETITUONOT EdOUI EETUTUOUXNEOEEQEY TUETTixUTObUORUEEIUUNT EiE A
UTTWTERY T 1T TS TTEUOENOIUTUYDET U OEOOXENUTEWOETUiEUTONON
TOPTYTURUEUOEETUITEOUTTEUOEINOIUTUYBETUETBYTUT EuEAUEOOEDYDE UEN
provider. Premiums to health plans are intended to cover the services pro-
YRETEEUO TiEX TROEOIRO NEAEN<IOYDETIUDOYOIY TEDOETRYTROTIOTENEEN
UTOYBETUf  UuEs TUU0UWRUOIEEIUURO TuxUTOBUOUIOEAE TWOOUTIETENTO TR0 Th
3TTIOO0IT02auxUTONUOUWOM TENTixOEQUIOUETOT rEPEURT Uul OUGMWTEDu , TED-
EEUTu/EU0 " u TEY TWEOPEAUETTOulRUOIEEIDUIT ENEUIuONRENaulTTUEEIDIIO T Ol

. _________________________________________________________________________________________________________________________________________________________|]
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EEEOUOUITELOO0aw 10U ETOOTUEX TDENERFETUTOETUnEEUOUUL TOUGMWT TUG 3T Tu mUUl
EOE0UDWEEROOWAUITOu , TEREEUTUUUTEWUIENROT wDOw)EOUEUaUJiUJ\IUJROLUDEUUJEEU 1Eu
OOUTTAOUONT wwE TTWTRUECEIOITTUETOOTUE X TOEETEUEEDTUBUIBEUEUWD T00E UL
pOUIRIUIROOENUIEIVUEDEN , TEDEEDEW B TOENRIAWEDEIOCIEOOUDE TUM TENTWIEIUUL
or clinical conditions.&3TWOTITOEIPENPIET (auYT P 1EIEUNOEE T@UElT i

310000aUITOu PEUUTX0EETELETTHOORO TubOu)EOUEUaW 1YYYu PRI Tu T Tu < UBOEDXEdy
OxERTOWEDETOOUREEOUNTUOUX Uup/ (/14" * &UKE® PIP-DCGs use the principal
diagnoses from any hospital stays in the previous year to predict costs in the
UxEOOO Tial EU Oul YK , TEPEEUTETTEOWRO TIERUOEENUUITUITEREOOUETUTEY
UTTENUTEUTEVUETOO 1l QUOOT TUR3 TTWAUIT OuPEU UUTTULT wOTEEaBOEIUENO T
diagnostic information from multiple sites of care, including outpatient and
xTalbEECUOBETUT ma@iuams'l'anUi YOUTEWEOEUD EEROOuUAIIT OWOOOP OIEUIT T
TOIUEVETDEENEOOEDROOEEITTOW I Uip ™ *** *UKuPEU U002 O <01 O 101 Bl a) EOUE UL
I\(\()\o9 For premiums paid toPartD prescrlptlon drug plans Medicare’s risk

EEIOUIOTOWIEEUTEVOOIEOIEEEXIEROOLOMITTL ™ ****UOOO B OEUIT Ty T1OUT Ul
10Us , TEPEEUTUGU , TEDEEDEW2TUYDET Uni/ UTUEUDX(DOOuAUUTY = DTUEUETREEN" *O0ED:
(OO *EVTTOUT UOUJD TETWIMTUWOOWTTWEO TEEIEMOTOTOIUEUL = *** *UilOuxUT EDEN

UT0EGDY TuEDETUTOET UibOux TEUOEET UIEEAT B> TOENUUT U

ISSUES IN MEDICARE RISK ADJUSTMENT
1UOEEIDNIOTOLOTITOEWUT@UTUOOTOO TUETEOTTWE TEEUUTUOEEYEOET UupOu
O1ESEEMTETOO0 TAuE OEUUTEIO T OlxEY TUOUEUP 100:EUUOYBE TUUTUx O0UT U0
pOEOEPEAROETORYTURE HITOUMOOTOOTEEIUNIOTOIxEAO T OUEEEUUEEAEEOLUIT
UBSTOOUTEROOENEDUUTULTYTUEWO xOUIESIBIUUTUITENO T TEWNOE TEOOUETUTEL
to maintain and improve Medicare’s payment systems. In some instances,
ITTUTR000TWOEAE TETYTUWEEEUTUUTEWTIOUT TETESTTUOWOITTUWEOO xO0T 00U
of the payment system rather than the risk adjustment methods.

I ey . FIGURE 2
Variability Within Groups Variation in Costs for Patients in
00uOTU T TuxERTOWEEUIR IEEROOWUIAUIT OUWUUTE Two Hypothetical Case Mix Groups

for risk adjustment group patients into cat-
TTOWRTWEEUTELOOWTTo0uERODEENE TEUEENT UBUREW
and the similarity of their costs. But the costs
OluxEPRTOUPoTBO TEETuURUOUEE]T TOUAWEUTuOOU
DETOUREEG 3TENBUN T TUTw PR EOPE AU E TuEOU

YEUDEEDODUauan'rDOwiEE‘l‘uEEUinDf&mT UOUx TUUT (Group A =2
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In general, more patient categories are needed to improve the precision of
T TuxERTOWEOEUURrEEIROOWAUIT Oub TTOWTTUTRUUUEUIEGIREWYEWEROOUEEIOUUY
patients and thus an increased chance of large losses or gains for individual
providers due to their mix of patients Medicare currently uses almost 600
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costs of treatment across psychiatric conditions, so additional categories do
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Changes in Medical Practice over Time
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as the detection and treatment of certain cancers improves, the char-
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practice of medicine has changed enough so that current patient categories
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payment adjustments such as outlier payments, risk corridors to limit gains
or losses on particular types of patients, or partial capitation payments
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Scope of PPS Bundles
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all of Medicare’s prospective payment approaches, providers have incen-
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ensure that it is not paying more than intended to the hospital and again
for the same service in the post-acute site, Medicare reduces the hospital
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used to assign patients to case mix groups need to ensure that the factors are
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xER1OWETBOTUEUIETOTEWOETIT T TUxEAO TUTUOUxul YTOWTOUT T TTWUTUOUUETY
needs of the patient are not similar to the average needs of patients in that
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more intensive case mix groups, the average resource use of home health
patients had not increased. This indicates that either the documentation
and coding of patient characteristics that are used to assign them to case
mix groups changed or that home health agencies reduced the services
provided to their patients.
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reduced the minutes of therapy provided to these patients from an average of
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FUTURE DIRECTIONS FOR RISK ADJUSTMENT:
PERFORMANCE AND OUTCOME COMPARISONS

In addition to serving as a fundamental component of Medicare payment
systems, risk adjustment is also needed as Medicare, other payers, and re-
searchers compare the costs or outcomes of providers and treatments." These
1axTUONEOOXERIOOUEITIRO10aOETEOO TIOOUTDO x OUIEOUEUXEATIUEOOROUTY
IO OEUUOOWITEE2OEUTEUTUROI TENTEEUTWX TOERO TuPNTOUKEOO OTOUUUENTY

BOEUTEUTUupOuxERTOl OUIEOO 1 Uaug2 1 TuOT R0k <ET Ty T0UEOuUUIUEROOHM  00u T10UT

Continued on p. 15 i
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Risk Adjustment in Performance and
Outcome Comparisons : An lllustration

To illustrate the importance of risk adjustment in comparing performance and outcomes, examine the hy-

xO0T IUDEEOm | rzx IUDIOEIwOILuUIDOw IOUXDUEOUOw |Uan - OUxBUEOwEOEw"OOOUO@an - OUXDUEOOMU'I'EOWUUT EUwUpoaninmom
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OWTUOUxu WEOEuuxTUETONIOUTUOU> 1y Actual Mortality Rates, by Group and Hospital

2EEES Ell] NOSPITELS, [T [RTOsaIEl ef- -m

xTEVOOMEY TETYTUOUIEOOTUETEEUUT DI Hospital Hospital

EE0UEOmITENRUUUOEEIDNTEAOOUERIAWEITY No. of Cases

BUuhv lux TUETOUEOO XEUT EubpU Tuhvhux TUETOU Group A Deaths 8 1 9

10U * OO O UORIAN™ OUBIEGRBTIUNOPTY T Mortality Rate 10% 5% 9%

is an artifact of the mix of patients in No. of Cases 20 80 100

ITTWBOTOUxBUENUM , TUEEW = OUXBIENTENIEY Group B Deaths 4 7 16

AT EUEEariem o SEiEnits i g Mortality Rate | 20% 15% 16%

L SILLICLARA RS2 DS, reeie: No.of Cases | 100 100 1

Ol Ol . TUEaw= QUENENDOUL: oty o | | 1 |
WOUEOITI<ERTOUTUOUxUMEVIET - Mortality Rate 0% 29 l

cause only 20 percent of its patients are in

TUOUxu 1| (TTuOOUTUTYTUTuxERIOW| 80Ut without considering the mix of patients, Mercy Hospital has a lower
OYTUE0OOUIERIAWEITUEX X TEUWO P T mortality rate than Community Hospital.

IEOOXEURIO0uOTuUBUOIEEIUUIT EQOU T Rx TEITEWOOUIERIZxUOYIE TUEIOOUTYEEEUUENTuxDEIOUTuOIOUIEOO Um0 T Tu
UBOUTOUxBIEU3TTUT R TEITEsOOUIEMIAuUEITWUTRTEIN L TEWITTUOOUIERI2WVEI T POUIEIE Tup Wl T Tu TOUXRIEN TEEWT Tu
same percentage of deaths for each group as the overall average. The expected mortality for Mercy Hospital,
TOYT0u0UOBRIOTuxEMTOI0MPUvYiKux TUET OUa3 T TuURUOIEEIUUUT ExOOUIERI2ubUuiO B TUITECBINEEIVENO OUIERIALVENTuOTY
12 percent. By comparison, Community Hospital’s expected, or risk-adjusted, mortality rate is higher than
its actual mortality rate. Given its mix of patients, the expected mortality rate in Community Hospital is 14.6

xTUETOUEVBINEEIVENO OUIERIALUENTUihtux TUET OO Uutuhux TUETOU0O B 105

Difference Between

Expected Mortality Rates, Actual and Expected
by Hospital Mortality Rates
. Mercy Community
Expected Mortality Rate by Group Overall Expected
GROUP A GROUP B Mortality Rate
Actual 12.0% 13.0%
Ho";':{g] 80 X 9% =AIITI | 20 X 16% = 3.2% | Al i+ 3.2% = 10.4%
Expected 10.4% 14.6%
Community _ _
. 20x9%=1.8% | 80x16% =12.8% | 1.8% + 12.8% = 14.6% Percentage
Hospital Difference +15.4% -11.0%
Expected mortality rates are calculated by applying the overall mortality rate S1UsEOOURETUROTu U1 Tu OBRu O xE0RT O
by group to the number of cases for each group, and then summing across Community Hospital has a lower mortal-
all groups. ity rate than Mercy Hospital.
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treatment approach must account for the starting point of the patient. Fail-
UUTWIOUEERDU0i< U0 TU0wTOUEDFTUTOET UsbOuEROREENUBIOLEE OO TEEWOITUIOOTOU

EOBENUIOOUIB TTOIOED TIEOO XEURUOOU
(OUTTUODERNUY UG , TEDEEUTIET TEOX UERITHO TWRUOIEEIUUIT ELOOUIEMIAWWEDT Uu
10U E00u 45200 TOUxBUEUIUTEROTY , TEPEEUTUETOT rEDEURT Vs "0ERO U EEIEN P TUTY
O0TElOux TUIOUOWT TulBUOEEIUUIO 100 = OB TYTUITTiUXUOEWEEUUT EE 0T Tu
UTOTEUTuO WU TTUTLEEIEWDOEIUERO TUEOOETUOWEEOUIITTUEE 1@UEEANOIUT TulBUO
EENOUIOTOIOTITOEOIOTaIOULUT <OV TuEWIEEUUTuOOUIEMIAEVOUT Tl TE
TFOUOUEOuT OELE auNN4* *0UUTOU00EOUOETUOTIUIEDT Unpi OUiT REOx0T0u—Tu
80U0N **ERIOUOEW STUIOO0INEDEL - UTTOOK xUOEUETuUTxOUILITEWEOOXEUTY
xUOYDE TUix TUTIOUOEQE TUEEUTEuOOuUBUOIEENUUIT EvOOUIERIAWUEIT Uii& 1 OTUEN
ITTUTWUT <0000 TOEUUL OOu OOUUEMIEL UETT Vs 10U EyUx TEDIrEy O TEREEN EOOERIROON
UUETUEWEOUOOEVANELT VAL EAxEUU TUESIOUUT 1020 I0uOEUIO L IT TulpUO EBFTU-
ences across patients.

(OEUTEOROTO& , TEBEEUTIEOBIOITTUXEATVUEUTROYTURTERO TUEDFTUTOETULOWT Tu
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