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OVERVIEW – ,ÌËÐÊÈÙÌɯÈÊÊÖÜÕÛÚɯÍÖÙɯÌß×ÌÊÛÌËɯËÐřÌÙÌÕÊÌÚɯÐÕɯÙÌÚÖÜÙÊÌɯÕÌÌËÚɯ
of patients or health plan enrollees by risk-adjusting the payments it makes 
to health care facilities, such as hospitals, skilled nursing facilities, and home 
health agencies, and the premiums it pays to health plans. Risk adjustment 
is intended to ensure that payments or premiums are adequate for patients 
or plan enrollees who require more resources than average in order to protect 
ÉÌÕÌŗÊÐÈÙàɯÈÊÊÌÚÚɯÈÚɯÞÌÓÓɯÈÚɯÛÏÌɯŗÕÈÕÊÐÈÓɯÊÖÕËÐÛÐÖÕɯÖÍɯÛÏÌɯ×ÙÖÝÐËÌÙɯÖÙɯ×ÓÈÕȭɯ Ûɯ
ÛÏÌɯÚÈÔÌɯÛÐÔÌȮɯÙÐÚÒɯÈËÑÜÚÛÔÌÕÛɯÓÖÞÌÙÚɯ×ÈàÔÌÕÛÚɯÖÙɯ×ÙÌÔÐÜÔÚɯÍÖÙɯÉÌÕÌŗÊÐÈÙÐÌÚɯ
who are expected to use fewer resources to reduce incentives for providers or 
×ÓÈÕÚɯÛÖɯÍÈÝÖÙɯÛÏÌÚÌɯÉÌÕÌŗÊÐÊÈÙÐÌÚȭɯ3ÏÐÚɯ×È×ÌÙɯËÌÚÊÙÐÉÌÚɯÛÏÌɯÖÙÐÎÐÕÚɯÈÕËɯÐÔ×ÖÙ-
tance of risk adjustment, summarizes current risk adjustment by Medicare, 
and discusses issues and problems with risk adjustment methods.
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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 
ËÌŗÕÌËɯÊÈÛÌÎÖÙÐÌÚɯÖÍɯÐÕËÐÝÐËÜÈÓÚɯÞÏÖɯÍÈÊÌɯÚÐÔÐÓÈÙɯÙÐÚÒÚɯÍÖÙɯÚÖÔÌɯÐÕÚÜÙÈÉÓÌɯ
ÓÖÚÚȭɯ6ÐÛÏɯÓÐÍÌɯÐÕÚÜÙÈÕÊÌȮɯÍÖÙɯÌßÈÔ×ÓÌȮɯÛÏÌÚÌɯÊÈÛÌÎÖÙÐÌÚɯÈÙÌɯÉÈÚÌËɯÖÕɯÙÐÚÒɯ
factors, such as age and gender, and more recently measures of health 
ÚÛÈÛÜÚȮɯÚÜÊÏɯÈÚɯ×ÙÌÚÌÕÊÌɯÖÍɯÊÌÙÛÈÐÕɯÊÏÙÖÕÐÊɯËÐÚÌÈÚÌÚȮɯÖÙɯÉÌÏÈÝÐÖÙȮɯÚÜÊÏɯÈÚɯ
ÊÐÎÈÙÌŲÌɯÚÔÖÒÐÕÎȭɯ ÊÛÜÈÙÐÈÓɯÓÐÍÌɯÛÈÉÓÌÚɯØÜÈÕÛÐÍàɯÛÏÌɯÙÌÓÈÛÐÖÕÚÏÐ×ɯÉÌÛÞÌÌÕɯ
ÛÏÌÚÌɯÙÐÚÒɯÍÈÊÛÖÙÚɯÈÕËɯÛÏÌɯ×ÙÖÉÈÉÐÓÐÛàɯÖÍɯËàÐÕÎɯȹÛÏÌɯÐÕÚÜÙÈÉÓÌɯÓÖÚÚȺɯËÜÙÐÕÎɯ
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. 

6ÏàɯËÖɯ ÐÕÚÜÙÌÙÚɯ ÙÐÚÒɪÈËÑÜÚÛɯ ÛÏÌÐÙɯ×ÙÌÔÐÜÔÚȳɯ3ÏÌɯ ÚÐÔ×ÓÌɯÈÕÚÞÌÙɯ ÐÚɯ ÛÖɯ
avoid adverse selection.1ɯ ÕɯÐÕÚÜÙÌÙɯÛÏÈÛɯÖřÌÙÚɯÛÏÌɯÚÈÔÌɯ×ÙÌÔÐÜÔɯÛÖɯÌÝ-
ÌÙàÖÕÌɯÐÕɯÈɯÔÈÙÒÌÛɯÞÏÖɯÞÈÕÛÚɯÛÏÌɯÐÕÚÜÙÈÕÊÌȮɯÛÌÙÔÌËɯÈɯÊÖÔÔÜÕÐÛàɪÙÈÛÌËɯ
×ÙÌÔÐÜÔȮɯÞÖÜÓËɯÉÌɯÔÖÙÌɯÓÐÒÌÓàɯÛÖɯÈŲÙÈÊÛɯÐÕËÐÝÐËÜÈÓÚɯÞÏÖɯÌß×ÌÊÛɯÛÖɯÕÌÌËɯ
ÛÏÌɯÊÖÝÌÙÈÎÌȭɯ3ÏÐÚɯÐÚɯÉÌÊÈÜÚÌɯÛÏÌɯ×ÙÌÔÐÜÔɯÞÖÜÓËɯÙÌŘÌÊÛɯÛÏÌɯÈÝÌÙÈÎÌɯÙÐÚÒɯ
ÖÍɯÛÏÌɯ×Ö×ÜÓÈÛÐÖÕɯÐÕɯÛÏÈÛɯÔÈÙÒÌÛɯÈÕËɯÛÏÜÚɯÞÖÜÓËɯÉÌɯÙÌÓÈÛÐÝÌÓàɯÐÕÌß×ÌÕÚÐÝÌɯ
ÍÖÙɯ ÚÖÔÌÖÕÌɯÈÛɯÏÐÎÏɯ ÙÐÚÒȭɯ ÚɯÔÖÙÌɯÏÐÎÏɪÙÐÚÒɯ ÐÕËÐÝÐËÜÈÓÚɯ×ÜÙÊÏÈÚÌɯ ÛÏÈÛɯ
ÐÕÚÜÙÈÕÊÌȮɯÛÏÌɯÊÖÔÔÜÕÐÛàɪÙÈÛÌËɯ×ÙÌÔÐÜÔɯÞÖÜÓËɯÙÐÚÌɯÛÖɯÙÌŘÌÊÛɯÛÏÌɯÏÐÎÏÌÙɯ
ÈÝÌÙÈÎÌɯÙÐÚÒɯÖÍɯÛÏÌɯÐÕÚÜÙÌËɯ×Ö×ÜÓÈÛÐÖÕȭɯ'ÐÎÏÌÙɯ×ÙÌÔÐÜÔÚɯÞÖÜÓËȮɯÐÕɯÛÜÙÕȮɯ
ÊÙÌÈÛÌɯÈɯËÐÚÐÕÊÌÕÛÐÝÌɯÍÖÙɯÓÖÞɪÙÐÚÒɯÐÕËÐÝÐËÜÈÓÚɯÛÖɯ×ÜÙÊÏÈÚÌɯ×ÖÓÐÊÐÌÚȭɯ6ÐÛÏɯ
ÍÌÞÌÙɯÓÖÞɪÙÐÚÒɯÐÕËÐÝÐËÜÈÓÚɯÐÕɯÛÏÌɯ×ÖÖÓȮɯÛÏÐÚɯÈËÝÌÙÚÌɯÚÌÓÌÊÛÐÖÕɯÊÖÜÓËɯÊÈÜÚÌɯ
×ÙÌÔÐÜÔÚɯÛÖɯÚ×ÐÙÈÓɯÌÝÌÕɯÏÐÎÏÌÙȮɯÈɯ×ÖÚÚÐÉÐÓÐÛàɯÛÏÈÛɯÊÖÕÊÌÙÕÚɯÐÕÚÜÙÌÙÚɯÌÕÖÜÎÏɯ
for them to employ risk adjustment.2

,ÌËÐÊÈÙÌɯÉÌÎÈÕɯÛÖɯÙÐÚÒɪÈËÑÜÚÛɯÏÖÚ×ÐÛÈÓɯ×ÈàÔÌÕÛÚɯÞÐÛÏɯÛÏÌɯÐÔ×ÓÌÔÌÕÛÈÛÐÖÕɯ
ÖÍɯÛÏÌɯ×ÙÖÚ×ÌÊÛÐÝÌɯ×ÈàÔÌÕÛɯÚàÚÛÌÔɯȹ//2ȺɯÍÖÙɯÐÕ×ÈÛÐÌÕÛɯÏÖÚ×ÐÛÈÓɯÚÌÙÝÐÊÌÚɯ
ÐÕɯƕƝƜƗȭɯ/ÙÌÝÐÖÜÚÓàȮɯ,ÌËÐÊÈÙÌɯÏÖÚ×ÐÛÈÓɯÙÌÐÔÉÜÙÚÌÔÌÕÛɯÞÈÚɯÉÈÚÌËɯÖÕɯÌÈÊÏɯ
ÍÈÊÐÓÐÛàɀÚɯÈÊÛÜÈÓɯÊÏÈÙÎÌÚɯÍÖÙɯ×ÙÖÝÐËÐÕÎɯÚÌÙÝÐÊÌÚɯÛÖɯÈɯ,ÌËÐÊÈÙÌɯÉÌÕÌŗÊÐÈÙàȭɯ
The payments automatically accounted for the fact that some patients 
ÕÌÌËÌËɯÔÖÙÌɯÌß×ÌÕÚÐÝÌɯÈÕËɯÌßÛÌÕÚÐÝÌɯÊÈÙÌɯÛÏÈÕɯÖÛÏÌÙÚȭɯ ÚɯÏÖÚ×ÐÛÈÓɯÊÏÈÙÎÌÚɯ
ÞÌÕÛɯÜ×Ȯɯ ÚÖɯËÐËɯ,ÌËÐÊÈÙÌɀÚɯ×ÈàÔÌÕÛÚȭɯ3ÏÐÚɯ ÊÏÈÙÎÌɪ×ÈàÔÌÕÛɯËàÕÈÔÐÊɯ
ÞÈÚɯÛÏÌɯÐÔ×ÌÛÜÚɯÉÌÏÐÕËɯ,ÌËÐÊÈÙÌɀÚɯ//2ȭɯ3ÏÌɯ//2ɯÞÈÚɯËÌÚÐÎÕÌËɯÛÖɯÉÙÌÈÒɯ
ÛÏÌɯËÐÙÌÊÛɯÓÐÕÒɯÉÌÛÞÌÌÕɯÛÏÌɯÏÖÚ×ÐÛÈÓɀÚɯÊÏÈÙÎÌÚɯÈÕËɯÛÏÌɯ×ÈàÔÌÕÛɯÈÔÖÜÕÛɯ
ÚÖɯÛÏÈÛɯÏÖÚ×ÐÛÈÓÚɯÞÖÜÓËɯÏÈÝÌɯŗÕÈÕÊÐÈÓɯÐÕÊÌÕÛÐÝÌÚɯÛÖɯÊÖÕÛÙÖÓɯÛÏÌɯÊÖÚÛÚɯÖÍɯ
×ÙÖÝÐËÐÕÎɯÊÈÙÌȭɯ(ÕɯÛÏÌɯ//2ȮɯÈɯ×ÙÌËÌÛÌÙÔÐÕÌËɯ×ÈàÔÌÕÛɯÍÖÙɯÈÓÓɯÛÏÌɯÚÌÙÝÐÊÌÚɯ
×ÙÖÝÐËÌËɯËÜÙÐÕÎɯÈɯÏÖÚ×ÐÛÈÓɯÈËÔÐÚÚÐÖÕɯŗÕÈÕÊÐÈÓÓàɯÙÌÞÈÙËÌËɯÏÖÚ×ÐÛÈÓÚɯÍÖÙɯ
×ÙÖÝÐËÐÕÎɯÊÈÙÌɯÍÖÙɯÈÛɯÈɯÓÖÞÌÙɯÊÖÚÛɯÛÏÈÕɯÛÏÌɯ×ÈàÔÌÕÛɯÈÔÖÜÕÛɯÈÕËɯ×ÌÕÈÓÐáÌËɯ
ÐÕÌŚÊÐÌÕÛɯÏÖÚ×ÐÛÈÓÚȭɯ ɯŘÈÛɯ×ÈàÔÌÕÛɯ×ÌÙɯÈËÔÐÚÚÐÖÕɯÞÖÜÓËɯÏÈÝÌɯ×ÙÖÝÐËÌËɯ
incentives for hospitals to select the least intensive patients, stint on care, 
ÖÙɯÉÖÛÏȭɯ3ÏÌÙÌÍÖÙÌȮɯÛÏÌɯ×ÙÌËÌÛÌÙÔÐÕÌËɯ×ÈàÔÌÕÛɯÞÈÚɯÝÈÙÐÌËɯÉÈÚÌËɯÖÕɯÛÏÌɯ
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ÓÐÒÌÓÐÏÖÖËȮɯÖÙɯÙÐÚÒȮɯÛÏÈÛɯÛÏÌɯÊÖÚÛɯÖÍɯÊÈÙÐÕÎɯÍÖÙɯÛÏÌɯ×ÈÛÐÌÕÛɯÞÖÜÓËɯÉÌɯÏÐÎÏÌÙɯ
ÖÙɯÓÖÞÌÙɯÛÏÈÕɯÛÏÌɯÊÖÚÛɯÖÍɯÊÈÙÐÕÎɯÍÖÙɯÛÏÌɯÈÝÌÙÈÎÌɯ×ÈÛÐÌÕÛȭɯ3ÏÐÚɯÙÐÚÒɯÈËÑÜÚÛ-
ÔÌÕÛȮɯÚÖÔÌÛÐÔÌÚɯÊÈÓÓÌËɯÊÈÚÌɯÔÐßɯÈËÑÜÚÛÔÌÕÛɯÞÏÌÕɯÈ××ÓÐÌËɯÛÖɯ×ÙÖÝÐËÌÙɯ
×ÈàÔÌÕÛÚȮɯÐÚɯ×ÈŲÌÙÕÌËɯÈŜÌÙɯÐÕÚÜÙÈÕÊÌɯÐÕËÜÚÛÙàɯ×ÙÈÊÛÐÊÌȭ

Risk Adjustment and the Medicare Program
Risk adjustment aligns Medicare payments to providers or premiums paid 
ÛÖɯÏÌÈÓÛÏɯ×ÓÈÕÚɯÞÐÛÏɯÛÏÌɯÌß×ÌÊÛÌËɯÊÖÚÛÚɯÖÍɯ×ÙÖÝÐËÐÕÎɯÊÖÕÛÙÈÊÛÌËɯÚÌÙÝÐÊÌÚȭɯ
Without it, patients or plan enrollees expected to incur higher-than-average 
ÊÖÚÛÚɯÔÐÎÏÛɯÏÈÝÌɯËÐŚÊÜÓÛàɯÎÈÐÕÐÕÎɯÈÊÊÌÚÚɯÛÖɯÚÌÙÝÐÊÌÚɯÖÙɯÛÏÌàɯÔÐÎÏÛɯÙÌÊÌÐÝÌɯ
ÐÕÈËÌØÜÈÛÌɯÖÙɯ×ÖÖÙɯØÜÈÓÐÛàɯÊÈÙÌȭɯ1ÐÚÒɪÈËÑÜÚÛÌËɯ×ÈàÔÌÕÛÚɯÏÌÓ×ɯÌÕÚÜÙÌɯÛÏÈÛɯ
×ÙÖÝÐËÌÙÚɯÖÙɯ×ÓÈÕÚɯÈÙÌɯÕÖÛɯÐÕÈ××ÙÖ×ÙÐÈÛÌÓàɯÈËÝÈÕÛÈÎÌËɯÖÙɯ×ÌÕÈÓÐáÌËɯÐÍɯÛÏÌàɯ
treat or enroll a costlier mix of patients.

1ÐÚÒɯÈËÑÜÚÛÔÌÕÛɯÉÌÊÈÔÌɯÕÌÊÌÚÚÈÙàɯ ÐÕɯ ÛÏÌɯ ÛÙÈËÐÛÐÖÕÈÓɯ,ÌËÐÊÈÙÌɯ×ÙÖÎÙÈÔɯ
ÞÏÌÕɯÐÛɯÉÌÎÈÕɯ×ÈàÐÕÎɯÊÌÙÛÈÐÕɯÛà×ÌÚɯÖÍɯ×ÙÖÝÐËÌÙÚɯ×ÙÌËÌÛÌÙÔÐÕÌËɯÈÔÖÜÕÛÚɯ
ÍÖÙɯÉÜÕËÓÌÚɯÖÍɯÚÌÙÝÐÊÌÚɯËÌÓÐÝÌÙÌËɯËÜÙÐÕÎɯÈɯÚ×ÌÊÐŗÌËɯ×ÌÙÐÖËɯȹ3ÈÉÓÌɯƕȺȭ3 Be-
ÎÐÕÕÐÕÎɯÞÐÛÏɯÐÕ×ÈÛÐÌÕÛɯÏÖÚ×ÐÛÈÓɯÚÌÙÝÐÊÌÚȮɯ,ÌËÐÊÈÙÌɯÏÈÚɯÖÝÌÙɯÛÐÔÌɯÊÏÈÕÎÌËɯ
ÐÛÚɯÍÈÊÐÓÐÛàɯ×ÈàÔÌÕÛɯÚàÚÛÌÔÚɯÚÖɯÛÏÌàɯÈÙÌɯÕÖɯÓÖÕÎÌÙɯÉÈÚÌËɯÖÕɯÍÈÊÐÓÐÛàɪÚ×ÌÊÐŗÊɯ
costs or charges for individual services. Medicare implemented prospective, 

Table 1
Medicare Payment Bundles, by Type of Provider

Provider Type
Payment Bundle — 
All Services Provided During:

Services Excluded 
from Payment Bundle

Acute Care 
Hospital

Inpatient admission plus 
certain diagnostic and radio-
logic procedures performed 
three days prior to admission

Physician professional 
services

Skilled Nursing 
Facility

Day of care Physician professional 
services and certain high 
cost outpatient procedures

Home Health 
Agency

60-day episode Physician professional 
services

Inpatient 
Rehabilitation 

Facility

Inpatient admission Physician professional 
services

Long-Term 
Care Hospital

Inpatient admission Physician professional 
services 

Inpatient 
Psychiatric 

Hospital

Day of care Physician professional 
services

2ÖÜÙÊÌȯɯ,ÌËÐÊÈÙÌɯ/ÈàÔÌÕÛɯ ËÝÐÚÖÙàɯ"ÖÔÔÐÚÚÐÖÕȮɯ/ÈàÔÌÕÛɯ!ÈÚÐÊÚȮɯÞÞÞȭÔÌË×ÈÊȭÎÖÝɤËÖÊÜÔÌÕÛÚȭÊÍÔȭ
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ÉÜÕËÓÌËɯ×ÈàÔÌÕÛɯÈ××ÙÖÈÊÏÌÚɯÛÖɯÌÕÊÖÜÙÈÎÌɯ×ÙÖÝÐËÌÙÚɯÛÖɯÉÌÊÖÔÌɯÔÖÙÌɯÌÍ-
ŗÊÐÌÕÛɯÐÕɯËÌÓÐÝÌÙÐÕÎɯÊÈÙÌɯÉàɯÈÓÓÖÞÐÕÎɯÛÏÌÔɯÛÖɯÒÌÌ×ɯÈÕàɯËÐřÌÙÌÕÊÌɯÉÌÛÞÌÌÕɯ
ÛÏÌɯ×ÈàÔÌÕÛɯ ÈÕËɯ ÛÏÌɯ ÊÖÚÛɯÖÍɯ ÊÈÙÌȭɯ$ÈÊÏɯ×ÈàÔÌÕÛɯ ÐÚɯ ÈËÑÜÚÛÌËɯ ÛÖɯ ÙÌŘÌÊÛɯ
ÛÏÌɯÌß×ÌÊÛÌËɯÊÖÚÛÚɯÖÍɯÊÈÙÌȮɯÉÈÚÌËɯÖÕɯÊÏÈÙÈÊÛÌÙÐÚÛÐÊÚɯÖÍɯÛÏÌɯ×ÈÛÐÌÕÛɯÈÕËɯÛÏÌɯ
ÛÙÌÈÛÔÌÕÛɯÛÏÈÛɯÏÈÝÌɯÉÌÌÕɯËÌÔÖÕÚÛÙÈÛÌËɯÛÖɯÈřÌÊÛɯÛÏÌɯÙÐÚÒɯÛÏÈÛɯÊÖÚÛÚɯÞÐÓÓɯÉÌɯ
ÏÐÎÏÌÙɯÖÙɯÓÖÞÌÙɯÛÏÈÕɯÊÖÚÛÚɯÈÚÚÖÊÐÈÛÌËɯÞÐÛÏɯÛÏÌɯÈÝÌÙÈÎÌɯ×ÈÛÐÌÕÛȭɯ3ÏÐÚɯÙÌÞÈÙËÚɯ
×ÙÖÝÐËÌÙÚɯÍÖÙɯËÌÓÐÝÌÙÐÕÎɯÖÕÓàɯÕÌÊÌÚÚÈÙàɯÚÌÙÝÐÊÌÚɯÈÕËɯ×ÌÕÈÓÐáÌÚɯÛÏÌÔɯÞÏÌÕɯ
ÊÖÚÛÚɯÈÙÌɯÈÉÖÝÌɯÛÏÌɯ×ÈàÔÌÕÛȭɯ1ÈÛÏÌÙɯÛÏÈÕɯ×ÈàÐÕÎɯÍÖÙɯÌÈÊÏɯÚÌÙÝÐÊÌɯ×ÙÖÝÐËÌËɯ
ËÜÙÐÕÎɯÈɯÏÖÚ×ÐÛÈÓɯÚÛÈàɯÖÙɯÈɯËÈàɯÖÍɯÊÈÙÌɯÐÕɯÈɯÚÒÐÓÓÌËɯÕÜÙÚÐÕÎɯÍÈÊÐÓÐÛàɯȹ2-%ȺȮɯÍÖÙɯ
ÌßÈÔ×ÓÌȮɯ,ÌËÐÊÈÙÌɯ×ÈàÚɯÈɯÚÐÕÎÓÌɯÙÈÛÌȮɯÉÈÚÌËɯÖÕɯÏÐÚÛÖÙÐÊÈÓȮɯÈÝÌÙÈÎÌɯÊÖÚÛÚȮɯÍÖÙɯ
ÈɯÏÖÚ×ÐÛÈÓɯÈËÔÐÚÚÐÖÕɯÖÙɯÈɯËÈàɯÖÍɯÊÈÙÌɯÐÕɯÈɯ2-%ȭɯ6ÏÌÕɯ×ÈàÔÌÕÛÚɯÞÌÙÌɯÔÈËÌɯ
ÍÖÙɯÌÈÊÏɯÐÕËÐÝÐËÜÈÓɯÚÌÙÝÐÊÌɯȹÈÚɯÐÚɯËÖÕÌɯÍÖÙɯ×ÏàÚÐÊÐÈÕɯ×ÈàÔÌÕÛȺȮɯÛÏÌÙÌɯÞÈÚɯ
ÕÖɯÕÌÌËɯÍÖÙɯÙÐÚÒɯÈËÑÜÚÛÔÌÕÛɯÉÌÊÈÜÚÌɯÛÏÌɯÊÖÚÛɯÖÍɯ×ÙÖÝÐËÐÕÎɯÈɯÚÌÙÝÐÊÌɯÞÈÚɯÕÖÛɯ
ÓÐÒÌÓàɯÛÖɯÝÈÙàɯÈÊÙÖÚÚɯ×ÈÛÐÌÕÛÚȭɯ"ÖÚÛÚɯÖÍɯ×ÙÖÝÐËÐÕÎɯÈɯÉÜÕËÓÌɯÖÍɯÚÌÙÝÐÊÌÚɯÚÜÊÏɯ
ÈÚɯËÜÙÐÕÎɯÈɯÏÖÚ×ÐÛÈÓɯÈËÔÐÚÚÐÖÕɯÖÙɯÈɯËÈàɯÖÍɯÊÈÙÌɯÐÕɯÈɯ2-%ɯËÖɯÝÈÙàȮɯÏÖÞÌÝÌÙȮɯ
ÉÈÚÌËɯÖÕɯ×ÈÛÐÌÕÛɯÕÌÌËÚȭ

Risk adjustment is also an essential component of Medicare’s managed care 
Ö×ÛÐÖÕɯȻ,ÌËÐÊÈÙÌɯ ËÝÈÕÛÈÎÌɯȹ/ÈÙÛɯ"ȺȼɯÐÕɯÞÏÐÊÏɯ×ÙÐÝÈÛÌȮɯ,ÌËÐÊÈÙÌɪ×ÈÙÛÐÊÐ-
×ÈÛÐÕÎɯ×ÓÈÕÚɯÌÕÙÖÓÓɯ,ÌËÐÊÈÙÌɯÉÌÕÌŗÊÐÈÙÐÌÚɯÈÕËɯ×ÙÖÝÐËÌɯ,ÌËÐÊÈÙÌɪÊÖÝÌÙÌËɯ
ÉÌÕÌŗÛÚɯÐÕɯÌßÊÏÈÕÎÌɯÍÖÙɯÈɯÔÖÕÛÏÓàɯ×ÙÌÔÐÜÔȭɯ(ÕɯÛÏÐÚɯÊÈÚÌȮɯÙÐÚÒɯÈËÑÜÚÛÔÌÕÛɯ
ÙÈÐÚÌÚɯÖÙɯ ÓÖÞÌÙÚɯ ÛÏÌɯ×ÙÌÔÐÜÔɯ,ÌËÐÊÈÙÌɯ×ÈàÚɯ ÛÏÌɯ×ÓÈÕɯÉÈÚÌËɯÖÕɯ×ÈÛÐÌÕÛɯ
ÊÏÈÙÈÊÛÌÙÐÚÛÐÊÚɯ ÛÏÈÛɯÏÈÝÌɯÉÌÌÕɯÚÏÖÞÕɯ ÛÖɯÈřÌÊÛɯ ÛÏÌɯ ÙÐÚÒɯ ÛÏÈÛɯ ÛÏÌɯÌÕÙÖÓÓÌÌɯ
ÞÐÓÓɯÏÈÝÌɯÏÐÎÏÌÙɯÖÙɯ ÓÖÞÌÙɯ ÛÏÈÕɯÈÝÌÙÈÎÌɯÏÌÈÓÛÏɯÊÈÙÌɯÕÌÌËÚȭɯ6ÐÛÏÖÜÛɯ ÙÐÚÒɯ
ÈËÑÜÚÛÔÌÕÛȮɯ×ÙÌÔÐÜÔÚɯÞÖÜÓËɯÕÖÛɯÈÊÊÜÙÈÛÌÓàɯÙÌŘÌÊÛɯÛÏÌɯÌß×ÌÊÛÌËɯÊÖÚÛÚɯÖÍɯÈɯ
×ÓÈÕɀÚɯÌÕÙÖÓÓÌÌÚȭɯ3ÏÐÚɯÊÖÜÓËɯÏÈÝÌɯÚÌÝÌÙÈÓɯÊÖÕÚÌØÜÌÕÊÌÚȭɯ2ÖÔÌɯ×ÓÈÕÚɯÞÖÜÓËɯ
ÉÌɯÖÝÌÙ×ÈÐËɯÞÏÐÓÌɯÖÛÏÌÙÚɯÞÖÜÓËɯÉÌɯÜÕËÌÙ×ÈÐËȭɯ3ÏÐÚɯÊÖÜÓËɯÙÌÚÜÓÛɯÐÕɯÈÊÊÌÚÚɯ
×ÙÖÉÓÌÔÚɯÍÖÙɯÉÌÕÌŗÊÐÈÙÐÌÚɯÞÐÛÏɯÓÌÚÚɯÍÈÝÖÙÈÉÓÌɯÙÐÚÒɯ×ÙÖŗÓÌÚȮɯ×ÈÙÛÐÊÜÓÈÙÓàɯÐÍɯ
plans try to discourage enrollment of potentially more costly patients, for 
ÌßÈÔ×ÓÌȮɯÉàɯÏÈÝÐÕÎɯÍÌÞÌÙɯÚ×ÌÊÐÈÓÐÚÛÚɯÈÝÈÐÓÈÉÓÌɯÛÖɯÛÙÌÈÛɯ×ÈÙÛÐÊÜÓÈÙɯÏÐÎÏɪÊÖÚÛɯ
ÊÖÕËÐÛÐÖÕÚȭɯ/ÓÈÕÚɯÞÐÛÏɯÍÌÞÌÙɯÏÐÎÏɪÊÖÚÛɯÌÕÙÖÓÓÌÌÚɯÞÖÜÓËɯÏÈÝÌɯÈɯÊÖÔ×ÌÛÐÛÐÝÌɯ
advantage over other plans. In addition, overpaying plans may prevent 
ÛÏÌÔɯÍÙÖÔɯÉÌÊÖÔÐÕÎɯÈÚɯÌŚÊÐÌÕÛɯÈÚɯ ÛÏÌàɯÊÖÜÓËɯ ÐÕɯ×ÙÖÝÐËÐÕÎɯÏÌÈÓÛÏɯÊÈÙÌȭɯ
Further, inaccurate accounting for risk could cause Medicare to pay more 
or less than intended in its managed care program.4

Provider Payments

3ÖɯÈÊÊÖÜÕÛɯÍÖÙɯËÐřÌÙÌÕÊÌÚɯÐÕɯÙÐÚÒɯÈÊÙÖÚÚɯ×ÈÛÐÌÕÛÚȮɯÛÏÌɯ×ÈÛÐÌÕÛɯÊÓÈÚÚÐŗÊÈÛÐÖÕɯ
ÚàÚÛÌÔɯÈÚÚÖÊÐÈÛÌËɯÞÐÛÏɯÈɯ×ÈÙÛÐÊÜÓÈÙɯÛà×ÌɯÖÍɯ×ÙÖÝÐËÌÙɯÊÙÌÈÛÌÚɯÊÈÛÌÎÖÙÐÌÚɯÖÍɯ
patients, called case mix groups, that are expected to have similar costs for 
ÛÏÌɯ×ÈàÔÌÕÛɯÉÜÕËÓÌȭɯ3ÏÌɯÈÝÌÙÈÎÌɯÊÖÚÛɯÖÍɯ×ÈÛÐÌÕÛÚɯÐÕɯÌÈÊÏɯÎÙÖÜ×ɯÐÚɯÊÖÔ×ÈÙÌËɯ
ÞÐÛÏɯÛÏÌɯÈÝÌÙÈÎÌɯÊÖÚÛɯÈÊÙÖÚÚɯÈÓÓɯÎÙÖÜ×ÚɯÍÖÙɯÛÏÈÛɯÛà×ÌɯÖÍɯ×ÙÖÝÐËÌÙȭɯ3ÏÐÚɯÙÈÛÐÖȮɯ
ÖÙɯÙÌÓÈÛÐÝÌɯÞÌÐÎÏÛȮɯÐÚɯÜÚÌËɯÛÖɯÈËÑÜÚÛɯÛÏÌɯÈÝÌÙÈÎÌɯȹÖÙɯɁÚÛÈÕËÈÙËɂȺɯ×ÙÖÝÐËÌÙɯ
payment so that the payment is higher for treating a patient in a costlier 
ÎÙÖÜ×ɯÈÕËɯÓÖÞÌÙɯÍÖÙɯÛÙÌÈÛÐÕÎɯÈɯ×ÈÛÐÌÕÛɯÐÕɯÈɯÓÌÚÚɯÌß×ÌÕÚÐÝÌɯÎÙÖÜ×ȭɯ

$ÈÊÏɯÛà×ÌɯÖÍɯ×ÙÖÝÐËÌÙɯÏÈÚɯÈɯËÐřÌÙÌÕÛɯ×ÈÛÐÌÕÛɯÊÓÈÚÚÐŗÊÈÛÐÖÕɯÚàÚÛÌÔɯÛÖɯÙÌŘÌÊÛɯ
ÛÏÌɯÙÐÚÒɯÍÈÊÛÖÙÚɯÛÏÈÛɯÈřÌÊÛɯÊÖÚÛÚɯÈÕËɯÙÌÚÖÜÙÊÌɯÜÚÌȭɯ ÓÛÏÖÜÎÏɯÈÊÜÛÌɯÊÈÙÌȮɯ
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ÓÖÕÎɪÛÌÙÔɯÊÈÙÌȮɯÈÕËɯ×ÚàÊÏÐÈÛÙÐÊɯÏÖÚ×ÐÛÈÓÚɯÈÓÓɯÊÈÛÌÎÖÙÐáÌɯ×ÈÛÐÌÕÛÚɯÉÈÚÌËɯ
ÖÕɯÛÏÌÐÙɯËÐÈÎÕÖÚÐÚɪÙÌÓÈÛÌËɯÎÙÖÜ×ɯȹ#1&ȺȮɯÛÏÌɯÙÌÓÈÛÐÝÌɯÞÌÐÎÏÛÚɯÈÚÚÖÊÐÈÛÌËɯ
ÞÐÛÏɯ ÛÏÌɯ#1&ÚɯËÐřÌÙɯ ÐÕɯ ÌÈÊÏɯ Ûà×ÌɯÖÍɯÏÖÚ×ÐÛÈÓɯ ÛÖɯ ÙÌŘÌÊÛɯ ÛÏÌÐÙɯ ÝÈÙàÐÕÎɯ
ÛÙÌÈÛÔÌÕÛÚɯÈÕËɯÊÖÚÛɯÚÛÙÜÊÛÜÙÌÚɯȹ3ÈÉÓÌɯƖȺȭɯ

3ÏÌɯ×ÈÛÐÌÕÛɯÊÓÈÚÚÐŗÊÈÛÐÖÕɯÚàÚÛÌÔÚɯÙÌØÜÐÙÌɯ×ÈÛÐÌÕÛɪÓÌÝÌÓɯÐÕÍÖÙÔÈÛÐÖÕȮɯÚÜÊÏɯ
as diagnosis, functional status, or expected or actual treatment. Diagnostic 
information is reported using the more than 15,000 codes included in the 
(ÕÛÌÙÕÈÛÐÖÕÈÓɯ"ÓÈÚÚÐŗÊÈÛÐÖÕɯÖÍɯ#ÐÚÌÈÚÌÚȮɯƝÛÏɯ1ÌÝÐÚÐÖÕȮɯ"ÓÐÕÐÊÈÓɯ,ÖËÐŗÊÈÛÐÖÕɯ
ȹ("#ɪƝɪ",Ⱥȭɯ3ÙÌÈÛÔÌÕÛɯÐÕÍÖÙÔÈÛÐÖÕɯÐÚɯÙÌ×ÖÙÛÌËɯÜÚÐÕÎɯÌÐÛÏÌÙɯ("#ɪƝɪ",ɯ×ÙÖ-
ÊÌËÜÙÌɯÊÖËÌÚɯÖÙɯÛÏÌɯ"ÜÙÙÌÕÛɯ/ÙÖÊÌËÜÙÈÓɯ3ÌÙÔÐÕÖÓÖÎàɯȹ"/3ȺɯÊÖËÐÕÎɯÚàÚÛÌÔɯ
ËÌÝÌÓÖ×ÌËɯÉàɯ ÛÏÌɯ ÔÌÙÐÊÈÕɯ,ÌËÐÊÈÓɯ ÚÚÖÊÐÈÛÐÖÕɯ ÛÖɯËÌÚÊÙÐÉÌɯ ÛÙÌÈÛÔÌÕÛÚɯ
Ûà×ÐÊÈÓÓàɯ×ÙÖÝÐËÌËɯÉàɯ×ÏàÚÐÊÐÈÕÚȭɯ

/ÈÛÐÌÕÛɯÍÜÕÊÛÐÖÕÈÓɯÚÛÈÛÜÚȮɯÞÏÐÊÏɯÐÚɯÙÌØÜÐÙÌËɯÉàɯÛÏÌɯ×ÈÛÐÌÕÛɯÊÓÈÚÚÐŗÊÈÛÐÖÕɯ
ÚàÚÛÌÔÚɯÍÖÙɯ2-%ÚȮɯÏÖÔÌɯÏÌÈÓÛÏɯÈÎÌÕÊÐÌÚȮɯÈÕËɯÙÌÏÈÉÐÓÐÛÈÛÐÖÕɯÏÖÚ×ÐÛÈÓÚȮɯÐÚɯ
ÖÉÛÈÐÕÌËɯÍÙÖÔɯ×ÈÛÐÌÕÛɯÈÚÚÌÚÚÔÌÕÛɯÛÖÖÓÚȭɯ3ÏÌÚÌɯ×ÈÛÐÌÕÛɯÈÚÚÌÚÚÔÌÕÛɯÛÖÖÓÚɯÈÙÌɯ
administered at admission or other times during a patient’s treatment, and 
ÛÏÌàɯÔÌÈÚÜÙÌɯÍÈÊÛÖÙÚɯÚÜÊÏɯÈÚɯÛÏÌɯÈÉÐÓÐÛàɯÛÖɯ×ÌÙÍÖÙÔɯÈÊÛÐÝÐÛÐÌÚɯÖÍɯËÈÐÓàɯÓÐÝÐÕÎȭɯ
$ÈÊÏɯÛà×ÌɯÖÍɯ×ÙÖÝÐËÌÙɯÜÚÌÚɯÈɯËÐřÌÙÌÕÛɯÈÚÚÌÚÚÔÌÕÛɯÛÖÖÓɯÈÕËɯÈËÔÐÕÐÚÛÌÙÚɯÛÏÌɯ
ÈÚÚÌÚÚÔÌÕÛɯÈÛɯËÐřÌÙÌÕÛɯÛÐÔÌÚɯËÜÙÐÕÎɯÛÏÌɯ×ÈÛÐÌÕÛɯÚÛÈàȭɯ

3ÏÌɯÙÌÓÈÛÐÝÌɯÞÌÐÎÏÛɯÍÖÙɯÌÈÊÏɯÊÈÚÌɯÔÐßɯÎÙÖÜ×ɯÊÖÔ×ÈÙÌÚɯÛÏÌɯÊÖÚÛɯÖÙɯÙÌÚÖÜÙÊÌɯ
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 Classification System  Patient Data Elements

Acute Care Hospital Diagnosis-related groups Diagnoses, surgical procedure, age, discharge 
ÚÛÈÛÜÚɯȹÈÓÐÝÌȳɯàÌÚɤÕÖȺ

Skilled Nursing Facility 1ÌÚÖÜÙÊÌɯÜÛÐÓÐáÈÛÐÖÕɯÎÙÖÜ×Úɯ 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 (Õ×ÈÛÐÌÕÛɯÙÌÏÈÉÐÓÐÛÈÛÐÖÕɯÍÈÊÐÓÐÛàɯÊÈÚÌɪ
mix groups 

#ÐÈÎÕÖÚÐÚɯÙÌØÜÐÙÐÕÎɯÙÌÏÈÉÐÓÐÛÈÛÐÖÕȮɯÍÜÕÊÛÐÖÕÈÓɯ
ÈÕËɯÊÖÎÕÐÛÐÝÌɯÚÛÈÛÜÚȮɯÈÎÌȮɯÊÖÔÖÙÉÐËÐÛÐÌÚ

Long-Term Care Hospital Long-term care hospital diagnosis-
related groups

Diagnoses, surgical procedures, 
ÈÎÌȮɯËÐÚÊÏÈÙÎÌɯÚÛÈÛÜÚɯȹÈÓÐÝÌȳɯàÌÚɤÕÖȺ

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

2ÖÜÙÊÌȯɯɯ,ÌËÐÊÈÙÌɯ/ÈàÔÌÕÛɯ ËÝÐÚÖÙàɯ"ÖÔÔÐÚÚÐÖÕȮɯ/ÈàÔÌÕÛɯ!ÈÚÐÊÚȮɯÞÞÞȭÔÌË×ÈÊȭÎÖÝɤËÖÊÜÔÌÕÛÚȭÊÍÔȭ
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ȹ3ÈÉÓÌɯƗȺȭɯ4ÚÐÕÎɯÛÏÌɯÐÕ×ÈÛÐÌÕÛɯÏÖÚ×ÐÛÈÓɯÚàÚÛÌÔɯÈÚɯÈÕɯÌßÈÔ×ÓÌɯȹ%ÐÎÜÙÌɯƕȮɯÕÌßÛɯ
×ÈÎÌȺȮɯ,ÌËÐÊÈÙÌɀÚɯƖƔƔƛɯÜÕÈËÑÜÚÛÌËɯÏÖÚ×ÐÛÈÓɯÙÈÛÌɯÍÖÙɯÛÏÌɯÈÝÌÙÈÎÌɯÈËÔÐÚÚÐÖÕɯ
ÞÈÚɯÈ××ÙÖßÐÔÈÛÌÓàɯȜƙȮƗƔƙȭ5ɯ3ÏÐÚɯÉÈÚÌɯÈÔÖÜÕÛɯÙÌŘÌÊÛÚɯÏÐÚÛÖÙÐÊÈÓɯÈÝÌÙÈÎÌɯ
ÏÖÚ×ÐÛÈÓɯÊÖÚÛÚȮɯÜ×ËÈÛÌËɯÛÖɯÈÊÊÖÜÕÛɯÍÖÙɯÐÕŘÈÛÐÖÕȭɯ3ÏÌɯÙÌÓÈÛÐÝÌɯÞÌÐÎÏÛɯÍÖÙɯ#1&ɯ
ƝƔɯȹÚÐÔ×ÓÌɯ×ÕÌÜÔÖÕÐÈȺɯÐÚɯƔȭƚƕƘƜɯÉÌÊÈÜÚÌɯ×ÈÛÐÌÕÛÚɯÐÕɯÛÏÐÚɯÊÈÛÌÎÖÙàɯÙÌØÜÐÙÌɯ
ÍÌÞÌÙɯÙÌÚÖÜÙÊÌÚȮɯÖÕɯÈÝÌÙÈÎÌȮɯÛÏÈÕɯÛÏÌɯÈÝÌÙÈÎÌɯÈÊÜÛÌɯÊÈÙÌɯÏÖÚ×ÐÛÈÓɯ×ÈÛÐÌÕÛȭɯ
 ××ÓàÐÕÎɯÛÏÌɯÙÌÓÈÛÐÝÌɯÞÌÐÎÏÛɯÙÌÚÜÓÛÚɯÐÕɯÈɯÙÐÚÒɪÈËÑÜÚÛÌËɯ×ÈàÔÌÕÛɯÖÍɯÖÝÌÙɯ
ȜƗȮƖƔƔɯÍÖÙɯÛÏÐÚɯ#1&ȭɯ2ÐÔÐÓÈÙÓàȮɯÛÏÌɯÙÌÓÈÛÐÝÌɯÞÌÐÎÏÛɯÍÖÙɯ#1&ɯƗƖƔɯȹÒÐËÕÌàɯÈÕËɯ
ÜÙÐÕÈÙàɯÛÙÈÊÛɯÐÕÍÌÊÛÐÖÕȺɯÐÚɯƔȭƜƛƚƝȭɯ!àɯÊÖÕÛÙÈÚÛȮɯÛÏÌɯÙÌÓÈÛÐÝÌɯÞÌÐÎÏÛɯÍÖÙɯ#1&ɯ
ƙƘƜɯȹÊÖÙÖÕÈÙàɯÉà×ÈÚÚɯÞÐÛÏɯÊÈÙËÐÈÊɯÊÈÛÏÌÛÌÙÐáÈÛÐÖÕȺɯÐÚɯƘȭƚƘƘȮɯÙÌÚÜÓÛÐÕÎɯÐÕɯÈɯ
ÙÐÚÒɯÈËÑÜÚÛÌËɯ×ÈàÔÌÕÛɯÖÍɯÈÓÔÖÚÛɯȜƖƙȮƔƔƔȭɯ

Table 3
Medicare Patient Classification Systems,  

Base Payment Amounts, and Range of Relative Weights,  
by Type of Provider, 2007

Provider Type
Patient 

Classification System
Base Payment 

Amount ($)
Range of 

Relative Weights

Acute Care 
Hospital

Diagnosis-related 
groups

ȜƙȮƗƔƙɖ 
per admission

0.1000 – 19.2551

Skilled Nursing 
Facility†

1ÌÚÖÜÙÊÌɯÜÛÐÓÐáÈÛÐÖÕɯ
groups 

nursing

ȜƕƘƖɯ×ÌÙɯËÈà 0.50 – 1.93

therapy

ȜƕƔƛɯ×ÌÙɯËÈà 0.43 – 2.25

Home Health 
Agency

Home health 
resource groups 

ȜƖȮƗƗƝ 
per 60 day 
episode

0.5265 – 2.8113

Inpatient 
Rehabilitation 

Facility

(Õ×ÈÛÐÌÕÛɯÙÌÏÈÉÐÓÐÛÈ-
tion facility case mix 
groups

ȜƕƖȮƝƜƕ 
per admission

0.2201 – 4.1542 

Long-Term 
Care Hospital

Long-term care 
hospital diagnosis- 
related groups

ȜƗƜȮƔƜƚ 
per admission

ƔȭƘƕƛƙɯɬɯƗȭƜƜƝƗɯ

Inpatient 
Psychiatric 

Hospital

Psychiatric diagnosis- 
related groups

ȜƙƝƙɯ×ÌÙɯËÈà 0.88 – 1.22 

	 ɖ	3ÏÐÚɯÐÕÊÓÜËÌÚɯÛÏÌɯÖ×ÌÙÈÛÐÕÎɯÈÕËɯÊÈ×ÐÛÈÓɯȹËÌ×ÙÌÊÐÈÛÐÖÕɯÈÕËɯÐÕÛÌÙÌÚÛɯÖÕɯÉÜÐÓËÐÕÎÚɯÈÕËɯÔÈÑÖÙɯÌØÜÐ×ÔÌÕÛȺɯ
cost amounts.

	 †	3ÏÌɯÉÈÚÌɯ×ÈàÔÌÕÛɯÈÔÖÜÕÛɯÍÖÙɯ2-%ÚɯËÐřÌÙÚɯÍÖÙɯÜÙÉÈÕɯÈÕËɯÙÜÙÈÓɯÍÈÊÐÓÐÛÐÌÚȮɯÉÜÛɯÛÏÌɯÙÌÓÈÛÐÝÌɯÞÌÐÎÏÛÚɯÈÙÌɯ
ÛÏÌɯÚÈÔÌȭɯɯ3ÏÌɯÙÜÙÈÓɯÕÜÙÚÐÕÎɯÉÈÚÌɯ×ÈàÔÌÕÛɯÐÚɯȜƕƗƚɯ×ÌÙɯËÈàɯÈÕËɯÛÏÌɯÙÜÙÈÓɯÛÏÌÙÈ×àɯÉÈÚÌɯ×ÈàÔÌÕÛɯÐÚɯ
ȜƕƖƗɯ×ÌÙɯËÈàȭ

2ÖÜÙÊÌȯɯ%ÌËÌÙÈÓɯ1ÌÎÐÚÛÌÙȮɯƛƕȮɯÕÖȭɯƕƘƚȮɯ)ÜÓàɯƗƕȮɯƖƔƔƚȮɯ××ȭɯƘƗƕƙƜɬƘƗƕƝƜȰɯ%ÌËÌÙÈÓɯ1ÌÎÐÚÛÌÙȮɯƛƕȮɯÕÖȭɯƕƘƝȮɯ ÜÎÜÚÛɯ
ƗȮɯƖƔƔƚȮɯ××ȭɯƘƘƔƜƖɬƘƘƕƜƔȰɯÈÕËɯ%ÌËÌÙÈÓɯ1ÌÎÐÚÛÌÙȮɯƛƕȮɯÕÖȭɯƕƚƔȮɯ ÜÎÜÚÛɯƕƜȮɯƖƔƔƚȮɯ××ȭɯƘƛƜƛƔɬƘƜƘƗƘȰȭ
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Plan Payments

(Õɯ,ÌËÐÊÈÙÌɯÔÈÕÈÎÌËɯÊÈÙÌɯȻ,ÌËÐÊÈÙÌɯ ËÝÈÕÛÈÎÌɯȹ/ÈÙÛɯ"ȺȼɯÈÕËɯÛÏÌɯ×ÙÌÚÊÙÐ×-
ÛÐÖÕɯËÙÜÎɯÉÌÕÌŗÛɯ ȹ/ÈÙÛɯ#Ⱥɯ×ÌÙɯÊÈ×ÐÛÈɯ×ÙÌÔÐÜÔÚɯ×ÈÐËɯ ÛÖɯÏÌÈÓÛÏɯ×ÓÈÕÚɯÈÙÌɯ
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 
Èɯ×ÙÖÝÐËÌÙȰɯÉÌÕÌŗÊÐÈÙÐÌÚɯÈÙÌɯÈÚÚÐÎÕÌËɯÛÖɯÛÏÌɯÈ××ÙÖ×ÙÐÈÛÌɯÎÙÖÜ×ȮɯÈɯÙÌÓÈÛÐÝÌɯ
ÞÌÐÎÏÛɯÐÚɯËÌÛÌÙÔÐÕÌËɯÍÖÙɯÌÈÊÏɯÎÙÖÜ×ȮɯÈÕËɯÈÕɯÈÝÌÙÈÎÌɯ×ÙÌÔÐÜÔɯÐÚɯÈËÑÜÚÛÌËɯÉàɯ
ÛÏÌɯÙÌÓÈÛÐÝÌɯÞÌÐÎÏÛȭɯ3ÏÌɯÉÜÕËÓÌɯÖÍɯÚÌÙÝÐÊÌÚɯÌÕÊÖÔ×ÈÚÚÌËɯÜÕËÌÙɯÈɯ×ÙÌÔÐÜÔȮɯ
ÏÖÞÌÝÌÙȮɯÐÚɯÉÙÖÈËÌÙɯÛÏÈÕɯÛÏÌɯÉÜÕËÓÌɯÖÍɯÚÌÙÝÐÊÌÚɯËÌÓÐÝÌÙÌËɯÉàɯÈÕɯÐÕËÐÝÐËÜÈÓɯ
provider. Premiums to health plans are intended to cover the services pro-
ÝÐËÌËɯËÜÙÐÕÎɯÈɯ×ÌÙÐÖËɯÖÍɯÛÐÔÌɯÉàɯÈÓÓɯ×ÙÖÝÐËÌÙÚɯÐÕÝÖÓÝÌËɯÐÕɯËÌÓÐÝÌÙÐÕÎɯÔÌËÐÊÈÓɯ
ÚÌÙÝÐÊÌÚȭɯ ÚɯÈɯÙÌÚÜÓÛȮɯÙÐÚÒɪÈËÑÜÚÛÐÕÎɯ×ÙÌÔÐÜÔÚɯÔÈàɯÉÌɯÔÖÙÌɯÊÏÈÓÓÌÕÎÐÕÎȭɯ

3ÏÌɯÔÖÕÛÏÓàɯ×ÙÌÔÐÜÔÚɯÛÖɯÏÌÈÓÛÏɯ×ÓÈÕÚɯÍÖÙɯÉÌÕÌŗÊÐÈÙÐÌÚɯÌÕÙÖÓÓÌËɯÐÕɯ,ÌËÐ-
ÊÈÙÌɯ/ÈÙÛɯ"ɯÏÈÝÌɯÈÓÞÈàÚɯÉÌÌÕɯÙÐÚÒɪÈËÑÜÚÛÌËȮɯÉÜÛɯÐÕÐÛÐÈÓÓàɯÛÏÌɯÈËÑÜÚÛÔÌÕÛɯ

-ÖÛÌȯɯ/ÈàÔÌÕÛɯËÖÌÚɯÕÖÛɯÈÊÊÖÜÕÛɯÍÖÙɯÖÛÏÌÙɯÈËÑÜÚÛÔÌÕÛÚɯÐÕɯÛÏÌɯ×ÈàÔÌÕÛɯÚàÚÛÌÔȭ
2ÖÜÙÊÌȯɯ%ÌËÌÙÈÓɯ1ÌÎÐÚÛÌÙȮɯƛƕȮɯÕÖȭɯƕƝƚȮɯ.ÊÛÖÉÌÙɯƕƕȮɯƖƔƔƚȮɯ××ȭɯƚƔƔƕƗɬƚƔƔƖƙȭ

Figure 1
Medicare Acute Care Hospital Payment, 

Selected Diagnosis-Related Groups, 2007
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	 Relative	H ospital 
	 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	U nadjusted 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



Background Paper
August 21, 2007

national health Policy forum  |  www.nhpf.org 9

ÈÊÊÖÜÕÛÌËɯÖÕÓàɯ ÍÖÙɯËÌÔÖÎÙÈ×ÏÐÊɯËÐřɯÌÙÌÕÊÌÚɯÈÊÙÖÚÚɯ ÌÕÙÖÓÓÌÌÚȭɯ3ÏÌɯŗɯÙÚÛɯ
ÊÓÈÚÚÐŗɯÊÈÛÐÖÕɯÚàÚÛÌÔɯ,ÌËÐÊÈÙÌɯÜÚÌËȮɯÚÛÈÙÛÐÕÎɯÐÕɯ)ÈÕÜÈÙàɯƕƝƜƙȮɯÞÈÚɯÉÈÚÌËɯ
ÖÕɯÛÏÌɯÌÕÙÖÓÓÌÌɀÚɯÈÎÌȮɯÚÌßȮɯÈÕËɯÖÛÏÌÙɯËÌÔÖÎÙÈ×ÏÐÊɯÊÏÈÙÈÊÛÌÙÐÚÛÐÊÚɯÈÚɯÞÌÓÓɯÈÚɯ
ÐÕÚÛÐÛÜÛÐÖÕÈÓɯÚÛÈÛÜÚɯÈÕËɯ,ÌËÐÊÈÐËɯÌÓÐÎÐÉÐÓÐÛàȭɯ(ÛɯËÐËɯÕÖÛɯÊÖÕÚÐËÌÙɯÏÌÈÓÛÏɯÚÛÈÛÜÚɯ
or clinical conditions.6ɯ3ÏÐÚɯÔÌÛÏÖËɯÞÈÚɯÞÐËÌÓàɯÝÐÌÞÌËɯÈÚɯÐÕÈËÌØÜÈÛÌȭƛ 

3ÏÐÚɯ ÚàÚÛÌÔɯÞÈÚɯ ÙÌ×ÓÈÊÌËɯÉÌÎÐÕÕÐÕÎɯ ÐÕɯ )ÈÕÜÈÙàɯƖƔƔƔɯÞÐÛÏɯ ÛÏÌɯ×ÙÐÕÊÐ×ÈÓɯ
ÐÕ×ÈÛÐÌÕÛɯËÐÈÎÕÖÚÛÐÊɯÊÖÚÛɯÎÙÖÜ×Úɯȹ/(/ɪ#"&ÚȺȭ8 PIP-DCGs use the principal 
diagnoses from any hospital stays in the previous year to predict costs in the 
Ü×ÊÖÔÐÕÎɯàÌÈÙȭɯ(ÕɯƖƔƔƘȮɯ,ÌËÐÊÈÙÌɯÉÌÎÈÕɯÜÚÐÕÎɯÈɯÙÐÚÒɯÈËÑÜÚÛÌÙɯÛÏÈÛɯÊÖÕÚÐËÌÙÌËɯ
ÛÏÌɯËÐÚÌÈÚÌɯÉÜÙËÌÕɯÖÍɯÌÕÙÖÓÓÌÌÚȭɯ3ÏÌɯÚàÚÛÌÔɯÞÈÚɯÍÜÙÛÏÌÙɯÙÌŗɯÕÌËɯÉàɯÐÕÊÓÜËÐÕÎɯ
diagnostic information from multiple sites of care, including outpatient and 
×ÏàÚÐÊÐÈÕɯÖŚɯɯÊÌɯÚÌŲɯÐÕÎÚȭɯ3ÏÐÚɯÙÌÝÐÚÌËɯÊÓÈÚÚÐŗɯÊÈÛÐÖÕɯÚàÚÛÌÔȮɯÒÕÖÞÕɯÈÚɯÛÏÌɯ
ÏÐÌÙÈÙÊÏÐÊÈÓɯÊÖÕËÐÛÐÖÕɯÊÈÛÌÎÖÙÐÌÚɯȹ'""ÚȺȮɯÞÈÚɯÍÜÓÓàɯÐÔ×ÓÌÔÌÕÛÌËɯÉàɯ)ÈÕÜÈÙàɯ
ƖƔƔƛȭ9 For premiums paid to Part D prescription drug plans, Medicare’s risk 
ÈËÑÜÚÛÔÌÕÛɯÐÚɯÉÈÚÌËɯÖÕɯÈÕɯÈËÈ×ÛÈÛÐÖÕɯÖÍɯÛÏÌɯ'""ÚȮɯÒÕÖÞÕɯÈÚɯÛÏÌɯ"ÌÕÛÌÙÚɯ
ÍÖÙɯ,ÌËÐÊÈÙÌɯȫɯ,ÌËÐÊÈÐËɯ2ÌÙÝÐÊÌÚɀɯ/ÙÌÚÊÙÐ×ÛÐÖÕɯ#ÙÜÎɯ'ÐÌÙÈÙÊÏÐÊÈÓɯ"ÖÕËÐɪ
ÛÐÖÕɯ"ÈÛÌÎÖÙÐÌÚȮɯÞÏÐÊÏɯÙÌÓÐÌÚɯÖÕɯÛÏÌɯÚÈÔÌɯËÈÛÈɯÌÓÌÔÌÕÛÚɯÈÚɯ'""ÚɯÛÖɯ×ÙÌËÐÊÛɯ
ÙÌÓÈÛÐÝÌɯËÐřɯÌÙÌÕÊÌÚɯÐÕɯ×ÏÈÙÔÈÊÌÜÛÐÊÈÓɯÌß×ÌÕËÐÛÜÙÌÚȭ

iSSueS in meDicare riSk aDJuStment
1ÐÚÒɯÈËÑÜÚÛÔÌÕÛɯÔÌÛÏÖËÚɯÙÌØÜÐÙÌɯÖÕÎÖÐÕÎɯÊÏÈÕÎÌÚɯÉÌÊÈÜÚÌɯÖÍɯÈËÝÈÕÊÌÚɯÐÕɯ
ÔÌËÐÊÈÓɯÛÌÊÏÕÖÓÖÎàɯÈÕËɯÛÙÌÈÛÔÌÕÛɯ×ÈŲɯÌÙÕÚɯÈÚɯÞÌÓÓɯÈÚɯ×ÙÖÝÐËÌÙɯÙÌÚ×ÖÕÚÌÚɯÛÖɯ
ŗɯÕÈÕÊÐÈÓɯÐÕÊÌÕÛÐÝÌÚȭɯ6ÐÛÏÖÜÛɯÖÕÎÖÐÕÎɯÈËÑÜÚÛÔÌÕÛÚȮɯ×ÈàÔÌÕÛɯÈÊÊÜÙÈÊàɯÊÈÕɯÚÜÍɪ
ÍÌÙȭɯ3ÏÐÚɯÚÌÊÛÐÖÕɯËÐÚÊÜÚÚÌÚɯÚÌÝÌÙÈÓɯÐÔ×ÖÙÛÈÕÛɯÐÚÚÜÌÚɯÛÏÈÛɯÕÌÌËɯÛÖɯÉÌɯÊÖÕÚÐËÌÙÌËɯ
to maintain and improve Medicare’s payment systems. In some instances, 
ÛÏÌÚÌɯÐÚÚÜÌÚɯÔÈàɯÉÌɯÉÌŲɯÌÙɯÈËËÙÌÚÚÌËɯÛÏÙÖÜÎÏɯÊÏÈÕÎÌÚɯÛÖɯÖÛÏÌÙɯÊÖÔ×ÖÕÌÕÛÚɯ
of the payment system rather than the risk adjustment methods.

Variability Within groups

 ÓÓɯÖÍɯÛÏÌɯ×ÈÛÐÌÕÛɯÊÓÈÚÚÐŗɯÊÈÛÐÖÕɯÚàÚÛÌÔÚɯÜÚÌËɯ
for risk adjustment group patients into cat-
ÌÎÖÙÐÌÚɯÉÈÚÌËɯÖÕɯÛÏÌÐÙɯÊÓÐÕÐÊÈÓɯÊÏÈÙÈÊÛÌÙÐÚÛÐÊÚɯ
and the similarity of their costs. But the costs 
ÖÍɯ×ÈÛÐÌÕÛÚɯÞÐÛÏÐÕɯÌÈÊÏɯÙÐÚÒɯÊÈÛÌÎÖÙàɯÈÙÌɯÕÖÛɯ
ÐËÌÕÛÐÊÈÓȭɯ3ÏÈÛɯ ÐÚȮɯ ÛÏÌÙÌɯÞÐÓÓɯÈÓÞÈàÚɯÉÌɯÊÖÚÛɯ
ÝÈÙÐÈÉÐÓÐÛàɯÞÐÛÏÐÕɯÌÈÊÏɯÊÈÚÌɯÔÐßɯÎÙÖÜ×ɯȹ%ÐÎÜÙÌɯ
ƖȺȭɯ3ÏÌɯÝÈÙÐÈÛÐÖÕɯÐÕɯÊÖÚÛÚɯÈÊÙÖÚÚɯ×ÈÛÐÌÕÛÚɯÞÐÛÏÐÕɯ
ÈɯÎÙÖÜ×ɯÊÈÕɯÉÌɯËÜÌɯÛÖɯÐÔ×ÙÌÊÐÚÌɯ×ÈÛÐÌÕÛɯÊÓÈÚɪ
ÚÐŗɯÊÈÛÐÖÕȭɯ%ÈÐÓÜÙÌɯ ÛÖɯËÐÚÛÐÕÎÜÐÚÏɯÈËÌØÜÈÛÌÓàɯ
ÈÔÖÕÎɯ×ÈÛÐÌÕÛÚɯÞÐÛÏɯËÐřɯÌÙÌÕÛɯÙÌÚÖÜÙÊÌɯÕÌÌËÚɯ
ÊÈÕɯÉÌɯ×ÈÙÛÐÊÜÓÈÙÓàɯ×ÙÖÉÓÌÔÈÛÐÊɯÐÍɯÚÖÔÌɯ×ÙÖɪ
ÝÐËÌÙÚɯÈÙÌɯÈÉÓÌɯÛÖɯÚÌÓÌÊÛɯÓÖÞɪÙÐÚÒɯ×ÈÛÐÌÕÛÚɯÖÙɯ
avoid high-cost patients, or if some providers 
systematically treat a disproportionate num-
ÉÌÙɯÖÍɯÏÐÎÏɪÊÖÚÛɯ×ÈÛÐÌÕÛÚȭɯ

figure �
Variation in costs for Patients in 

two hypothetical case mix groups
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In general, more patient categories are needed to improve the precision of 
ÛÏÌɯ×ÈÛÐÌÕÛɯÊÓÈÚÚÐŗÊÈÛÐÖÕɯÚàÚÛÌÔɯÞÏÌÕɯÛÏÌÙÌɯÐÚɯÚÜÉÚÛÈÕÛÐÈÓɯÝÈÙÐÈÛÐÖÕɯÈÊÙÖÚÚɯ
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 
#1&ÚɯÍÖÙɯ×ÈàÔÌÕÛɯÖÍɯÈÊÜÛÌɯÊÈÙÌɯÏÖÚ×ÐÛÈÓɯÚÌÙÝÐÊÌÚɯÉÌÊÈÜÚÌɯÖÍɯÛÏÌɯÞÐËÌɯÙÈÕÎÌɯ
ÖÍɯÊÖÕËÐÛÐÖÕÚɯÈÕËɯÛà×ÌÚɯÖÍɯ×ÈÛÐÌÕÛÚɯÛÙÌÈÛÌËȭɯ(ÛɯÞÐÓÓɯÚÜÉÚÛÈÕÛÐÈÓÓàɯÐÕÊÙÌÈÚÌɯÛÏÌɯ
ÕÜÔÉÌÙɯÖÍɯ#1&ÚɯÞÐÛÏɯÛÏÌɯÙÌŗÕÌÔÌÕÛÚɯÚÊÏÌËÜÓÌËɯÍÖÙɯÐÔ×ÓÌÔÌÕÛÈÛÐÖÕɯÐÕɯƖƔƔƜȭɯ
(ÕɯÊÖÕÛÙÈÚÛȮɯ×ÈàÔÌÕÛÚɯÛÖɯ×ÚàÊÏÐÈÛÙÐÊɯÏÖÚ×ÐÛÈÓÚɯÈÙÌɯÉÈÚÌËɯÖÕɯƕƙɯ#1&ÚȮɯÞÐÛÏɯ
×ÈàÔÌÕÛÚɯÈÓÚÖɯÝÈÙàÐÕÎɯÉàɯËÈàɯÖÍɯÚÛÈàȭɯ3ÏÌÙÌɯÐÚɯÕÖÛɯÈÚɯÔÜÊÏɯÝÈÙÐÈÉÐÓÐÛàɯÐÕɯÛÏÌɯ
costs of treatment across psychiatric conditions, so additional categories do 
ÓÐŲÓÌɯÛÖɯÐÔ×ÙÖÝÌɯ×ÈàÔÌÕÛɯÈÊÊÜÙÈÊàȭɯ

#ÐřÌÙÌÕÊÌÚɯÐÕɯ×ÈÛÐÌÕÛɯÚÌÝÌÙÐÛàɯÞÐÛÏÐÕɯÛÏÌɯÚÈÔÌɯ#1&ɯÊÈÕɯÙÌÚÜÓÛɯÐÕɯÚÖÔÌɯ
×ÈÛÐÌÕÛÚɯÉÌÐÕÎɯÔÖÙÌɯ×ÙÖŗÛÈÉÓÌɯÛÖɯÛÙÌÈÛɯÛÏÈÕɯÖÛÏÌÙÚȮɯÞÏÐÊÏɯÞÈÚɯÛÏÌɯÙÌÈÚÖÕɯ
ÍÖÙɯÛÏÌɯÜ×ÊÖÔÐÕÎɯÐÕÊÙÌÈÚÌɯÐÕɯÛÏÌɯÕÜÔÉÌÙɯÖÍɯ#1&Úȭ10ɯ3ÏÐÚɯÞÈÚɯËÌÔÖÕÚÛÙÈÛÌËɯ
ÐÕɯÈɯ,ÌËÐÊÈÙÌɯ/ÈàÔÌÕÛɯ ÚÚÌÚÚÔÌÕÛɯ"ÖÔÔÐÚÚÐÖÕɯȹ,ÌË/ "ȺɯÈÕÈÓàÚÐÚɯÖÍɯ
,ÌËÐÊÈÙÌɯ×ÈÛÐÌÕÛÚɯÏÖÚ×ÐÛÈÓÐáÌËɯ ÍÖÙɯ ÊÌÙÛÈÐÕɯÏÌÈÙÛɯ ÊÖÕËÐÛÐÖÕÚȭɯ,ÌË/ "ɯ
ÎÙÖÜ×ÌËɯ×ÈÛÐÌÕÛÚɯÞÐÛÏÐÕɯÈɯ#1&ɯÉÈÚÌËɯÖÕɯ ÛÏÌÐÙɯ ÚÌÝÌÙÐÛàɯÖÍɯ ÐÓÓÕÌÚÚɯ ÈÕËɯ
ÛÏÌÕɯÊÖÔ×ÈÙÌËɯÛÏÌɯ,ÌËÐÊÈÙÌɯ×ÈàÔÌÕÛɯÈÔÖÜÕÛɯÞÐÛÏɯ×ÈÛÐÌÕÛɯÊÖÚÛÚȮɯÞÏÐÊÏɯ
ÝÈÙÐÌËɯÉÈÚÌËɯÖÕɯ×ÈÛÐÌÕÛɯÚÌÝÌÙÐÛàȭɯ.ÕɯÈÝÌÙÈÎÌȮɯ,ÌËÐÊÈÙÌɯ×ÈàÔÌÕÛÚɯÍÖÙɯ×È-
ÛÐÌÕÛÚɯÞÐÛÏɯÊÖÙÖÕÈÙàɯÉà×ÈÚÚɯÞÐÛÏɯÊÈÛÏÌÛÌÙÐáÈÛÐÖÕɯȹ#1&ɯƕƔƝȺɯÞÌÙÌɯÈÉÖÜÛɯ
ƕƔɯ×ÌÙÊÌÕÛɯÈÉÖÝÌɯÏÖÚ×ÐÛÈÓɯÊÖÚÛÚȭɯ%ÖÙɯÛÏÌɯÓÌÈÚÛɯÚÌÝÌÙÌɯ×ÈÛÐÌÕÛÚɯÞÐÛÏÐÕɯÛÏÐÚɯ
#1&Ȯɯ×ÈàÔÌÕÛÚɯÞÌÙÌɯƘƛɯ×ÌÙÊÌÕÛɯÈÉÖÝÌɯÊÖÚÛÚȮɯ ÈÕËȮɯ ÍÖÙɯ ÛÏÌɯÔÖÚÛɯ ÚÌÝÌÙÌɯ
×ÈÛÐÌÕÛÚȮɯ×ÈàÔÌÕÛÚɯÞÌÙÌɯƖƔɯ×ÌÙÊÌÕÛɯÉÌÓÖÞɯÊÖÚÛÚȭɯ3ÏÜÚȮɯÏÖÚ×ÐÛÈÓÚɯÞÖÜÓËɯÉÌɯ
ËÐÚ×ÙÖ×ÖÙÛÐÖÕÈÛÌÓàɯÙÌÞÈÙËÌËɯÍÖÙɯÛÙÌÈÛÐÕÎɯÛÏÌɯÓÌÚÚɯÚÌÝÌÙÌɯ×ÈÛÐÌÕÛÚɯÞÐÛÏÐÕɯ
ÛÏÐÚɯ×ÈÙÛÐÊÜÓÈÙɯ#1&ȭɯ2ÐÔÐÓÈÙÓàȮɯÏÖÚ×ÐÛÈÓÚɯÞÐÛÏɯÈɯËÐÚ×ÙÖ×ÖÙÛÐÖÕÈÛÌɯÚÏÈÙÌɯÖÍɯ
ÛÏÌɯÔÖÚÛɯÚÌÝÌÙÌɯ×ÈÛÐÌÕÛÚɯÞÖÜÓËɯÉÌɯŗÕÈÕÊÐÈÓÓàɯËÐÚÈËÝÈÕÛÈÎÌËȭ

3ÏÐÚɯÞÐÛÏÐÕɪ#1&ɯÊÖÚÛɯÝÈÙÐÈÉÐÓÐÛàɯÏÈÚɯÊÖÕÛÙÐÉÜÛÌËɯÛÖɯÛÏÌɯÎÙÖÞÛÏɯÐÕɯÚ×ÌÊÐÈÓÛàɯ
hospitals.11ɯ2×ÌÊÐÈÓÛàɯÏÖÚ×ÐÛÈÓÚɯÈÙÌɯÚÔÈÓÓȮɯÖŜÌÕɯ×ÏàÚÐÊÐÈÕɪÖÞÕÌËɯÍÈÊÐÓÐÛÐÌÚɯ
ÛÏÈÛɯÍÖÊÜÚɯÖÕɯÈɯÕÈÙÙÖÞɯÙÈÕÎÌɯÖÍɯ#1&ÚȮɯÚÜÊÏɯÈÚɯÊÈÙËÐÈÊɯÊÈÙÌȮɯÖÙÛÏÖ×ÌËÐÊÚȮɯ
ÖÙɯÚÜÙÎÌÙàȮɯÛÏÈÛɯÛÌÕËɯÛÖɯÉÌɯÔÖÙÌɯ×ÙÖŗÛÈÉÓÌɯÛÏÈÕɯÖÛÏÌÙÚȭɯ%ÜÙÛÏÌÙȮɯÚ×ÌÊÐÈÓÛàɯ
ÏÖÚ×ÐÛÈÓÚɯÈ××ÌÈÙɯÛÖɯÉÌɯÌřÌÊÛÐÝÌɯÐÕɯÚÌÓÌÊÛÐÕÎɯÓÖÞÌÙɯÊÖÚÛɯ×ÈÛÐÌÕÛÚɯÞÐÛÏÐÕɯÛÏÌɯ
DRGs they treat.12ɯ3ÏÐÚɯɁÊÙÌÈÔɯÚÒÐÔÔÐÕÎɂɯÈÓÓÖÞÚɯÛÏÌÔɯÛÖɯ×ÙÖŗÛɯÍÙÖÔɯÛÙÌÈÛ-
ÐÕÎɯÚÌÓÌÊÛÌËɯ,ÌËÐÊÈÙÌɯ×ÈÛÐÌÕÛÚȮɯÞÐÛÏÖÜÛɯÕÌÊÌÚÚÈÙÐÓàɯ×ÙÖÝÐËÐÕÎɯÊÈÙÌɯÔÖÙÌɯ
ÌŚÊÐÌÕÛÓàɯÛÏÈÕɯÊÖÔÔÜÕÐÛàɯÏÖÚ×ÐÛÈÓÚȭɯ3ÏÌÙÌɯÈÙÌɯÊÖÕÊÌÙÕÚɯÛÏÈÛɯÊÖÔÔÜÕÐÛàɯ
ÏÖÚ×ÐÛÈÓÚɯÞÐÓÓɯÏÈÝÌɯÐÕÊÙÌÈÚÐÕÎɯËÐŚÊÜÓÛàɯÊÖÝÌÙÐÕÎɯÛÏÌÐÙɯÊÖÚÛÚɯÉÌÊÈÜÚÌɯÛÏÌàɯ
ÞÐÓÓɯÉÌɯÓÌŜɯÛÖɯÛÙÌÈÛɯÈɯËÐÚ×ÙÖ×ÖÙÛÐÖÕÈÛÌɯÚÏÈÙÌɯÖÍɯÓÌÚÚɯ×ÙÖŗÛÈÉÓÌɯ×ÈÛÐÌÕÛÚȭɯ3ÏÌɯ
ÙÌŗÕÌÔÌÕÛÚɯ ÛÖɯ ÛÏÌɯ#1&ÚɯÈÕËɯÖÛÏÌÙɯ×ÈàÔÌÕÛɯ ÚàÚÛÌÔɯÔÖËÐŗÊÈÛÐÖÕÚɯÈÙÌɯ
ÐÕÛÌÕËÌËɯÛÖɯÈÔÌÓÐÖÙÈÛÌɯÛÏÐÚɯÐÕÌØÜÐÛàȭ13 

$řÖÙÛÚɯÛÖɯÔÐÕÐÔÐáÌɯÊÖÚÛɯÝÈÙÐÈÛÐÖÕɯÞÐÛÏÐÕɯÊÈÚÌɯÔÐßɯÊÈÛÌÎÖÙÐÌÚɯÛÖɯÙÌÊÖÎÕÐáÌɯ
ËÐřÌÙÌÕÊÌÚɯÐÕɯÛÏÌɯÙÌÚÖÜÙÊÌɯÕÌÌËÚɯÖÍɯÛÏÌɯ×ÈÛÐÌÕÛÚɯÔÈàɯÐÕÝÖÓÝÌɯÛÙÈËÌɪÖřÚɯ
ÉÌÛÞÌÌÕɯÛÏÌɯ×ÙÌÊÐÚÐÖÕɯÖÍɯÛÏÌɯÙÐÚÒɯÈËÑÜÚÛÔÌÕÛɯÈÕËɯÛÏÌɯÕÜÔÉÌÙɯÖÍɯÊÈÚÌɯÔÐßɯ
ÎÙÖÜ×Úȭɯ ɯ×ÈÛÐÌÕÛɯÊÓÈÚÚÐŗÊÈÛÐÖÕɯÚàÚÛÌÔɯÞÐÛÏɯÔÖÙÌɯÊÈÛÌÎÖÙÐÌÚɯÔÈàɯÏÈÝÌɯ
ÓÌÚÚɯÊÖÚÛɯÝÈÙÐÈÉÐÓÐÛàɯÞÐÛÏÐÕɯÌÈÊÏɯÎÙÖÜ×ȭɯ&ÌÕÌÙÈÓÓàȮɯÈËËÐÕÎɯ×ÈÛÐÌÕÛɯÎÙÖÜ×Úɯ
ÛÖɯÐÔ×ÙÖÝÌɯÛÏÌɯ×ÈÛÐÌÕÛɯÊÓÈÚÚÐŗÊÈÛÐÖÕɯÚàÚÛÌÔɯÐÚɯËÌÚÐÙÈÉÓÌɯÈÚɯÓÖÕÎɯÈÚɯÛÏÌɯÈË-
ËÐÛÐÖÕÈÓɯÎÙÖÜ×ÚɯÐÔ×ÙÖÝÌɯ×ÈàÔÌÕÛɯÈÊÊÜÙÈÊàɯÉàɯÈÊÊÖÜÕÛÐÕÎɯÍÖÙɯÈɯÚÐÎÕÐŗÊÈÕÛɯ
×ÙÖ×ÖÙÛÐÖÕɯÖÍɯÛÏÌɯÝÈÙÐÈÕÊÌɯÐÕɯÊÖÚÛɯËÐřÌÙÌÕÊÌÚɯÈÔÖÕÎɯÎÙÖÜ×ÚɯÈÕËɯÙÌËÜÊÌɯ
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ÛÏÌɯÈÔÖÜÕÛɯÖÍɯÝÈÙÐÈÉÐÓÐÛàɯÞÐÛÏÐÕɯÎÙÖÜ×Úȭɯ ÛɯÚÖÔÌɯ×ÖÐÕÛȮɯÏÖÞÌÝÌÙȮɯÛÏÌÙÌɯ
ÈÙÌɯËÐÔÐÕÐÚÏÐÕÎɯÙÌÛÜÙÕÚɯÛÖɯÈËËÐÕÎɯÔÖÙÌɯÎÙÖÜ×ÚɯÛÖɯÛÏÌɯÊÓÈÚÚÐŗÊÈÛÐÖÕɯÚàÚÛÌÔɯ
ÈÕËɯÐÔ×ÓÌÔÌÕÛÈÛÐÖÕɯÊÖÕÊÌÙÕÚɯÔÐÎÏÛɯÖÜÛÞÌÐÎÏɯÐÔ×ÙÖÝÌËɯ×ÙÌÊÐÚÐÖÕȭɯ3ÏÌɯ
ÊÖÕÊÌÙÕÚɯÊÌÕÛÌÙɯÖÕɯËÈÛÈɯÐÚÚÜÌÚȮɯÉÌÊÈÜÚÌɯÙÌŗÕÐÕÎɯ×ÈÛÐÌÕÛɯÎÙÖÜ×ÚɯÎÌÕÌÙÈÓÓàɯ
ÙÌØÜÐÙÌÚɯÖÉÛÈÐÕÐÕÎɯÔÖÙÌɯ×ÈÛÐÌÕÛɪÓÌÝÌÓɯËÈÛÈȭɯ/ÙÖÝÐËÌÙÚɯÖÙɯ×ÓÈÕÚɯÔÈàɯÖÉÑÌÊÛɯ
ÛÖɯ ÈËËÐÛÐÖÕÈÓɯ ÙÌ×ÖÙÛÐÕÎɯ ÙÌØÜÐÙÌÔÌÕÛÚɯÉÌÊÈÜÚÌɯÖÍɯ ÐÕÊÙÌÈÚÌËɯÈËÔÐÕÐÚÛÙÈ-
ÛÐÝÌɯÉÜÙËÌÕȭɯ3ÏÌɯ ÙÌ×ÖÙÛÐÕÎɯ ÛÖÖÓÚɯ ÛÖɯÖÉÛÈÐÕɯÈËËÐÛÐÖÕÈÓɯËÈÛÈɯÔÈàɯÕÖÛɯÉÌɯ
ÈËÌØÜÈÛÌÓàɯÛÌÚÛÌËȮɯÞÐËÌÓàɯÈÝÈÐÓÈÉÓÌȮɯÖÙɯÚÜŚÊÐÌÕÛÓàɯÖÉÑÌÊÛÐÝÌȭɯ%ÐÕÈÓÓàȮɯÈË-
ËÐÛÐÖÕÈÓɯ×ÙÖÎÙÈÔɯÖÝÌÙÚÐÎÏÛɯÔÐÎÏÛɯÉÌɯÕÌÌËÌËɯÛÖɯÌÕÚÜÙÌɯÛÏÈÛɯÛÏÌɯÕÌÞɯËÈÛÈɯ
ÙÌØÜÐÙÌÔÌÕÛÚɯÈÙÌɯÊÖÙÙÌÊÛÓàɯÐÔ×ÓÌÔÌÕÛÌËȭ

Changes in Medical Practice over Time

,ÌËÐÊÈÓɯ×ÙÈÊÛÐÊÌɯÈÕËɯÛÏÌɯÊÖÚÛÚɯÖÍɯÏÌÈÓÛÏɯÊÈÙÌɯÊÏÈÕÎÌɯÖÝÌÙɯÛÐÔÌȮɯÞÏÐÊÏɯ
ÈřÌÊÛÚɯÉÖÛÏɯÛÏÌɯÍÈÊÛÖÙÚɯÛÏÈÛɯÐËÌÕÛÐÍàɯ×ÈÛÐÌÕÛÚɯÞÐÛÏɯÚÐÔÐÓÈÙɯÙÐÚÒÚɯÈÕËɯÛÏÌɯ
ÊÖÚÛÚɯÖÍɯÊÈÙÌȭɯ ÚɯÈɯÙÌÚÜÓÛȮɯÛÏÌɯ×ÈÛÐÌÕÛɯÊÓÈÚÚÐŗÊÈÛÐÖÕɯÚàÚÛÌÔɯÈÕËɯÛÏÌɯÙÌÓÈÛÐÝÌɯ
ÞÌÐÎÏÛÚɯÈŲÈÊÏÌËɯÛÖɯÌÈÊÏɯ×ÈÛÐÌÕÛɯÎÙÖÜ×ɯÕÌÌËɯÛÖɯÉÌɯÈËÑÜÚÛÌËȭɯ%ÖÙɯÌßÈÔ×ÓÌȮɯ
as the detection and treatment of certain cancers improves, the char-
ÈÊÛÌÙÐÚÛÐÊÚɯÖÍɯ×ÈÛÐÌÕÛÚɯÈËÔÐŲÌËɯÛÖɯÈɯÏÖÚ×ÐÛÈÓɯÍÖÙɯÊÈÕÊÌÙɯÊÈÙÌɯÞÐÓÓɯÓÐÒÌÓàɯ
ÊÏÈÕÎÌȮɯÈÚɯÞÐÓÓɯÛÏÌɯÊÖÚÛÚɯÖÍɯ×ÙÖÝÐËÐÕÎɯÊÈÙÌȭɯ ÊÊÜÙÈÛÌɯ
ÙÐÚÒɯÈËÑÜÚÛÔÌÕÛɯÙÌØÜÐÙÌÚɯÙÌŗÕÌÔÌÕÛɯÖÍɯÛÏÌɯ×ÈÛÐÌÕÛɯ
ÊÈÛÌÎÖÙÐÌÚɯÈÕËɯÙÌÊÈÓÊÜÓÈÛÐÖÕɯÖÍɯÛÏÌɯÙÌÓÈÛÐÝÌɯÞÌÐÎÏÛÚɯ
ÛÖɯÙÌŘÌÊÛɯÕÌÞɯÛÌÊÏÕÖÓÖÎÐÌÚɯÈÕËɯÛÙÌÈÛÔÌÕÛɯ×ÈŲÌÙÕÚɯ
ÛÏÈÛɯÈřÌÊÛɯÞÏÖɯÎÌÛÚɯÏÌÈÓÛÏɯÊÈÙÌɯÚÌÙÝÐÊÌÚɯÈÕËɯÛÏÌɯÛà×Ìɯ
ÖÍɯÚÌÙÝÐÊÌÚɯÈÝÈÐÓÈÉÓÌȭ

,ÌËÐÊÈÙÌɯÈÕÕÜÈÓÓàɯÙÌÝÐÌÞÚɯÛÏÌɯÏÖÚ×ÐÛÈÓɯÐÕ×ÈÛÐÌÕÛɯ#1&ÚɯÈÕËɯÜ×ËÈÛÌÚȮɯÖÙɯ
ÙÌÊÈÓÐÉÙÈÛÌÚȮɯÛÏÌɯÙÌÓÈÛÐÝÌɯÞÌÐÎÏÛÚȰɯ ÐÍɯÕÌÌËÌËȮɯ,ÌËÐÊÈÙÌɯÔÈàɯÈÓÚÖɯÔÖËÐÍàɯ
#1&ɯËÌŗÕÐÛÐÖÕÚɯÖÙɯÊÏÈÕÎÌɯÛÏÌɯ#1&ÚɯÛÖɯÐÔ×ÙÖÝÌɯÛÏÌɯÏÖÔÖÎÌÕÌÐÛàɯÞÐÛÏÐÕɯ
ÛÏÌɯÎÙÖÜ×Úȭɯ1ÌÊÈÓÐÉÙÈÛÐÖÕɯÐÕÝÖÓÝÌÚɯÊÖÔ×ÈÙÐÕÎɯÏÖÚ×ÐÛÈÓɯÊÖÚÛɯËÈÛÈɯÍÖÙɯÌÈÊÏɯ
#1&ɯÞÐÛÏɯÛÖÛÈÓɯÈÝÌÙÈÎÌɯÊÖÚÛÚɯ ÛÖɯÙÌÊÈÓÊÜÓÈÛÌɯÛÏÌɯÙÌÓÈÛÐÝÌɯÊÖÚÛÚɯÈÊÙÖÚÚɯÈÓÓɯ
ÎÙÖÜ×Úȭɯ(ÍɯÛÏÌÙÌɯÈÙÌɯÐÕËÐÊÈÛÐÖÕÚɯÛÏÈÛɯ×ÈÛÐÌÕÛÚɯÞÐÛÏÐÕɯÈɯÎÐÝÌÕɯ#1&ɯÈÙÌɯÕÖɯ
ÓÖÕÎÌÙɯÚÐÔÐÓÈÙɯÞÐÛÏɯÙÌÚ×ÌÊÛɯÛÖɯÛÏÌÐÙɯÊÖÚÛÚȮɯ,ÌËÐÊÈÙÌɯÔÐÎÏÛɯÚÌÎÔÌÕÛɯÛÏÌɯ#1&Ȯɯ
ÊÏÈÕÎÌɯÛÏÌɯÙÐÚÒɯÍÈÊÛÖÙÚɯÈÚÚÖÊÐÈÛÌËɯÞÐÛÏɯÛÏÌɯ#1&ɯÖÙɯÊÙÌÈÛÌɯÈɯÕÌÞɯ#1&ɯÛÖɯ
ÉÌŲÌÙɯÈÊÊÖÜÕÛɯÍÖÙɯËÐřÌÙÌÕÊÌÚɯÐÕɯ×ÈÛÐÌÕÛÚȭɯ/ÙÖÝÐËÌÙÚɯÈÕËɯÖÛÏÌÙɯÐÕÛÌÙÌÚÛÌËɯ
×ÈÙÛÐÌÚɯÚÜÉÔÐÛɯÐÕÍÖÙÔÈÛÐÖÕɯÛÖɯÛÏÌɯ,ÌËÐÊÈÙÌɯ×ÙÖÎÙÈÔɯÐÍɯÛÏÌàɯÉÌÓÐÌÝÌɯÛÏÈÛɯÛÏÌɯ
practice of medicine has changed enough so that current patient categories 
ËÖɯÕÖÛɯËÐÚÛÐÕÎÜÐÚÏɯÈËÌØÜÈÛÌÓàɯÈÔÖÕÎɯ×ÈÛÐÌÕÛÚɯÈÊÊÖÙËÐÕÎɯÛÖɯÛÏÌÐÙɯÊÖÚÛȭɯ

2ÖÔÌÛÐÔÌÚɯÖÛÏÌÙɯÈ××ÙÖÈÊÏÌÚɯÛÖɯÈÊÊÖÜÕÛÐÕÎɯÍÖÙɯÊÏÈÕÎÌÚɯÐÕɯÔÌËÐÊÈÓɯ×ÙÈÊ-
ÛÐÊÌɯÔÈàɯÉÌɯÕÌÌËÌËɯÉÌÊÈÜÚÌɯËÈÛÈɯÈÙÌɯÕÖÛɯÈÝÈÐÓÈÉÓÌɯÖÙɯÈËÌØÜÈÛÌɯÛÖɯÔÖËÐÍàɯ
ÛÏÌɯÙÐÚÒɯÈËÑÜÚÛÔÌÕÛɯÚàÚÛÌÔȭɯ3ÏÌÙÌɯÔÈàɯÉÌɯÍÌÞɯÊÈÚÌÚɯÈÕËɯÓÐŲÓÌɯÊÖÚÛɯËÈÛÈɯ
ÞÐÛÏɯÞÏÐÊÏɯÛÖɯÌÚÛÈÉÓÐÚÏɯÈɯÊÈÚÌɯÔÐßɯÎÙÖÜ×ȭɯ3ÏÌɯ×ÈÛÐÌÕÛÚɯÐÕÐÛÐÈÓÓàɯÙÌÊÌÐÝÐÕÎɯ
ÈɯÕÌÞɯ×ÙÖÊÌËÜÙÌɯÖÙɯÔÌÛÏÖËɯÖÍɯËÌÓÐÝÌÙÐÕÎɯÊÈÙÌɯÔÈàɯËÐřÌÙɯÍÙÖÔɯÛÏÌɯÛà×ÌÚɯ
ÖÍɯ×ÈÛÐÌÕÛÚɯÞÏÖɯÞÖÜÓËɯÙÌÊÌÐÝÌɯÛÏÌɯ×ÙÖÊÌËÜÙÌɯÖÙɯÔÌÛÏÖËɯÖÕÊÌɯÐÛɯÐÚɯÔÖÙÌɯ
ÌÚÛÈÉÓÐÚÏÌËȭɯ2ÜÊÏɯÐÚÚÜÌÚɯÔÈàɯÉÌɯÔÖÙÌɯÌřÌÊÛÐÝÌÓàɯÈËËÙÌÚÚÌËɯÛÏÙÖÜÎÏɯÖÛÏÌÙɯ
payment adjustments such as outlier payments, risk corridors to limit gains 
or losses on particular types of patients, or partial capitation payments 
ÜÕÛÐÓɯÛÏÌɯËÈÛÈɯÍÖÙɯÙÌŗÕÐÕÎɯÛÏÌɯÙÐÚÒɯÈËÑÜÚÛÔÌÕÛɯÚàÚÛÌÔɯÈÙÌɯÈÝÈÐÓÈÉÓÌȭɯ

The patient classification system and 
relative weights used in risk adjustment 
methods must be updated periodically 
as medical practice changes.
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Scope of PPS Bundles 

,ÌËÐÊÈÙÌɀÚɯ//2ɯÉÜÕËÓÌÚɯÙÈÕÎÌɯÍÙÖÔɯÜÕÐÛÚɯÈÚɯÕÈÙÙÖÞɯÈÚɯÈɯËÈàɯÖÍɯÊÈÙÌɯÐÕɯÈɯ
×ÚàÊÏÐÈÛÙÐÊɯÏÖÚ×ÐÛÈÓɯÛÖɯÜÕÐÛÚɯÈÚɯÉÙÖÈËɯÈÚɯƚƔɯËÈàÚɯÖÍɯÏÖÔÌɯÏÌÈÓÛÏɯÊÈÙÌȭɯ4ÕËÌÙɯ
all of Medicare’s prospective payment approaches, providers have incen-
ÛÐÝÌÚɯÛÖɯÚÏÐŜɯÚÌÙÝÐÊÌÚɯÖÜÛÚÐËÌɯÖÍɯÛÏÌɯÉÜÕËÓÌɯÛÖɯÓÖÞÌÙɯÛÏÌÐÙɯÊÖÚÛÚɯÖÍɯËÌÓÐÝÌÙÐÕÎɯ
ÊÈÙÌɯÛÖɯÐÕÊÙÌÈÚÌɯÛÏÌÐÙɯ×ÙÖŗÛÈÉÐÓÐÛàȭɯ2ÜÊÏɯÚÏÐŜÐÕÎɯÞÖÜÓËɯÙÌÚÜÓÛɯÐÕɯ,ÌËÐÊÈÙÌɯ
×ÈàÐÕÎɯÔÖÙÌɯÛÏÈÕɯÐÕÛÌÕËÌËɯÍÖÙɯÛÏÌɯÉÜÕËÓÌɯÖÍɯÚÌÙÝÐÊÌÚɯÈÊÛÜÈÓÓàɯ×ÙÖÝÐËÌËȭɯ
Further, this practice could raise Medicare spending if it resulted in services 
ÛÏÈÛɯÞÐÓÓɯÉÌɯ×ÈÐËɯÍÖÙɯÉàɯ,ÌËÐÊÈÙÌɯÐÕɯÈÕÖÛÏÌÙɯÚÌŲÐÕÎȭɯ3ÖɯÈÊÊÖÜÕÛɯÍÖÙɯÈÕàɯ
ÊÏÈÕÎÌɯÐÕɯÛÏÌɯÚÌÙÝÐÊÌÚɯ×ÙÖÝÐËÌËɯÞÐÛÏÐÕɯÛÏÌɯ×ÈàÔÌÕÛɯÉÜÕËÓÌɯËÌÓÐÝÌÙÌËɯÉàɯ
Èɯ×ÙÖÝÐËÌÙȮɯ,ÌËÐÊÈÙÌɯÔÈÒÌÚɯÈËÑÜÚÛÔÌÕÛÚɯÐÕɯÛÏÌɯ//2ȭ

!ÌÍÖÙÌɯÛÏÌɯÐÔ×ÓÌÔÌÕÛÈÛÐÖÕɯÖÍɯ,ÌËÐÊÈÙÌɀÚɯ//2ɯÍÖÙɯÐÕ×ÈÛÐÌÕÛɯÏÖÚ×ÐÛÈÓɯÚÌÙÝÐÊÌÚȮɯ
×ÖÓÐÊàÔÈÒÌÙÚɯÞÌÙÌɯÊÖÕÊÌÙÕÌËɯÛÏÈÛɯ×ÙÌɪÚÜÙÎÐÊÈÓɯÛÌÚÛÐÕÎɯÈÕËɯÖÛÏÌÙɯÚÌÙÝÐÊÌÚɯ
ÛÏÈÛɯÏÈËɯÉÌÌÕɯ×ÌÙÍÖÙÔÌËɯËÜÙÐÕÎɯÛÏÌɯÏÖÚ×ÐÛÈÓɯÚÛÈàɯÞÖÜÓËɯÉÌɯÔÖÝÌËɯÖÜÛɯÖÍɯ
ÛÏÌɯÏÖÚ×ÐÛÈÓɯÈÕËɯ×ÌÙÍÖÙÔÌËɯÉÌÍÖÙÌɯÈɯÚÊÏÌËÜÓÌËɯÏÖÚ×ÐÛÈÓɯÈËÔÐÚÚÐÖÕɯÐÕɯÈÕɯ
ÈÔÉÜÓÈÛÖÙàɯÚÌŲÐÕÎȭɯ ÓÛÏÖÜÎÏɯÚÏÐŜÐÕÎɯÛÏÌÚÌɯÚÌÙÝÐÊÌÚɯÖÜÛÚÐËÌɯÛÏÌɯÐÕ×ÈÛÐÌÕÛɯ
ÈËÔÐÚÚÐÖÕɯÔÐÎÏÛɯÙÌŘÌÊÛɯÔÖÙÌɯÌŚÊÐÌÕÛɯËÌÓÐÝÌÙàɯÖÍɯÊÈÙÌȮɯÐÛɯÞÖÜÓËɯÙÌÚÜÓÛɯÐÕɯ
,ÌËÐÊÈÙÌɯ×ÈàÐÕÎɯÛÞÐÊÌɯÍÖÙɯÛÏÌɯÚÈÔÌɯÚÌÙÝÐÊÌɭÖÕÊÌɯÛÏÙÖÜÎÏɯÛÏÌɯ×ÈàÔÌÕÛɯÛÖɯ
ÛÏÌɯÈÔÉÜÓÈÛÖÙàɯ×ÙÖÝÐËÌÙɯÈÕËɯÈÎÈÐÕɯÐÔ×ÓÐÊÐÛÓàɯÛÏÙÖÜÎÏɯÛÏÌɯÏÖÚ×ÐÛÈÓɯ×ÈàÔÌÕÛȭɯ
3ÖɯÈÊÊÖÜÕÛɯÍÖÙɯÛÏÐÚȮɯ,ÌËÐÊÈÙÌɯËÌŗÕÌËɯÛÏÌɯ×ÈàÔÌÕÛɯÉÜÕËÓÌɯÍÖÙɯÐÕ×ÈÛÐÌÕÛɯÊÈÙÌɯ
ÛÖɯÐÕÊÓÜËÌɯÈÓÓɯÚÌÙÝÐÊÌÚɯ×ÙÖÝÐËÌËɯËÜÙÐÕÎɯÛÏÌɯÏÖÚ×ÐÛÈÓɯÈËÔÐÚÚÐÖÕɯÈÚɯÞÌÓÓɯÈÚɯ
ÈÕàɯÛÌÚÛÚɯ×ÌÙÍÖÙÔÌËɯÞÐÛÏÐÕɯÛÏÌɯÛÏÙÌÌɪËÈàɯÞÐÕËÖÞɯ×ÙÐÖÙɯÛÖɯÈËÔÐÚÚÐÖÕȭɯ(Õɯ
ÛÏÐÚɯÞÈàȮɯÛÏÌɯ,ÌËÐÊÈÙÌɯ×ÙÖÎÙÈÔɯŗÕÈÕÊÐÈÓÓàɯ×ÙÖÛÌÊÛÌËɯÐÛÚÌÓÍɯÍÙÖÔɯÊÏÈÕÎÌÚɯÛÖɯɯ
ÛÏÌɯÚÌÛɯÖÍɯÚÌÙÝÐÊÌÚɯ×ÙÖÝÐËÌËɯÈÛɯÛÏÌɯÉÌÎÐÕÕÐÕÎɯÖÍɯÈɯÏÖÚ×ÐÛÈÓɯÚÛÈàȭɯ

.ÝÌÙɯÛÐÔÌȮɯÏÖÚ×ÐÛÈÓɯÐÕ×ÈÛÐÌÕÛɯÓÌÕÎÛÏɯÖÍɯÚÛÈàɯÏÈÚɯËÌÊÓÐÕÌËɯÔÈÙÒÌËÓàȭɯ3ÏÐÚɯÞÈÚɯ
ÈÕɯÌß×ÌÊÛÌËɯÙÌÚ×ÖÕÚÌɯÛÖɯÛÏÌɯ//2ȮɯÈÚɯÏÖÚ×ÐÛÈÓÚɯÉÌÊÈÔÌɯÔÖÙÌɯÌŚÊÐÌÕÛɯÐÕɯÚÊÏÌË-
ÜÓÐÕÎɯÚÌÙÝÐÊÌÚɯÞÐÛÏÐÕɯÛÏÌɯÏÖÚ×ÐÛÈÓɯÚÛÈàȭɯ(ÕɯÊÖÕÛÙÈÚÛȮɯÈËÔÐÚÚÐÖÕÚɯÛÖɯ×ÖÚÛɪÈÊÜÛÌɯ
ÊÈÙÌɯÚÌŲÐÕÎÚɯȹÍÖÙɯÌßÈÔ×ÓÌȮɯ2-%ȮɯÏÖÔÌɯÏÌÈÓÛÏɯÈÎÌÕÊÐÌÚȮɯÈÕËɯÙÌÏÈÉÐÓÐÛÈÛÐÖÕɯ
ÏÖÚ×ÐÛÈÓÚȺɯÙÖÚÌȮɯÚÜÎÎÌÚÛÐÕÎɯÛÏÈÛɯÙÌÊÖÝÌÙàɯÈÕËɯÙÌÏÈÉÐÓÐÛÈÛÐÖÕɯÚÌÙÝÐÊÌÚɯÛÏÈÛɯÏÈËɯ
ÉÌÌÕɯ×ÈÙÛɯÖÍɯÛÏÌɯÏÖÚ×ÐÛÈÓɯÉÜÕËÓÌɯÞÌÙÌɯÉÌÐÕÎɯÚÏÐŜÌËɯÛÖɯÖÛÏÌÙɯÚÌŲÐÕÎÚȭɯ3ÖɯÏÌÓ×ɯ
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 
×ÈàÔÌÕÛɯÞÏÌÕɯ×ÈÛÐÌÕÛÚɯÐÕɯ×ÈÙÛÐÊÜÓÈÙɯ#1&ÚɯÈÙÌɯÛÙÈÕÚÍÌÙÙÌËɯÛÖɯÈɯ×ÖÚÛɪÈÊÜÛÌɯ
ÚÐÛÌɯÉÌÍÖÙÌɯÛÏÌàɯÏÈÝÌɯÚÛÈàÌËɯÈÛɯÓÌÈÚÛɯÛÏÌɯÈÝÌÙÈÎÌɯÛÐÔÌɯÍÖÙɯÛÏÌɯÎÙÖÜ×ȭɯ

Gaming

/ÙÖÝÐËÌÙÚɯÏÈÝÌɯ ÐÕÊÌÕÛÐÝÌÚɯ ÛÖɯÌÕÚÜÙÌɯ ÛÏÈÛɯ×ÈÛÐÌÕÛÚɯÈÙÌɯÊÈÛÌÎÖÙÐáÌËɯ ÐÕɯ ÛÏÌɯ
ÏÐÎÏÌÚÛɯ×ÈàÐÕÎɯÊÈÛÌÎÖÙàɯ×ÖÚÚÐÉÓÌȮɯÚÖɯÈÕàɯÊÏÈÕÎÌÚɯÛÖɯÛÏÌɯÙÐÚÒɯÍÈÊÛÖÙÚɯÛÏÈÛɯÈÙÌɯ
used to assign patients to case mix groups need to ensure that the factors are 
ÕÖÛɯÓÐÒÌÓàɯÛÖɯÉÌɯÎÈÔÌËȭɯ&ÈÔÐÕÎȮɯÈÓÚÖɯÒÕÖÞÕɯÈÚɯÜ×ÊÖËÐÕÎȮɯÞÖÜÓËɯÙÌÚÜÓÛɯÐÕɯÈɯ
×ÈÛÐÌÕÛɯÉÌÐÕÎɯÈÚÚÐÎÕÌËɯÛÖɯÈɯÏÐÎÏÌÙɯ×ÈàÐÕÎɯÎÙÖÜ×ɯÌÝÌÕɯÛÏÖÜÎÏɯÛÏÌɯÙÌÚÖÜÙÊÌɯ
needs of the patient are not similar to the average needs of patients in that 
ÎÙÖÜ×ȭɯ ÕàɯÔÖËÐŗÊÈÛÐÖÕɯÛÖɯÈɯ×ÈàÔÌÕÛɯÚàÚÛÌÔɯÖÙɯÐÛÚɯÙÐÚÒɯÈËÑÜÚÛÔÌÕÛɯÔÌÛÏÖËɯ
ÉÌÐÕÎɯÊÖÕÚÐËÌÙÌËɯÕÌÌËÚɯÛÖɯÈÊÊÖÜÕÛɯÍÖÙɯËÖÊÜÔÌÕÛÈÛÐÖÕɯÈÕËɯÊÖËÐÕÎɯÊÏÈÕÎÌÚɯ
ÛÏÈÛɯÊÖÜÓËɯ×ÙÖÝÐËÌɯÖ××ÖÙÛÜÕÐÛÐÌÚɯÛÖɯÚÏÐŜɯ×ÈÛÐÌÕÛÚɯÛÖɯÏÐÎÏÌÙɯ×ÈàÐÕÎɯÎÙÖÜ×Úɯ
ÞÐÛÏÖÜÛɯÊÖÔÔÌÕÚÜÙÈÛÌɯÐÕÊÙÌÈÚÌÚɯÐÕɯÙÌÚÖÜÙÊÌɯÙÌØÜÐÙÌÔÌÕÛÚȭɯ/ÈÙÛÐÊÜÓÈÙɯÊÈÙÌɯ
ÕÌÌËÚɯÛÖɯÉÌɯÛÈÒÌÕɯÛÖɯÌÕÚÜÙÌɯÛÏÈÛɯÙÐÚÒɯÍÈÊÛÖÙÚɯÈÙÌɯÖÉÑÌÊÛÐÝÌɯÈÕËɯÝÌÙÐŗÈÉÓÌȭ
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6ÏÌÕɯÛÏÌɯÈÊÜÛÌɯÊÈÙÌɯÏÖÚ×ÐÛÈÓɯ//2ɯÞÈÚɯÐÔ×ÓÌÔÌÕÛÌËȮɯÛÏÌɯÕÜÔÉÌÙɯÖÍɯÊÖÔ-
×ÓÐÊÈÛÐÕÎɯÊÖÕËÐÛÐÖÕÚɯÖÙɯÊÖÔÖÙÉÐËÐÛÐÌÚɯȹ""ȺɯÈÚÚÐÎÕÌËɯÛÖɯ×ÈÛÐÌÕÛÚɯÐÕÊÙÌÈÚÌËɯ
ÔÈÙÒÌËÓàɯÉÌÊÈÜÚÌɯÛÏÌɯ×ÙÌÚÌÕÊÌɯÖÍɯÈɯ""ɯÖŜÌÕɯÙÌÚÜÓÛÌËɯÐÕɯÛÏÌɯ×ÈÛÐÌÕÛɀÚɯÊÓÈÚ-
ÚÐŗÊÈÛÐÖÕɯÐÕÛÖɯÈɯÏÐÎÏÌÙɯ×ÈàÐÕÎɯ#1&ȭɯ3ÏÌɯ×ÈÛÐÌÕÛÚɯÈÕËɯÛÏÌɯÊÖÚÛÚɯÖÍɯÊÈÙÐÕÎɯ
ÍÖÙɯÛÏÌÔɯÏÈËɯÕÖÛɯÊÏÈÕÎÌËȮɯÉÜÛɯÛÏÌɯËÖÊÜÔÌÕÛÈÛÐÖÕɯÈÕËɯÊÖËÐÕÎɯÖÍɯ ÛÏÌÚÌɯ
ÙÐÚÒɯ ÍÈÊÛÖÙÚɯÏÈËɯÊÏÈÕÎÌËȭɯ ÚɯÈɯ ÙÌÚÜÓÛȮɯ×ÈàÔÌÕÛÚɯ ÛÖɯÏÖÚ×ÐÛÈÓÚɯ ÐÕÊÙÌÈÚÌËɯ
ÔÖÙÌɯÛÏÈÕɯÞÈÙÙÈÕÛÌËȭɯ ɯÚÐÔÐÓÈÙɯÐÚÚÜÌɯÞÈÚɯÐËÌÕÛÐŗÌËɯÐÕɯÛÏÌɯÏÖÔÌɯÏÌÈÓÛÏɯ
//2ȭ14ɯ$ÝÌÕɯÛÏÖÜÎÏɯÈɯÏÐÎÏÌÙɯ×ÙÖ×ÖÙÛÐÖÕɯÖÍɯ×ÈÛÐÌÕÛÚɯÞÌÙÌɯÊÈÛÌÎÖÙÐáÌËɯÐÕɯÛÏÌɯ
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.

3ÏÌɯ ÐÕÊÌÕÛÐÝÌÚɯ ÐÕɯ ÛÏÌɯ//2Úɯ ÈÙÌɯ ÛÖɯ ÙÌÊÖÙËɯÖÙɯ
ËÖÊÜÔÌÕÛɯÙÐÚÒɯÍÈÊÛÖÙÚɯÐÕɯÛÏÌɯÔÖÚÛɯŗÕÈÕÊÐÈÓÓàɯ
ÈËÝÈÕÛÈÎÌÖÜÚɯÞÈàɯ×ÖÚÚÐÉÓÌȭɯ ÓÛÏÖÜÎÏɯÙÌ×ÖÙÛ-
ÐÕÎɯÍÈÓÚÌɯÐÕÍÖÙÔÈÛÐÖÕɯÈÉÖÜÛɯÈɯ×ÈÛÐÌÕÛɯÞÖÜÓËɯÉÌɯ
ÍÙÈÜËȮɯÛÏÌÙÌɯÈÙÌɯÖŜÌÕɯÝÈÙÐÈÛÐÖÕÚɯÐÕɯÈÚÚÌÚÚÔÌÕÛÚɯ
ÈÕËɯÑÜËÎÔÌÕÛɯÛÏÈÛɯÊÈÕɯÈřÌÊÛɯÛÏÌɯÊÓÈÚÚÐŗÊÈÛÐÖÕȭɯ
%ÖÙɯÌßÈÔ×ÓÌȮɯÛÏÌɯ×ÈÛÐÌÕÛɯÊÓÈÚÚÐŗÊÈÛÐÖÕɯÚàÚÛÌÔɯÜÚÌËɯÐÕɯÛÏÌɯ2-%ɯÚÌŲÐÕÎɯÙÌÓÐÌÚɯ
ÐÕɯ×ÈÙÛɯÖÕɯÈÕɯÈÚÚÌÚÚÔÌÕÛɯÖÍɯÛÏÌɯ×ÈÛÐÌÕÛɀÚɯÈÉÐÓÐÛàɯÛÖɯ×ÌÙÍÖÙÔɯÈÊÛÐÝÐÛÐÌÚɯÖÍɯËÈÐÓàɯ
ÓÐÝÐÕÎȭɯ3ÏÌɯ×ÙÖÝÐËÌÙɯÏÈÚɯÛÖɯÙÈÛÌɯÛÏÌɯ×ÈÛÐÌÕÛɀÚɯÈÉÐÓÐÛàɯÛÖɯÛÙÈÕÚÍÌÙɯÍÙÖÔɯÛÏÌɯ
ÊÏÈÐÙɯÛÖɯÉÌËȭɯ#ÖÌÚɯÛÏÌɯ×ÈÛÐÌÕÛɯÙÌØÜÐÙÌɯÔÖËÌÙÈÛÌɯÏÌÓ×ɯÖÙɯÌßÛÌÕÚÐÝÌɯÏÌÓ×ȳɯ3ÏÌɯ
ÈÕÚÞÌÙɯÛÖɯÛÏÐÚɯØÜÌÚÛÐÖÕɯÈÓÖÕÌɯÔÈàɯÕÖÛɯÈřÌÊÛɯÛÏÌɯ×ÈÛÐÌÕÛɀÚɯÊÈÚÌɯÔÐßɯÎÙÖÜ×ɯ
ËÌÛÌÙÔÐÕÈÛÐÖÕȮɯÉÜÛɯÚÌÝÌÙÈÓɯÖÍɯÛÏÌÚÌɯÛà×ÌÚɯÖÍɯÑÜËÎÔÌÕÛÚɯÊÖÜÓËȭ15

2ÖÔÌɯ×ÈÛÐÌÕÛɯÊÓÈÚÚÐŗÊÈÛÐÖÕɯÚàÚÛÌÔÚɯÙÌÓàɯÖÕɯÚÌÙÝÐÊÌɯÜÚÌɯÈÚɯÈɯÙÐÚÒɯÍÈÊÛÖÙȮɯÌÝÌÕɯ
ÛÏÖÜÎÏɯÐÛɯÐÚɯÈɯËÐÙÌÊÛɯÔÌÈÚÜÙÌɯÖÍɯÊÖÚÛÚȭɯ%ÖÙɯÌßÈÔ×ÓÌȮɯ2-%ɯ×ÈÛÐÌÕÛÚɯÞÏÖɯÞÌÙÌɯ
ÈÚÚÌÚÚÌËɯÈÚɯÕÌÌËÐÕÎɯÉÌÛÞÌÌÕɯƗƖƙɯÈÕËɯƘƝƝɯÔÐÕÜÛÌÚɯÖÍɯÛÏÌÙÈ×àɯÞÌÙÌɯÊÈÛÌÎÖ-
ÙÐáÌËɯÐÕÛÖɯÛÏÌɯÏÐÎÏɯÙÌÏÈÉÐÓÐÛÈÛÐÖÕɯÎÙÖÜ×ȭɯ3ÏÐÚɯÙÌÓÐÈÕÊÌɯÖÕɯÌß×ÌÊÛÌËɯÚÌÙÝÐÊÌɯÜÚÌɯ
ÙÌÚÜÓÛÌËɯÐÕɯÈɯÊÏÈÕÎÌɯÐÕɯ×ÈÛÐÌÕÛɯÈÚÚÌÚÚÔÌÕÛÚȭɯ!ÌÛÞÌÌÕɯƕƝƝƝɯÈÕËɯƖƔƔƕȮɯ2-%Úɯ
reduced the minutes of therapy provided to these patients from an average of 
ƗƖƙɯÔÐÕÜÛÌÚɯÛÖɯƖƙƙɯÔÐÕÜÛÌÚȮɯÙÌÚÜÓÛÐÕÎɯÐÕɯÓÖÞÌÙɯÊÖÚÛÚɯÖÍɯ×ÙÖÝÐËÐÕÎɯÊÈÙÌɯÍÖÙɯÛÏÌɯ
same Medicare payments.16ɯ3ÏÐÚɯÔÈàɯÙÌŘÌÊÛɯÈÕɯÐÔ×ÙÖÝÌÔÌÕÛɯÐÕɯÛÏÌɯÌŚÊÐÌÕÊàɯ
ÖÍɯ×ÙÖÝÐËÐÕÎɯÊÈÙÌɭÐÍɯÛÏÌɯ×ÈÛÐÌÕÛɯÖÜÛÊÖÔÌÚɯÙÌÔÈÐÕÌËɯÛÏÌɯÚÈÔÌɭÉÜÛɯÐÛɯÊÖÜÓËɯ
ÈÓÚÖɯÙÌŘÌÊÛɯÐÕÈ××ÙÖ×ÙÐÈÛÌɯÙÌËÜÊÛÐÖÕÚɯÐÕɯÚÌÙÝÐÊÌÚɯÛÖɯÈÊÏÐÌÝÌɯÏÐÎÏÌÙɯ×ÙÖŗÛÚȭɯ

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.ƕƛ These 
Ûà×ÌÚɯÖÍɯÊÖÔ×ÈÙÐÚÖÕÚɯÈÙÌɯÓÐÒÌÓàɯÛÖɯÉÌÊÖÔÌɯÔÖÙÌɯÐÔ×ÖÙÛÈÕÛɯÈÚɯ×ÈàÌÙÚɯÊÖÕÛÐÕÜÌɯ
ÛÖɯÍÖÊÜÚɯÖÕɯÚÛÌÈËàɯÐÕÊÙÌÈÚÌÚɯÐÕɯÏÌÈÓÛÏɯÊÈÙÌɯÚ×ÌÕËÐÕÎɯÞÐÛÏÖÜÛɯÊÖÔÔÌÕÚÜÙÈÛÌɯ
ÐÕÊÙÌÈÚÌÚɯ ÐÕɯ×ÈÛÐÌÕÛɯÖÜÛÊÖÔÌÚȭɯȹ2ÌÌɯÕÌßÛɯ×ÈÎÌɯÍÖÙɯÈÕɯÐÓÓÜÚÛÙÈÛÐÖÕȭȺɯ ÓÓɯÌÓÚÌ

Continued on p. 15 ñ

Changes to risk assessment methods may 
introduce opportunities to shift patients into 
higher paying groups without commensu-
rate increases in resource requirements.
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Risk Adjustment in Performance and  
Outcome Comparisons : An Illustration

To illustrate the importance of risk adjustment in comparing performance and outcomes, examine the hy-
×ÖÛÏÌÛÐÊÈÓɯÌß×ÌÙÐÌÕÊÌɯÖÍɯÛÞÖɯÏÖÚ×ÐÛÈÓÚȮɯ,ÌÙÊàɯ'ÖÚ×ÐÛÈÓɯÈÕËɯ"ÖÔÔÜÕÐÛàɯ'ÖÚ×ÐÛÈÓȮɯÛÏÈÛɯÛÙÌÈÛɯÛÞÖɯÛà×ÌÚɯÖÍɯ
×ÈÛÐÌÕÛÚȭɯ/ÈÛÐÌÕÛÚɯÐÕɯÎÙÖÜ×ɯ ɯÏÈÝÌɯÏÈËɯÕÖɯ×ÙÐÖÙɯÏÌÈÙÛɯÈŲÈÊÒȭɯ/ÈÛÐÌÕÛÚɯÐÕɯÎÙÖÜ×ɯ!ɯÏÈÝÌɯÏÈËɯÖÕÌɯÖÙɯÔÖÙÌɯÏÌÈÙÛɯ
ÈŲÈÊÒÚȭɯ3ÏÌɯÔÖÙÛÈÓÐÛàɯ ÙÈÛÌɯ ÐÚɯ Ɲɯ×ÌÙÊÌÕÛɯ
ÍÖÙɯÎÙÖÜ×ɯ ɯÈÕËɯƕƚɯ×ÌÙÊÌÕÛɯÍÖÙɯÎÙÖÜ×ɯ!ɯ
across all hospitals. Mercy Hospital ap-
×ÌÈÙÚɯÛÖɯÏÈÝÌɯÉÌŲÌÙɯÖÜÛÊÖÔÌÚɯÉÌÊÈÜÚÌɯÐÛÚɯ
ÈÊÛÜÈÓɯȹÛÏÈÛɯÐÚȮɯÜÕÈËÑÜÚÛÌËȺɯÔÖÙÛÈÓÐÛàɯÙÈÛÌɯ
ÐÚɯƕƖɯ×ÌÙÊÌÕÛȮɯÊÖÔ×ÈÙÌËɯÞÐÛÏɯƕƗɯ×ÌÙÊÌÕÛɯ
ÍÖÙɯ"ÖÔÔÜÕÐÛàɯ'ÖÚ×ÐÛÈÓȭɯ3ÏÐÚȮɯÏÖÞÌÝÌÙȮɯ
is an artifact of the mix of patients in 
ÛÏÌɯÛÞÖɯÏÖÚ×ÐÛÈÓÚȭɯ,ÌÙÊàɯ'ÖÚ×ÐÛÈÓɯÏÈÚɯÈɯ
higher proportion of patients in group 
 ɭÛÏÌɯÓÌÚÚɯÚÌÝÌÙÌɯÊÈÚÌÚɭÛÏÈÕɯ"ÖÔÔÜ-
ÕÐÛàɯ'ÖÚ×ÐÛÈÓȭɯ,ÌÙÊàɯ'ÖÚ×ÐÛÈÓɯÏÈÚɯÞÖÙÚÌɯ
ÖÜÛÊÖÔÌÚɯÍÖÙɯÉÖÛÏɯ×ÈÛÐÌÕÛɯÎÙÖÜ×ÚȮɯÉÜÛɯÉÌ-
cause only 20 percent of its patients are in 
ÎÙÖÜ×ɯ!ɭÛÏÌɯÔÖÙÌɯÚÌÝÌÙÌɯ×ÈÛÐÌÕÛÚɭÐÛÚɯ
ÖÝÌÙÈÓÓɯÔÖÙÛÈÓÐÛàɯÙÈÛÌɯÈ××ÌÈÙÚɯÓÖÞÌÙȭ

 ɯÊÖÔ×ÈÙÐÚÖÕɯÖÍɯÙÐÚÒɪÈËÑÜÚÛÌËȮɯÖÙɯÌß×ÌÊÛÌËȮɯÔÖÙÛÈÓÐÛàɯ×ÙÖÝÐËÌÚɯÈɯÔÖÙÌɯÈÊÊÜÙÈÛÌɯ×ÐÊÛÜÙÌɯÖÍɯÖÜÛÊÖÔÌÚɯÐÕɯÛÏÌɯ
ÛÞÖɯÏÖÚ×ÐÛÈÓÚȭɯ3ÏÌɯÌß×ÌÊÛÌËɯÔÖÙÛÈÓÐÛàɯÙÈÛÌɯÙÌŘÌÊÛÚɯÞÏÈÛɯÛÏÌɯÔÖÙÛÈÓÐÛàɯÙÈÛÌɯÞÖÜÓËɯÉÌɯÐÍɯÛÏÌɯÏÖÚ×ÐÛÈÓɯÏÈËɯÛÏÌɯ
same percentage of deaths for each group as the overall average. The expected mortality for Mercy Hospital, 
ÎÐÝÌÕɯÐÛÚɯÔÐßɯÖÍɯ×ÈÛÐÌÕÛÚȮɯÐÚɯƕƔȭƘɯ×ÌÙÊÌÕÛȭɯ3ÏÌɯÙÐÚÒɪÈËÑÜÚÛÌËɯÔÖÙÛÈÓÐÛàɯÐÚɯÓÖÞÌÙɯÛÏÈÕɯÐÛÚɯÈÊÛÜÈÓɯÔÖÙÛÈÓÐÛàɯÙÈÛÌɯÖÍɯ
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 
×ÌÙÊÌÕÛȮɯÉÜÛɯÐÛÚɯÈÊÛÜÈÓɯÔÖÙÛÈÓÐÛàɯÙÈÛÌɯÐÚɯƕƗɯ×ÌÙÊÌÕÛȮɯÖÙɯƕƕɯ×ÌÙÊÌÕÛɯÓÖÞÌÙȭ

Expected Mortality Rates,  
by Hospital 

Expected mortality rates are calculated by applying the overall mortality rate 
by group to the number of cases for each group, and then summing across 
all groups.

Expected Mortality Rate by Group Overall Expected 
Mortality RateGROUP A GROUP B

Mercy 
Hospital 80 X 9% =ɯƛȭƖǔ 20 X 16% = 3.2% ƛȭƖǔɯ+ 3.2% = 10.4%

Community 
Hospital 20 X 9% = 1.8% 80 X 16% = 12.8% 1.8% + 12.8% = 14.6%

	A ctual Mortality Rates, by Group and Hospital

Mercy 
Hospital

Community 
Hospital Overall

Group A

No. of Cases 80 20 100
Deaths 8 1 9

Mortality Rate 10% 5% 9%

Group B

No. of Cases 20 80 100
Deaths 4 12 16

Mortality Rate 20% 15% 16%

Total by 
Hospital

No. of Cases 100 100 ɭ
Deaths 12 13 25

Mortality Rate 12% 13% ɭ

Without considering the mix of patients, Mercy Hospital has a lower 
mortality rate than Community Hospital.

Difference Between  
Actual and Expected 

Mortality Rates

 ŜÌÙɯ ÊÖÕÚÐËÌÙÐÕÎɯ ÛÏÌɯÔÐßɯ ÖÍɯ ×ÈÛÐÌÕÛÚȮɯ
Community Hospital has a lower mortal-
ity rate than Mercy Hospital.

Mercy 
Hospital

Community 
Hospital

Actual 12.0% 13.0% 

Expected 10.4% 14.6%

Percentage 
Difference +15.4% –11.0%
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Continued from p. 13

ÉÌÐÕÎɯÌØÜÈÓȮɯÙÐÚÒÐÌÙɯ×ÈÛÐÌÕÛÚɭÌÐÛÏÌÙɯ×ÌÖ×ÓÌɯÞÐÛÏɯÔÖÙÌɯÏÌÈÓÛÏɯ×ÙÖÉÓÌÔÚɯÖÙɯ
ÔÖÙÌɯÚÌÝÌÙÌɯÏÌÈÓÛÏɯÐÚÚÜÌÚɭÈÙÌɯ×ÙÖÉÈÉÓàɯÔÖÙÌɯÊÖÚÛÓàɯÛÖɯÛÙÌÈÛɯÛÏÈÕɯÖÛÏÌÙÚȭɯ
2ÐÔÐÓÈÙÓàȮɯÛÏÌɯÛÙÌÈÛÔÌÕÛɯÖÜÛÊÖÔÌÚɯÍÖÙɯ×ÈÛÐÌÕÛÚɯÞÏÖɯÏÈÝÌɯÍÌÞÌÙɯÏÌÈÓÛÏɯÐÚÚÜÌÚɯ
ÖÙɯÓÌÚÚɯÚÌÝÌÙÌɯÖÕÌÚɯÈÙÌɯÓÐÒÌÓàɯÛÖɯÉÌɯÉÌŲÌÙȭɯ ÚɯÈɯÙÌÚÜÓÛȮɯÈÚÚÌÚÚÔÌÕÛÚɯÖÍɯÛÏÌɯÉÌÚÛɯ
treatment approach must account for the starting point of the patient. Fail-
ÜÙÌɯÛÖɯÈËÑÜÚÛɯ×ÙÖ×ÌÙÓàɯÍÖÙɯËÐřÌÙÌÕÊÌÚɯÐÕɯÊÓÐÕÐÊÈÓɯÙÐÚÒɯÊÈÕɯÓÌÈËɯÛÖɯÌÙÙÖÕÌÖÜÚɯ
ÊÖÕÊÓÜÚÐÖÕÚɯÞÏÌÕɯÔÈÒÐÕÎɯÊÖÔ×ÈÙÐÚÖÕÚȭɯ

(ÕɯÛÏÌɯÔÐËɯƕƝƜƔÚȮɯ,ÌËÐÊÈÙÌɯÉÌÎÈÕɯ×ÜÉÓÐÚÏÐÕÎɯÙÐÚÒɪÈËÑÜÚÛÌËɯÔÖÙÛÈÓÐÛàɯÙÈÛÌÚɯ
ÍÖÙɯÈÓÓɯ4ȭ2ȭɯÏÖÚ×ÐÛÈÓÚɯ ÛÙÌÈÛÐÕÎɯ,ÌËÐÊÈÙÌɯÉÌÕÌŗÊÐÈÙÐÌÚȭɯ"ÓÈÐÔÚɯËÈÛÈɯÞÌÙÌɯ
ÜÚÌËɯÛÖɯ×ÌÙÍÖÙÔɯÛÏÌɯÙÐÚÒɯÈËÑÜÚÛÔÌÕÛȭɯ'ÖÞÌÝÌÙȮɯÛÏÌɯÜ×ÙÖÈÙɯÊÈÜÚÌËɯÉàɯÛÏÌɯ
ÙÌÓÌÈÚÌɯÖÍɯÛÏÌÚÌɯËÈÛÈȮɯÐÕÊÓÜËÐÕÎɯÊÖÕÊÌÙÕÚɯÈÉÖÜÛɯÛÏÌɯÈËÌØÜÈÊàɯÖÍɯÛÏÌɯÙÐÚÒɯ
ÈËÑÜÚÛÔÌÕÛɯÔÌÛÏÖËÖÓÖÎàɯÍÖÙɯÙÌ×ÖÙÛÐÕÎɯÈÓÓɪÊÈÜÚÌɯÔÖÙÛÈÓÐÛàȮɯÉÙÖÜÎÏÛɯÛÏÈÛɯ
ÌřÖÙÛɯÛÖɯÈÕɯÌÕËɯÉàɯƕƝƝƗȭɯ"ÜÙÙÌÕÛÓàȮɯÈɯÕÜÔÉÌÙɯÖÍɯÚÛÈÛÌÚɯȹÍÖÙɯÌßÈÔ×ÓÌȮɯ-ÌÞɯ
8ÖÙÒȮɯ"ÈÓÐÍÖÙÕÐÈȮɯ5ÌÙÔÖÕÛȮɯ ÈÕËɯ.ÙÌÎÖÕȺɯ×ÙÖËÜÊÌɯ ÙÌ×ÖÙÛÚɯ ÛÏÈÛɯ ÊÖÔ×ÈÙÌɯ
×ÙÖÝÐËÌÙɯ×ÌÙÍÖÙÔÈÕÊÌɯÉÈÚÌËɯÖÕɯÙÐÚÒɪÈËÑÜÚÛÌËɯÔÖÙÛÈÓÐÛàɯÙÈÛÌÚȭɯ&ÌÕÌÙÈÓÓàȮɯ
ÛÏÌÚÌɯ ÙÌ×ÖÙÛÚɯ ÍÖÊÜÚɯÖÕɯÔÖÙÛÈÓÐÛàɯ ÙÈÛÌÚɯ ÍÖÙɯ Èɯ Ú×ÌÊÐŗÊɯÔÌËÐÊÈÓɯ ÊÖÕËÐÛÐÖÕȮɯ
ÚÜÊÏɯÈÚɯÊÖÙÖÕÈÙàɯÈÙÛÌÙàɯÉà×ÈÚÚɯÎÙÈŜɯÚÜÙÎÌÙàȮɯÛÖɯÕÈÙÙÖÞɯÛÏÌɯÙÐÚÒɯËÐřÌÙ-
ences across patients.

(ÕÊÙÌÈÚÐÕÎÓàȮɯ,ÌËÐÊÈÙÌɯÈÕËɯÖÛÏÌÙɯ×ÈàÌÙÚɯÈÙÌɯÐÕÝÌÚÛÐÎÈÛÐÕÎɯËÐřÌÙÌÕÊÌÚɯÐÕɯÛÏÌɯ
ØÜÈÓÐÛàɯÖÍɯÊÈÙÌɯ×ÙÖÝÐËÌËɯÈÕËɯÛÏÌɯÖÜÛÊÖÔÌÚɯÖÍɯÏÌÈÓÛÏɯÊÈÙÌɯÛÙÌÈÛÔÌÕÛɯÛÖɯÜÚÌɯ
ÐÕɯÈËÑÜÚÛÐÕÎɯ×ÈàÔÌÕÛÚɯÛÖɯÙÌÞÈÙËɯÉÌŲÌÙɯ×ÌÙÍÖÙÔÈÕÊÌɯÖÙɯÎÙÌÈÛÌÙɯÐÔ×ÙÖÝÌ-
ÔÌÕÛÚɯ ÐÕɯ×ÌÙÍÖÙÔÈÕÊÌȭɯ3ÏÌÚÌɯÕÌÞɯÜÚÌÚɯÖÍɯÙÐÚÒɯÈËÑÜÚÛÔÌÕÛɯÔÈàɯÙÌØÜÐÙÌɯ
more sophisticated methods than those currently in use.

Conclusion
 ËÌØÜÈÛÌɯÙÐÚÒɯÈËÑÜÚÛÔÌÕÛɯÐÚɯÊÙÐÛÐÊÈÓɯÛÖɯ,ÌËÐÊÈÙÌɀÚɯÌřÖÙÛÚɯÛÖɯ×Èàɯ×ÙÖÝÐËÌÙÚɯÈÕËɯ
health plans appropriately and to provide incentives for them to deliver care 
ÌŚÊÐÌÕÛÓàȭɯ(ÕɯÐÛÚɯ×ÙÖÚ×ÌÊÛÐÝÌɯ×ÈàÔÌÕÛɯÚàÚÛÌÔÚɯÈÕËɯÔÈÕÈÎÌËɯÊÈÙÌɯ×ÙÖÎÙÈÔȮɯ
,ÌËÐÊÈÙÌɯÕÌÌËÚɯÛÖɯÌÕÚÜÙÌɯÈËÌØÜÈÛÌɯÊÖÔ×ÌÕÚÈÛÐÖÕɯÛÖɯ×ÙÖÝÐËÌÙÚɯÖÙɯ×ÓÈÕÚɯÛÖɯ
ÔÈÐÕÛÈÐÕɯÈÊÊÌÚÚɯÛÖɯÊÈÙÌɯÍÖÙɯÉÌÕÌŗÊÐÈÙÐÌÚɯÞÏÖɯÈÙÌɯÓÐÒÌÓàɯÛÖɯÐÕÊÜÙɯÏÐÎÏÌÙɯÛÏÈÕɯ
ÈÝÌÙÈÎÌɯÊÖÚÛÚȭɯ/ÈàÔÌÕÛÚɯÈÕËɯ×ÙÌÔÐÜÔÚɯÈÓÚÖɯÕÌÌËɯÛÖɯÉÌɯÊÈÓÐÉÙÈÛÌËɯÊÖÙÙÌÊÛÓàɯ
ÍÖÙɯÓÖÞɪÊÖÚÛɯÉÌÕÌŗÊÐÈÙÐÌÚɯÛÖɯÌÕÚÜÙÌɯÛÏÈÛɯÛÏÌɯŗÕÈÕÊÐÈÓɯÉÌÕÌŗÛɯÖÍɯÊÈÙÐÕÎɯÍÖÙɯ
ÛÏÌÔɯÐÚɯÕÖÛɯÎÙÌÈÛÌÙɯÛÏÈÕɯÛÏÌɯÉÌÕÌŗÛɯÖÍɯÊÈÙÐÕÎɯÍÖÙɯÖÛÏÌÙÚȭɯ ÓÛÏÖÜÎÏɯÛÏÌɯÊÖÕ-
ÊÌ×ÛɯÖÍɯÈÓÐÎÕÐÕÎɯ×ÈàÔÌÕÛÚɯÞÐÛÏɯÌß×ÌÊÛÌËɯÊÖÚÛÚɯÐÚɯÚÛÙÈÐÎÏÛÍÖÙÞÈÙËȮɯÛÏÌɯÈÊÛÜÈÓɯ
×ÙÖÊÌÚÚɯÐÚɯÊÖÔ×ÓÌßɯÈÕËɯÙÌØÜÐÙÌÚɯÊÖÕÛÐÕÜÈÓɯÐÔ×ÙÖÝÌÔÌÕÛÚȭɯ Úɯ×ÙÖÝÐËÌÙÚɯÈÕËɯ
×ÈàÌÙÚɯÎÈÐÕɯÔÖÙÌɯÌß×ÌÙÐÌÕÊÌɯÞÐÛÏɯÙÐÚÒɪÈËÑÜÚÛÌËɯ×ÈàÔÌÕÛÚɯÈÕËɯÈÚɯ×ÙÈÊÛÐÊÌɯ
×ÈŲÌÙÕÚɯÈÕËɯÛÙÌÈÛÔÌÕÛɯ×ÙÖÛÖÊÖÓÚɯÊÏÈÕÎÌȮɯÙÐÚÒɯÈËÑÜÚÛÔÌÕÛɯÔÌÛÏÖËÖÓÖÎÐÌÚɯ
ÕÌÌËɯÛÖɯÉÌɯÜ×ËÈÛÌËɯÛÖɯÊÖÕÛÐÕÜÌɯÛÖɯÉÌɯÌřÌÊÛÐÝÌȭɯ

The importance of risk adjustment in the health care environment is ex-
×ÈÕËÐÕÎɯÉÌàÖÕËɯ×ÙÖÝÐËÌÙɯÈÕËɯ×ÓÈÕɯ×ÈàÔÌÕÛÚȭɯ6ÐÛÏɯÔÖÙÌɯÈŲÌÕÛÐÖÕɯÍÖÊÜÚÌËɯ
ÖÕɯÏÌÈÓÛÏɯÊÈÙÌɯÚ×ÌÕËÐÕÎɯÈÕËɯËÐřÌÙÌÕÊÌÚɯÐÕɯÚ×ÌÕËÐÕÎɯÈÊÙÖÚÚɯÎÌÖÎÙÈ×ÏÐÊɯ
ÈÙÌÈÚɯÈÕËɯÛà×ÌÚɯÖÍɯ×ÙÖÝÐËÌÙÚȮɯÌřÖÙÛÚɯÛÖɯÐËÌÕÛÐÍàɯÉÌÚÛɯ×ÙÈÊÛÐÊÌÚɯÖÙɯÈÓÛÌÙÕÈ-
ÛÐÝÌɯÛÙÌÈÛÔÌÕÛɯÖ×ÛÐÖÕÚɯÞÐÓÓɯÐÕÛÌÕÚÐÍàȭɯ.ÕÌɯÖÍɯÛÏÌɯÔÌÛÏÖËÚɯÍÖÙɯËÖÐÕÎɯÛÏÐÚɯ
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ÐÕÝÖÓÝÌÚɯÊÖÔ×ÈÙÐÕÎɯÙÌÚÖÜÙÊÌɯÜÚÌɯÈÕËɯÖÜÛÊÖÔÌÚȮɯÉÜÛɯÛÏÌÚÌɯÊÖÔ×ÈÙÐÚÖÕÚɯ
ÈÙÌɯÝÈÓÐËɯÈÕËɯÜÚÌÍÜÓɯÖÕÓàɯÞÏÌÕɯÛÏÌàɯÈËÌØÜÈÛÌÓàɯÈÊÊÖÜÕÛɯÍÖÙɯËÐřÌÙÌÕÊÌÚɯ
ÐÕɯÛÏÌɯÙÐÚÒɯÖÍɯ×ÈÛÐÌÕÛÚɯÖÙɯ×Ö×ÜÓÈÛÐÖÕÚɯÐÕÝÖÓÝÌËȭɯ"ÜÙÙÌÕÛɯÔÌÛÏÖËÚɯÔÈàɯÉÌɯ
ÈËÌØÜÈÛÌɯÍÖÙɯÈËÑÜÚÛÐÕÎɯ×ÈàÔÌÕÛÚɯÖÙɯ×ÙÌÔÐÜÔÚȮɯ×ÈÙÛÐÊÜÓÈÙÓàɯÐÕɯÊÖÕÑÜÕÊÛÐÖÕɯ
ÞÐÛÏɯÖÛÏÌÙɯ×ÈàÔÌÕÛɯ×ÖÓÐÊÐÌÚȭɯ6ÏÌÕɯËÌÊÐÚÐÖÕÚɯÈÉÖÜÛɯÚÌÓÌÊÛÐÕÎɯÛÏÌɯÔÖÚÛɯÈ×-
×ÙÖ×ÙÐÈÛÌɯÛÙÌÈÛÔÌÕÛɯÖ×ÛÐÖÕɯÈÙÌɯÉÈÚÌËɯÖÕɯÊÖÔ×ÈÙÐÚÖÕÚɯÖÍɯ×ÈÛÐÌÕÛɯÖÜÛÊÖÔÌÚȮɯ
ÛÏÌɯÊÖÕÚÌØÜÌÕÊÌÚɯÖÍɯËÐřÌÙÌÕÊÌÚɯÐÕɯ×ÈÛÐÌÕÛÚɯÛÏÈÛɯÈřÌÊÛɯÛÏÌɯÊÖÔ×ÈÙÐÚÖÕÚɯÔÈàɯ
ÉÌɯÌÝÌÕɯÔÖÙÌɯÐÔ×ÖÙÛÈÕÛȭɯ

ENDNOTES
ƕȭ	 %ÖÙɯÈÕɯÌßÊÌÓÓÌÕÛɯËÐÚÊÜÚÚÐÖÕɯÖÍɯÏÖÞɯÔÌËÐÊÈÓɯÜÕËÌÙÞÙÐÛÐÕÎɯÐÚɯÜÚÌËɯÐÕɯÛÏÌɯÕÖÕÎÙÖÜ×ɯÏÌÈÓÛÏɯ
ÐÕÚÜÙÈÕÊÌɯÔÈÙÒÌÛɯÍÖÙɯÙÐÚÒɯÈËÑÜÚÛÔÌÕÛȮɯÚÌÌɯ,ÈÙÒɯ,ÌÙÓÐÚȮɯɁ%ÜÕËÈÔÌÕÛÈÓÚɯÖÍɯ4ÕËÌÙÞÙÐÛÐÕÎɯÐÕɯÛÏÌɯ
-ÖÕÎÙÖÜ×ɯ'ÌÈÓÛÏɯ(ÕÚÜÙÈÕÊÌɯ,ÈÙÒÌÛȯɯ ÊÊÌÚÚɯÛÖɯ"ÖÝÌÙÈÎÌɯÈÕËɯ.×ÛÐÖÕÚɯÍÖÙɯ1ÌÍÖÙÔȮɂɯ-ÈÛÐÖÕÈÓɯ
'ÌÈÓÛÏɯ/ÖÓÐÊàɯ%ÖÙÜÔȮɯ!ÈÊÒÎÙÖÜÕËɯ/È×ÌÙȮɯ ×ÙÐÓɯƕƗȮɯƖƔƔƙȰɯÈÝÈÐÓÈÉÓÌɯÈÛɯÞÞÞȭÕÏ×ÍȭÖÙÎɤ×ËÍÚɍÉ×ɤ
!/ɍ4ÕËÌÙÞÙÐÛÐÕÎɍƔƘɪƕƗɪƔƙȭ×ËÍ.

Ɩȭ	 2ÌÌȮɯÍÖÙɯÌßÈÔ×ÓÌȮɯ1ÖÎÌÙɯ%ÌÓËÔÈÕɯÈÕËɯ!ÙàÈÕɯ$ȭɯ#ÖÞËȮɯɁ2ÐÔÜÓÈÛÐÖÕɯÖÍɯÈɯ'ÌÈÓÛÏɯ(ÕÚÜÙÈÕÊÌɯ
,ÈÙÒÌÛɯÞÐÛÏɯ ËÝÌÙÚÌɯ2ÌÓÌÊÛÐÖÕȮɂɯ.×ÌÙÈÛÐÖÕÚɯ1ÌÚÌÈÙÊÏȮɯƗƔȮɯÕÖȭɯƚɯȹƕƝƜƖȺȯɯ××ȭɯƕƔƖƛɬƕƔƘƖȰɯ1ÖÎÌÙɯ
%ÌÓËÔÈÕɯÈÕËɯ!ÙàÈÕɯ$ȭɯ#ÖÞËȮɯɁ,ÜÚÛɯ ËÝÌÙÚÌɯ2ÌÓÌÊÛÐÖÕɯ"ÈÜÚÌɯ/ÙÌÔÐÜÔɯ2×ÐÙÈÓÚȳɂɯ)ÖÜÙÕÈÓɯÖÍɯ
Health Economics,ɯƕƔȮɯÕÖȭɯƗɯȹ.ÊÛÖÉÌÙȮɯƕƝƝƕȺȯɯ××ȭɯƗƘƝɬƗƙƜȰɯÈÕËɯ1ÖÎÌÙɯ%ÌÓËÔÈÕɯÈÕËɯ!ÙàÈÕɯ$ȭɯ
#ÖÞËȮɯɁ1ÐÚÒɯ2ÌÎÔÌÕÛÈÛÐÖÕȯɯ&ÖÈÓɯÖÙɯ/ÙÖÉÓÌÔȳɂɯ)ÖÜÙÕÈÓɯÖÍɯ'ÌÈÓÛÏɯ$ÊÖÕÖÔÐÊÚȮɯƕƝȮɯÕÖȭɯƘɯȹƖƔƔƔȺȯɯ
pp. 499–512. 

3.	 There are various other adjustments made in the payment system to account for regional 
ÝÈÙÐÈÛÐÖÕɯÐÕɯÊÖÚÛÚɯÈÕËɯÖÛÏÌÙɯÍÈÊÛÖÙÚȭɯ2ÌÌɯ,ÌËÐÊÈÙÌɯ/ÈàÔÌÕÛɯ ËÝÐÚÖÙàɯ"ÖÔÔÐÚÚÐÖÕɯȹ,ÌË/ "ȺȮɯ
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