April 2, 2012

NOTE TO: All Medicare Advantage Organizations, Prescription Drug Plan Sponsors, and
Other Interested Parties

SUBJECT: Announcement of Calendar Year (CY) 2013 Medicare Advantage Capitation
Rates and Medicare Advantage and Part D Payment Policies and Final Call Letter

In accordance with section 1853(b)(1) of the Social Security Act (the Act), we are notifying you
of the annual Medicare Advantage (MA) capitation rate for each MA payment area for CY 2013
and the risk and other factors to be used in adjusting such rates. The capitation rate tables for
2013 are posted on the Centers for Medicare & Medicaid Services (CMS) web site at
http://www.cms.gov/Medicare/Health-Plans/MedicareAdvtgSpecRateStats/index.html under
Ratebooks and Supporting Data. The statutory component of the regional benchmarks,
transitional phase-in periods for the Affordable Care Act rates, qualifying counties, and each
county’s applicable percentage are also posted at this website.

Attachment | shows the final estimates of the increases in the National Per Capita MA Growth
Percentages for 2013 and the national Medicare fee-for-service growth percentage. These
growth rates will be used to update the 2013 rates. As discussed in Attachment I, the final
estimate of the increase in the National Per Capita MA Growth Percentage for combined aged
and disabled beneficiaries is 2.80 percent. Attachment Il provides a set of tables that
summarizes many of the key Medicare assumptions used in the calculation of the National Per
Capita MA Growth Percentages.

Section 1853(b)(4) of the Act requires CMS to release county-specific per capita fee-for-service
(FFS) expenditure information on an annual basis, beginning with March 1, 2001. In accordance
with this requirement, FFS data for CY 2010 are being posted on the above website.

Information on deductibles for MSA plans is included below.

Attachment I11 presents responses to comments on the Advance Notice of Methodological
Changes for CY 2013 MA Capitation Rates and Parts C and Part D Payment Policies (Advance
Notice). Attachment VII presents the final Call Letter. We received 114 submissions in
response to CMS’ request for comments on the Advance Notice/Call Letter, published on
February 17, 2012. Eight of the comments were from advocacy groups, 22 were from
associations, 5 were from members of the public, 1 was from a State, 1 was from a
Congressman, 1 was from a Congressional Advisory Committee, 68 were from health plans and
8 were from consultants.


http://www.cms.gov/Medicare/Health-Plans/MedicareAdvtgSpecRateStats/index.html

Attachment IV contains tables with the Part D benefit parameters; Attachment V contains details
regarding the Part D benefit parameters; Attachment VI contains tables with the 2013 revised
frailty, 2013 revised CMS-HCC, and Rx-HCC risk adjustment factors.

Key Change from the Advance Notice:
National MA Growth Percentage. Attachment I provides the final estimates of the National MA
Growth Percentages (growth trends) and information on deductibles for MSA.

Part D Benefit Parameters. See Attachment IV for the 2013 Part D benefit parameters for the
defined standard benefit, low-income subsidy, and retiree drug subsidy. The Estimated Total
Covered Part D Spending at Out-of-Pocket Threshold for Applicable Beneficiaries has been
revised to $6,954.52 to incorporate a plan and beneficiary liability (of 52.5% and 47.5%
respectively) in the coverage gap for dispensing and vaccine administration fees for applicable
drugs used by non-low-income beneficiaries.

Proposals Adopted as Issued in the Advance Notice:

As in past years, policies proposed in the Advance Notice that are not modified or retracted in
the Rate Announcement become effective in the upcoming payment year, as set forth in the
Advance Notice. Clarifications in the Rate Announcement supersede materials in the Advance
Notice.

Rebasing County Rates
We will rebase the FFS capitation rates for 2013.

MA Benchmark, Quality Bonus Payments and Rebate

The Affordable Care Act (ACA) established a new blended benchmark as the county MA rate
effective in 2012. In the Advance Notice we announced the continued implementation of the
methodology used to derive the new ACA blended benchmark county rates, how the qualifying
bonus counties will be identified, and how transitional phase in periods are determined. The
continued applicability of the star system is also announced.

IME Phase Out. For 2013, CMS will continue phasing out indirect medical education amounts
from MA capitation rates.

ESRD State Rates. As announced in the Advance Notice, CMS will update various aspects of
ESRD payment including updates to the ESRD State capitation rates.

Clinical Trials. We are continuing the policy of paying on a fee-for-service basis for qualified
clinical trial items and services provided to MA plan members that are covered under the
National Coverage Determinations on clinical trials.



Location of Network Areas for PFFS Plans in Plan Year 2014. The list of network areas for plan
year 2013 is available on the CMS website at http://www.cms.gov/Medicare/Health-Plans/
PrivateFeeforServicePlans/index.html.

CMS-HCC Risk Adjustment Model. We will implement the updated CMS-HCC Risk
adjustment model proposed in the Advance Notice. We have updated this model with more
recent and complete data and new constraints to categories of diabetes, among other updates.

Adjustment for MA Coding Pattern Differences. We will implement an MA coding pattern
difference adjustment of 3.41% for payment year 2013.

New Enrollee Risk Scores for Chronic SNPs. In the Advance Notice, we proposed an updated
model which will be used to create the new enrollee risk score for new enrollees in chronic
SNPs. This model is built upon the CMS-HCC model and must be updated when the CMS-HCC
model is updated. We will implement this model as proposed.

Normalization Factors. The normalization factors for 2013 are:

CMS-HCC model used for MA plans is 1.028.
CMS-HCC model used for PACE organizations is 1.070.
CMS-HCC ESRD Functioning graft status is 1.070.
CMS-HCC ESRD dialysis model is 1.023.

RXHCC model is 1.034.

Frailty Adjustment. The frailty factors for PACE plans and FIDE SNP’s are announced in
Attachment VVI. We proposed continuing the policy of paying frailty to FIDE SNPs with frailty
levels similar to PACE as defined as all that are able to be surveyed for frailty that fall within the
positive PACE range surveyed on a sample of 100 enrollees or more.

MSP Factors. The 2013 MSP factor for working aged and working disabled beneficiaries is
0.173.

Reduced Coinsurance for Applicable Beneficiaries in the Coverage Gap. In 2013, the 79%
beneficiary coinsurance for non-applicable drugs and 47.5% beneficiary coinsurance for
applicable drugs in the coverage gap represent an increase in plan liability and a reduction in
beneficiary cost sharing. Therefore, we further specify that these increased plan liability amounts
do not count towards TrOOP. We announced that Part D sponsors must account for this reduced
cost sharing and increased plan liability when developing their Part D bids for contract year
2013.



http://www.cms.gov/Medicare/Health-Plans/PrivateFeeforServicePlans/index.html
http://www.cms.gov/Medicare/Health-Plans/PrivateFeeforServicePlans/index.html

Dispensing Fees and Vaccine Administration Fees for Applicable Drugs in the Coverage Gap.
The coinsurance for applicable (brand) drugs in the coverage gap uses a definition of negotiated
price that excludes the dispensing and administration fees. This issue affects both the amount
beneficiaries pay at the point-of-sale and Part D sponsor liability for dispensing fees (and vaccine
administration fees, if any) for applicable drugs in the coverage gap. In the Advance Notice, we
set forth a four step approach for determining manufacturer, beneficiary, and plan sponsor
liabilities for coverage gap claims clarifying this issue.

Clarification of Plan and Beneficiary Liabilities Related to the Negotiated Price.

In order to ensure a level playing field, uniform treatment of beneficiary liability across all Part
D plans, and consistency of benefit administration across all phases of the benefit, plan and
beneficiary liability for each cost component of the negotiated price will be calculated
proportional to plan and beneficiary liability for the entire negotiated price in all phases of the
benefit (plus non-low-income beneficiary liability for dispensing and vaccine administration fees
for brand drugs in the coverage gap). Cost components of the negotiated price include ingredient
cost, sales tax, dispensing fee, vaccine administration fee, and any other cost component. This
approach resolves any ambiguity if, for example, it is necessary to determine what portion of the
sales tax was paid by the beneficiary and plan if the sales tax needs to be refunded.

Update of the Rx-HCC Model. We will update the Part D model to reflect more recent data and
changes in coverage gap payments.

Payment Reconciliation The 2013 risk percentages and payment adjustments for Part D risk
sharing are unchanged from contract year 2012.

Part D Benefit Parameters. Attachment IV provides the updated 2013 Part D benefit parameters
for the defined standard benefit, low-income subsidy, and retiree drug subsidy.

/sl

Jonathan D. Blum

Deputy Administrator, and Director
Center for Medicare

/sl

Paul Spitalnic, A.S.A., M.A.AA.
Director

Parts C & D Actuarial Group
Office of the Actuary

Attachments
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Attachment I. Final Estimate of the Increase in the National Per Capita MA Growth
Percentages and the National Medicare Fee-for-Service Growth Percentage for 2013

The Table 1 below shows the National Per Capita MA Growth Percentages (NPCMAGP) for
2013. An adjustments of 5.19 percent for the combined aged and disabled is included in the
NPCMAGRP to account for corrections to prior years’ estimates as required by section
1853(c)(6)(C). The combined aged and disabled increase is used in the development of the
ratebook.

Table 1 - Increase in the National Per Capita MA Growth Percentages for 2013

Prior Increases Current Increases NPCMAGTP for 2013
With §1853(c)(6)(C)
2003 to 2012 2003t0 2012 2012to 2013 2003 to 2013 adjustment1
Aged+Disabled 40.84% 48.15% -2.27% 44.78% 2.80%

ICurrent increases for 2003 to 2013 divided by the prior increases for 2003 to 2012.

The Affordable Care Act of 2010 requires the Medicare Advantage benchmark amounts be tied
to a percentage of the county FFS amounts. There will be a transition to the percentage of FFS
over a number of years. Table 2 below provides the increase in the FFS USPCC which will be
used for the county FFS portion of the benchmark. The percentage increase in the FFS USPCC
is shown as the current projected FFS USPCC for 2013 divided by projected FFS USPCC for
2012 as estimated in the 2012 Rate Announcement released on April 4, 2011.

Table 2 — Increase in the FFS USPCC Growth Percentage

Aged + Disabled Dialysis —only ESRD
Current projected 2013 FFS USPCC $767.99 $7,218.90
Prior projected 2012 FFS USPCC $743.54 $7,359.76
Percent increase 3.29% -1.91%

Table 3 below shows the monthly actuarial value of the Medicare deductible and coinsurance for
2012 and 2013. In addition, for 2013, the actuarial value of deductibles and coinsurance is being
shown for non-ESRD only, since the plan bids will not include ESRD benefits in 2013. These
data were furnished by the Office of the Actuary.

Table 3 - Monthly Actuarial Value of Medicare Deductible and Coinsurance for 2012 and 2013

2012 2013 Change 2013 non-ESRD
Part A Benefits $40.92 $40.99 0.2% $38.98
Part B Benefits’ $100.20 $103.95 3.7% $96.31
Total Medicare $141.12 $144.94 2.7% $135.29

Yincludes the amounts for outpatient psychiatric charges.

Medical Savings Account (MSA) Plans. The maximum deductible for current law MSA plans
for 2013 is $10,900.




Attachment I1. Key Assumptions and Financial Information

The USPCCs are the basis for the National Per Capita MA Growth Percentages. Attached is a
table that compares the published United States Per Capita Costs (USPCC) with current
estimates for 2003 to 2013. In addition, this table shows the current projections of the USPCCs
through 2015. We are also providing an attached set of tables that summarizes many of the key
Medicare assumptions used in the calculation of the USPCCs. Most of the tables include
information for the years 2003 through 2015.

Previously, most of the tables in this attachment showed information for aged and disabled non-
ESRD separately. Since the MA payment rates are now exclusively based on combined aged
and disabled data, we are showing most information on a combined basis. The ESRD
information presented is for the combined aged-ESRD, disabled-ESRD and ESRD only.

All of the information provided in this enclosure applies to the Medicare Part A and Part B
programs. Caution should be employed in the use of this information. It is based upon
nationwide averages, and local conditions can differ substantially from conditions nationwide.

None of the data presented here pertain to the Medicare prescription drug benefit.



Comparison of Current Estimates of the USPCC with Published Estimates — non-ESRD

Part A Part B Part A & Part B
Calendar Current Published Current Published Current Published

Year Estimate Estimate Ratio  Estimate Estimate Ratio  Estimate Estimate Ratio
2003 $295.77 $282.50 0.955 $249.37 $229.47 0.920 $545.14 $511.97 0.939
2004 $313.80 $318.43 1.015 $273.97 $261.89 0.956 $587.77 $580.32 0.987
2005 $334.52 $339.49 1.015 $293.53 $280.58 0.956 $628.05 $620.07 0.987
2006 $344.97 $342.67 0.993 $314.44 $312.09 0.993 $659.41 $654.76 0.993
2007 $357.00 $362.06 1.014 $332.28 $335.47 1.010 $689.28 $697.53 1.012
2008 $373.70 $379.02 1.014 $352.89 $352.75 1.000 $726.59 $731.77 1.007
2009 $386.59 $408.50 1.057 $369.97 $357.89 0.967 $756.56 $766.39 1.013
2010 $388.01 $407.38 1.050 $378.78 $360.25 0.951 $766.79 $767.63 1.001
2011 $397.24 $407.38 1.026 $396.54 $360.25 0.908 $793.78 $767.63 0.967
2012 $396.48 $402.32 1.015 $411.14 $363.54 0.884 $807.62 $765.86 0.948
2013 $403.13 $403.13 1.000 $386.13 $386.13 1.000 $789.26 $789.26 1.000
2014 $409.12 $402.22 $811.34

2015 $408.05 $417.23 $825.28

Comparison of Current Estimates of the ESRD Dialysis-only FFS USPCC with Prior Estimates

Part A+B
Calendar Current  Last Year’s
Year Estimate Estimate Ratio
2009 N/A $6,929.45

2010 $6,834.14  $7,121.32 1.042
2011 $7,031.65  $7,284.10 1.036
2012 $7,229.84  $7,359.76 1.018
2013 $7,218.90
2014 $7,676.79
2015 $7,925.55

Basis for ESRD Dialysis-only FFS USPCC Trend

Part A+B
Adjustment  Adjusted
All ESRD  Factor for  Dialysis-only
Calendar Cumulative  Dialysis- Cumulative

Year FFS Trend only Trend
2011 1.0196 1.0091 1.0289
2012 1.0386 1.0185 1.0579
2013 1.0283 1.0272 1.0563
2014 1.0828 1.0374 1.1233
2015 1.1069 1.0477 1.1597

Note: 2010 All ESRD FFS USPCC is $4,695.55
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Summary of Key Projections under Present Law*

Part A
Calendar Year Fiscal Year FY Part A Total Reimbursement
Year CPI Percent Increase PPS Update Factor (Incurred)
2003 2.2 3.0 3.5
2004 2.6 3.4 8.4
2005 35 3.3 8.8
2006 3.2 37 5.9
2007 2.9 3.4 6.1
2008 41 3.3 7.7
2009 -0.7 2.7 6.9
2010 2.1 -0.9 3.2
2011 3.7 -0.6 49
2012 2.0 -0.1 3.4
2013 19 3.2 5.7
2014 2.0 2.5 5.4
2015 2.1 2.7 2.7
Part B2
Physician Fee Schedule

Calendar Year Fees Residual® Part B Hospital Total
2003 14 4.5% 4.4% 6.8%
2004 1.8 5.9% 11.1% 9.8%
2005 15 3.2% 10.8% 7.0%
2006 0.2 4.6% 5.1% 6.1%
2007 0.0 3.5% 8.3% 4.3%
2008 0.5 3.3% 6.2% 4.8%
2009 1.1 1.4% 8.5% 3.8%
2010 1.3 1.6% 5.4% 2.2%
2011 0.9 5.1% 10.2% 4.5%
2012 0.0 3.4% 6.0% 3.2%
2013 -30.8 8.4% 6.0% —6.6%
2014 14 2.8% 6.6% 4.9%
2015 1.3 3.1% 6.7% 4.4%

'Percent change over prior year.
*Percent change in charges per Aged Part B enrollee.
*Residual factors are factors other than price, including volume of services, intensity of services, and age/sex changes.
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Medicare Enrollment Projections under Present Law (In Millions)
Non-ESRD Total

Part A Part B

Calendar Year Aged Disabled Aged Disabled
2003 34.426 5.928 33.027 5.187
2004 34.837 6.247 33.282 5.458
2005 35.243 6.573 33.608 5.746
2006 35.779 6.851 33.960 5.985
2007 36.430 7.128 34.448 6.212
2008 37.358 7.320 35.121 6.404
2009 38.235 7.531 35.811 6.629
2010 39.068 7.760 36.491 6.894
2011 39.811 7.997 37.218 7.156
2012 41.291 8.501 38.510 7.521
2013 42.745 8.759 39.812 1.774
2014 44.147 8.998 41.050 7.977
2015 45572 9.152 42.305 8.118

Non-ESRD Fee For Service
Part A Part B

Calendar Year Aged Disabled Aged Disabled
2003 29.582 5.595 28.086 4.847
2004 29.934 5.895 28.288 5.100
2005 30.001 6.141 28.274 5.309
2006 29.350 6.108 27.447 5.236
2007 28.821 6.186 26.765 5.264
2008 28.593 6.199 26.282 5.277
2009 28.542 6.246 26.050 5.338
2010 28.881 6.383 26.236 5511
2011 29.072 6.485 26.413 5.639
2012 29.606 6.808 26.748 5.823
2013 30.924 7.049 27.912 6.060
2014 32.956 7.383 29.780 6.357
2015 35.458 7.698 32.113 6.659

ESRD
ESRD-Total ESRD-Fee For Service

Calendar Year Total Part A Total Part B Total Part A Total Part B
2003 0.382 0.370 0.361 0.348
2004 0.399 0.382 0.377 0.360
2005 0.416 0.398 0.394 0.375
2006 0.435 0.416 0.406 0.386
2007 0.453 0.432 0.417 0.396
2008 0.471 0.450 0.428 0.406
2009 0.490 0.468 0.438 0.416
2010 0.508 0.486 0.453 0.431
2011 0.527 0.505 0.469 0.447
2012 0.551 0.529 0.491 0.468
2013 0.572 0.550 0.511 0.488
2014 0.591 0.568 0.533 0.510
2015 0.607 0.584 0.555 0.532
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Part A Projections under Present Law for non-ESRD (Aged+Disabled) *

Hospice: Total
Reimbursement

Calendar Inpatient Hospital SNF Home Health Managed Care (in Millions)
Year Aged + Disabled  Aged + Disabled  Aged + Disabled Aged + Disabled Aged + Disabled
2003 2,588.58 371.32 124.42 458.37 5,446
2004 2,709.46 414.47 134.05 501.31 6,491
2005 2,812.46 451.65 141.04 603.02 7,615
2006 2,758.66 476.27 141.48 758.13 8,899
2007 2,722.39 505.58 144.37 907.54 9,964
2008 2,711.44 537.99 151.57 1,079.18 10,842
2009 2,676.51 553.49 154.42 1,250.75 11,673
2010 2,666.78 575.76 156.90 1,253.05 12,445
2011 2,633.00 669.20 152.52 1,306.22 13,345
2012 2,601.98 631.15 149.63 1,369.53 14,309
2013 2,680.46 679.89 154.25 1,317.58 15,252
2014 2,794.65 735.79 160.56 1,212.44 16,327
2015 2,891.31 799.43 167.26 1,031.96 17,484

! Average reimbursement per enrollee on an incurred basis, except where noted.
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Part B Projections under Present Law for non-ESRD (Aged+Disabled) *

Physician Fee Schedule Part B Hospital Durable Medicare Equipment

Calendar Year Aged + Disabled Aged + Disabled Aged + Disabled
2003 1240.44 365.14 197.17
2004 1367.32 419.28 196.45
2005 1404.39 478.18 195.32
2006 1403.33 498.05 196.84
2007 1381.41 527.56 194.70
2008 1380.97 555.56 199.92
2009 1391.15 598.93 183.02
2010 1435.01 629.30 185.17
2011 1508.93 692.42 182.07
2012 1516.11 726.20 192.57
2013 1116.05 782.44 191.45
2014 1206.75 867.35 195.64
2015 1318.25 970.86 214.50

Carrier Lab Other Carrier Intermediary Lab

Calendar Year Aged + Disabled Aged + Disabled Aged + Disabled
2003 74.78 333.74 75.25
2004 80.61 361.00 80.56
2005 82.56 363.88 84.26
2006 85.44 362.11 84.60
2007 91.42 367.23 84.48
2008 95.27 370.47 86.15
2009 102.90 389.64 90.62
2010 102.43 400.75 91.70
2011 103.73 421.56 97.57
2012 107.29 434.08 99.47
2013 110.35 457.89 101.02
2014 118.66 495.99 108.40
2015 128.46 532.62 117.18

Other Intermediary Home Health Managed Care

Calendar Year Aged + Disabled Aged + Disabled Aged + Disabled
2003 114.10 136.89 421.83
2004 119.70 156.61 471.86
2005 139.93 179.63 560.92
2006 142.25 203.12 770.83
2007 151.35 232.61 932.63
2008 158.39 252.75 1108.16
2009 173.19 277.68 1208.38
2010 173.28 280.64 1224.17
2011 180.29 272.48 1278.60
2012 193.59 268.69 1374.06
2013 177.87 277.22 1399.01
2014 196.37 288.94 1326.81
2015 218.00 301.17 1181.98

' Average reimbursement per enrollee on an incurred basis.
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Claims Processing Costs as a Fraction of Benefits

Calendar

Year Part A Part B

2003 0.001849 0.011194
2004 0.001676 0.010542
2005 0.001515 0.009540
2006 0.001245 0.007126
2007 0.000968 0.006067
2008 0.000944 0.006414
2009 0.000844 0.005455
2010 0.000773 0.005055
2011 0.000749 0.004396
2012 0.000749 0.004396
2013 0.000749 0.004396
2014 0.000749 0.004396
2015 0.000749 0.004396
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Approximate Calculation of the USPCC, the National MA Growth Percentage for
Combined (Aged+Disabled) Beneficiaries, and the FFS USPCC (Aged+Disabled)

The following procedure will approximate the actual calculation of the USPCCs from the
underlying assumptions for the contract year for both Part A and Part B.

Part A:

The Part A USPCC can be approximated by using the assumptions in the tables titled “Part A
Projections Under Present Law for non-ESRD (Aged+Disabled)” and “Claims Processing Costs
as a Fraction of Benefits.” Information in the “Part A Projections” table is presented on a
calendar year per capita basis. First, add the per capita amounts over all types of providers
(excluding hospice). Next, multiply this amount by 1 plus the loading factor for administrative
expenses from the “Claims Processing Costs” table. Then, divide by 12 to put this amount on a
monthly basis.

Part B:

The Part B USPCC can be approximated by using the assumptions in the tables titled “Part B
Projections under Present Law for non-ESRD (Aged+Disabled)” and “Claims Processing Costs
as a Fraction of Benefits.” Information in the “Part B Projections” table is presented on a
calendar year per capita basis. First, add the per capita amounts over all types of providers.
Next, multiply by 1 plus the loading factor for administrative expenses and divide by 12 to put
this amount on a monthly basis.

The National Per Capita MA Growth Percentage:

The National Per Capita MA Growth Percentage for 2013 (before adjustment for prior years’
over/under estimates) is calculated by adding the USPCCs for Part A and Part B for 2013 and
then dividing by the sum of the current estimates of the USPCCs for Part A and Part B for 2012.

The FFS USPCC:

The tables used to calculate the total USPCC can also be used to approximate the calculations of
the FFS USPCC. The per capita data presented by type of provider in the projections tables for
both Part A and B are based on total enrollment. To approximate the FFS USPCCs, first add the
corresponding provider types under Part A and Part B separately. For the FFS calculations, do
not include the managed care provider type. Next, rebase the sum of the per capita amounts for
FFS enrollees, i.e. multiply the sum by total enrollees and divide by FFS enrollees. (The
enrollment tables in this attachment now also include FFS enroliment). Then, multiply by 1 plus
the loading factor for administrative expenses and divide by 12. The result will only be
approximate because there is an additional adjustment to the FFS data which accounts for cost
plan data which comes through the FFS data system. This cost plan data is in the total per capita
amounts by type of provider, but is removed for the FFS calculations.

16



Attachment I11. Responses to Public Comments

Section A. Estimate of the National Per Capita MA Growth Percentage and the National
Medicare Fee-for-Service Growth Percentage for Calendar Year 2013

Comment: Commenters requested more detail and documentation regarding how the growth
percentage was calculated for the Advance Notice, including the basis for CMS’ estimate.
Commenters asked that CMS include information such as key assumptions underlying the
estimate, information on revisions to prior year estimates as shown in Table | of the Advance
Notice, and fee schedule and utilization trend assumptions by categories of service (as is
typically shown in Attachment Il of the Announcement). Commenters also requested that CMS
place more documentation in the Advance Notice for future years to assist organizations in
understanding the growth percentage.

Response: We will consider providing more detailed information in the Advance Notice to assist
the public’s understanding of the preliminary estimate of the growth percentage.

Comment. Commenters requested more details regarding the calculation of the FFS USPCC
Growth Percentage to maintain consistency with the details provided for the National Per Capita
MA Growth Percentage in the Advance Notice.

Response: Beginning with this Notice, we have added additional data in Attachment 11 regarding
FFS enrollment and adjustments for cost plan data in the FFS sector. This information, along
with other data in the Projections under Current Law tables, is sufficient to calculate the FFS
USPCCs. We have added a discussion of how to use these data to calculate the FFS USPCC in
the Approximate Calculation of the USPCC and the National MA Growth Percentage for
Combined (Aged+Disabled) Beneficiaries section of Attachment I1.

Comment: One commenter asserted that CMS has consistently understated the MA growth
percentage in its annual announcements, on average by approximately 1.5 percentage points.
The commenter believes there may be a bias in CMS’ estimation methodologies that needs to be
examined and adjusted for in the final 2012 rates and that it may not be driven by the SGR fix.
The commenter is concerned that MA plans are being asked to defer a portion of their income.

Response: CMS’s adjustments to prior year estimates include many cases of both positive and
negative adjustments, suggesting that there is no bias in the initial estimates for any given year.
There are often positive adjustments in the first year after the initial estimate is made, and the
major reason for this trend is the consistent adjustment to the physician update factor which
usually occurs after the MA rates have been announced. While there are other reasons for
adjustments in the first year, the prominent adjustment is typically tied to an update to the
physician fee schedule.
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Comment: Several commenters contended that, given the fact that Congress, since 2003, has
made adjustments to avoid reductions in physician payments under the SGR formula, it can be
expected that Congress will again act legislatively to eliminate the reduction in payment for 2012
provided for under current law. These commenters accordingly requested that CMS include the
impact of the expected SGR “fix” when calculating the national per capita MA growth
percentage and prior year revision. Commenters recommended that CMS disclose the legislative
and/or regulatory basis that requires it to ignore the consistent repeal of the SGR-legislated fee
schedule reductions. One commenter noted that the policy is especially problematic for PFFS
plans.

Response: CMS’s consistent interpretation and longstanding practice has been to base the
projected growth percentage on the law as it exists on the date of the announcement of the
payment rate update. The statute requires that the growth percentage reflect the Secretary’s
estimate of the projected per capita rate of growth in expenditures “under this title.” We believe
that the best reading of this statutory language is that the growth percentage should be based on
the provisions of “this title” (Title XVIII) as of the date that the rates are announced. As a result,
every ratebook to date has been based on a USPCC increase estimated under the then current
law. Changes to the Medicare statute are a fairly common occurrence. There have been a number
of years where Medicare expenditures were expected to be reduced by pending legislative action.
In those years, if we had anticipated the legislative changes in the projections, payments to
Medicare Advantage plans would have been reduced. By following current law as the basis for
the projection, any judgment regarding the likelihood or implications of unknown possible law
changes is removed.

Comment: One commenter asked CMS to demonstrate how the year-over-year cost trends are
reduced by a younger, baby boomer, Medicare population.

Response: The effects of the baby boomers are implicitly included in OACT’s projections of
future Medicare costs. OACT’s main projection models include age-sex utilization adjustments
for most types of service. As expected, these age-sex utilization adjustments are lowest for the
younger aged population and generally increase by age. When combining the projected
enrollment, the age-sex utilization adjustments and other assumptions affecting future costs, the
projection models account for the baby-boomer effects.

Section B. MA Benchmark, Quality Bonus Payments and Rebate

Comment: Commenters asked CMS to clarify its policy regarding the frequency with which we
will rebase our rates. One commenter requested that CMS provide the overall impact of changes
on health plans. Commenters stated that CMS should consider rebasing less frequently in order
to maintain stability of the rates.
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Response: Section 1853(c)(1)(D)(ii) requires CMS to rebase the county fee-for-service (FFS)
rates, which form the basis of the specified amount, periodically, but not less than once every
three years. When the rates are rebased, CMS updates its estimate of each county’s FFS costs
using more current FFS claims information. CMS will rebase the FFS rates for 2013. The new
Affordable Care Act rate set under section 1853(n)(2) of the Act (specified amount) is based on
FFS costs. Rebasing provides the most recent calculation of this cost and moves us closest to a
FFS based rate. Rebasing also helps provide a smooth glide path toward the FFS rate, in that it
limits the more radical changes that may occur with less frequent updates. We do not provide
impact information in the Advance Notice because the data used to determine the county FFS
costs are not available until the time of the Rate Announcement.

Comment: Commenters expressed concern over the transition for plans who were in double
bonus counties in 2012 and who will no longer be in double bonus counties in 2013. A few
commenters requested that CMS publish draft county FFS cost data in the Advance Notice to
give plans an approximation of which counties will be eligible for double bonuses. One
commenter suggested we use the same data that is used for the county quartile determination.

Response: The statute clearly provides for a transition to the blended benchmark (Section
1853(n)) and a transition for changes in the applicable percentage (Section 1853(n)(2)(D)). The
statute is silent on transitions for changes in bonus county status. We interpret this to mean that
the statute did not intend for a transition to occur for changes in bonus county status.

We do not use the same data for the qualifying county determination that is used for the county
quartile determination, because the statute specifies that we use different data. For the county
quartiles, section 1853(n)(2)(C) requires CMS to determine applicable percentages for a year
based on county FFS rate rankings for the previous year that was a rebasing year. Determination
of the qualifying county under section 1853(0)(3)(B)(iii) requires the use of expenditures for
individuals enrolled under the original Medicare FFS program for the year. We do not provide
double bonus county information in the Advance Notice because the data used to determine the
county FFS costs are not available until the time of the Rate Announcement.

Comment: Several commenters expressed concerns that Puerto Rico rates are still artificially
low because of special FFS payment provisions for Puerto Rico. Further, these commenters
believe plans are disadvantaged in achieving a three-star or higher rating and because double
bonus counties are not possible because Puerto Rico does not have urban floors, plans cannot
receive relief through quality bonus payments. These commenters also stated that Puerto Rico
rate calculation changes from 2012 should not be phased-in.

Response: CMS began a detailed analysis of FFS spending in Puerto Rico in the fall of 2010.
The results of that analysis confirmed Medicare enrollment, cost, and use patterns in Puerto Rico
are different than in the States. A far greater proportion of beneficiaries in Puerto Rico enroll in
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Medicare Advantage plans and those who remain in FFS are much less likely to enroll in Part B.
While most mainland beneficiaries are automatically enrolled in Part B and must opt out to
decline it, beneficiaries in Puerto Rico must take affirmative action to opt-in to Part B coverage.
In addition, Medicare FFS payment rates in Puerto Rico tend to be lower than on the mainland.

Given that beneficiaries who enroll in Medicare Advantage are enrolled in both Part A and Part
B, we concluded the FFS rate calculation in Puerto Rico should be based exclusively on
beneficiaries who are enrolled in both Part A and Part B. This refinement was included in the
FFS rates that OACT calculated and was announced in the 2012 Rate Announcement published
on April 4, 2011. As a result of this change, rates increased in Puerto Rico counties relative to
what they would have been under the previous methodology.

Commenters noted that these changes will not be fully reflected in the FFS calculation for
several years because the FFS rate calculations are based on a five-year-rolling average and
subject to a data lag. Commenters requested that we allow these changes in FFS payment
methodologies to impact MA rates sooner. As with other changes that affect the average
geographic adjustment (AGA) calculation, and to limit significant annual fluctuations, either
upward or downward, for 2013 we will continue to reflect the new approach for tabulating
Puerto Rico FFS claims and enrollees in an additional year of FFS tabulations. The statute
prescribes how FFS costs must be calculated at 1853(c)(1)(D) and how the benchmarks must be
calculated at 1853(n). We believe the calculation of FFS rates is based on the FFS payment
rules, which cannot be adjusted for calculating MA payment. Additionally, Section
1853(0)(3)(B) defines the parameters for identifying qualifying counties, and does not
incorporate any exceptions.

We appreciate the concerns commenters have raised regarding Puerto Rico. However, we have
thoroughly reviewed the methodology used to calculate FFS rates and believe the methodology,
including the refinement described above, represents the best and most accurate estimate of FFS
costs in Puerto Rico.

Comment: One commenter expressed concern over the disparity between transition schedules
toward rates based on FFS for counties in Rhode Island.

Response: The blend of the specified amount and applicable amount used to create the county
rates is phased-in on a transitional basis beginning in 2012 and ending in 2017. In 2012, each
county was assigned to one of three transition periods - two, four, or six years. CMS determined
a county’s specific transition period by calculating the difference between the county’s Projected
2010 Benchmark Amount and 2010 applicable amount. The Projected 2010 Benchmark Amount
was a one-time only calculation, which has been employed solely for the purpose of assigning
each county its appropriate transition period, in accordance with the Affordable Care Act. The
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transition schedules for the blended benchmark are clearly defined in Section 1853(n) of the
Statute.

Comment: One commenter asked that CMS provide clarification that any new MA contract will
continue to receive a weighted average of star ratings of the parent organization.

Response: As stated in the 2013 Advance Notice, a new MA contract offered by a parent
organization that has not had any MA contract(s) with CMS in the previous three years is treated
as a qualifying contract, per statute, and is assigned three stars for quality bonus payment (QBP)
purposes for 2013. These contracts are treated as new MA contracts during the demonstration
until the contract has enough data to calculate a star rating. For a parent organization that has
had MA contract(s) with CMS in the previous three years, any new MA contract under that
parent organization will receive a weighted average of the star ratings earned by the parent
organization’s existing MA contracts or MA contracts in the previous three years if there are no
existing contracts in the current year.

Comment: One commenter requested that CMS provide tentative dates for the release of the final
analysis of the QBP demonstration and the methodology that will be utilized for plan years after
2014. Another commenter requested that the demonstration be time limited, in order to
encourage three-star plans to improve quality. Other commenters wrote in support of the QBP
demonstration.

Response: The Quality Bonus Payment demonstration is a three-year demonstration that will
end in 2014. The QBP demonstration seeks to test whether providing an alternate bonus
structure further incents plans to achieve quality improvements and, as a result, leads to more
rapid and larger year-to-year improvements in quality scores. To the extent that three-star plans
improve their quality scores, and in turn their star ratings, under the demonstration, this quality
improvement and subsequent movement from three to four stars will provide a natural transition
to the statutory bonus structure after the completion of the demonstration. We plan to complete
the demonstration evaluation in July 2015, after the conclusion of the demonstration.

Comment: One commenter requested a statement regarding Program of All-Inclusive Care for
the Elderly ( PACE) organizations’ exclusion from the new blended benchmark being used as the
MA County rate as provided under the statute.

Response: We welcome the opportunity to clarify this issue. The blended benchmarks will not
be used as the MA county rates applied to the payment to PACE organizations. The PACE rates
will be published in a separate ratebook.
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Section C. Miscellaneous Part C

Comment: Many commenters asked for more information on sequestration under the Budget
Control Act of 2011. Commenters stated that it has the potential to significantly impact MA and
Part D payments.

Response: This is a government-wide topic that is not specific to MA and Part D plans. The
Administration is urging Congress to enact balanced deficit reduction legislation that avoids
sequestration, as proposed in the FY 2013 President’s Budget. Sequestration guidance will be
provided later as appropriate.

Comment: Two commenters asked that we provide guidance as soon as possible on the
methodology that we will use to calculate the Medicare medical loss ratio (MLR), which will be
implemented for 2014. One commenter asked CMS to consider the extensive administrative
obligations for MA plans.

Response: CMS plans to release a Medicare MLR proposed rule for public comment in future
months.

Section D. CMS-HCC Risk Adjustment Model

Comment: Many commenters expressed support for periodically recalibrating the current CMS-
HCC model based on newer and more complete data to ensure that more recent coding and
expenditure patterns are reflected in plan payments, as well as to increase the model’s accuracy
for payment. Several commenters also expressed appreciation for maintaining the current
condition categories in the model for 2013, while one commenter expressed disappointment in
not seeing dementia added to this model, and requested CMS reconsider its inclusion for 2013.

Response: We appreciate the support for implementing the proposed CMS-HCC model for 2013.
We also appreciate the commenters’ input regarding the diagnoses in the model. Our decision to
recalibrate the current CMS-HCC model without adding or deleting any condition categories for
2013 was to increase the model’s accuracy for payment, while also providing some continuity in
payment methodology for MA organizations in 2013, given other changes that are taking place.

Comment: Several commenters asked specifically about the new constraint on the diabetes
coefficients in the model, expressing concern regarding its potential impact on payment, stating
that clinical distinctions of the disease should have a graduated reimbursement factor, and
inquiring as to how these constraints increase the accuracy of the model. A few commenters
expressly requested that CMS reconsider the constraints applied to the diabetes categories, while
a few requested that CMS provide plan-specific payment impacts for changes to the model, and
one requested an impact analysis on the plan benchmarks and rates from the model changes.
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Response: As stated in the Advance Notice, constraints are implemented on HCCs for a number
of reasons, including retaining the appropriate statistical relationship between the level of
severity of HCCs, limiting variation where coding is new or otherwise does not well represent
clinical experience, and where the sample size for specific HCCs does not result in a stable
estimate. The constraint applied to the diabetes coefficients is in keeping with the articulated
model development policies and principles. CMS estimates the aggregate impact of the 2013
CMS-HCC model to be approximately a positive 0.1% on the national average Medicare
Advantage risk score. However, the 2013 model will have a differential effect across plans
depending upon the make-up of plan-specific populations and, as a result, the impact of the new
model on plans’ risk scores can vary.

Comment: Several commenters inquired about CMS’s indication that, as part of our ongoing
process to identify and analyze ways to improve the model, we are exploring the incorporation of
additional aspects of coding quality and completeness, and requested that CMS provide further
details and insights on this topic. One commenter stated that the HCC system was designed to be
a risk based model based on claims and diagnostic data, not a treatment based system.

Response: We appreciate the interest this topic generated, and the comments provided. CMS
conducts comprehensive evaluations of its CMS-HCC model on a regular basis. Additionally,
the Affordable Care Act requires a periodic evaluation of the CMS risk adjustment system used
to account for medical expenditures and care coordination costs for specified subsets of
beneficiaries. In the course of evaluating the CMS-HCC model, CMS is exploring the possibility
of researching and examining additional aspects of coding quality and completeness to determine
the most appropriate approach for potentially incorporating the results of such analyses into a
future CMS-HCC model in order to increase payment accuracy.

Comment: A few commenters requested that when CMS considers changing the risk adjustment
model structure by adding and/or deleting condition categories that CMS disclose this type of
model change no less than six to nine months prior to the final Rate Notice so that organizations
can make system changes.

Response: While we understand that Medicare Advantage Organizations (MAQs) need to make
system changes, releasing recalibrated models prior to the release of the Advance Notice for a
year would result in models with longer lags in the underlying data. While some data lags
cannot be avoided, CMS wants to shorten the data lag as much as possible for the purposes of
payment accuracy. The CMS-HCC model that we are implementing for 2013 uses 2008-2009
FFS data to produce the coefficients, and releasing the model any earlier would mean using even
earlier years of data. Because the relative values of the model reflect the relationship between
diagnosis and expenditures, using earlier years of data would incorporate less recent health care
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utilization and treatment patterns into the models. We also note that CMS faces similar timelines
for system changes as MAOs.

Comment: One commenter expressed concern about the accuracy of the risk adjustment model
for full benefit duals who are under 65 and duals with advanced age, frailty, and/or advanced
stages of illnesses, and inquired about how CMS is approaching the Affordable Care Act (ACA)
language requiring further refinements of the underlying model. Several commenters also
requested that CMS increase transparency regarding the model recalibration and development
process by providing data and statistical outputs.

Response: Our model development process involves a thorough assessment of the ability of the
CMS-HCC model to predict Medicare costs for not only all Medicare beneficiaries, but also for
subpopulations of Medicare beneficiaries. We direct the commenter to the evaluation that we
published with the 2012 Rate Announcement at_http://www.cms.gov/Medicare/Health-Plans/
MedicareAdvtgSpecRateStats/Downloads/Evaluation_Risk_Adj_Model _2011.pdf, as it more
thoroughly explains the processes through which the model is created, including the
methodologies used to ascertain which HCCs are included within the model. The output of the
regression model (the dollar coefficients) for the HCCs that are in the payment model can be
obtained simply by multiplying the relative factors by the model denominator.

For information on how the risk adjustment model addresses frailty, please refer to Section 2 of
the evaluation, where extensive research on the frailty model and potential methods for more
effectively capturing these costs are summarized. For information on how the risk adjustment
model performs in capturing the costs of individuals with multiple, comorbid chronic conditions,
and individuals with a diagnosis of mental illness, please refer to Section 3 of the evaluation and
the extensive discussion of model performance over a wide range of diagnoses, combinations of
diagnoses, and range of risk given a number of serious conditions. Finally, for discussion of an
assessment of the ability of the risk adjustment model to capture the scale of morbidity among
beneficiaries enrolled in C-SNPs, please refer to Section 4 of the evaluation. Please also refer to
the following publication for more information on model development and performance:
http://www.cms.gov/Research-Statistics-Data-and-Systems/Research/
HealthCareFinancingReview/Downloads/04summerpg119.pdf

Comment: One commenter inquired if CMS used the 13 newly “tagged” conditions in the
chronic condition warehouse as announced on January 30™ by the Medicare-Medicaid
Coordination Office in the 2007 data used for the risk adjustment update, and if not, how CMS
uses these conditions in the HCC model.

Response: The flags in the Chronic Condition Warehouse (CCW) are used for analytic purposes,
and are derived using algorithms developed to best identify those beneficiaries who have a
certain condition. Flags are derived from data found on claims, including ICD-9, CPT4, and
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HCPCS codes, along with requirements relating to the type and number of encounters. The
CMS-HCC model uses diagnoses as part of a model developed to predict Medicare costs. As
such, we use diagnoses taken directly from claims or from MA reported data.

Section E. Adjustment for MA Coding Pattern Differences

Comment: One commenter suggested that CMS examine the General Accountability Office’s
(GAO) findings, published in the January 2012 report entitled “CMS Should Improve the
Accuracy of Risk Score Adjustments for Diagnostic Coding Practice” and account for coding
differences between Fee-for-Service Medicare and Medicare Advantage that may result in
inaccurate risk score adjustments and overpayments to plans.

Response: CMS uses a different methodology than was used in GAO’s analysis and, while we
found their method informative, we believe that our methodology results in an accurate measure
of the coding differential between FFS and MA. CMS continually develops its understanding of
coding trends and makes an assessment for each payment year regarding the appropriate
adjustment based on specific considerations of both coding trends and other market changes.

Comment: One commenter expressed support for CMS’s decision to maintain the level of the
2012 adjustment for 2013, stating that doing so mitigates the significant adverse and
disproportionate impact that that the ACA is having on Puerto Rico MA plan funding.

Response: We acknowledge the commenter’s support for maintaining the current coding pattern
adjustment.

Section F. New Enrollee Risk Scores for Chronic SNPs

Comment: A few commenters suggested that the new enrollee factor for chronic care Special
Needs Plans (C-SNPs) should apply to all existing Medicare beneficiaries who are newly
enrolling in a C-SNP instead of being applied only to those who are new to Medicare, while
other commenters requested that a new enrollee factor be calculated for beneficiaries new to all
SNPs and PACE organizations as well, not just C-SNPs.

Response: CMS interprets the current statutory requirement to only require the application of the
C-SNP risk adjustment model to new Medicare beneficiaries. CMS is not planning to develop a
set of risk scores for continuing Medicare enrollees who are new to C-SNPs. Under CMS’s risk
adjustment methodology, risk scores reflect prior year diagnoses and, given the strict rules about
documenting reported diagnoses, CMS does not consider it appropriate that we impute prior year
diagnoses for beneficiaries not new to Medicare. Many beneficiaries who are enrolled in MA
plans develop conditions in the payment year that they did not have previously, and the risk
model is designed to accurately predict risk across subgroups of beneficiaries, including groups
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of high-risk beneficiaries. As documented in the evaluation published with the 2012 Rate
Announcement, the current model works well within subgroups of risk, including high-risk
groups such as those enrolled in C-SNPs. As we further documented in the published evaluation,
there is evidence that C-SNP enrollees are not higher risk or more sick than similar FFS
enrollees.

Additionally, CMS is not considering applying specially-tailored new enrollee risk scores to
Dual SNP, Institutional SNP, or PACE enrollees. We believe that the new enrollee risk score is
adequate for enrollees in these other types of plans. While the C-SNP new enrollee model
appropriately reflects additional disease burden of beneficiaries with specific diseases enrolled in
C-SNPs, the regular new enrollee risk score model captures the additional costs due to Medicaid,
disabled, and institutional status.

Section G. Normalization Factors

Comment: A few commenters requested that CMS provide additional details regarding the
methodology used to develop the 2013 normalization factors, and how CMS is accounting for
the influx of baby boomers, and a likely demographic shift to a younger population in Medicare
when developing both the 2013 normalization factors and future year normalization factors.

Response: The formula for calculating normalization factors used to adjust risk scores takes into
account the following factors:

(1) The annual trend in risk scores, calculated over a rolling set of years; and (2) the number of
years between the denominator year and the payment year.

Each year’s normalization factor may change marginally due to updating the annual trend and, to
a larger degree, as a result of any change in the gap between the denominator year and the
payment year. When we calculate the normalization factor for the payment year, we use the
most recent data available for the beneficiaries in the denominator, so as to reflect recent trends.
We have decided to calculate an annual trend over five years of risk scores specifically to smooth
this trend. No adjustments are made to the data based on expected enrollment or future trends in
expenditures. Over time, changes in enroliment patterns, e.g., the influx of baby boomers into
Medicare, will be reflected in the trend used to calculate the normalization factors.

The final 2013 CMS-HCC Part C model normalization factor is 1.028.

* The Part C normalization factor is used to normalize the following risk scores:
Aged/disabled community, aged/disabled institutional, aged/disabled new enrollee, and
C-SNP new enrollee.

* Population used to calculate annual trend: FFS beneficiaries.
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CMS estimates an annual trend using a linear function applied to the following years’ risk
scores:

2007: 0.945
2008: 0.956
2009: 0.972
2010: 0.986
2011: 1.000

The linear annual trend over these five years (2007-2011) is 0.0141. This annual trend is applied
for the years between the denominator year (2011) and the payment year (2013) by taking it to
the second power. The normalization factor is obtained as follows: 1.0141% = 1.028.

The final 2013 normalization factor for the ESRD dialysis model is 1.023.

CMS estimates an annual trend using a linear function applied to the following years’ risk
scores:

2007: 0.991
2008: 0.994
2009: 1.000
2010: 1.006
2011: 1.013

The linear annual trend over these five years (2007-2011) is 0.0056. This annual trend is applied
for the years between the denominator year (2009) and the payment year (2013) by taking it to
the fourth power. The normalization factor is obtained as follows: 1. 0056 = 1.023.

The final 2013 normalization factor for the Functioning Graft segment of the ESRD risk
adjustment model, and the PACE risk adjustment model is 1.070.

CMS estimates an annual trend using a linear function applied to the following years’ risk
scores:

2007: 0.966
2008: 0.977
2009: 1.000
2010: 1.016
2011:1.032

The linear annual trend over these five years (2007-2011) is 0.0172. This annual trend is applied
for the years between the denominator year (2009) and the payment year (2013) by taking it to
the fourth power. The normalization factor is obtained as follows: 1. 0172* = 1.070.
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The final 2013 normalization factor for the RxHCC model is 1.034.

e The Part D normalization factor is used to normalize all Part D risk scores.
* Population used to calculate annual trend: PDP and MA enrollees

CMS estimates an annual trend using a linear function applied to the following years’ risk
scores:

2006: 0.956
2007: 0.964
2008: 0.974
2009: 0.986
2010: 1.000

The linear annual trend over these five years (2006-2010) is 0.01105. This annual trend is
applied for the years between the denominator year (2010) and the payment year (2013) by
taking it to the third power. The normalization factor is obtained as follows: 1. 01105° = 1.034.

Section H. Frailty Adjustment

Comment: One commenter expressed appreciation for CMS’s efforts to update the PACE frailty
factors for 2013.

Response: We appreciate the support.

Comment: A few commenters were concerned by the terminology CMS used to describe how
Fully Integrated Dual Eligible (FIDE) SNP frailty scores will be compared to PACE frailty
scores for payment year 2013 in order to determine which FIDE SNPs will receive a frailty add-
on to the risk scores of beneficiaries enrolled in the FIDE SNP, and ind