February 1, 2017

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

SUBJECT: Advance Notice of Methodological Changes for Calendar Year (CY) 2018 for
Medicare Advantage (MA) Capitation Rates, Part C and Part D Payment Policies and 2018
Call Letter

In accordance with section 1853(b)(2) of the Social Security Act, we are notifying you of
planned changes in the MA capitation rate methodology and risk adjustment methodology
applied under Part C of the Act for CY 2018. Also included with this notice are proposed
changes in the payment methodology for CY 2018 for Part D and annual adjustments for CY
2018 to the Medicare Part D benefit parameters for the defined standard benefit. For 2018, CMS
will announce the MA capitation rates and final payment policies on Monday, April 3, 2017, in
accordance with the timetable established in the Medicare Prescription Drug, Improvement, and
Modernization Act of 2003 (MMA) (Pub. L. 108-173). Beginning for 2018, the Securing
Fairness in Regulatory Timing Act of 2015 (SFRTA) (Pub. L. 114-106) also requires CMS to
publish the Advance Notice of Methodological Changes no fewer than 60 days before the
publication of the Rate Announcement, and establishes a minimum 30-day period for the public
to comment on the proposals in the Advance Notice.

Attachment | shows the preliminary estimates of the national per capita MA growth percentage
and the national Medicare fee-for-service growth percentage, which are key factors in
determining the MA capitation rates. Attachment Il sets forth changes in the Part C payment
methodology for CY 2018. Attachment Il sets forth the changes in the Part D payment
methodology for CY 2018. Attachment IV presents the annual adjustments for CY 2018 to the
Medicare Part D benefit parameters for the defined standard benefit. Attachment V presents the
preliminary risk adjustment factors.

Attachment V1 provides the draft CY 2018 Call Letter for MA organizations; section 1876 cost-
based contractors; prescription drug plan (PDP) sponsors; demonstrations; Programs of All-
Inclusive Care for the Elderly (PACE) organizations; Medicare-Medicaid Plan (MMP); and
employer and union-sponsored MA or Part D group plans, including both employer/union-only
group health plans and direct contract plans. The CY 2018 Call Letter contains proposals
relating to the quality rating system and information these plan sponsor organizations will find
useful as they prepare their bids for the new contract year.

Comments or questions may be submitted electronically to the following address:
AdvanceNotice2018@cms.hhs.gov.



mailto:AdvanceNotice2018@cms.hhs.gov

Comments may be made public, so submitters should not include any confidential or personal
information. In order to receive consideration prior to the April 3, 2017 release of the final
Announcement of Calendar Year 2018 Medicare Advantage Capitation Rates and Medicare
Advantage and Part D Payment Policies, comments must be received by 6:00 PM Eastern
Standard Time on Friday, March 3, 2017.

/sl
Cynthia G. Tudor, Ph.D.
Acting Director, Center for Medicare

/sl

Jennifer Wuggazer Lazio, F.S.A., M.A.AA.
Director

Parts C & D Actuarial Group

Office of the Actuary

Attachments
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Attachment I. Preliminary Estimates of the National Per Capita Growth Percentage and
the National Medicare Fee-for-Service Growth Percentage for Calendar Year 2018

The Affordable Care Act, by amendments to section 1853 of the Social Security Act, establishes
a new methodology for calculating each MA county rate as a percentage of Fee for Service (FFS)
spending in each respective county. The Affordable Care Act provides for a transitional period
during which each county rate is calculated as a blend of the pre-Affordable Care Act rate set
under section 1853(k)(1) of the Social Security Act (the “applicable amount”) and the new FFS-
based Affordable Care Act rate set under section 1853(n)(2) of the Social Security Act (the
“specified amount™?). For 2018, all counties will be fully transitioned to the new rate
methodology.

For 2018, the MA county rates are based on the specified amount as defined in Section A2
below. Section 1853(n)(4) of the Social Security Act requires that the benchmark (increased by
quality bonus percentages where applicable) be capped at the level of the 1853(k)(1) applicable
amount. The 2018 FFS cost is calculated, in part, using the FFS growth percentage. CMS intends
to rebase the county FFS rates for 2018 as part of the calculation of the rates for 2018.

Throughout this document, the Social Security Act will be referred to as “the Act.”
Section A. MA Growth Percentage

The current estimate of the change in the national per capita MA growth percentage for aged and
disabled enrollees combined in CY 2018 is 2.70 percent. This estimate reflects an underlying
trend change for CY 2018 in per capita cost of 2.77 percent and, as required under section
1853(c)(6)(C) of the Act, adjustments to the estimates for prior years as indicated in the table
below.

Table I-1 below summarizes the estimates for the change in the national per capita MA growth
percentage for aged/disabled beneficiaries.

Table I-1. Increase in the National Per Capita MA Growth Percentages for 2018

Prior Increases Current Increases
NPCMAGP for 2018
With §1853(c)(6)(C)
2003 to 2017 2003 t0 2017 2017 to2018 2003 to 2018 adjustment1
Aged+Disabled 54.84% 54.73% 2.77% 59.02% 2.70%

ICurrent increases for 2003-2018 divided by the prior increases for 2003-2017

! The statute defines the “blended benchmark” as the “amount specified in [section
1853(n)(2)(A) of the Act] for the area for the year,” which does not include blending after the
transition period is completed.



Section B. FFS Growth Percentage

Section 1853(n)(2) of the Act, as amended by the Affordable Care Act, requires that the
specified amount for a county be calculated as a percentage of the county FFS costs. Table I-2
below provides the current estimate of the change in the Aged/Disabled FFS United States per
capita cost (USPCC), which will be used as the basis for the county FFS rates. The percentage
change in the FFS USPCC is shown as the current projected FFS USPCC for 2018 divided by
the prior projected FFS USPCC for 2017.

Table 1-2 also shows the change in the FFS USPCC for dialysis-only ESRD. Statewide dialysis-
only ESRD rates are determined by applying a historical average geographic adjustment to a
projected FFS dialysis-only ESRD USPCC. We will use a 5-year average of State data to
determine the average geographic adjustment, similar to the method used to determine the
geographic adjustments for non-ESRD rates.

Table I-2 - Increase in the USPCC Growth Percentage for CY 2018
Total USPCC — Non-ESRD  FFS USPCC — Non-ESRD  Dialysis-only ESRD

Current projected 2018 USPCC $864.82 $848.21 $7,085.79
Prior projected 2017 USPCC $842.06 $825.20 $7,023.24
Percent increase 2.70% 2.79% 0.89%

Table 1-3 compares last year’s estimate of the total non-ESRD USPCC with current estimates for
2003 to 2020, and Table I-4 compares last year’s FFS non-ESRD USPCC estimates with current
estimates. The total USPCCs are the basis for the National Per Capita MA Growth Percentages.
In addition, these tables show the current projections of the USPCCs through 2020. 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.



Table I-3 - Comparison of Current & Previous Estimates of the Total USPCC — Non-ESRD

Part A Part B Part A & Part B
Calendar Current Last’ Current LasE Current LasE .
Year Estimate Ye.ar S Estimate Y?ar X Estimate Y?ar S Ratio
Estimate Estimate Estimate
2003 $296.18 $296.18 $247.66 $247.66 $543.84 $543.84 1.000
2004 $314.08 $314.08 $271.06 $271.06 $585.14 $585.14 1.000
2005 $334.83 $334.83 $292.86 $292.86 $627.69 $627.69 1.000
2006 $345.30 $345.30 $313.70 $313.70 $659.00 $659.00 1.000
2007 $355.44 $355.44 $330.68 $330.68 $686.12 $686.12 1.000
2008 $371.90 $371.90 $351.04 $351.04 $722.94 $722.94 1.000
2009 $383.93 $383.93 $367.93 $367.93 $751.86 $751.86 1.000
2010 $382.98 $382.99 $376.82 $376.82 $759.80 $759.81 1.000
2011 $387.06 $389.78 $386.24 $386.31 $773.30 $776.09 0.996
2012 $378.95 $379.28 $392.75 $392.90 $771.70 $772.18 0.999
2013 $381.12 $381.32 $399.50 $399.73 $780.62 $781.05 0.999
2014 $371.63 $371.80 $418.65 $418.58 $790.28 $790.38 1.000
2015 $374.01 $372.10 $435.80 $432.53 $809.81 $804.63 1.006
2016 $374.42 $375.95 $446.31 $441.72 $820.73 $817.67 1.004
2017 $380.63 $386.02 $460.86 $456.04 $841.49 $842.06 0.999
2018 $388.24 $397.89 $476.58 $473.50 $864.82 $871.39 0.992
2019 $403.69 $410.97 $508.01 $503.55 $911.70 $914.52 0.997
2020 $422.89 $536.64 $959.53
Table I-4 - Comparison of Current & Previous Estimates of the FFS USPCC — Non-ESRD
Part A Part B Part A & Part B
Calendar | Current Last Current Last Current Last .
Year Estimate Y?ar’s Estimate Yff‘ar’s Estimate Y?ar’s Ratio
Estimate Estimate Estimate

2010 | $369.90 $369.90 $374.91 $374.91 $744.81 $744.81 1.000

2011 | $370.16 $373.81 $384.39 $384.47 $754.55 $758.28 0.995

2012 | $359.17 $359.57 $391.91 $392.07 $751.08 $751.64 0.999

2013 | $365.40 $365.58 $395.77 $395.99 $761.17 $761.57 0.999

2014 | $365.67 $365.88 $409.03 $408.86 $774.70 $774.74 1.000

2015 | $369.52 $368.23 $429.21 $426.30 $798.73 $794.53 1.005

2016 | $367.21 $370.33 $437.42 $431.08 $804.63 $801.41 1.004

2017 | $372.90 $378.95 $453.13 $446.25 $826.03 $825.20 1.001

2018 | $382.45 $390.23 $465.76 $462.98 $848.21 $853.21 0.994

2019 | $397.35 $402.64 $494.78 $491.86 $892.13 $894.50 0.997

2020 | $415.71 $521.90 $937.61

These estimates are preliminary and could change when the final rates are announced on April 3,
2017 in the Announcement of CY 2018 Medicare Advantage Capitation Rates and Medicare
Advantage and Part D Payment Policies. Further details on the derivation of the national per



capita MA growth percentage and the FFS growth percentage will also be presented in the
April 3, 2017 Announcement.



Attachment I1. Changes in the Part C Payment Methodology for CY 2018

Section A. MA Benchmark, Quality Bonus Payments and Rebate

As noted in Attachment I, the Affordable Care Act (ACA) amended section 1853 of the Act to
establish a different methodology for calculating each MA county rate as a percentage of FFS
spending in each county. The Affordable Care Act provided for a transitional period during
which each county rate was calculated as a blend of the pre-Affordable Care Act rate set under
section 1853(k)(1) of the Social Security Act (the “applicable amount™) and the new FFS-based
Affordable Care Act rate set under section 1853(n)(2) of the Social Security Act (the “specified
amount”). (Please note that throughout this document, the terms “benchmark’ and county rate”
are used interchangeably, and the term “service area benchmark” indicates the bidding target for
an MA plan based on its specific service area.)

Section 1853(c)(1)(D)(ii) of the Act requires CMS to rebase the county 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 intends to rebase the county FFS rates for 2018.

The Programs of All-Inclusive Care for the Elderly (PACE) plans are exempt from the MA
blended benchmark provisions and use of the specified amount, per section 1853(n)(5) of the
Act.

Al. Applicable Amount

The applicable amount is the pre-Affordable Care Act rate established under section 1853(Kk)(1)
of the Act. As CMS will rebase the rates in 2018, the applicable amount for 2018 is the greater
of: (1) the county’s 2018 FFS cost or (2) the 2017 applicable amount increased by the CY 2018
National Per Capita Medicare Advantage Growth Percentage. Note that, in 2018, the MA county
rates are fully transitioned to the specified amount. However, as discussed in Section A6, section
1853(n)(4) of the Act requires that the benchmark (determined taking into account the quality
bonus percentage increase) for each county must be capped at the county’s applicable amount.

A2. Specified Amount

Under section 1853(n)(2)(A) of the Act, the specified amount is based upon the following
formula:

(2018 FFS cost minus IME phase-out amount) x (applicable percentage + applicable percentage
quality increase)
Where:
IME phase-out amount is the indirect costs of medical education phase-out amount as
specified at section 1853(k)(4) and sections 1853(n)(2)(E) and (F);
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Applicable percentage is a statutory percentage applied to the county’s base payment
amount, as described at section 1853(n)(2)(B); and

Applicable percentage quality increase, referred to in this document as the quality bonus
payment (QBP) percentage, is a percentage point increase to the applicable percentage
for a county in a qualifying plan’s service area.

Section 1853(n)(2)(C) of the Act requires CMS to determine applicable percentages for a year
based on county FFS rate rankings for the most recent year that was a rebasing year. To
determine the CY 2018 applicable percentages for counties in the 50 States and the District of
Columbia, CMS will rank counties from highest to lowest based upon their 2017 average per
capita FFS rate, because 2017 is the most recent FFS rate rebasing year prior to 2018. CMS will
then place the rates into four quartiles. For the territories, CMS will assign an applicable
percentage to each county based on where the county rate falls in the quartiles established for the
50 States and the District of Columbia.

For 2018, we propose to update the county codes used in the ratebook in order to be consistent
with the FY 2017 IPPS rule. As aresult, one county (49088 Bedford City, Virginia) will be
removed from the ranking of 2017 FFS costs and removed from the 2018 ratebook.

CMS is publishing the 2018 applicable percentages by county with the Advance Notice at
https://www.cms.gov/Medicare/Health-Plans/MedicareAdvtgSpecRateStats/Ratebooks-and-
Supporting-Data.html. Each county’s applicable percentage is assigned based upon its quartile
ranking, as follows:

Table 11-1. FFS Quartile Assignment Rules
under the Affordable Care Act

Applicable
Quartile Percentage
4™ (highest) 95%
3rd 100%
2nd 107.5%
1% (lowest) 115%

Section 1853(n)(2)(D) of the Act provides that, beginning in 2013, if there is a change in a
county’s quartile ranking for a payment year compared to the county’s ranking in the previous
year, the applicable percentage for the area for the year shall be the average of: (1) the applicable
percentage for the previous year and (2) the applicable percentage for the current year. For both
years, CMS will calculate the applicable percentage that would otherwise apply for the area for
the year in the absence of this transitional provision. For example, if a county’s ranking changed


https://www.cms.gov/Medicare/Health-Plans/MedicareAdvtgSpecRateStats/Ratebooks-and-Supporting-Data.html
https://www.cms.gov/Medicare/Health-Plans/MedicareAdvtgSpecRateStats/Ratebooks-and-Supporting-Data.html
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from the second quartile to the third quartile, the applicable percentage would be 103.75 percent
for the year of the change — the average of 107.5 percent and 100 percent.

A3. Quality Bonus Payment Percentage

The Affordable Care Act provides for CMS to make quality bonus payments to MA
organizations that meet quality standards measured under a five-star quality rating system.? In
this document, we refer to this quality bonus as the quality bonus payment (QBP) percentage
instead of using the statutory term applicable percentage quality increase. The QBP percentage
is a percentage point increase to the applicable percentage for each county in a qualifying plan’s
service area, before multiplying the percentage by the FFS rate for the year to determine the
specified amount.

Table 11-2 shows the QBP percentage for each Star Rating for 2018 payments. For CY 2018
payments, plans with fewer than 4 stars will not receive a QBP percentage increase to the county
rates, and plans with 4 or more stars will receive a QBP percentage increase to the county rates,
as set forth in sections 1853(n) and 1853(0) of the Act. See Section A7 for rebate percentages
for CY 2018.

Table 11-2 Percentage Add-on to Applicable Percentage
for Quality Bonus Payments

Star Rating 2018 QBP Percentage*
Fewer than 3 stars 0%
3 stars 0%
3.5 stars 0%
4 stars 5%
4.5 stars 5%
5 stars 5%

*The QBP percentage is a percentage point increase to the
applicable percentage for a county in a qualifying plan’s service area.

An MA plan’s Star Rating is the rating assigned to its contract. MA plans with a Star Rating of 4
or more stars will bid against their service area benchmarks that include the 5 percentage point
QBP add-on to the applicable percentage for the benchmark in each county in the service area.
For 2018, MA plans with a Star Rating of fewer than 4 stars will bid against service area
benchmarks that do not include QBP add-ons to the county rates, with the exceptions of new MA
plans and low enrollment plans. As discussed below, all benchmarks (determined after
application of the QBP percentage) are capped at the section 1853(k)(1) amount — that is, what
the benchmark would have been under the pre-ACA rules, per section 1853(n)(4) of the Act.

2 Star Ratings are determined at the contract level; the contract rating is applied to each plan under that contract.
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New MA Plans

The method for determining the QBP percentage for a new MA plan is different from the method
described above. Per section 1853(0)(3)(A)(iii)(I1) of the Act, for the purpose of determining a
QBP percentage, the term “new MA plan” refers to an MA plan offered by a parent organization
that has not had another MA contract in the preceding three-year-period. New MA plans are
treated as qualifying plans that are eligible to receive a QBP percentage increase to the county
rates, except that the QBP percentage will be 3.5 percentage points, per section
1853(0)(3)(A)(iii)(I)(cc) of the Act. That is, new MA plans will bid against a service area
benchmark that reflects a 3.5 percentage point increase to the applicable percentage used to set
the benchmark for each county in the plan’s service area. As discussed below, all rates are
capped at the section 1853(k)(1) amount (determined after application of the QBP percentage) —
that is, what the benchmark would have been under the pre-ACA rules, per section 1853(n)(4) of
the Act.

Note that for a parent organization that has had a contract with CMS in the preceding three-year-
period, any new MA contract under that parent organization will receive an enrollment-weighted
average of the Star Ratings earned by the parent organization’s existing MA contracts. Such
plans may qualify for a QBP increase based on the enrollment-weighted average rating of the
parent organization. CMS finalized this policy in the 2012 Announcement (page 2), found on the
CMS website at https://www.cms.gov/Medicare/Health-Plans/MedicareAdvtgSpecRateStats/
Announcements-and-Documents.html, and will continue to apply it for 2018.

The Medicare Access and CHIP Reauthorization Act of 2015 (MACRA) (Pub. L. 114-10)
contained provisions to permit reasonable cost reimbursement contracts to transition into MA
plans through CY 2019, and allowed Medicare Advantage Organizations (MAOs) to deem the
enrollment of their cost enrollees into successor affiliated MA plans that meet specific
conditions. MACRA amended section 1853(0)(4) of the Act such that, for the first three years as
a converted MA plan receiving deemed enrollment, the converted plan shall not be treated as a
new MA plan as defined in section 1853(0)(3)(A)(iii)(11).

Low Enrollment Plans

Section 1853(0)(3)(A)(ii)(11) of the Act, as implemented at § 422.258(d)(7)(iv)(B),? provides that
for 2013 and subsequent years, CMS shall develop a method for determining whether an MA
plan with low enrollment is a qualifying plan for purposes of receiving an increase in payment
under section 1853(0). We apply this determination at the contract level, and thus determine
whether a contract (meaning all plans under that contract) is a qualifying contract. Pursuant to 8
422.252, a low enrollment contract is one that could not undertake Healthcare Effectiveness Data

3 Al regulatory cites are to Title 42 of the Code of Federal Regulations unless otherwise noted.


https://www.cms.gov/Medicare/Health-Plans/MedicareAdvtgSpecRateStats/Announcements-and-Documents.html
https://www.cms.gov/Medicare/Health-Plans/MedicareAdvtgSpecRateStats/Announcements-and-Documents.html
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and Information Set (HEDIS) and Health Outcome Survey (HOS) data collections because of a
lack of a sufficient number of enrollees to reliably measure the performance of the health plan.

Section 1853(0)(3)(A)(ii) of the Act does not address the amount of the increase for low
enrollment contracts. As in 2017, for 2018 payments, we propose that low enrollment contracts
be included as qualifying contracts that receive the QBP percentage of 3.5 percentage points,
similar to the QBP percentage increase applied to new MA plans. We interpret section
1853(0)(3) of the Act as establishing two types of qualifying plans for purposes of applying the
QBP, with the amount of the QBP determined by the basis for treatment of the plan as a
qualifying plan (i.e., whether the amount is based on the score produced under the Star Rating
system or based on the default increase specified in the case of new MA plans). Because the
rationale for treating new MA plans as qualifying plans is the same as doing so in the case of low
enrollment plans (i.e., there is no reliable data on which to assign a star value), we believe that
new MA plans and low enrollment MA plans should receive the same treatment for the purpose
of establishing the amount of quality bonus payments. Further, this is consistent with our
treatment of low enrollment contracts for purposes of determining the rebate available to the plan
under section 1854 of the Act.

A4. Qualifying County Bonus Payment

Beginning with payment year 2012, section 1853(0)(2) of the Act extends a double QBP
percentage to a qualifying plan located in a “qualifying county.” Section 1853(0)(3)(B) of the
Act defines a qualifying county as a county that meets the following three criteria:

(1) has an MA capitation rate that, in 2004, was based on the amount specified in section
1853(c)(1)(B) for a Metropolitan Statistical Area with a population of more than 250,000;

(2) as of December 2009, had at least 25 percent of MA-eligible beneficiaries residing in
the county enrolled in a MA plan; and

(3) has per capita FFS county spending for 2018 that is less than the national monthly per
capita cost for FFS for 2018.

The third criterion requires the calculation of per capita costs at both the national and county
level. When calculating county per capita costs for the 2012 through 2017 payment rates, we
excluded the portion of the claim payments to hospitals for the costs of direct graduate medical
education (GME). However, when calculating the national per capita cost for the same years, we
included payments for GME costs. We propose to remedy this inconsistency by including GME
costs in both the county and national per capita cost calculations for payment year 2018. We
believe this will result in a fairer comparison of per capita FFS spending between the county and
the national level. This proposed change to the treatment of GME is limited to the qualifying
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county determination and has no impact of the removal of GME from the FFS county cost as
required by section 1853(c)(1)(D)(i) of the Act.

This proposed change would cause county per capita costs to increase. As a result, fewer
counties would satisfy the third criterion of “qualifying counties™ listed above, and the number of
qualifying counties would decrease. For example, in the 2017 county rate file there are 234
qualifying counties, which would have been decreased by 15 counties as a result of this change.

As an example, a qualifying plan with a rating of 4.5 stars will have 5 QBP percentage points
added to the applicable percentage of each county in its service area. For a qualifying county in
that plan’s service area, an additional 5 percentage points would be added to that county’s
applicable percentage for a total increase of 10 percentage points used to calculate the
benchmark. If this qualifying county otherwise has an applicable percentage of 95 percent, this
is increased to 105 percent to reflect the quality bonus payment percentage for that county. As
discussed below, all benchmarks are capped at the section 1853(k)(1) amount (determined after
application of the QBP percentage) — that is, what the benchmark would have been under the
pre-ACA rules, as per section 1853(n)(4) of the Act.

CMS will publish a complete list of qualifying counties in the final 2018 Announcement. The
listing will contain all counties that meet all three criteria stated above. Two of the three
elements for determining a qualifying county (2004 urban floors (Y/N) for each county, and
2009 Medicare Advantage penetration rates) can be found in the 2017 Rate Calculation Data file
(columns Z and AA) on the CMS website at https://www.cms.gov/Medicare/Health-Plans/
MedicareAdvtgSpecRateStats/Ratebooks-and-Supporting-Data.html. The 2018 FFS rates, which
are necessary for the third criterion, are not available at the time this Advance Notice is
published. The FFS rates and the national average FFS spending amount will be published in the
final 2018 Announcement.

A5. Affordable Care Act County Rates Transitional Phase-In

The specified amount and applicable amount were blended to set the county benchmarks on a
transitional basis. This transition began in 2012 and was completed in 2017.

A6. Cap on Benchmarks

Section 1853(n)(4) of the Act requires that the benchmark (determined taking into account
application of the QBP percentage) for a county must be capped at the level of the county’s
applicable amount determined under section 1853(k)(1). We interpret this provision as requiring
that the QBP increase must be included in the benchmark before the comparison is made to
determine if the cap is applied. Thus, for all counties, post-QBP percentage rates are capped at
the section 1853(k)(1) amount — that is, what the benchmark would have been under the pre-
ACA rules.


https://www.cms.gov/Medicare/Health-Plans/MedicareAdvtgSpecRateStats/Ratebooks-and-Supporting-Data.html
https://www.cms.gov/Medicare/Health-Plans/MedicareAdvtgSpecRateStats/Ratebooks-and-Supporting-Data.html
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CMS shares the concerns stakeholders have raised about any rate-setting mechanism that
diminishes incentives for MA plans to continuously improve the care provided to Medicare
beneficiaries, and concur that a primary goal of developing the star rating system for MA has
been to encourage plans to continuously improve the quality of the care provided to their
enrollees. However, while we appreciate the concerns stakeholders have raised in connection
with the cap on benchmarks, as noted in the 2017 Rate Announcement, published on April 4,
2016, CMS continues to believe that the Secretary does not have the discretion under section
1853(n)(4) of the Social Security Act to eliminate the application of the pre-ACA rate cap or
exclude the bonus payment from the cap calculation when calculating the MA benchmarks.

A7. Rebate

Under section 1854(b)(1)(C) of the Act, except for MSA plans, the level of rebate for each plan
is tied to the plan’s Star Rating. Rebates for each plan are calculated as a percentage of the
difference between the risk-adjusted service area benchmark and the risk-adjusted bid. Under 8§
422.266(b), plans may use rebates to fund supplemental benefits and/or to buy down beneficiary
premiums for Part B and/or prescription drug coverage. Section 1854(b)(1)(C) stipulates rebate
percentages that apply based on a plan’s Star Rating, as shown in Table 1I-4.

Table I11-4. MA Rebate Percentages

Star Rating 2018
4.5+ Stars 70%
3.5t0 < 4.5 stars 65%
< 3.5 stars 50%

Section 1854(b)(1)(C)(vi)(ll) of the Act requires that, for purposes of determining the rebate
percentage, a new MA contract under a new parent organization will be treated as having a Star
Rating of 3.5 stars for 2012 and subsequent years. The statute is silent on the rebate percentage
to assign to low enrollment plans in years after 2012. We view this as a gap in the statute,
particularly in light of the direction in section 1853(0)(3)(A)(ii) to treat low enrollment plans as
qualifying plans for purposes of the quality bonus payment percentage. As we did for 2017,
CMS is proposing to treat low enrollment plans as having a Star Rating of 3.5 stars for purposes
of determining the rebate percentage for 2018.

As mentioned above, MACRA amended section 1853(0)(4) of the Act such that, for the first
three years as a converted MA plan receiving deemed enrollment, the converted plan shall not be
treated as a new MA plan.
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Section B. Calculation of Fee for Service Cost

The FFS cost for each county is a product of (1) the national FFS cost, or United States per-
capita cost (USPCC), and (2) a county-level geographic index called the average geographic
adjustment (AGA).

In the 2017 Announcement, we announced updates and refinements to the AGA calculation
methodology to reflect changes in FFS payment rules. Historical claims data were repriced to
reflect the most current wage and cost indices. CMS re-priced hospital inpatient, hospital
outpatient, skilled nursing facility, and home health claims to reflect the most current wage
indices, and re-tabulated physician claims with the most current Geographic Practice Cost Index.

In 2017, we repriced historical claims to account for the changes made by the ACA to payments
to disproportionate share hospitals. We also repriced durable medical equipment claims to
account for the change in prices associated with the competitive bidding program.

Also in 2017, we revised the tabulation of county-level risk scores, which are used to standardize
the AGAs for the risk profile of the population.

For 2018, we are proposing to update the claims data used to calculate the AGAs and to continue
the repricing of historical data in the AGA calculation. Repricing historical claims, in
conjunction with rebasing rates for 2018, ensures that the 2018 FFS rates for each county reflect
the most current FFS fee schedules and payment rules.

Section 1853(b)(4) of the Act requires CMS to annually publish county specific per capita fee-
for-service (FFS) expenditures, computed separately for Part A and Part B of Medicare.

The FFS expenditures have also been reported separately for Aged (age 65 and over), and
Disabled (under age 65) beneficiaries, even though the statute only requires publication of
aggregated information about the Aged and Disabled population, excluding the population of
ESRD beneficiaries. The separate Aged and Disabled FFS experience was directly used in the
development of demographically-based rates, which were rates based on factors which varied by
age, gender, Medicaid, institutional, and “working aged” statuses. The separate Aged and
Disabled FFS experience is no longer directly used in the development of demographically-based
rates in the Medicare Advantage program, thus publishing this data distinguishing between the
Aged and Disabled populations is no longer informative or necessary.

As required by section 1853(a)(3) of the Act, in 2000 we began a transition to rates based on risk
adjustment methodology, which reflects, among other factors, the expected relative health status
of each Medicare Advantage (MA) enrollee. The transition to risk-based rates was completed in
2007, at which point payments to MA plans were made exclusively on the risk-based payment
rates, and the demographically-based payments were discontinued.
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Unlike those earlier demographic rates, the risk rates are the same for Aged and Disabled
beneficiaries. However, we have continued to publish separate Aged and Disabled FFS
experience in support of the MA ratebook. Given that the separate Aged and Disabled
experience is not required for the development of the risk ratebook, we propose to stop releasing
county FFS expenditure data separately for the Aged population and the Disabled population
beginning with the calendar year 2018 ratebook. Under this proposal, all of the spreadsheets that
are published in support of the ratebook FFS rates will contain the combined FFS expenditures
for the Aged and Disabled beneficiaries. This change includes the payment data in the files
supporting the repricing of FFS claims; it also includes the claims payment data contained in the
Microsoft Excel workbook which provides details on the development of the FFS rate for each
county in the rate book year.

B1. AGA Methodology for 2018

In the first step, CMS is proposing to add the 2015 cost and enrollment data, and drop the 2010
cost and enrollment data, to the historical claims experience used to develop new geographic cost
indices for each county. As a result, the five year rolling average will be based on original
Medicare claims data from 2011 — 2015. CMS would then perform a series of adjustments to
the original Medicare data to estimate FFS rates per county, explained below as successive steps.

In the second step, CMS will exclude hospice expenditures and FFS claims paid on behalf of
cost plan enrollees from the 2015 claims. Comparable adjustments were previously made to 2011
— 2014 claims data in the development of the FFS rates for prior years.

For Puerto Rico, CMS will continue to only include claims and enroliment for beneficiaries with
Part A eligibility and Part B enrollment for all five years (2011 — 2015). While most Medicare
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. CMS continues to believe
it is appropriate to adjust the FFS rate calculation in Puerto Rico used to determine MA rates so
that it is based on beneficiaries who are enrolled in both Part A and Part B in order to produce a
more accurate projection of FFS costs per capita in Puerto Rico.

In 2017, the Secretary had directed the Office of the Actuary to adjust the fee-for-service
experience for beneficiaries enrolled in Puerto Rico to reflect the nationwide propensity of
beneficiaries with zero claims.

For the 2017 Rate Announcement, the Office of the Actuary evaluated experience exclusively for
beneficiaries that were enrolled in both Parts A and B and were not dually eligible for Veterans
Affairs (VA) coverage. The study analyzed experience for calendar years 2011 through 2013 and
only considered FFS beneficiaries enrolled mid-year. On average, 14.3 percent of A&B Puerto
Rico FFS beneficiaries were found to have no Medicare claim reimbursements per year. This
compared to a nationwide, non-territory, proportion of 6.1 percent of FFS beneficiaries without
Medicare spending. These results were applied to the Puerto Rico FFS experience by adjusting
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the weighting of the enrollment and risk scores for the zero-claim cohort to reflect the
nationwide proportion of zero-claim beneficiaries. The resulting impact was an average increase
in the standardized FFS costs in Puerto Rico of 4.4 percent for 2011 through 2013. Accordingly,
a 4.4 percent adjustment was applied to the pre-standardized Puerto Rico FFS costs supporting
the CY 2017 ratebook development.

We are considering whether a similar adjustment should be applied for 2018. The Office of the
Actuary will perform a similar analysis as to the analysis performed in 2017, but with five years
of data: 2011-2015. We welcome comments regarding a similar update to Puerto Rico’s
experience in the development of the 2018 FFS rate. We will review the results of this study and
the submitted comments, and determine in the final Rate Announcement any adjustment that
may be necessary.

In the third step, CMS will re-price the historical inpatient, hospital outpatient, skilled nursing
facility, and home health claims from 2011 — 2015 to reflect the most current (i.e., FY 2017)
wage indices, and re-tabulate physician claims with the most current (i.e., CY 2017) Geographic
Practice Cost Index including the revised methodology used to calculate GPCls in the physician
fee schedule payments in Puerto Rico as set forth in the 2017 Medicare Physician Fee Schedule
for Calendar Year (CY) 2017 Final Rule published in November 2016. For 2018, CMS will also
continue to adjust historical FFS claims to account for section 3133 of the ACA, which replaced
75 percent of hospital Medicare Disproportionate Share Hospital (DSH) Payments with
uncompensated care payments (UCP) beginning on October 1, 2013. Consistent with the
methodology implemented for 2016 and again used in 2017, CMS would adjust claims for fiscal
year (FY) 2011 through FY 2014 for each DSH hospital to reflect the reduction in DSH
payments and the allocation of the UCP by incorporating the corresponding requirements of the
final FY 2017 Inpatient Prospective Payment System (IPPS) rule. Similarly, we are proposing to
adjust the UCP represented in the FY 2015 and 1% quarter FY 2016 claims to reflect the
requirements of the final FY 2017 IPPS rule. For 2018, repricing for Puerto Rico inpatient
claims will continue to reflect the Consolidated Appropriations Act, 2016 (Pub. L. 114-113,
Division O, section 601), which amended section 1886(d)(9)(E) of the Social Security Act.

Also for 2018, we will continue re-pricing Durable Medical Equipment, Prosthetics, Orthotics,
and Supplies (DMEPOS) claims from 2011 — 2015 to reflect the most current DMEPOS prices
associated with the Competitive Bidding Program (CBP), and will continue using the Round 1
and Round 2 prices in making these adjustments. Section 1847(b)(5) of the Social Security Act
requires that “single payment amounts” replace the current Medicare DMEPOS fee schedule
amounts for selected DMEPQOS items in specific competitive bidding areas (CBAS). Included in
Round 2, 8 HCPC codes for diabetic supplies were expanded beyond CBAs to be part of a
National Mail Order (NMO) program. In addition to previous re-pricing of historical FFS claims
for CBP adjustments, we are proposing to also include in the single payment amounts for NMO
DMEPOS items to re-price the historical payments for DMEPOS claims. We are proposing to
use the fully adjusted fees to adjust the FFS claims to reflect the payments that will be in place
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for 2018. We are also investigating whether additional changes to this proposed methodology
are warranted based on requirements of the 21% Century Cures Act.

Due to system limitations, in CY 2017 and earlier, the repricing of claims other than inpatient for
Puerto Rico beneficiaries included those with Part A eligibility or Part B enrollment. We are
proposing that beginning with CY 2018, the repricing of all Part A claims paid on behalf of
Puerto Rico beneficiaries be restricted to beneficiaries with Part A eligibility and Part B
enrollment. This approach is consistent with the FFS claim tabulation for Puerto Rico
beneficiaries.

As in 2017, we are proposing to make an additional adjustment to the 2012, 2013, and 2014
claims to account for shared savings payments and shared losses made to Medicare Shared
Savings Program (SSP) ACOs and Pioneer ACOs. For 2018, the adjustments will be expanded
to include 2015 shared savings and losses under SSP and the Pioneer ACO model and also to
include the shared savings payments made under the Comprehensive Primary Care (CPC)
Initiative for 2014 and 2015.

The adjustment reflects an allocation of the shared payments and losses based on the distribution
of the ACO’s enrollment by county. Subject to the below discussion on sequestration, the
adjustments for 2012-2014 are the same as in the 2017 FFS rate development.

ACO experience for 2015 may be found at https://innovation.cms.gov/initiatives/Pioneer-ACO-
Model/ for the Pioneer model and at https://www.cms.gov/Medicare/Medicare-Fee-for-Service-
Payment/sharedsavingsprogram/ for SSP.

The key aspects of these adjustments are:

e Allocate ACO shared savings or shared loss amounts geographically, as applicable based
on each ACO’s unique experience, according to the distribution of counties in which each
ACO’s assigned beneficiaries reside.

e Represent such allocated shared savings payments and shared losses on per-capita basis
based on total FFS enrollment as of July 1 of the experience year.

e Exclude per-capita shared savings and losses attributed to beneficiaries in ESRD status as
of July 1 of the experience year.

e Similar to last year, shared savings payments made to ACOs in SSP and Pioneer ACO
model will be reflected as additional expenditures in the experience (i.e., when the
payments were incurred rather than when they were paid) year. Additional adjustments
will be made for 2018 to reflect shared savings payments made under the CPC model and
episode savings payments tied to the Bundled Payment for Care Improvement (BPCI)
model. Shared losses will be included as negative expenditures in the experience year.
The amounts will be represented in the county level Part A and Part B expenditures
proportional to the Part A and Part B share of the FFS USPCC for the experience year.


https://innovation.cms.gov/initiatives/Pioneer-ACO-Model/
https://innovation.cms.gov/initiatives/Pioneer-ACO-Model/
https://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/sharedsavingsprogram/
https://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/sharedsavingsprogram/
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e We are also proposing an adjustment for a limited number of claims from 2014 and 2015
affected by population-based payment under the pioneer ACO model. Under this optional
feature of the model, certain participants receive a monthly fee that ultimately offsets a
percentage reduction in marginal FFS payments over the same year. For each affected
claim, the reduction amount represents the portion of the fee associated with that
particular claim and is therefore added back to the reduced FFS amount so that the total
reimbursement amount is represented.

e A further adjustment is being proposed for shared savings payments made under the
Medicare-Medicaid managed fee-for-service financial alignment model for 2013-2014
experience. The payment will be allocated by county based on the distribution of the
program enroliment.

e The AGA supporting the 2017 FFS rates reflected an adjustment to the 2012, 2013, and
2014 claims to account for shared savings payments and shared losses made to SSP
ACOs and Pioneer ACOs. These adjustments did not reflect the adjustment for
sequestration for claims incurred in 2013 and 2014. To be consistent with the historical
claim payment and other adjustments to FFS claims, for the 2018 rates we will apply the
two percent sequestration reduction on these ACO adjustments for claims incurred on or
after April 1, 2013. We expect that this sequestration adjustment will have a minimal
impact on the 2018 county rates.

Consideration has been given to adjusting the FFS claims experience for care management fees,
per-beneficiary-per-month fees, and/or advance payment of shared savings paid to providers for
other innovation models conducted in 2011-2015 period.* We have determined that the fees paid
under the Multi-Payer Advanced Primary Care Practice Demonstration are already reflected in
historical FFS claims, and therefore, no adjustment is warranted. Also, the fees paid under
several other innovation models were financed by administrative accounts authorized by section
1115A of the Act. Funds appropriated and used under section 1115A are not from the Part A
and Part B Trust Funds, from which Medicare claims are disbursed, so we do not consider those
payments to be part of FFS costs. Accordingly, there will be not be any adjustment to historical
FFS claims to account for payments made from the funds appropriated under section 1115A
under the following innovation models during the 2011-2015 period: Advance Payment ACO
Model, the Comprehensive Primary Care Initiative, and the Federally Qualified Health Center
Advanced Primary Care Practice Demonstration.

We are also proposing to continue to use, as the source of the county designation of beneficiaries
used in the summarization of the risk scores, the county assignment used for the ratebook FFS
claims and enrollment. For contract years 2016 and earlier, the county assignment for each fee-
for-service (FFS) beneficiary was based on the zip code associated with the beneficiary’s mailing

* Information about the various innovation models is available in the most recent Report to
Congress, available at: https://innovation.cms.gov/Files/reports/rtc-2016.pdf.
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address. Beginning with the 2017 ratebook, we used the county provided by the Social Security
Administration, which is the same county assignment as the ratebook FFS claims and
enrollment.

The statutory component of the Regional MA benchmarks will also be based on this proposed
county designation of beneficiaries. Under our implementation of section 1858(f)(2) of the Act,
the standardized PPO benchmark for each MA region includes a statutory component consisting
of the weighted average of the county capitation rates across the region for each appropriate level
of star rating. The enrollment weights for the statutory component will reflect the proposed
county designation of beneficiaries.

As in prior years, (1) CMS will make additional adjustments to the FFS costs for the items
detailed below, and (2) the average of the five year geographic indices, based on the adjusted
claims data, will be divided by the county’s average five-year risk score from the 2018 risk
model in order to develop the AGA for that county.

Additional Adjustments

As in prior years, CMS will make additional adjustments to the FFS costs for certain items listed
below. Note that incentive payments for adoption and meaningful use of electronic health record
(EHR) technology are not included in the claims used to develop the FFS costs and therefore no
explicit adjustment is needed to exclude these payments from the FFS costs.

These adjustments are made after the AGA is calculated:

e Direct Graduate Medical Education: removed from FFS county costs (section
1853(c)(1)(D)(i) of the Act)

e Indirect Medical Education: removed from FFS county costs, as per sections
1853(n)(2)(E) and (F) of the Act)

e Credibility: for counties with less than 1,000 members, blend county experience with that
of others in the market area

e Department of Defense (DoD): apply a cost ratio (an increase to claim costs) to counties
with significant Tricare enrollment in the Uniformed Services Family Health Plan
(USFHP) (section 1853(c)(1)(D)(iii) of the Act).

e Veterans Affairs (VA): apply an adjustment to the county quality bonus payment (QBP)
rates for experience of Medicare beneficiaries who are also eligible to receive care
through the Veterans Health Administration (VHA).

Some of these adjustments are described in more detail below.
B2. Adjustment to FFS per Capita Costs for VA and DoD Costs

For CY 2018, we are proposing to continue to adjust the FFS costs by both the Department of
Defense (DoD) and the Veterans Affairs (VA) ratios.
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In the 2017 FFS rates, the majority of counties had an adjustment for VA, whereas less than six
percent, or 179 of 3,247, of the county FFS rates reflected an adjustment for DoD dual-benefit
eligibles. Further, the average absolute value of the adjustment for the counties with a DoD
adjustment averaged only 0.18 percent in 2017. Despite the relatively small impact of the DoD
adjustment, there could be interaction between the VA and DoD adjustment that was not
accounted for in the methodology used in the CY 2017 rate development.

We are proposing to apply the DoD and VA adjustments concurrently for CY 2018 instead of the
independent application of the adjustments for CY 2017. We believe that concurrent calculation
of the adjustment will have minimal impact versus independent application of the adjustments,

and may eliminate possible double-counting of the impact of DoD and VA dual-benefit eligibles.

Section C. IME Phase Out

Section 161 of the Medicare Improvements for Patients and Providers Act of 2008 (MIPPA)
(Pub. L. 110-275) amended section 1853(k)(4) of the Act to require CMS to phase out indirect
medical education (IME) amounts from MA capitation rates. Sections 1853(n)(2)(E) and (F)
apply the same phase-out to FFS costs in the calculation of the post-ACA specified amount in
setting MA rates. Pursuant to section 1894(d)(3) of the Act, PACE programs are excluded from
the IME payment phase-out. Payment to teaching facilities for indirect medical education
expenses for MA plan enrollees will continue to be made under fee-for-service Medicare.

For purposes of making this adjustment for 2018, we will first calculate the 2018 FFS rates
including the IME amount. This initial amount will serve as the basis for calculating the IME
reduction that we will carve out of the 2018 rates. The absolute effect of the IME phase-out on
each county will be determined by the amount of IME included in the initial FFS rate. Under
section 1853(k)(4)(B)(ii) of the Act, the maximum reduction for any specific county in 2018 is
5.4 percent of the FFS rate. To help plans identify the impact, CMS will separately identify the
amount of IME for each county rate in the 2018 ratebook. We will also publish the rates with
and without the IME reduction for the year.

Section D. ESRD Rates

In developing the 2018 ESRD Medicare Advantage benchmarks, we obtain the FFS dialysis
reimbursement and enrollment data for each state for the years 2011 — 2015. For each year, we
compute the per capita costs by state. The geographic indices for each year are calculated by
dividing the state per capita cost by the total per capita cost of the nation. The average
geographic adjustment (AGA) by state is then determined by calculating a 5-year weighted
average of the geographic indices, which is standardized by dividing by the 5-year average risk
scores. We calculated the 2015 FFS ESRD dialysis United States per capita cost (USPCC) based
on the 2015 data above, and using trend factors, develop the prospective 2018 FFS ESRD
dialysis USPCC. The 2018 ESRD dialysis rates by state are determined by multiplying the 2018
FFS ESRD dialysis USPCC by the state AGA. The 2018 ESRD dialysis rate is adjusted by
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removing the direct graduate medical education (GME) expenses and the gradual phase-out of
indirect medical education (IME) expenses.

Section E. Clinical Trials

In 2018, CMS will continue to pay on a fee-for-service basis for qualified clinical trial items and
services provided to MA enrollees in clinical trials that are covered under the National Coverage
Determination (NCD) for Routine Costs in Clinical Trials (Medicare NCD Manual, Pub. 100-3,
Part 4, Section 310.1). The payment and coverage standards applicable to NCDs under 42 CFR
422.109 apply to NCD 310.1 as it is used to provide coverage under original Medicare for
clinical trials that meet its criteria and are not addressed by a separate NCD. CMS has
previously made the determination that all clinical trials covered under NCD 310.1 trigger the
significant cost threshold such that coverage and payment are controlled by § 422.109(c).

As detailed in the 2017 Rate Announcement, MA enrollees are able to participate in any
qualifying clinical trial that is open to beneficiaries in original Medicare. CMS does not require
MA enrollees to relinquish their MA coverage if they wish to participate in a clinical trial.

CMS requires MAOs, in accordance with § 422.109(c)(2), to provide coverage for: (1) services
to diagnose conditions covered by clinical trial services, (2) most services furnished as follow-up
care to clinical trial services, and (3) services already covered by the MAO. Should an MA
enrollee choose to participate in a clinical trial, he or she may remain in his or her MA plan while
paying FFS costs for a qualifying clinical trial. As finalized in the CY 2011 Rate
Announcement, effective for CY 2011 and subsequent years, MAOs must reimburse enrollees
for cost sharing incurred for clinical trial services that exceed the MA plans’ in-network cost
sharing for the same category of service. The MAO owes this difference even if the enrollee has
not yet paid the clinical trial provider. The enrollee’s clinical trial cost sharing must also count
towards their in-network out-of-pocket maximum. This cost sharing requirement applies to all
qualifying clinical trials; MAQOs cannot choose the clinical trials or clinical trial items and
services for which this policy applies. The policy of requiring MAOs to pay the difference
between original Medicare cost sharing and in-network cost sharing for clinical trial services is
unchanged from 2011.

By requiring MAOs to provide in-network cost sharing for clinical trial services, CMS is
requiring MAOs to provide MA enrollees with coverage for clinical trial services consistent with
the coverage they have for all other similar services. These policies ensure that MA enrollees do
not have unexpected cost sharing for clinical trials, as those cost sharing amounts will not be
different from the cost sharing amounts applicable to in-network services of a similar kind.

If an MAO conducts its own clinical trial, the MAO can explain to its enrollees the benefits of
participating in its clinical trial; however, the MAO may not require prior authorization for
participation in a Medicare-qualified clinical trial not sponsored by the MAO, nor may it create
impediments to an enrollee’s participation in a non-MAO-sponsored clinical trial, even if the
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MAO believes it is sponsoring a clinical trial of a similar nature. However, an MAO may
request, but not require, that enrollees notify the MAO when they choose to participate in
Medicare-qualified clinical trials.

In addition, clinical trial sponsors/providers are permitted to submit original Medicare “paid”
clinical trial claims to MAOs on behalf of MA enrollees in order to obtain reimbursement for the
difference between original Medicare cost sharing liabilities and in-network MA cost sharing
liabilities. A trial sponsor/provider need only collect cost sharing from such an enrollee once
both Medicare and the MAO have paid.

MAOs are responsible for coverage and payment of items and services furnished in certain
clinical studies that are not covered under NCD 310.1. These include investigational device
exemption (IDE) trials and studies conducted under NCDs (separate from NCD 310.1) that
require coverage with evidence development (CED). MAOs are responsible for payment of
items and services in CMS-approved CED studies unless CMS determines that the significant
cost threshold is exceeded for that item or service as per 8 422.109. Approved CED studies are
posted on the CMS Coverage with Evidence Development webpage (see
https://www.cms.gov/Medicare/Coverage/Coverage-with-Evidence-Development/index.html).
Billing instructions are issued for each NCD.

For more information on these policies, please refer to the Medicare Managed Care Manual, Pub.
100-16, Chapter 4 (Benefits and Beneficiary Protections), section 10.7 (Clinical Trials).

Section F. Location of Network Areas for PFFS Plans in Plan Year 2019

Section 1852(d) of the Act requires MAOs offering certain non-employer MA PFFS plans in
network areas to enter into signed contracts with a sufficient number of providers to meet the
access standards applicable to coordinated care plans. Specifically, non-employer MA PFFS
plans that are offered in a network area (as defined in section 1852(d)(5)(B) of the Act) must
meet the access standards described in section 1852(d)(4)(B) through written contracts with
providers. These PFFS plans may not meet access standards by establishing payment rates that
are not less than the rates that apply under original Medicare and having providers deemed to be
contracted as described in § 422.216(f).

Network area is defined in section 1852(d)(5)(B) of the Act, for a given plan year, as an area that
the Secretary identifies (in the announcement of the proposed payment rates for the previous plan
year under section 1853(b)(1)(B)) as having at least 2 network-based plans (as defined in section
1852(d)(5)(C)) with enrollment as of the first day of the year in which the announcement is
made. We will include a list of network areas for plan year 2019 in the final Announcement of
Calendar Year (CY) 2018 Medicare Advantage Capitation Rates and Medicare Advantage and
Part D Payment Policies. We will also include the list on the CMS website at
https://www.cms.gov/Medicare/Health-Plans/PrivateFeeforServicePlans/



https://www.cms.gov/Medicare/Coverage/Coverage-with-Evidence-Development/index.html
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NetworkRequirements.html. We will use January 1, 2017 enrollment data to identify the
location of network areas for plan year 2019.

Section G. MA Employer Group Waiver Plans

We are proposing to continue to waive the Bid Pricing Tool bidding requirements for all MA
employer/union-only group waiver plans (EGWPs) for 2018. CMS is proposing, as a condition
of the waiver of the bidding requirements and the waivers otherwise provided to EGWPs, to
establish payment amounts as described herein. As in 2017, for 2018, Part C entities offering
employer/union-only group waiver plans would not be required to submit Part C bid pricing
information in the Part C bid pricing tool. CMS has authority under section 1857(i) of the Act to
waive or modify requirements that hinder the design of, the offering of, or the enrollment in
employment-based Medicare plans offered by employers and unions to their members. CMS
believes that waiving the requirement to submit 2018 Part C bid pricing information will
facilitate the offering of Part C plans for employers and unions seeking to establish high quality
coverage for their Medicare eligible retirees by avoiding the cost and administrative burden of
submitting the complex bids required from non-EGWPs. We refer the reader to the detailed
discussion of our rationale and responses to commenters’ questions in the CY 2017 Rate
Announcement, Attachment I11, Section F (pages 27-44) for additional information, and to
responses to questions received by the Office of the Actuary,
https://www.cms.gov/Medicare/Health-Plans/MedicareAdvtgSpecRateStats/
ActuarialBidQuestions.html. In connection with this waiver, for 2018 CMS is proposing the
following alternate payment policy for EGWPs as a consequence of the waiver of submission of
bid pricing information.

In the 2017 Rate Announcement, we indicated that we intended to use the weighted average bid-
to-benchmark ratio for individual market plan bids, including RPPOs, from the prior payment
year (2017) to calculate the Part C base payment amounts for EGWPs for the 2018 MA EGWP
payment rates.

We are soliciting comment as to whether we should fully implement this policy for 2018, using
only individual market plan bids from 2017 to calculate the bid-to-benchmark ratios in
calculating the 2018 MA EGWP payment rates, or whether we should continue to use the bid-to-
benchmark ratios applied in calculating the 2017 MA EGWP payment rates in calculating the
2018 MA EGWP payment rates. The bid-to-benchmark ratios applied in calculating the 2017
MA EGWP payment rates reflected a blend of individual market plan bids and EGWP bids from
2016, with individual market plan bids weighted by 50 percent and EGWP bids weighted by 50
percent.


https://www.cms.gov/Medicare/Health-Plans/PrivateFeeforServicePlans/NetworkRequirements.html
https://www.cms.gov/Medicare/Health-Plans/MedicareAdvtgSpecRateStats/ActuarialBidQuestions.html
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Table 11-5. 2016 Bid-to-Benchmark Ratios applied in calculating
2017 MA EGWP Payment Rates

Applicable Percentage Ratio
0.95 88.7%

1 92.2%

1.075 93.3%

1.15 93.6%

Specifically, we are proposing to calculate the 2018 EGWP county payment rates as follows:

First, CMS will either use the bid-to-benchmark ratios detailed in Table 11-5, or, as
reflected in the 2017 rate announcement, a weighted average bid-to-benchmark ratio for
2018 will be calculated at the quartile level using 2017 individual market plan bids with
February 2017 enrollment.® If the bid-to-benchmark calculations are updated using 2017
individual market plan bids only to calculate the bid-to-benchmark ratios, the calculation
will be: (weighted average of the intra-service area rate adjustment (ISAR) adjusted
county bid amounts by actual enrollment)/(weighted average of the county standardized
benchmarks by actual enrollment) = percentage by quartile.®

The ratios are applied to each of the published 5%, 3.5%, and 0% bonus county ratebook
rates for the payment year to establish Part C base payment amounts for EGWPs based
on their star rating for each county.

In order to calculate a county rebate payment, each county level EGWP Part C base
payment amount is compared to the corresponding published 5%, 3.5% and 0% bonus
county benchmarks for the payment year (2018), which include adjustments for
qualifying counties, to determine the amount of savings. The savings amount is
multiplied by the corresponding rebate percentage to determine the Part C EGWP county
level rebate amount.

The EGWP Part C base payment amount is added to the Part C EGWP rebate amount to
establish the county level local EGWP total payment amount.

® To determine the CY 2018 applicable percentages, CMS ranks counties from highest to lowest
based upon their 2017 average per capita FFS costs and places the rates into four quartiles. When
calculating the 2017 bid-to-benchmark ratios CMS would group counties by the 2017 unblended
quartiles and these bid-to-benchmark ratios would then be applied to the 2018 unblended
quartiles. These bid-to-benchmark ratios would be published in the 2018 Rate Announcement.

® Territories will not be included in the weighted average bid-to-benchmark ratio, but will be
assigned the weighted average of the quartile within which their counties fall.
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e The total payment amount will be risk adjusted in payment using beneficiary-specific risk
scores. Therefore, the formula applied for local EGWP payment will be: (base county
payment rate + county rebate) x beneficiary level risk score.

For RPPO EGWPs, the weighted average bid-to-benchmark ratios will be calculated as described
in the first bullet above. To establish the Part C base RPPO EGWP payment amount, we will
then also apply the same methodology as described in the second bullet above.

In order to calculate the RPPO EGWP rebate amounts, these percentages will be applied for each
county within a region to the published payment year regional benchmarks to establish the
savings amount and rebate amounts by star rating and quartile.

The RPPO EGWP Payment Formula is (Base County Payment Rate + Regional Rebate) x
beneficiary level risk score where each is calculated as follows:

e Base County Payment Rate = Bid to Benchmark Ratio x 2018 MA Monthly Capitation
Rate

e Regional Rebate = (1 - Bid to Benchmark Ratio) x 2018 Regional Rate x Rebate
percentage

e The 2018 Regional rate is based on a blend of the statutory and bid component. As with
non-EGWPs, if there is no bid component of the 2018 Regional rate (i.e., no individual
bids in a region), then the EGWP rate will be based solely on the statutory component.

As was the case in 2017, for 2018 there will be no Part C Regional PPO EGWP bids to include
in the calculation of the MA regional benchmarks. The statutory components of the regional
standardized A/B benchmarks will continue to be published each year as part of the
Announcement of Medicare Advantage Payment Rates. CMS will also continue to publish the
final MA regional standardized A/B benchmarks in late summer, which will reflect the average
bid component of the regional benchmark based on non-EGWP bid submissions.

As a result of this proposal, each 3-star EGWP in a given county would receive the same
payment amount that includes the same rebate amount, multiplied by their beneficiaries’ risk
scores. MA EGWPs would not be able to distinguish between the amount they are paid for basic
benefits and the amount they are paid for rebates. In light of this, CMS proposes to continue to
waive the requirement for MA EGWPs to allocate rebate dollars to any specific purpose for
2018; further, MA EGWPs would also not be permitted to buy down Part B premiums for their
enrollees from the Part C payment.

Under current rules, when a non-EGWP MAO uses rebates to buy-down a portion of the Part B
premiums for their beneficiaries, CMS retains the rebate amount identified by the MAO and
coordinates directly with the Social Security Administration to ensure that each beneficiary’s
Part B premiums is appropriately calculated and withheld from the beneficiary’s Social Security
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check or billed to the beneficiary. However, under this payment methodology for MA EGWPs,
specific rebate amounts would not be identifiable; therefore, this process would continue to be
unavailable to MA EGWPs in 2018. MA EGWPs would also continue to be prohibited from
separately refunding Part B premiums for their enrollees.

Moreover, in 2018, the following rules will continue to apply as they did in 2017 under this
proposed payment methodology:

e MA EGWPs will receive $0.00 payment for each of their members that elect Hospice
given that rebate amounts are not identifiable under the proposed payment methodology.

e MA-EGWPs will continue to be paid using the ESRD ratebook for their ESRD
beneficiaries in Transplant and Dialysis status, and the MA ratebook for those
beneficiaries in Functioning Graft status in keeping with the current payment policy for
non-EGWP MAOs.

e Consistent with how CMS pays capitation for Part B-only enrollees in the non-EGWP
context, Part B-only MA EGWPs will continue to receive only the Part B portion of the
EGWP payment amount determined by multiplying it by the Part B percentage of the
rate.

e MA EGWP MSA plans will not submit Bid Pricing Tools for 2018, but the 2018 local
EGWP payment rates will not be applied to EGWP MSA plans. The monthly
prospective payments for EGWP MSAs will be based on the following formula: 2018
MA Monthly Capitation County Rate x beneficiary risk score — 1/12 of the Annual MSA
Deposit Amount. The 2018 Annual MSA Deposit Amount must be submitted in the
appropriate Plan Benefit Package field.

Notwithstanding the proposed payment policies as described above, entities offering MA
EGWPs must continue to meet all of the CMS requirements that are not otherwise specifically
waived or modified, including, but not limited to, submitting information related to plan service
areas, plan benefit packages and formularies in accordance with the rules for 2018.

Organizations must make a good faith effort in projecting CY 2018 member months for each
plan and place the amount in the appropriate section of the 2018 Plan Benefit Package (PBP)
submissions to CMS.

Section H. Medicare Advantage Coding Pattern Adjustment

For 2018, CMS proposes to update the MA coding adjustment factor to the statutory minimum
of 5.91 percent.
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Section I. Normalization Factors

When we calibrate a Part C risk adjustment model, we use diagnosis and cost information for
beneficiaries in FFS during a historical period (“calibration year”) to estimate incremental costs
for a variety of beneficiary characteristics (e.g., age and gender) and health conditions. Each
incremental cost, known as a dollar coefficient, is divided by the predicted average per capita
FFS expenditure in a given denominator year to create relative factors. The relative factors are
used to calculate risk scores for beneficiaries and, if applied to beneficiaries in FFS, would result
in an average FFS risk score of 1.0 in the denominator year. When a model is used to predict
expenditures in future years, however, the average risk score in FFS may no longer be 1.0 due to
changes in coding and population. CMS applies a normalization factor to each year’s risk scores
to account for coding and population changes that are expected to occur in FFS between the
denominator year and the payment year.” Effectively, the normalization factor keeps the average
FFS risk score at 1.0 in the payment year.

A normalization factor is the predicted average FFS risk score for a model in a payment year. We
calculate each normalization factor annually with historical risk score data, using the model to be
used in the payment year. This annual update serves two purposes. First, it is important to keep
the average FFS risk score at 1.0 so that risk scores align with the FFS rates. A risk score is
intended to account for the degree to which a beneficiary’s health status results in expected costs
that are more or less than the expected cost of the average FFS beneficiary. The rates, which are
the benchmarks for bidding, are standardized to represent the cost of an average FFS beneficiary.
Normalization helps to ensure that risk adjustment results in payments for individual
beneficiaries that are adjusted for relative differences in expected costs but, on average, would
not change the expected FFS per capita cost if Medicare Advantage enrolls beneficiaries with the
same risk profile as FFS.

The second reason for updating the normalization factor annually is to stabilize payments
between model calibrations. Periodically, CMS updates the risk adjustment model with more
current FFS data, which resets the year for which the average FFS risk score is 1.0 (i.e., the
denominator year). Applying a normalization factor to risk scores to account for trend between
the denominator year and the payment year provides year-over-year stability and avoids the
volatility that would otherwise occur in risk scores in years when the model is updated. Prior to
2015, CMS predicted the normalization factor each year by fitting a linear trend through a rolling
five years of FFS risk scores to determine the average annual change in risk score. This annual
trend was then compounded by the number of years between the model denominator year and the
payment year to produce the normalization factor. In 2015, CMS changed the normalization
factor calculation methodology to better capture the increased proportion of younger
beneficiaries known as “baby boomers”. The baby boomers aging into Medicare resulted in FFS

’ See the Social Security Act at §1853 (a)(1)(C)(ii)(I).
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risk scores increasing at a slower, less predictable, rate. By fitting a quadratic function to
historical risk score data, CMS better accounted for the variation in the historical risk score data.

When the historical trend data was updated with the 2016 risk score to calculate the 2018
normalization factor, we observed a large increase in the average FFS risk score that was not
consistent with prior year’s observations. The quadratic method (used from PY2015 to PY2017)
is highly sensitive to year over year changes in the average FFS risk score and, when
incorporating this large increase in scores, predicts a Part C normalization factor for PY2018 of
1.0698. While normalization factors have been this large in prior years, we are not confident that
the average FFS risk score will increase from 1.022 in 2016 to 1.069 in 2018.

Figure 1: Normalization Trends
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*Black markers indicate actual FFS risk score values

8The quadratic method fits a quadratic function to five years of historical risk score data with an
ordinary least squares regression. The formula used is Risk Score = Intercept + f; X Year +
S, X Year?. In chronological order from 2012 to 2016, the five data points with the quadratic
method are as follows: 0.997, 0.995, 0.999, 1.001, and 1.022.
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For PY 2018 we propose a Part C normalization factor of 1.017, estimated with the linear
methodology used prior to PY2015. In this approach, we use a historical set of risk scores to
estimate a linear trend and determine an annual average growth in risk scores. We then
compound this annual average to project the risk scores from the denominator year, when the
FFS risk score is 1.0, to the payment year. We believe that this approach results in a
normalization factor that is consistent with the historical growth in FFS risk scores, including
both the less than 1% annual increase prior to 2016, and the substantial increase in average FFS
risk score between 2015 and 2016. We believe that any value lower than this amount risks
under-normalizing for PY2018, which as stated previously would make 2018 MA payments less
accurate, and would likely result in more significant increases in the normalization factor in
future payment years.

We propose to use 2012 through 2016 risk scores to calculate the normalization factor for the
CMS-HCC model, PACE model, ESRD Dialysis model, and Functioning Graft model. The
preliminary normalization factors and annual trends for each of these models are shown below in
11 through 14.

We propose to use 2011 through 2015 risk scores to calculate the normalization factor for the
RxHCC model; these factors and annual trends are shown in 15. The normalization factors for
payment year 2018 will be finalized in the 2018 Announcement, to be released April 3, 2017.

CMS is requesting comment on our proposed methodology and the data included in the
calculation. Specifically, we are interested in comments that address whether or not the linear
trend is the best method to account for the expected changes in FFS population and coding
practice, and which data points should be considered in the projection.

I1. Normalization for the CMS-HCC Model
The proposed 2018 normalization factor for the model implemented in 2018 is: 1.017.

The revised CMS-HCC model has a 2015 denominator. Between 2012 and 2016, the annual
average trend estimated from the population of FFS beneficiaries, excluding ESRD and hospice,
is 0.005. The trend is compounded by a factor of three, to adjust for the three years between the
denominator year and the payment year.

The Part C normalization factor for the CMS-HCC risk adjustment models is applied to the
following risk scores: community non-dual aged, community non-dual disabled, community full
benefit dual aged, community full benefit dual disabled, community partial benefit dual aged,
community partial benefit dual disabled, institutional aged/disabled, aged/disabled new enrollee,
and C-SNP new enrollee.
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The 2012-2016 risk scores used to calculate the proposed linear annual trend for the CMS-HCC
model for 2018 are included below:

2011: 0.989
2012: 0.997
2013: 0.995
2014: 0.999
2015: 1.001
2016: 1.022

12. Normalization Factor for the PACE Model

The proposed 2018 normalization factor for the CMS-HCC risk adjustment model used for the
PACE program is 1.082.

The CMS-HCC model for PACE, Functioning Graft, and ESRD beneficiaries has a 2009
denominator. Between 2012 and 2016, the trend estimated from the population of FFS
beneficiaries excluding ESRD and Hospice is 0.009. The trend is compounded by a factor of
nine, to adjust for the nine years between the denominator year and the payment year.

The normalization factor for the CMS-HCC model used for PACE is applied to the following
risk scores: aged/disabled community, aged/disabled institutional, and aged/disabled new
enrollee.

The 2012 — 2016 risk scores used to calculate the proposed linear annual trend for the PACE
model for 2018 are included below:

2011: 1.030
2012: 1.042
2013: 1.042
2014: 1.048
2015: 1.052
2016: 1.082

13. Normalization Factor for the ESRD Dialysis Model
The proposed 2018 normalization factor for the ESRD dialysis model is 1.080.

Between 2012 and 2016, the trend estimated from the population of FFS with ESRD is 0.009.
The trend is compounded by a factor of nine, to adjust for the nine years between the
denominator year and the payment year.

The normalization factor for the CMS-HCC ESRD model is applied to the following risk scores:
dialysis, dialysis new enrollee, and transplant.
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The 2012 — 2016 risk scores used to calculate the proposed linear annual trend for the ESRD
Dialysis model for 2018 are included below:

2011: 0.956
2012: 0.971
2013: 0.973
2014: 0.980
2015: 0.985
2016: 1.008

14. Normalization Factor for Functioning Graft Model

The proposed 2018 normalization factor for the Functioning Graft segment of the ESRD risk
adjustment model is 1.082.

Between 2012 and 2016, the trend estimated from the population of FFS beneficiaries excluding
ESRD and Hospice is 0.009. The trend is compounded by a factor of nine, to adjust for the nine
years between the denominator year and the payment year.

The normalization factor for the CMS-HCC functioning graft model is applied to the following
risk scores: functioning graft community, functioning graft institutional, and functioning graft
new enrollee. The trend is calculated on the population of FFS beneficiaries.

The 2012 — 2016 risk scores used to calculate the proposed linear annual trend for the CMS-HCC
model for 2018 are included below:

2011: 1.030
2012: 1.042
2013: 1.042
2014: 1.048
2015: 1.052
2016: 1.082

I5. Normalization Factor for the Rx Hierarchical Condition Category (RxHCC) Model
The proposed 2018 normalization factor for the RxHCC model is 1.005.

The revised RXHCC model has a 2015 denominator. Between 2011 and 2015, the trend
estimated from the population of FFS beneficiaries excluding ESRD and Hospice, and MA-PD
beneficiaries is 0.002. The trend is compounded by a factor of three, to adjust for the three years
between the denominator year and the payment year.

The normalization factor for the RxHCC model is applied to all Part D risk scores for
beneficiaries enrolled in an MA-PD or PDP plan.
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The 2011 — 2015 risk scores used to calculate the proposed linear annual trend for the RxHCC
model for 2018 are included below:

2010: 0.983
2011: 0.991
2012: 0.998
2013: 0.991
2014: 0.996
2015: 1.000

Section J. Medical Loss Ratio Credibility Adjustment

In the May 23, 2013 Medicare Medical Loss Ratio (MLR) final rule (CMS-4173-F) (78 FR
31284), CMS finalized the requirements for calculating the Medicare MLR at 42 CFR 8§
422.2400 through 422.2480 and 42 CFR 88 423.2400 through 423.2480, including application of
credibility adjustments at 88 422.2440 and 423.2440, which provide that CMS will define and
publish definitions of partial credibility, full credibility, and non-credibility and the credibility
factors through the notice and comment process of publishing the Advance Notice and Final Rate
Announcement.

In the Medicare MLR final rule at 78 FR 31295, we published two sets of credibility
adjustments: one for MA-PD contracts and one for Part D stand-alone contracts. For CY 2018,
we are not proposing any changes to the credibility adjustments for MA-PD and Part D stand-
alone published in the final rule. The applicable credibility adjustments are provided below in
Table 11-5 and Table 11-6.

Table 11-6. MLR Credibility Adjustments
for MA-PD Contracts

Member months | Credibility adjustment

< 2,400 Non-credible
2,400 8.4%
6,000 5.3%
12,000 3.7%
24,000 2.6%
60,000 1.7%
120,000 1.2%
180,000 1.0%

> 180,000 Fully credible
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Table 11-7. MLR Credibility Adjustments
for Part D Stand-Alone Contracts

Member months | Credibility adjustment

< 4,800 Non-credible
4,800 8.4%
12,000 5.3%
24,000 3.7%
48,000 2.6%
120,000 1.7%
240,000 1.2%
360,000 1.0%

> 360,000 Fully credible.

Section K. Encounter Data as a Diagnosis Source for 2018

For Payment Year (PY) 2017, CMS continued the transition to Encounter Data-based risk scores
by calculating the payment risk score as a blend of two risk scores, weighting the risk score
calculated with diagnoses from Risk Adjustment Processing System (RAPS) and FFS by 75
percent and the risk score calculated with diagnoses from the Encounter Data System (EDS) and
FFS by 25 percent. For PY 2018, we propose to maintain the same blend as that used for PY
2017.

In addition, for PY 2018, we are seeking comment on applying a uniform industry-wide
adjustment to the encounter data-based portion of the blended risk score under the Part C and
ESRD models. In response to MA organizations’ concerns about the potential impact on their
risk scores, we are seeking comment on such an adjustment as a method to provide stability as
we and plans transition to the use of encounter data for payment.

Further, we are seeking comment on details regarding the development of such an adjustment,
including the extent to which such a uniform adjustment would address the concerns described
above and how this approach would provide an incentive for organizations to submit complete
encounter data. To this end, we are requesting comment on what the level of a potential uniform
industry-wide adjustment should be, the rationale and calculations for deriving such an
adjustment, and whether a uniform adjustment should apply to only full risk beneficiaries, or
could be modified to apply to all beneficiaries (including new enrollees), and whether to apply an
adjustment to MAPD’s Part D scores. Under any approach, CMS would reassess the need and
level of such an adjustment for each payment year.

For PACE organizations for PY 2018, we propose to continue the same method of calculating
risk scores that we have been using since PY 2015, which is to pool risk adjustment-eligible
diagnoses from the following sources to calculate a single risk score (with no weighting): (1)
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encounter data, (2) RAPS, and (3) FFS claims. Since the risk score for PACE organizations is
not weighted between the encounter data risk score and the RAPS risk score, no encounter data
adjustment will be applied.
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Attachment I11. Changes in the Payment Methodology for Medicare Part D for CY 2018

Section A. Update of the RxHCC Model

For 2018, we are proposing to implement an updated version of the RxHCC risk adjustment
model used to adjust direct subsidy payments for Part D benefits offered by stand-alone
Prescription Drug Plans (PDPs) and Medicare Advantage-Prescription Drug Plans (MA-PDs).
The 2018 model will encompass the following changes:

1) Update to reflect the 2018 benefit structure; and,
2) Updates to the data years used to calibrate the model.

Al. Update to reflect the 2018 benefit structure

CMS recalibrated the RXxHCC risk adjustment model to reflect the 2018 benefit structure. This
update involved making adjustments to the Prescription Drug Event (PDE) data from the
prediction year to approximate the 2018 benefit structure. The adjustments to the PDE data are
similar to those made in previous years’ model calibrations in that we incorporated the payment
year 2018 plan liability in the coverage gap into the prediction year (2015) expenditure data. For
2018, plan liability for non-LIS beneficiaries in the coverage gap will be 56 percent for non-
applicable (generic) drugs and 15 percent plan liability for applicable (brand) drugs in the
coverage gap. In addition, we mapped all PDEs to the defined standard benefit across all phases
of the Part D benefit. All other things being equal, the increase in plan liability due to the
reduction in beneficiary cost sharing for non-applicable drugs and applicable drugs will
differentially affect the risk scores of LIS and non-LIS beneficiaries. This is because plan
liability for non-LIS populations, relative to LIS populations, will increase.

A2. Update to the data years used to calibrate the model

The model being used for PY 2017 is calibrated on 2013 diagnoses and 2014 expenditure data
from the PDE records. As part of this recalibration for 2018, we updated the underlying data,
using diagnosis data from 2014 fee-for-service (FFS) claims and MA-PD RAPS files, along with
expenditure data from 2015 PDE records.

A3. Recalibration

To recalibrate the model for payment year 2018, 2014 diagnoses from FFS and MA-PD
beneficiaries enrolled in a Part D plan were used to predict 2015 expenditures. Beneficiaries in
the model sample had to be: (1) FFS or Medicare Advantage (MA-PD or MA-only) for all 12
months of the base year (2014); and (2) enrolled in a PDP or an MA-PD for at least one month
in the prediction year (2015).

Coefficients for condition categories were estimated by regressing the plan liability, adjusted as
discussed in A1, for the Part D basic benefit for each beneficiary onto their demographic factors
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and condition categories, as indicated by their diagnoses. The resulting dollar coefficients
represent the marginal (additional) cost of the condition or demographic factor (for example,
age/sex group, low income subsidy status, disability status).

In order to calculate risk scores for payment, the dollar coefficients must be denominated to
create relative factors. For the PY 2018 model calibration, we divided the dollar coefficient for
each demographic factor and RxHCC in the model by the average predicted per capita
expenditure in 2015. These relative factors are then used to calculate risk scores for individual
beneficiaries in the payment year. We developed the denominator for the revised RxHCC risk
adjustment model using data from Medicare beneficiaries enrolled in both MA-PDs and PDPs,
which results in an average risk score for the enrolled Part D population in the denominator year
of 1.0. The denominator used to create relative factors for all segments of the model, is
$1,047.96. In a final step, we imposed hierarchies on the condition categories, ensuring that more
advanced and costly forms of a condition are reflected in a higher coefficient.

When recalibrating a model based on more recent data, differences between the current model
and the revised model will occur for several reasons. Changes in the condition category
coefficients between model recalibrations are the result of changes in utilization and changes in
plan expenditures for Medicare Part D benefits. Changes in the relative (denominated) factors
can occur when the marginal cost attributable to an RxHCC changes differently than the average
beneficiary cost. Recalibration of the RXHCC model can result in changes in risk scores for
individual beneficiaries and for plan average risk scores, depending on each individual
beneficiary’s combination of diagnoses.

In Attachment V of this Notice, we provide draft factors for each RxHCC for each segment of
the model.

Section B. Encounter Data as a Diagnosis Source for 2018

For Payment Year (PY) 2017, CMS continued the transition to encounter data-based risk scores
by calculating the payment risk score as a blend of two risk scores, weighting the risk score
calculated with diagnoses from Risk Adjustment Processing System (RAPS) and FFS by 75
percent and the risk score calculated with diagnoses from the Encounter Data System (EDS) and
FFS by 25 percent. For PY 2018, we propose to maintain the same blend as that used for PY
2017.

For PACE organizations for PY 2018, we propose to continue the same method of calculating
risk scores that we have been using since PY 2015, which is to pool risk adjustment-eligible
diagnoses from the following sources to calculate a single risk score (with no weighting): (1)
encounter data, (2) RAPS, and (3) FFS claims. Since the risk score for PACE organizations is
not weighted between the encounter data risk score and the RAPS risk score, the encounter data
adjustment will not be applied.
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For readers interested in CMS’ solicitation of comments on the application of a uniform
adjustment to encounter data-based risk score used in the blended risk score, please reference
Section K. in Attachment II.

Section C. Part D Risk Sharing

The risk sharing payments provided by CMS limit Part D sponsors’ exposure to unexpected drug
expenses. Pursuant to section 1860D-15(e)(3)(C) of the Act and § 423.336(a)(2)(ii) of our
regulations, CMS may establish a risk corridor with higher threshold risk percentages for Part D
risk sharing beginning in contract year 2012. Widening the risk corridor would increase the risk
associated with providing the Part D benefit and reduce the risk sharing amounts provided (or
recouped) by CMS. While CMS may widen the risk corridors, the statute does not permit CMS
to narrow the corridors relative to the 2011 thresholds.

CMS has evaluated the risk sharing amounts for 2008 — 2015 to assess whether they have
decreased or stabilized. A steady decline or stabilization in the Part D risk sharing amounts
would suggest that Part D sponsors have significantly improved their ability to predict Part D
expenditures. However, CMS has found that risk sharing amounts continue to vary significantly
in aggregate from year to year and among Part D sponsors in any given year. Therefore, we do
not believe it is appropriate to adjust the parameters at this time, and we will apply no changes to
the current threshold risk percentages for contract year 2018. We will continue to evaluate the
risk sharing amounts each year to determine if wider corridors should be applied for Part D risk
sharing.

Thus, the risk percentages and payment adjustments for Part D risk sharing are unchanged from
contract year 2017. The risk percentages for the first and second thresholds remain at 5 percent
and 10 percent of the target amount, respectively, for 2018. The payment adjustments for the
first and second corridors are 50 percent and 80 percent, respectively. Figure 2 below illustrates
the risk corridors for 2018.
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Figure 2. Part D Risk Corridors for 2018
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Cl. Risk sharing when a plan’s adjusted allowable risk corridor costs (AARCC) exceed
the target amount

For the portion of a plan’s adjusted allowable risk corridor costs (AARCC) that is between the
target amount and the first threshold upper limit (105 percent of the target amount), the Part D
sponsor pays 100 percent of this amount. For the portion of the plan’s AARCC that is between
the first threshold upper limit and the second threshold upper limit (110 percent of the target
amount), the government pays 50 percent and the plan pays 50 percent. For the portion of the
plan’s AARCC that exceeds the second threshold upper limit, the government pays 80 percent
and the plan pays 20 percent.

Example: If a plan’s AARCC is $120 and its target amount is $100, the Part D sponsor and the
government cover $9.50 and $10.50, respectively, of the $20 in unanticipated costs. The
sponsor’s responsibility is calculated as follows:

100% of ($105 — $100) + 50% of ($110 — $105) + 20% of ($120 — $110).
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C2. Risk sharing when a plan’s adjusted allowable risk corridor costs (AARCC) are below
the target amount

If a plan’s AARCC is between the target amount and the first threshold lower limit (95 percent
of the target amount), the plan keeps 100 percent of the difference between the target amount and
the plan’s AARCC. If aplan’s AARCC is between the first threshold lower limit and the second
threshold lower limit (90 percent of the target amount), the government recoups 50 percent of the
difference between the first threshold lower limit and the plan’s AARCC. The plan would keep
50 percent of the difference between the first threshold lower limit and the plan’s AARCC as
well as 100 percent of the difference between the target amount and first threshold lower limit.

If a plan’s AARCC is less than the second threshold lower limit, the government recoups 80
percent of the difference between the plan’s AARCC and the second threshold lower limit as
well as 50 percent of the difference between the first and second threshold lower limits. In this
case, the plan would keep 20 percent of the difference between the plan’s AARCC and the
second threshold lower limit, 50 percent of the difference between the first and second threshold
lower limits, and 100 percent of the difference between the target amount and the first threshold
lower limit.

Example: If a plan’s AARCC is $80 and its target amount is $100, the Part D sponsor keeps
$9.50 while the government recoups $10.50 of the $20 in unexpected savings generated. The
sponsor’s share is calculated as follows:

100% of ($100 — $95) + 50% of ($95 — $90) + 20% of ($90 — $80).

Section D. Medicare Part D Benefit Parameters: Annual Adjustments for Defined
Standard Benefit in 2018

In accordance with section 1860D-2(b) of the Act, CMS must update the statutory parameters for
the defined standard Part D prescription drug benefit each year. As required by statute, the
following Part D benefit parameters are updated using the annual percentage increase in average
expenditures for Part D drugs per eligible beneficiary (“Annual Percentage Increase” or API):

e the deductible, initial coverage limit, and out-of-pocket threshold® for the defined
standard benefit;

e minimum copayments for costs above the annual out-of-pocket threshold;

e maximum copayments below the out-of-pocket threshold for certain low-income full
subsidy eligible enrollees;

o the deductible for partial low-income subsidy (LIS) eligible enrollees; and

9 According to section 1860D-2(b)(4)(B)(i)(1V), for years 2016 through 2019, the out-of-pocket threshold is updated
from the previous year by the lesser of the API or two percentage points plus the annual percentage increase in the
consumer price index.
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e maximum copayments above the out-of-pocket threshold for partial LIS eligible
enrollees.

The remaining parameters are indexed to the annual percentage increase in the Consumer Price
Index (CPI) (all items, U.S. city average). Accordingly, the actuarial value of the drug benefit
changes along with any change in Part D drug expenses, and the defined standard Part D benefit
continues to cover a constant share of Part D drug expenses from year to year.

D1. Annual Percentage Increase in Average Expenditures for Part D Drugs

The benefit parameters indexed to the API will be increased by 1.22 percent for 2018, as
summarized by Table 111-2 below. This increase reflects the 2017 annual percentage trend of
3.94 percent as well as a multiplicative update of -2.62 percent for prior year revisions. Please
see Attachment IV for additional information on the calculation of the annual percentage
increase.

Per § 423.886(b)(3) of our regulations, the cost threshold and cost limit for qualified retiree
prescription drug plans are also indexed to the API. Thus, the cost threshold and cost limit for
qualified retiree prescription drug plans will be increased by 1.22 percent from their 2017 values.

D2. Annual Percentage Increase in Consumer Price Index

Section 1860D-14(a)(4) of the Act requires CMS to use the annual percentage increase in the
CPI for the 12 month period ending in September 2017 to update the maximum copayments up
to the out-of-pocket threshold for full benefit dual eligible enrollees with incomes not exceeding
100 percent of the Federal poverty line for 2018. These maximum copayments will be increased
by 2.20 percent for 2018 as summarized in Table 111-2 below.

This increase reflects the 2017 annual percentage trend in CPI of 2.41 percent as well as a
multiplicative update of -0.20 percent for prior year revisions.

Additionally, section 1860D-2(b)(4) of the Act requires that the out-of-pocket threshold for
contract years 2016 through 2019 be updated from the previous year by the lesser of (1) the API
or (2) two percentage points plus the annual percentage increase in CPl. The change in CPl in
this case is measured over the 12-month period ending in July of the previous year, as required
by statute. The cumulative annual percentage increase in CPI for 2017 as of July 2017 is 2.17
percent. This figure reflects the 2017 annual percentage increase in CPI of 2.47 percent as well
as a multiplicative update of -0.30 percent for prior year revisions. This value plus two
percentage points is greater than the 1.22 percent cumulative API described above. Thus, the
out-of-pocket threshold will be increased by 1.22 percent for 2018.

Please see Attachment IV for additional information on the calculation of the annual percentage
increase in the CPI.



43

D3. Determining Total Covered Part D Spending at Out-of-Pocket Threshold

Each year, CMS releases the Total Covered Part D Spending at the Out-of-Pocket Threshold,
which is the amount of total drug spending, regardless of payer, required to reach the out-of-
pocket threshold in the defined standard benefit. Due to reductions in beneficiary cost sharing
for drugs in the coverage gap phase for applicable (i.e., non-LIS) beneficiaries per section
1860D-2 of the Act, the total covered Part D spending may be different for applicable and non-
applicable (i.e., LIS) beneficiaries. Therefore, CMS is releasing the two values described below:

Total Covered Part D Spending at Out-of-Pocket Threshold for Non-Applicable
Beneficiaries. This is the amount of total drug spending for a non-applicable (i.e., LIS)
beneficiary to reach the out-of-pocket threshold in the defined standard benefit. If the
beneficiary has additional prescription drug coverage through a group health plan,
insurance, government-funded health program or similar third party arrangement, this
amount may be higher. This amount is calculated based on 100 percent cost sharing in
the deductible and coverage gap phases and 25 percent cost sharing in the initial coverage
phase.

Estimated Total Covered Part D Spending at Out-of-Pocket Threshold for Applicable
Beneficiaries. This is an estimate of the average amount of total drug spending for an
applicable (i.e., non-LI1S) beneficiary to reach the out-of-pocket threshold in the defined
standard benefit. If the beneficiary has additional prescription drug coverage through a
group health plan, insurance, government-funded health program or similar third party
arrangement, this amount may be higher. This amount is estimated based on 100 percent
beneficiary cost sharing in the deductible phase, 25 percent cost sharing in the initial
coverage phase, and in the coverage gap, 44 percent cost sharing for non-applicable
(generic) drugs and 85 percent cost sharing for applicable (brand) drugs. Please see
Attachment IV for additional information on the calculation of the estimated total
covered Part D spending for applicable beneficiaries.

The values can be found in Table I11-2 below.
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Table I111-2. Updated Part D Benefit Parameters for Defined Standard Benefit, Low-

Income Subsidy, and Retiree Drug Subsidy

Annual Percentage Increases

Annual . Annual
Prior
percentage year percentage
trend for revisions | Increase
2017 for 2018
API: Applied to all parameters but (1) and (2) 3.94%| -2.62% 1.22%
July CPI (all items, U.S. city average): Applied to (1) 247%| —0.30% 2.17%
September CPI (all items, U.S. city average): Applied to (2) 241%| —0.20% 2.20%
Part D Benefit Parameters
2017 2018
Standard Benefit
Deductible $400 $405
Initial Coverage Limit $3,700 $3,750
Out-of-Pocket Threshold $4,950 $5,000
Total Covered Part D Spending at Out-of-Pocket Threshold for Non-
Applicable Beneficiaries (3) $7,425.00| $7,508.75
Estimated Total Covered Part D Spending for Applicable Beneficiaries (4) $8,071.16| $8,417.60
Minimum Cost-Sharing in Catastrophic Coverage Portion of the Benefit
Generic/Preferred Multi-Source Drug $3.30 $3.35
Other $8.25 $8.35
Full Subsidy-Full Benefit Dual Eligible (FBDE) Individuals (6)
Deductible $0.00 $0.00
Copayments for Institutionalized Beneficiaries (category code 3) $0.00 $0.00
Copayments for Beneficiaries Receiving Home and Community-Based
Services (5) (category code 3) $0.00 $0.00
Maximum Copayments for Non-Institutionalized Beneficiaries
Up to or at 100% FPL (category code 2)
Up to Out-of-Pocket Threshold (1)
Generic/Preferred Multi-Source Drug (6) $1.20 $1.25
Other (6) $3.70 $3.70
Above Out-of-Pocket Threshold $0.00 $0.00
Over 100% FPL (category code 1)
Up to Out-of-Pocket Threshold
Generic/Preferred Multi-Source Drug $3.30 $3.35
Other $8.25 $8.35
Above Out-of-Pocket Threshold $0.00 $0.00
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2017 2018
Full Subsidy-Non-FBDE Individuals
Applied or eligible for QMB/SLMB/QI or SSI and income at or below
135% FPL and resources < $8,890 (individuals) or < $14,090 (couples)
(7) (category code 1)
Deductible $0.00 $0.00
Maximum Copayments up to Out-of-Pocket Threshold
Generic/Preferred Multi-Source Drug $3.30 $3.35
Other $8.25 $8.35
Maximum Copayments above Out-of-Pocket Threshold $0.00 $0.00
Partial Subsidy
Applied and income below 150% FPL and resources below $13,820
(individual) or $27,600 (couples) (7) (category code 4)
Deductible (6) $82.00 $83.00
Coinsurance up to Out-of-Pocket Threshold 15% 15%
Maximum Copayments above Out-of-Pocket Threshold
Generic/Preferred Multi-Source Drug $3.30 $3.35
Other $8.25 $8.35
Retiree Drug Subsidy Amounts
Cost Threshold $400 $405
Cost Limit $8,250 $8,350

(1) Pursuant to section 1860D-2(b)(4)(B)(i)(IV) of the Act, for each of years 2016 through 2019, the out-of-pocket threshold increase is the

lesser of the annual percentage increase or the July CPI plus two percentage points.

(2) September CPI adjustment applies to copayments for non-institutionalized beneficiaries up to or at 100% FPL.

(3) For a beneficiary who is not considered an “applicable beneficiary,” as defined at section 1860D-14A(g)(1), and is not eligible for the
Coverage Gap Discount Program, this is the amount of total drug spending required to reach the out-of-pocket threshold in the defined

standard benefit.

(4) For a beneficiary who is considered an "applicable beneficiary," as defined at section 1860D-14A(g)(1), and is eligible for the Coverage
Gap Discount Program, this is the estimated average amount of total drug spending required to reach the out-of-pocket threshold in the

defined standard benefit.

(5) Per section 1860D-14(a)(1)(D)(i) of the Act, full-benefit dual eligibles qualify for zero cost-sharing if they would be institutionalized

individuals (or couple) if the individuals (couple) were not receiving home and community-based services.

(6) The increases to the LIS deductible, generic/preferred multi-source drugs and other drugs copayments are applied to the unrounded 2017

values of $82.46, $1.22, and $3.65, respectively.
(7) These resource limit figures will be updated for contract year 2018.
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Section E. Reduced Coinsurance for Applicable Beneficiaries in the Coverage Gap

The ACA phases in a reduction in beneficiary cost sharing for drugs in the coverage gap phase of
the Medicare Part D benefit. This gradual reduction in cost sharing began in CY 2011 and
continues through CY 2020, ultimately resulting in 75 percent cost sharing for applicable drugs,
prior to the application of the 50 percent manufacturer discounts required by the ACA, and 25
percent cost sharing for other covered Part D drugs (non-applicable drugs). An applicable drug
is defined in section 1860D-14A(g)(2) of the Act to generally include covered Part D brand
drugs that are either approved under a new drug application (NDA) under section 505(b) of the
Federal Food, Drug, and Cosmetic Act or, in the case of a biologic, licensed under section 351 of
the Public Health Service Act (PHSA) (other than a product licensed under subsection (k) of
such section 351) using a Biologics License Application (BLA). Non-applicable drugs generally
are covered Part D drugs that do not meet the definition of an applicable drug, such as generic
drugs. Note that non-applicable drugs also include any biosimilar products, or biologics licensed
under section 351(k) of the PHSA using a BLA, per section 1860D-14A(g)(2)(A) of the Act. The
reductions in cost sharing, in conjunction with the Coverage Gap Discount Program, will serve to
effectively close the Medicare Part D benefit coverage gap for non-LIS beneficiaries by CY
2020.

In 2018, the beneficiary coinsurance under basic prescription drug coverage is reduced to 44
percent for non-applicable covered Part D drugs purchased during the coverage gap phase of the
Part D benefit. After having applied the 50 percent manufacturer discount, the beneficiary
coinsurance under basic prescription drug coverage is reduced to 35 percent for applicable
covered Part D drugs purchased during the coverage gap phase of the Part D benefit in 2018.

Table 111-3. Cost Sharing for Applicable Drugs in the Coverage Gap

Be_nef|C|ary Plan Liability Man_ufacturer

Coinsurance Discount
2010{100% minus $250 rebate 0% 0%
2011 50% 0% 50%
2012 50% 0% 50%
2013 47.5% 2.5% 50%
2014 47.5% 2.5% 50%
2015 45% 5% 50%
2016 45% 5% 50%
2017 40% 10% 50%
2018 35% 15% 50%
2019 30% 20% 50%
2020 25% 25% 50%
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Table I11-4. Cost Sharing for Non-Applicable Drugs in the Coverage Gap

Beneficiary Plan

Coinsurance| Liability
2010 100% 0%
2011 93% %
2012 86% 14%
2013 79% 21%
2014 2% 28%
2015 65% 35%
2016 58% 42%
2017 51% 49%
2018 44% 56%
2019 37% 63%
2020 25% 75%

To be eligible for reduced cost sharing, a Part D enrollee must have incurred gross covered drug
costs above the initial coverage limit but true out-of-pocket costs (TrOOP) below the out-of-
pocket threshold. Moreover, Medicare beneficiaries enrolled in a qualified retiree prescription
drug plan or those entitled to the low-income subsidy are not eligible for this reduced cost
sharing.

As beneficiary liability for covered Part D drug costs in the coverage gap decreases, plan liability
increases. The increased plan liability amounts do not count toward TrOOP. Part D sponsors
must account for the reductions in cost sharing and increased plan liability when developing their
Part D bids for payment year 2018.

Section F. Dispensing Fees and Vaccine Administration Fees for Applicable Drugs in the
Coverage Gap

As described in the previous section, the ACA phases in a reduction in beneficiary cost sharing
for drugs in the coverage gap phase of the Medicare Part D benefit. Consistent with our policy
on liability for dispensing and vaccine administration fees, as described in the Announcement of
Calendar Year (CY) 2013 Medicare Advantage Capitation Rates and Medicare Advantage and
Part D Payment Policies and Final Call Letter, applicable beneficiaries will pay a portion of the
dispensing fee (and vaccine administration fee, if any) that is commensurate with their
coinsurance in the coverage gap. The Part D sponsor will pay the remainder of the dispensing
fee (and vaccine administration fee, if any). In 2018, applicable beneficiaries will pay 35 percent
and plans will pay 65 percent of dispensing fees and vaccine administration fees for applicable
drugs in the coverage gap.
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Section G. Part D Calendar Year Employer Group Waiver Plans

In early 2007, CMS waived the Part D bid submission requirement for EGWPs beginning with
payment year (PY) 2008. This included waiving the requirement that EGWPs provide an
estimate of their per capita reinsurance costs, which CMS uses to provide Part D sponsors with
monthly prospective reinsurance payments during a payment year. As a result, EGWPs did not
receive prospective reinsurance payments from 2008-2016. However, with the recent trend in
specialty drug costs, catastrophic drug costs for EGWP Part D sponsors have increased
significantly and will likely continue to do so in the future. Given these increased costs, treating
Calendar Year EGWPs differently from non-EGWP Part D plans for the purposes of prospective
reinsurance has been considered to no longer be appropriate. For PY 2017, CMS began making
prospective reinsurance payments to all Calendar Year EGWP Part D Sponsors based on the
average per member per month (PMPM) actual reinsurance amounts paid to Calendar Year
EGWP Part D Sponsors for 2014.

For 2018, CMS is proposing to make prospective reinsurance payments to all Calendar Year
EGWPs offering Part D based on the average per member per month (PMPM) actual reinsurance
amounts paid to Calendar Year EGWPs for 2015. The 2015 reconciliation data is the most
current actual total reinsurance amount available for publication in the 2018 Advance
Notice/Rate Announcement. CMS is proposing this methodology as it is based on the most
currently available actual CY EGWP experience. The average PMPM reinsurance amount paid
to Calendar Year EGWPs for 2015 reconciliation was $32.00. This proposal will apply to all CY
EGWPs offering Part D. CMS is not proposing to change the current policy of not paying
reinsurance payments to non-calendar year EGWPs.
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Attachment IVV. Medicare Part D Benefit Parameters for the Defined Standard Benefit:
Annual Adjustments for 2018

The Medicare Prescription Drug, Improvement, and Modernization Act of 2003 (MMA) (Pub. L.
108-173) directs CMS to update the statutory parameters for the defined standard Part D drug
benefit each year. These parameters include the standard deductible, initial coverage limit,
catastrophic coverage threshold, and minimum copayments for costs above the annual out-of-
pocket threshold. In addition, CMS is statutorily required to update the parameters for the low
income subsidy benefit and the cost threshold and cost limit for qualified retiree prescription
drug plans eligible for the Retiree Drug Subsidy. Included in this notice are (1) the
methodologies for updating these parameters, (2) the updated parameter amounts for the Part D
defined standard benefit and low-income subsidy benefit for 2018, and (3) the updated cost
threshold and cost limit for qualified retiree prescription drug plans.

All of the Part D benefit parameters are updated using one of two indexing methods specified by
statute:

Q) the annual percentage increase in average expenditures for Part D drugs per eligible
beneficiary (API); or

(i) the annual percentage increase in the Consumer Price Index (CPI) (all items, U.S. city
average).

Section A. Annual Percentage Increase in Average Expenditures for Part D Drugs per
Eligible Beneficiary (API)

Section 1860D-2(b)(6) of the Act defines the API as “the annual percentage increase in average
per capita aggregate expenditures for covered Part D drugs in the United States for Part D
eligible individuals, as determined by the Secretary for the 12-month period ending in July of the
previous year using such methods as the Secretary shall specify.” The following parameters are
updated using the “annual percentage increase”:

Deductible: From $400 in 2017 and rounded to the nearest multiple of $5.
Initial Coverage Limit: From $3,700 in 2017 and rounded to the nearest multiple of $10.
Out-of-Pocket Threshold: From $4,950 in 2017 and rounded to the nearest multiple of $50.

Minimum Cost-Sharing in the Catastrophic Coverage Portion of the Benefit: From $3.30
per generic or preferred drug that is a multi-source drug and $8.25 for all other drugs in 2017,
rounded to the nearest multiple of $0.05.
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Maximum Copayments up to the Out-of-Pocket Threshold for Certain Low Income Full
Subsidy Eligible Enrollees: From $3.30 per generic or preferred drug that is a multi-source
drug and $8.25 for all other drugs in 2017, rounded to the nearest multiple of $0.05.

Deductible for Low Income (Partial) Subsidy Eligible Enrollees: From $82%° in 2017 and
rounded to the nearest $1.

Maximum Copayments above the Out-of-Pocket Threshold for Low Income (Partial)
Subsidy Eligible Enrollees: From $3.30 per generic or preferred drug that is a multi-source
drug and $8.25 for all other drugs in 2017, rounded to the nearest multiple of $0.05.

Section B. Annual Percentage Increase in Consumer Price Index (CPI)
Annual Percentage Increase in Consumer Price Index, September (September CPI)

Section 1860D-14(a)(4) of the Act specifies that the annual percentage increase in the CPI, All
Urban Consumers (all items, U.S. city average) as of September of the previous year is used to
update the maximum copayments up to the out-of-pocket threshold for full benefit dual eligible
enrollees with incomes not exceeding 100 percent of the Federal poverty line. These
copayments are increased from $1.20 per generic or preferred drug that is a multi-source drug
and $3.70 for all other drugs in 2017, rounded to the nearest multiple of $0.05 and $0.10,
respectively.!

Annual Percentage Increase in Consumer Price Index, July (July CPI)

Additionally, section 1860D-2(