
R
isk adjustment is a mechanism used in 
healthcare programs to adjust payments based 
on the health plan member’s underlying health 
status. Models use data from a large pool of 

beneficiaries to predict costs on average for each of the 
component factors (e.g., age-sex, income status, individual 
disease groups). The models define specific diagnostic 
categories that are clinically meaningful and affect expected 
healthcare cost.1

Risk adjustment helps eliminate the risk selection incentive 
for a health plan (design of the product or enrollment for 
more healthy members) by adjusting compensation based 
on the risk score.2

MA risk adjustment score overview
Under the Medicare Advantage risk adjustment model, 
each beneficiary is assigned a specific risk score. A 
risk score of 1 represents average annual costs for an 
individual. A risk score higher than 1 means the individual 
is likely to incur costs higher than average, and a risk score 
lower than 1 means the individual will likely incur lower 
costs than average.

The disease-based portion of the Medicare Advantage 
risk adjustment model is made up of hierarchical 
condition categories (HCCs). Diagnosis codes are 
assigned to a condition category, and a further hierarchy 
is assigned for certain disease states such that only the 
most severe manifestation among related diseases is used 
for risk scoring.

For example, if a patient has angina pectoris/old myocardial 
infarction (condition category 83), and acute myocardial 
infarction (condition category 81), only the most severe 
condition (category 81) is recorded for that patient. Exhibit 1 

1 CMS Medicare Managed Care Manual, Chapter 7, Risk Adjustment, Rev 118 – 
Section 20

2 Evaluation of the CMS-HCC Risk Adjustment Model – Final Report – CMS 
Office of Research, Development and Information, March 2011 – Section 2.1
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represents how diagnosis codes are grouped into HCCs for 
Medicare Advantage.3

MA risk adjustment process
The calculation of risk scores under any model, including MA 
risk adjustment, relies very heavily on a complex process of 
data and information sharing. The process includes:

1. Enrolling members

2. Members receiving treatment from providers

3. Providers submitting claims and encounters to payers

4. Payers capturing diagnoses from face-to-face visits from 
acceptable sources

5. Payers submitting appropriate diagnosis data to CMS

6. CMS calculates risk scores

7. Ongoing audit and review

 • Provider auditing and monitoring

 • Plan auditing and monitoring

 • CMS oversight through RADV audits

As Exhibit 2 illustrates, the risk adjustment process relies 
heavily on the capture and transmission of diagnosis 
data between the provider, the payer and CMS. The 
diagnosis data should meet regulatory requirements for 
accuracy regarding submission of all relevant diagnoses, 
and the diagnoses submitted for risk adjustment should 

3 Ibid. Section 1.5, Figure 2.1

be supported by the medical records. CMS regulations 
require that:

 • Diagnosis codes must be documented in the medical 
record, following standard industry guidelines (ICD-9-
CM/ICD-10-CM/AHA Coding Clinic)

 • Diagnosis codes must stem from an encounter between 
a provider and the patient

 ◦ Face-to-face encounter

 ◦ By a qualifying provider type / source4

Exhibit 3 illustrates the effect different diagnoses have on 
reimbursement for the same patient. The exhibit shows that the 
varying coding of diagnoses for a patient can result in almost a 
300% increase in the revenue to a plan for that patient.

This example depicts how important it is to ensure you are 
both capturing all relevant diagnoses and only submitting 
those diagnoses that meet the criteria set forth by CMS. 
Errors—especially systemic coding or process errors—can 
quickly lead to potentially large reimbursement errors, 
triggering potential False Claims Act issues.

Key risk areas
The collection and transmission of accurate diagnosis data 
is the primary risk for any plan or provider pertaining to 

4 CMS Medicare Managed Care Manual, Chapter 7, Risk Adjustment, Rev 118 – 
Section 120.1.1

Exhibit 1 – Approximate numbers of codes by category
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MA risk adjustment. Diagnosis data can be captured in a 
number of ways, and each process can pose its own specific 
risks. When conducting audits related to risk adjustment, it 
is important to understand the various inputs for diagnosis 
data and the specific process risks to evaluate for that input.

Providers, payers and CMS all have responsibilities in the risk 
adjustment cycle to ensure that accurate diagnosis data is 
captured.

Provider responsibilities
Risk adjustment diagnoses are captured from face-to-face 
provider visits via CMS-specified provider types (for instance, 
physician, outpatient facility and inpatient facility claims). 
The physician/facility are responsible for coding diagnoses 
that are input manually by coders or automatically through 
EMR systems. To further support accurate diagnosis coding, 
providers and payers may use predictive software to assist 
in the identification of potential diagnoses based on past 
encounters or other data. These software programs can 

review physician notes or other medical data and impart a 
message to the physician.

As risk adjustment models become more common, the 
lines between payer and provider involvement in risk 
adjustment data capture continue to blur. Because payers 
have responsibility for their downstream vendors, payers 
continue to face some potential risk from inaccurate 
and/or noncomprehensive provider coding practices.5 
However, providers are now facing new risk adjustment 
challenges including:

 • Integrating incentives/penalties in contracts for coding 
and medical record documentation accuracy

 • Moving to at-risk arrangements where coding and 
documentation accuracy will now impact their top line 
revenue

5 CMS Medicare Managed Care Manual, Chapter 21, Compliance Program Guide-
lines, Rev 110 – Section 40

Exhibit 2 – Key inputs to the MA risk adjustment process
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Historically, providers were less focused on diagnosis 
coding since most reimbursement was not driven by 
diagnosis codes, but by CPT procedural codes driving fee-
for-service billing. However, as provider contracts shift 
toward risk-sharing and value-based models, providers 
now have increased risks from reporting incorrect 
diagnoses.

The risk comes from new incentives falling on the provider 
organization to identify all diagnoses, and the expectation 
that drivers of revenue—in this case from each risk 
adjustment-relevant diagnosis—demand increased quality 
control and validation.

Accordingly, providers might consider auditing and 
monitoring the components involved in the risk 
adjustment process. Though the specific auditing and 
monitoring steps will vary based on each provider’s 
compliance risk assessment, some areas to consider 
include:

 • Medical record documentation audits to ensure all 
reported conditions are supported by the medical record

 • Ongoing reviews of automated coding to ensure the 
system is functioning as expected (e.g., the codes that 
automatically populated accurately reflect the provider’s 
documentation)

 • Reviews of physician/coder training to ensure the 
messaging is focused on accurate coding

 • Reviews of risk adjustment metrics using data analytics, 
including:

 ◦ Analyzing HCC prevalence rates to identify outlier 
physicians who may be poorly documenting 
diagnoses or inconsistently coding

 ◦ Performing periodic quality assessments on medical 
record coders’ work

 ◦ Determining the rate of chronic HCCs being re-
documented each year; low re-documentation rates of 
known chronic conditions may indicate inconsistent 
patient interaction or poor documentation

Payer responsibilities
CMS places oversight responsibility on payers regarding the 
accuracy of diagnosis data submitted for risk adjustment.6 
The payer’s reimbursement from CMS is directly related to the 
risk adjustment data submitted. Payers must attest to CMS 
regarding the accuracy of the risk adjustment data they submit.

Payers have multiple processes they may elect to implement 
in collecting and submitting diagnosis data for risk 
adjustment, including:

 • Collect the diagnosis information submitted by providers 
through claims and encounters.

 • Employ coders to review provider charts and re-code 
diagnoses.

6 ibid

Exhibit 3 – Illustrative disease/HCC identification impact on risk score

Multiple conditions and disease 
interaction identified

Some conditions identified without 
disease interaction

No conditions identified

Coefficient Risk score Coefficient Risk score Coefficient Risk score

Male 85-89 .683 Male 85-89 .683 Male 85-89 .683

HCC17 (diabetes with acute 
complications)

0.368 HCC17 (diabetes with 
acute complications)

0.368 HCC17 (diabetes with 
acute complications)

HCC22 (morbid obesity) 0.365 HCC22 (orbid obesity) 0.365 HCC22 (morbid obesity)

HCC85 (congestive heart 
failure)

0.368 HCC85 (congestive heart 
failure)

HCC85 (congestive heart 
failure)

Disease interaction 0.182 Disease interaction Disease interaction

Total risk factor 1.966 Total risk factor 1.416 Total risk factor .683

Benchmark $1,046.94 Benchmark $1,046.94 Benchmark $1,046.94 

PMPM $2,058.28 PMPM $1,482.47 PMPM $715.06

Annual premium $24,699.41 Annual premium $17,789.60 Annual premium $8,580.72
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 • Perform predictive analytics to produce information for 
reports to physicians on inaccurate coding and/or target-
specific charts for further review.

 • Filter diagnosis information to ensure diagnoses are for 
face-to-face visits from eligible provider types.

 • Identify and mitigate fraud.

Payers have various approaches to consider when designing 
a plan to mitigate risk related to the submission of risk 
adjustment data in their organization. Based on the payer’s 
own risk assessment of the risk adjustment process, the 
specific steps implemented may vary, but some approaches 
to consider can be found in Exhibit 4.

Conclusion
Providers and payers face potential risks from inaccurate 
reporting of diagnosis information. CMS routinely reports on 
payment errors from risk adjustment, and will continue to 
refine their approach to identifying payment errors.7 When 
assessing an organization’s risk adjustment process, the keep 
in mind considerations and options shown in Exhibit 5. NP

7 U.S. Government Payment Accuracy website - https://paymentaccuracy.gov/
tracked/medicare-advantage-part-c-2014#learnmore

Exhibit 5 – Considerations for assessing the risk 
adjustment process

 • Clear focus on the quality of disease state 
diagnosis and medical record coding

 • Clear focus on data integrity and data submission 
requirements

 • Correlate data across diagnosis submission and 
disease management

 • When interacting with data/process, balance the 
interaction to identify both missing and potentially 
unsupported diagnosis codes

 • Assume some errors exist and create the analytics 
to look for and analyze outliers

 • All stakeholders are realizing the impact of risk 
adjustment to government payment streams 
(DOJ/OIG/CMS/Other Plans/State Managed Care 
Agencies/Your Associates)

 • Continuously scan for areas of concern and  
new areas of regulatory and enforcement  
focus 

Exhibit 4 – Risk mitigation approaches to consider

Prospective review

1. Perform internal end-to-end risk adjustment reviews including verification of data capture, encounter submissions and medical 
record reviews to identify additional diagnoses not captured, incorrect coding or coding that lacks the appropriate support.

2. Proactively screen for and identify chronic diseases within your population to target high risk members who may need medical 
evaluations performed by their primary care provider, and to ensure that proper coding and documentation exist.

3. Monitor member visits, physician follow-up and summary data from physician claims.

4. Target high-volume, high risk-score physicians for review.

5. Develop a list of common errors in documentation that routinely result in coding errors and provide the training or guidance to 
physicians and/or coders. 

6. Consider performing targeted reviews of specific provider/encounter types such as exams and assessments conducted in the home.

Retrospective review

One of the main purposes of the retrospective review is to target members with conditions and HCCs that are more likely to contain 
errors, including inaccurate coding and missing medical record documentation. If the payer chooses to complete a chart audit of 
submitted diagnoses, it should verify correct coding and ensure medical records are reviewed for accuracy and completeness. This 
can be done through the use of:

 • Vendor software to identify suspect diagnoses

 • Sampling methodology and spot review of selected claims/cases

 • Utilization of certified coders to research medical records
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