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CMS Issues Medicare Advantage Organizations Calendar
Year (CY) 2027 Capitation Rates; and Part C and Part D
Payment Policies

The Centers for Medicare & Medicaid Services (CMS) have released the final Calendar Year (CY), 2027
Notice of Methodological Changes for Medicare Advantage (MA) Capitation Rates and Part C and Part D
Payment Policies.

A copy of the 139-page document is available at: https://www.cms.gov/medicare/payment/medicare-
advantage-rates-statistics/announcements-and-documents.

CMS proposed an update projected to result in a net increase of 0.09 percent, or over $700 million in
MA payments to plans on average year-over-year in CY 2027. The final policies in the CY 2027 Rate
Announcement are projected to result in an increase of 2.48 percent or over $13 billion in payments to
MA plans in CY 2027. When accounting for estimated risk score trend in MA due to factors such as
population changes and coding practices, this amounts to a 4.98 percent increase.

CMS recently issued 4 FY 2027 PPS proposed updates. The updates ranged from 2.4 to 2.3 percent.
The table below provides the expected average impact of on MA payment components.

Year-to-Year Percentage Change in Payment

Impact 2027 Advance Notice 2027 Rate
Announcement
Effective Growth Rate 4.97 percent 5.33%

Rebasing/Re-pricing

TBD!

-0.17 percent

Change in Star Ratings?

-0.03 percent

-0.03 percent

MA Coding Pattern Adjustment

0.00 percent

0 percent

Risk Model Revision and FFS
Normalization®

-3.32 percent

-1.12 percent

Sources of Diagnoses*

-1.53 percent

-1.53 percent

Overall Expected Average Change in
Revenue 5

0.09 percent

2.28 percent
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1 Rebasing/re-pricing impact is dependent on finalization of the average geographic adjustment index, which was not available with
the publication of the CY 2027 Advance Notice.

2 Change in Star Ratings reflects the estimated effect of changes in the Quality Bonus Payments for the upcoming payment year.

3 For the Advance Notice, the impact of the update to the normalization factor for MA risk adjustment was not shown in the Fact
Sheet separately because of the considerable interaction between the impact of the MA risk adjustment model updates and the
normalization factor update. Therefore, the combined impact was shown in the Fact Sheet. Because CMS is not implementing an
updated risk adjustment model for CY 2027, the impact shown in the Rate Announcement Fact Sheet is entirely due to the
normalization factor update.

4 For the 2027 Advance Notice, this row reflects the average impact of the exclusion of diagnoses from all unlinked chart review
records (CRRs) on risk scores under the proposed 2027 MA risk adjustment model. CMS is not implementing the proposed 2027 MA
risk adjustment model and is finalizing an exception for unlinked CRRs for beneficiaries who switch from one MA organization to
another. Therefore, the impact shown in the Rate Announcement Fact Sheet reflects the impact on risk scores under the 2024 MA
risk adjustment model of excluding diagnoses from all unlinked CRRs except those submitted for beneficiaries who switch from one
MA organization to another. Without the exception, the impact of excluding unlinked CRRs would be -1.78%. The impact of
excluding audio-only services identified using modifiers is 0%, on average.

5 The overall expected average change does not include an adjustment for underlying coding trend in MA. For CY 2027, CMS
expects the MA risk scores to increase, on average, by 2.50 percent due to the underlying coding trend.

Comment

There has been and continues to be significant discussion about the size of the Medicare risk
adjustments. Many are concerned it has been too high and MA plans are being paid too much. Such
numbers are not in the millions of dollars, but in the billions of dollars. One must question why HHS
and CMS, as well as the Congress have not initiated any actions.

Growth Rates

The Effective Growth Rate reflects the current estimate of the growth in MA benchmarks used to
determine payment for MA plans. This growth rate is largely driven by the growth in Original Medicare
per capita costs, as estimated by the Office of the Actuary. Each year for the Rate Announcement, CMS
updates the growth rates to be based on the most current estimate of per capita costs, based on the
available historical program experience and projected trend assumptions at that time. The growth
rates change between the Advance Notice and the Rate Announcement as CMS incorporates updated
data and assumptions. This year, the change in growth rates from the Advance Notice to the Rate
Announcement is due primarily to incorporation of additional data, including Original Medicare program
experience and incurred dates through fourth quarter 2025.
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Part C Risk Adjustment Model

CMS says it is committed to the sustainability of the MA program. As the agency considers
opportunities for improving risk adjustment both in the 2027 Rate Announcement and in the future,
CMS is working towards a MA risk adjustment system guided by three principles: (1) simplicity to
reduce day-to-day administrative burden for both plans and providers; (2) competition for all plans,
irrespective of size or resources, based on creating value for patients; and (3) achieving payments that
accurately reflect beneficiary health risk and facilitate the efficient use of healthcare resources,
enhanced program integrity, and greater accountability.

CMS proposed to update the Part C risk adjustment model using more recent underlying Original
Medicare data (updated from 2018 diagnoses and 2019 expenditures to 2023 diagnoses and 2024
expenditures) to reflect more current costs associated with various diseases, conditions, and
demographic characteristics and excluding diagnoses from audio-only encounters. In addition, CMS
proposed to exclude diagnosis information from unlinked chart review records (CRRs) - diagnosis
information not associated with a specific beneficiary encounter - from risk score calculation starting in
CY 2027. CMS noted that MA organizations may continue to submit diagnoses using unlinked CRRs,
however, those diagnoses would no longer be used for calculating risk scores.

For CY 2027, CMS will continue to use the 2024 MA risk adjustment model which was calibrated with
Original Medicare 2018 diagnoses and 2019 expenditures data and fully implemented in CY 2026, in
lieu of the updated risk adjustment model calibrated with Original Medicare 2023 diagnoses and 2024
expenditures data that was proposed in the CY 2027 Advance Notice. Continued use of the 2024 MA
risk adjustment model will allow the MA market more time to adjust to the recently completed phase-
in of the 2024 MA risk adjustment model. For risk score calculation for CY 2027, CMS is finalizing the
exclusion of diagnoses from audio-only encounters and diagnoses from unlinked CRRs, with an
exception to include diagnoses from unlinked CRRs for beneficiaries who switch from one MA
organization to another.

Part C Risk Adjustment Model for PACE Organizations

CMS intends to transition Program of All Inclusive Care for the Elderly (PACE) organizations from
submitting risk adjustment data to the legacy Risk Adjustment Processing System (RAPS) to fully
submitting risk adjustment data to the encounter data system (EDS) consistent with the rest of the
industry, and to align the model used to pay PACE organizations with the model used to pay
organizations other than PACE. It is imperative to continue to align with the most current version of
the MA model being used for the rest of the industry during the transition. For CY 2027 payments to
PACE organizations, CMS is finalizing the accelerated transition to move PACE organizations to the
same risk adjustment model as MA. To align with the model that will be used by the rest of industry
during the transition, for CY 2027, CMS will calculate risk scores for PACE organizations by blending 50
percent of the risk score calculated using the 2024 MA risk adjustment model and 50 percent of the
risk score calculated using the 2017 MA risk adjustment model.
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Part D Risk Adjustment

CMS is finalizing updates to the Part D risk adjustment model to reflect Inflation Reduction Act
(IRA) changes to the Part D benefit that will be in effect in CY 2027 - such as an increased
manufacturer discount for specified small manufacturers having their discounts phased-in over time -
as well as more recent data years (2023 diagnoses and 2024 costs). As proposed, the updated model
also excludes diagnoses from audio-only services and from unlinked CRRs. Finally, CMS will improve
the model’s predictive accuracy for beneficiaries in MA prescription drug (MA-PD) plans and standalone
prescription drug plans (PDPs) by finalizing the updated model, which distinguishes the MA-PD and
PDP populations, as well as continuing to calculate separate normalization factors for MA-PD plans and
PDPs. The updates to the Part D risk adjustment model are essential for plan sponsors to develop
accurate bids for CY 2027.

Part C and D Star Ratings

Star Ratings updates in the CY 2027 Rate Announcement include providing the list of eligible disasters
for adjustment, non-substantive measure specification updates, and the list of measures included in
the Part C and D improvement measures and Categorical Adjustment Index for the 2027 Star Ratings.

In the CY 2027 Advance Notice, CMS also solicited initial feedback on substantive measure
specification updates, comments on new measure concepts, and potential methodological
enhancements. CMS also sought comments on updates to display measures which we publicly report
but do not include in Star Ratings. The agency will consider these comments as it contemplates
proposing future changes to the measures. All substantive measure specification changes, the addition
of new measures, and methodological changes must go through rulemaking.

Comment

The material presented above is the main focus of the announcement. Much of the announcement are
tables as reported below.

There may be confusion about the MA increase for next year. As noted in the table on page 1, the
increase is 2.28 percent. However, as CMS has stated, other factors will increase overall payments by
4.98 percent.
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2027 RATE ANNOUNCEMENT

Announcement of Calendar Year (CY) 2027 Medicare Advantage (MA) Capitation Rates 1
and Part C and Part D Payment Policies
Key Updates from the CY 2027 Advance Notice 2
Policies Adopted as Described 4
Attachment I. Final Estimates of the National Per Capita Growth Percentage and the 11
National Medicare Fee-for-Service Growth Percentage for CY 2027

12
Attachment II. Key Assumptions and Financial Information
Attachment III. Responses to Public Comments on Part C Payment Policies 29

29
Section A Estimates of the MA and FFS Growth Percentages for CY 2027 40
Section B MA Benchmark, Quality Bonus Payments, and Rebate 40
Section C Calculation of Fee-for-Service Costs 48
Section D Direct Graduate Medical Education 49
Section E Organ Acquisition Costs for Kidney Transplants 49
Section F IME Phase Out 49
Section G MA ESRD Rates 51
Section H MA EGWPs 53
Section I CMS-HCC Risk Adjustment Model 65
Section J ESRD CMS-HCC Risk Adjustment Models 66
Section K Frailty Adjustment for FIDE SNPs and PACE Organizations 69
Section L MA Coding Pattern Difference Adjustment 72
Section M Normalization Factors for the CMS-HCC Risk Adjustment Models 75
Section N Sources of Diagnoses for Risk Score Calculation
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Attachment IV. Responses to Public Comments on Part D Payment Policies 82
Section A Annual Adjustments to Medicare Part D Benefit Parameters in 2027 82
Section B Part D Premium Stabilization 82
Section C Part D Calendar Year EGWP Prospective Reinsurance Amount 84
Section D Part D Risk Sharing 84
Section E Retiree Drug Subsidy Amount 85
Section F RxHCC Risk Adjustment Model 85
Section G Normalization for the RxHCC Risk Adjustment Models 91
Section H Source of Diagnoses for Part D Risk Score Calculation 94

Attachment V. Final Updated Benefit Parameters for the Defined Standard Benefit and Changes in 95
the Payment Methodology for Medicare Part D for CY 2027

Section A Annual Percentage Increase in Consumer Price Index (CPI) 96
Section B Calculation Methodology 97
Section C Annual Percentage Increase in Average Expenditures for Part D Drugs Per 99

Eligible Beneficiary

Section D Section D. Retiree Drug Subsidy Amounts 100
Attachment VI. Updates for Part C and D Star Ratings 101
Section A Part C and D Star Ratings and Future Measurement Concepts 101
Section B Reminders for 2027 Star Ratings and Beyond 101
Section C Measure Updates for 2027 Star Ratings 104
Section D Improvement Measures (Part C & D) for the 2027 Star Ratings 110
Section E Categorical Adjustment Index for the 2027 Star Ratings 110
Section F Extreme and Uncontrollable Circumstances Policy for the 2027 Star Ratings 110
Section G Changes to Existing Star Ratings Measures for the 2027 Measurement Year and Beyond 112
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Section H Efforts to Simplify and Refocus the Measure Set to Improve the Impact of the Star Rating | 116
System
Section I Display Measures 116
Section J Retirement of Display Measures 119
Section K Potential Methodological Enhancements for Future Years 120
Attachment VII. Economic Information for the CY 2027 Rate Announcement 121
Section A Changes in the Payment Methodology for MA and PACE for CY 2027 121
Al. Medicare Advantage and PACE non-ESRD Ratebook 121
A2. Medicare Advantage and PACE ESRD Ratebooks 121
A3. Sources of Diagnoses 122
A4. ESRD Risk Adjustment Mode 122
A5. Frailty Adjustment for FIDE SNPs 122
A6. MA Coding Pattern Difference Adjustment 122
A7. Part C Normalization 122
Section B Changes in the Payment Methodology for Medicare Part D for CY 2026 122
B1. Annual Percentage Increase for Part D Parameters 122
B2. Part D Risk Adjustment Mode 123
B3. Part D Normalization 123
Attachment VIII. RxHCC Risk Adjustment Factors 124
Table VIII-1. 2027 RxHCC Model Relative Factors for Continuing Enrollees 124
(2023/2024 Calibration; Medicare Advantage Prescription Drug Plan (MA-PD))
Table VIII-2. 2027 RxHCC Model Relative Factors for New Enrollees, Non-Low Income (2023/2024 126
Calibration; Medicare Advantage Prescription Drug Plan (MA-PD))
Table VIII-3. 2027 RxHCC Model Relative Factors for New Enrollees, Low Income 127
(2023/2024 Calibration; Medicare Advantage Prescription Drug Plan (MA-PD))
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Table VIII-4. 2027 RxHCC Model Relative Factors for New Enrollees, Institutional 128

(2023/2024 Calibration; Medicare Advantage Prescription Drug Plan (MA-PD))

Table VIII-5. 2027 RxHCC Model Relative Factors for Continuing Enrollees 129

(2023/2024 Calibration; Standalone Prescription Drug Plan (PDP)

Table VIII-6. 2027 RxHCC Model Relative Factors for New Enrollees, Non-Low Income 131

(2023/2024 Calibration; Standalone Prescription Drug Plan (PDP)

Table VIII-7. 2027 RxHCC Model Relative Factors for New Enrollees, Low Income 132

(2023/2024 Calibration; Standalone Prescription Drug Plan (PDP)

Table VIII-8. 2027 RxHCC Model Relative Factors for New Enrollees, Institutional 133

(2023/2024 Calibration; Standalone Prescription Drug Plan (PDP)

Table VIII-9. 2027 RxHCC Model Relative Factors for Continuing Enrollees 134

(2018-2019 Calibration; PACE Part D)

Table VIII-10. 2027 RxHCC Model Relative Factors for New Enrollees, Non-Low Income 136

(2018-2019 Calibration; PACE Part D)

Table VIII-11. 2027 RxHCC Model Relative Factors for New Enrollees, Low Income 137

(2018-2019 Calibration; PACE Part D)

Table VIII-12. 2027 RxHCC Model Relative Factors for New Enrollees, Institutional 138

(2018-2019 Calibration; PACE Part D)

Table VIII-13. 2027 RxHCC Payment Models with Disease Hierarchies 138
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