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Proposed CY 2014 Changes to MA Rate Methodology: 

  Action Needed to Preserve the MA Program for Beneficiaries 
 
The Advance Notice of Methodological Changes (known as “the 45-Day Notice”) issued by the 
Centers for Medicare & Medicaid Services (CMS) on February 15, 2013 could lead to significant 
disruption for the 14 million beneficiaries enrolled in Medicare Advantage (MA) plans.  The 45-
Day Notice includes CMS’ proposed changes to the methodology that would be used in 
calculating 2014 MA payments.  The cumulative impact of these changes, in combination with 
the statutorily required MA funding reductions put in place by the Affordable Care Act (ACA), 
will reduce Medicare Advantage payments next year by more than eight percent (approximately 
$800 per MA beneficiary per year) and raise critical concerns about the stability of the program 
for MA enrollees and plans.  Key areas addressed by the 45-Day Notice include:  
 

• Growth Rates:  These trend factors reflect CMS’ preliminary estimate of the change in 
per beneficiary Medicare costs that will be used in determining 2014 MA rates.  These 
factors take into account updates to the estimated growth rates in past years.  The 
estimated growth rate for CY 2014 is –2.3% in contrast to the +2.8% growth rate for CY 
2013. 

 
• MA Risk Adjustment Model:  MA plans are paid risk-adjusted amounts that are 

designed to reflect the health status of their enrollees.  CMS has developed a model that 
uses claims data from the Medicare fee-for-service (FFS) program to estimate the relative 
cost of treating beneficiaries based upon their diagnoses.  CMS periodically recalibrates 
the model based on updated costs and revises the diagnoses that are included.  The 
agency expects that the proposed recalibration and other risk adjustment model changes 
for CY 2014 will reduce plan risk scores and therefore have a downward impact on 
payments.  CMS is proposing to mitigate the impact by phasing in the changes.  In 
contrast, CMS implemented changes for CY 2013 that were budget neutral. 

 
• Coding Intensity Adjustment:  Since 2010, CMS has adjusted MA payments for coding 

pattern differences between the MA and FFS programs.  The ACA established a 
minimum coding intensity beginning in CY 2014 and this required adjustment was 
increased by the American Taxpayer Relief Act (ATRA) of 2012.  The coding intensity 
adjustment for CY 2014 will reduce risk scores by –4.91% compared to the coding 
intensity adjustment of –3.41% for CY 2013.  A higher coding intensity adjustment 
means a larger reduction in MA payments, reducing MA funding by an additional -1.5%.  

 
• Total Beneficiary Cost (TBC):  CMS establishes a TBC threshold that limits plan 

changes from year to year based on the estimated impact of the changes on an average 
enrollee’s expected out-of-pocket costs (i.e., premium and cost sharing).  CMS has 
proposed a TBC threshold of $30 for CY 2014 in comparison to a threshold of $36 for 
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CY 2013.  A lower TBC threshold means the plan has less flexibility adjust plan design 
in response to the year to year MA cost and payment picture. 
 

• ACA Funding Cuts:  MA rates in 2014 will continue to reflect the phase-in of funding 
reductions enacted in the ACA.  We estimate that these funding cuts will reduce MA 
payments by an additional -2%. 
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•Estimated Impact -- $75 (10%) per member per month
•Estimated Impact -- $60 (8%) per 
member per month

 
According to a recent Oliver Wyman report1

 

, the new health care premium tax (aka “insurer 
fee”) will increase costs by –2.1% in 2014.  In addition, MA plans would experience a –2% 
payment reduction if sequestration is implemented.  The combined impact of statutory provisions 
and the policies proposed in the 45-Day Notice could therefore reduce CY 2014 MA payments 
by more than 8%.   

Steps to Preserve the MA Program 
The comment period on the 45-Day Notice ends on March 1, and CMS issues final CY 2014 MA 
rates on April 1.  Several important changes could be made that would mitigate the impact of the 
proposed policies on beneficiaries.  Importantly, CMS should use its existing authority to assume 
a 0% physician fee schedule increase instead of the 30% reduction in current law when 
developing MA rates. 
 
 
 
 
 

 

                                                 
1 Oliver Wyman, “Estimated Premium Impacts of Annual Fees Assessed on Health Insurance Plans” (October 
2011). 

CMS develops MA rates based on an assumption that the 30% cliff in 
Medicare physician fees resulting from the statutory sustainable growth 
rate (SGR) formula would go into effect even though Congress has 
consistently acted to prevent this reduction from occurring.  A change in 
this CMS policy would restore MA rates by 4.5 – 5%. 
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Other important changes that should be made by CMS and Congress include: 
 
• Premium Tax: The premium tax on health insurers included in the ACA should be 

repealed. 
 

• TBC:  The TBC threshold should at a minimum be restored to the 2013 level to permit 
changes necessary to plan viability in the face of the potential for dramatically altered 
payments and costs for CY 2014 as a result of collective impact the CMS proposed MA 
payment-related policies and statutory requirements. 

 
• Risk Adjustment Changes:  The agency should delay implementing the proposed 

changes to the risk adjustment model that CMS acknowledges would reduce MA funding 
instead of phasing them in as proposed. 
 

 


