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Key Rate Announcement Changes

▪ Significantly higher growth 

percentages (see table)

▪ Confirmation of the change in 

RxHCC normalization factors

– 1.194 for MAPD, 0.887 for PDP

Updates and confirmation across multiple topics

Advance Notice Rate 

Announcement

FFS growth rate 5.67% 8.81%

MA growth rate 7.70% 10.72%

Total effective growth rate 5.93% 9.04%

Sources: 2026 Advance Notice and 2026 Rate Announcement
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Other Rate Announcement Changes

Star Ratings Announcements

▪ CMS noted the addition of multiple measures:

– Kidney Health Evaluation for Patients with Diabetes

– Maintaining or Improving Physical Health

– Maintaining or Improving Mental Health

▪ CMS provided updated measure weights

▪ CMS noted that calculations for some contracts may be affected 

by severe weather conditions in California, Florida, Georgia, 

Louisiana, North Carolina, South Carolina, and Texas

▪ CMS renamed HEI Rewards as EHO4all reward and confirmed 

that the current reward factor will be removed when EHO4all is 

implemented

▪ CMS continues to consider additional changes both for 

individual measures and new measure concepts and 

methodological enhancements

Other Announcements

▪ CMS announced lowered expectation of MA risk score trend – 

2.10%, down from 3.86% in prior bid year

▪ Termination of Maryland Total Cost of Care, Primary Care First, 

ESRD Treatment Choices, and Making Care Primary models by 

Dec 31, 2025

▪ CMS will announce any PDP premium stabilization and risk 

corridors no later than NAMBA release in summer 2025

Updates and confirmation across multiple topics
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Star Rating Basics and Background

Star Rating Impact

▪ Quality Bonus Payments (QBP): MA 

benchmark increased by QBP percentage, 

actual QBP county dependent. 

▪ Rebate Percentage: Affects MA rebates 

that allows for supplemental benefits in bid 

process. 

▪ Contracts with Star Rating < 3.0 subject to 

potential termination and marketing 

limitations. 

▪ 5.0 Star Rating contracts benefit from 

year-round marketing and enrollment. 

Star Rating Rebates and Quality Bonus Payments (QBP)

Star Rating Rebate % QBP

<3.5 Stars 50% 0.0%

3.5 Stars 65% 0.0%

4.0 Stars 65% 5.0%

4.5 + Stars 70% 5.0%

New / Low Enrollment 65% 3.5%
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Star Rating Basics and Background

Estimated Revenue 

Impact by Star Rating 

Shifts

▪ Actual impact also dependent on 

a plan’s mix of counties – county 

level benchmarks, double-bonus 

counties, or capped by ACA

▪ Average B-t-B ratio is 0.8

– 10% revenue difference 

between 3.0- and 4.5+ Stars

▪ Up to 14% of revenue with a 0.6 

B-t-B

Estimated Revenue Impact by Star Rating Shift and Bid-to-Benchmark (B-t-B) Ratio

Source: Rogers, H., Smith, M., Yurkovic, M. (October 2023). The Future is Now: 2024 Star Rating Release. Milliman White Paper.  

https://www.milliman.com/-/media/milliman/pdfs/2023-articles/10-30-23_the-future-is-now-2024-star-ratings-release_20231027.ashx
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Star Rating Basics and Background

Star Ratings

▪ Individual measures are logged for every eligible MA 

contract

▪ Measures are assigned to 1, 2, 3, 4, or 5 stars based 

on cut points

▪ An overall average of all measures is calculated, 

with measures having weights between 1 and 5

▪ Additional adjustments such as rewards or hold 

harmless are applied

Methodology

Cut Points

▪ Cut points are calculated based on statistical 

methodologies with every contract weighted equally

▪ Shape of distribution substantially impacts the 

average

– If all measures had a normal distribution, the 

overall average for most measures would be 

approximately 3.0

– Most measures in fact have averages above 3.0 

due to the shape of the distributions

– Tukey outlier deletion removes “extreme outliers” 

from cut point calculation bringing measure 

averages closer to 3.0
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Star Rating Basics and Background

Example of Measure Distribution 

and Assigned Cut Points

▪ Diabetes Care – Blood Sugar Controlled

▪ Statistical methodology: Clustering (non-

CAHPS)

– Sets cut points to minimize the squared 

difference between values in each group

▪ Cut points assigned with Tukey Outliers 

Removed

▪ Without removal of Tukey Outliers, the cut 

points would have been lower with the lowest 

measure scores impacting the calculation

Methodology



9

Star Rating – Current Environment

Star Rating Current Headwinds

▪ Enrollment-weighted national average below 4.0 

for the first time since 2016

▪ Tukey outlier deletion – methodology change 

affecting cut point calculations

▪ Market changes – terminations and 

consolidations among lower-rated contracts, 

which changes the curve and makes higher stars 

more difficult to achieve for remaining contracts

▪ The MA market is experiencing a continual 

decline in average Star Ratings – additional 

headwinds may accelerate these trends

Ongoing Decline in National Averages

Sources: https://www.cms.gov/newsroom/fact-sheets/2025-medicare-advantage-and-part-d-star-ratings and earlier versions

Note: years displayed above are revenue years (i.e. 2026 refers to the ratings driving the current bid process)

 

2024 2025 2026

Straight Average 3.76 3.68 3.63

Enrollment Weighted 

Average

4.14 4.07 3.92

% of Contracts 4+ Stars 51% 44% 40%

% of Members 4+ Stars 72% 76% 62%

% of Contracts 5 Stars 11% 7% 1%

% of Members 5 Stars 22% 8% 2%

https://www.cms.gov/newsroom/fact-sheets/2025-medicare-advantage-and-part-d-star-ratings


10

Star Rating Outlook

▪ Methodology Changes:

• Tukey Outlier Removal (already started)

• Measure Reweighting (starting 2027)

• Health Equity Index (HEI) Rewards – now 

renamed Excellent Health Outcomes for All 

(EHO4all) (starting 2028)

• Hold Harmless Provision (Unfinalized)

▪ The maximum combined impact based on 

CMS estimates would be $5.5 billion 

annually by 2030. 

▪ For reference, the total MA revenue 

exceeded $335 billion in 2022, with 

underwriting gains of approximately $10 

billion.

Get Ready - It Has Only Just Begun

Source: https://www.milliman.com/-/media/milliman/pdfs/2023-articles/10-6-23_medicare-star-ratings-white-paper_20231005.ashx

Sources: https://us.milliman.com/-/media/milliman/pdfs/2023-articles/11-15-23_medicare-advantage-financial-results-for-2022.ashx

Current Values

https://www.milliman.com/-/media/milliman/pdfs/2023-articles/10-6-23_medicare-star-ratings-white-paper_20231005.ashx
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Star Rating Outlook

Hold Harmless

▪ Current process

– Performance improvement measures for Part C and 

Part D both have maximum weight (5)

– Hold harmless prevents the performance measures 

from adversely affecting contracts’ overall rating if they 

would otherwise be rated 4 Stars or higher

▪ The 2024 Proposed Rule included proposed regulation 

changes to increase the hold harmless threshold from 

4.0 Star to 5.0 Stars, substantially decreasing the 

number of contracts this helps

▪ While this rule is not currently finalized, it could be 

finalized in any upcoming Final Rule without additional 

comment periods

Excellent Health Outcomes for All

▪ Currently, contracts can get from 0.1 to 0.4 of extra 

rewards based on overall measure rating as well as 

measure variance

▪ EHO4all (formerly HEI Rewards) replaces this 

calculation with an alternative one focused on Social 

Risk Factor populations and projected to substantially 

reduce the overall rewards adjustments

▪ Many contracts currently rely on at least one of 4-

Star hold harmless and rewards to maintain 4 Star 

rating – changing both could impact the market 

substantially more than either alone

Hold Harmless and Excellent Health Outcomes for All  
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Star Rating Outlook

Potential Removal of Multiple Measures

▪ In Advance Notice, CMS said it was considering the 

removal of multiple operational performance or 

administrative process measures as well as plan-

reported data measurements

– These measures have substantially higher average 

stars than the other measures, and removing them 

could significantly reduce overall average stars

– None of these removals were finalized in the Rate 

Announcement but stakeholders should consider 

potential impact going forward

▪ CMS also announced two new Part C measures with 

weight 1 – Improving/Maintaining Physical Health, and 

Improving/Maintaining Mental Health

Market Trends

▪ Lower rated contracts have been terminating or 

consolidating at a higher rate, adversely affecting the 

averages for the remaining contracts

▪ Adverse MA experience in 2024 has the potential to 

accelerate this trend

Other Potential Changes



Key Risks & 
Considerations 
for 2026 Part D 
Bids
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Overview of Key Considerations for 2026 Part D Bids

Specialty Claims

Emerging 2025 

experience indicates 

significant specialty drug 

trends for the non-low 

income population

Member Migration

Plan consolidations and 

carrier exits contribute to 

member disruption in 2025

Impacts are mitigated by 

the PDP Premium 

Stabilization Demonstration 

Program

PDP Crosswalk Rules

New PDP crosswalk 

guidance becomes 

effective in CY 2026, 

limiting plan sponsors 

options for portfolio design

Drug Price Negotiation

2026 marks the first year of 

the Medicare Drug Price 

Negotiation Program where 

maximum fair prices (MFPs) 

will be in effect for 10 top 

Part D drugs
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NLI specialty trends increased in 2024 and accelerate in 2025 
Trend is observed market-wide across individual PDP and MAPD experience

• Market trend does not appear to be due to adverse selection

• Market trend driven primarily by oncology, anti-inflammatory, and dermatologic classes 

• Contributing factors could include IRA benefit redesign, changes in PAP eligibility, and M3P

INCOME STATUS AND DRUG TYPE
YTD25 / 1Q24 

PMPM TREND

1Q24 / 1Q23 

PMPM TREND

NLI individual specialty 43% 12%

NLI individual non-specialty 6% -6%

LI individual specialty 10% 2%

NLI EGWP specialty 13% 9%

Per the CY 2026 Rate 
Announcement, CMS 
expects Part D plan 
sponsors will review 
and incorporate 
emerging experience 
when developing bids

Source: Early 2025 Medicare Part D claims show continued increase in non-low income specialty drug spend

https://www.milliman.com/en/insight/2025-medicare-part-d-increase-specialty-drug-spend
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Standalone PDP offerings decrease in 2025

SilverScript Choice (Basic)
1.5M Lives, $47 average 2024 premium

SilverScript SmartSaver (EA1)
1.7M Lives, $10 average 2024 premium

SilverScript Choice (Basic)
Pre-AEP: 3.5M Lives
Post-AEP: 2.5M Lives

$45 average 2025 premium

SilverScript Plus (EA2)
308K Lives, $103 average 2024 premium

2024

2025

AARP Medicare Rx Walgreens (EA1)
745K Lives, $59 average 2024 premium

AARP Medicare Rx Preferred (EA2)
1.3M Lives, $106 average 2024 premium

AARP Medicare Rx Preferred (EA1) 
Pre-AEP: 2.0M Lives
Post-AEP: 2.1M Lives

$95 average 2025 premium

CVS / Aetna United

Additional Key Disruptors:

• CMS terminates Clear Spring 

Health plans (345K lives)

• Mutual of Omaha and three 

regional carriers exit PDP 

market (220K lives)

• Changes in offerings below 

regional low-income 

benchmarks

Major PDP Crosswalks and Changes in Carrier Strategies Disrupt Enrollment
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PDP Premium Stabilization Demonstration

• Participating PDPs will first apply a $15 

reduction in base beneficiary premium, 

and then will be limited to a $35 PMPM 

premium increase relative to 2024

• Participating PDPs receive additional 

downside risk corridor protection

CMS Took Action to Curb Premium Growth in the PDP Market by Creating a Voluntary Demonstration Program
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New PDP Crosswalk Rules Effective in CY 2026

1) Non-renewing enhanced plan must be crosswalked into a renewing plan resulting in the lowest 

premium increase (including basic)

2) Maximum allowable YoY premium increase* exists for non-renewing PBP crosswalked members

3) Cannot introduce a new enhanced plan in the same year as a consolidated renewal

Illustrative Example:

*Increase in consolidated renewal premium cannot exceed the greater of the non-renewing PBP’s current premium and the current base beneficiary premium.

Second Enhanced

$100

First Enhanced

$30

Basic

$60

Basic

$80

Enhanced

$90

(1) Non-renewing EA plans must be 
mapped into lowest premium 
increase option.

(2) This plan crosswalk would not be 
permitted because the YoY premium 
increase for members exceeds the 
maximum.*

1

2

Requirements in the 2024 MA and Part D Final Rule Impact Carrier Options for Managing PDP Portfolio
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Medicare Drug Price Negotiation Program

How are point-of-sale (POS) costs and 
plan costs changing for MFP drugs?

• The public MFP, plus a dispensing fee, will 
be the new POS price in Medicare for this 
subset of drugs. The list price (i.e., wholesale 
acquisition cost) is unchanged.

• Drugs with MFPs in effect will no longer be 
consider applicable for the Manufacturer 
Discount Program (MDP). CMS will instead 
pay these costs via increased reinsurance 
and the new selected drug subsidy. 

2026 Will be the First Year with Maximum Fair Prices (MFPs) in Effect

Discount on Imbruvica 
may translate more 
directly to plan savings

17% MFP differential in 
2026 for selected 
Anticoagulants

Novolog list price 
reduction effective 
January 2024

Source: Medicare Drug Price Negotiation Program: Revised Guidance, Implementation of Sections 1191 – 1198 of the Social Security Act for Initial Price Applicability Year 2026 

(cms.gov)

chrome-extension://efaidnbmnnnibpcajpcglclefindmkaj/https:/www.cms.gov/files/document/revised-medicare-drug-price-negotiation-program-guidance-june-2023.pdf
chrome-extension://efaidnbmnnnibpcajpcglclefindmkaj/https:/www.cms.gov/files/document/revised-medicare-drug-price-negotiation-program-guidance-june-2023.pdf
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Formulary Guidance on MFP Drug Placement

How might this impact other stakeholders?

• Manufacturers

• Discounts may largely replace rebates on MFP drugs

• Beneficiaries

• Expanded access to negotiated products may be 

accompanied by increases or decreases in POS 

cost-sharing for these drugs

• Formulary coverage may change for non-MFP drugs

What options do payers have? 

Source: Medicare Drug Price Negotiation Program: Revised Guidance, Implementation of Sections 1191 – 1198 of the Social Security Act for Initial Price Applicability Year 2026 (cms.gov)

Negotiated drugs must be 

covered on every Part D formulary 

when MFPs are in effect.

▪ This includes all dosage forms / strengths 

of a selected drug and authorized 

generics when produced by the primary 

brand manufacturer (e.g., Novolog + 

Fiasp + insulin aspart)

CMS will require “reasonable 

justification” for non-preferred 

formulary tiering / utilization 

management criteria for MFP drugs.



Setting the 
Direct Subsidy
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Not Talking About

• Estimates of 2026 Direct Subsidy

• How to estimate the 2026 Direct Subsidy 

• Drivers of 2026 Direct Subsidy

• Article about drivers from last year for 
reference

https://www.milliman.com/en/insight/navigating-new-
waters-inflation-reduction-act-medicare-part-d 

Talking About

• Implications of estimate of Direct Subsidy being too 

high or too low

• Refresher on direct subsidy and rebate reallocation

Direct Subsidy

https://www.milliman.com/en/insight/navigating-new-waters-inflation-reduction-act-medicare-part-d
https://www.milliman.com/en/insight/navigating-new-waters-inflation-reduction-act-medicare-part-d
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Historical Amounts – NABA, NAMP, Direct Subsidy

Year 2017 2018 2019 2020 2021 2022 2023 2024 2025

National Average Bid Amount (NABA) $61.08 $57.93 $51.28 $47.59 $43.07 $38.18 $34.71 $64.28 $179.45

National Average Member Premium (NAMP) $35.63 $35.02 $33.19 $32.74 $33.06 $33.37 $32.74 $34.70 $36.78

Direct Subsidy $25.45 $22.91 $18.09 $14.85 $10.01 $4.81 $1.97 $29.58 $142.67
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How is Direct Subsidy Used in the Bids?
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If the Direct Subsidy Estimate is Wrong

• If DS Estimate > DS Actual

• Part D Premiums increase, need to allocate more rebates to Part D by decreasing Part C benefits or increasing 

Premiums

• If DS Estimate < DS Actual

• Part D Premiums decrease, need to allocate less rebates to Part D by increasing Part C benefits or decreasing 

Premiums

• Margin you submit in June is almost exactly the margin you get in July

• Plans should set margin and direct subsidy together

• Example

• Scenario 1: DS $140, Benefits $200, Margin $40

• Scenario 2: DS $145, Benefits $205, Margin $40 – Add $5 to DS and benefits

• Scenario 3: DS $145, Benefits $200, Margin $45 – Add $5 to DS and margin

• Before last year Scenario 1 and 2 were identical
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Setting Direct Subsidy - Risks

Risk 1: Setting the direct subsidy too low could 

mean you’re leaving margin on the table

Risk 2: Setting the direct subsidy too 

high could mean your benefits will not 

be competitive

Scenario DS Benefits Margin

1. Initial $140 $200 $40

2.  Initial $130 $200 $30

1. Final $142.67 $201.67 $41

2. Final $142.67 $211.67 $31

Scenario DS Benefits Margin

1. Initial $140 $200 $40

2.  Initial $150 $200 $50

1. Final $142.67 $201.67 $41

2. Final $142.67 $192.67 $50

Scenario 2’s margin is lower Scenario 2’s benefits are lower
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Why Direct Subsidy Matters During Rebate Reallocation

The CY 2025 BPT Instructions added this rule:

Example 1: Consider two plans in the same market, with the same margin, and the same benefits except OTC.

Plan A gets to offer the benefits they want because their DS estimate was closer

Plan B’s options were limited

Plan DS OTC Benefit Other Benefits Margin

Initial - Plan A $142 $20 $180 $40

Initial - Plan B $132 $10 $180 $40

Final – Plan A $142.67 $20 $180 $40.67

Final – Plan B $142.67 $15 $185 $40.67
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Plans added Part B Premium Buydowns
Part B Premium Buydown – General Enrollment Plans and D-SNPs
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D-SNP Part B Premium Buydowns

MA-PD plans offering to buydown Part B premiums have increased significantly from 2024 to 2025, driven largely by plans with buydowns less than $25

– The large increase in Part B buydowns in 2025 coincides with CMS’s new rebate reallocation rules, likely leading more plans than usual to offer a 

small Part B buydown

Source: 2025 Milliman MACVAT® 
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Rebate Reallocation – DSNP Plans and LIPSA

• DSNP plans target the Low Income 

Premium Subsidy Amount (LIPSA)

• LIPSA released in July by CMS

• DSNP must estimate both the 

Direct Subsidy and the LIPSA

• Mind set of setting: DS + LIPSA

Examples

Scenarios 1 and 2 are essentially the same

Scenario DS LIPSA DS+LIPSA

1 $140 $40 $180

2 $145 $35 $180
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I didn’t cover everything

• Rebate Reallocation is complicated

1. Negative Part D premiums

2. Balancing distribution of MA premiums vs Part D basic premiums – maximize LIPSA vs flexibility to 

return to target premium

• Bid mechanics are complicated

1. $1 change in benefits is not the same as $1 change in premium

2. Cyclical nature of bids are confusing (e.g., interaction of supplemental benefits, bid amount, and margin)
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Summary

• When setting the direct subsidy, set it in conjunction with the margin

• A direct subsidy estimate too low means you are leaving margin on the table

• A direct subsidy estimate too high means your benefits may not be competitive

• Having a more accurate direct subsidy estimate will help plans offer the benefits that they 

want.

• Have a strategy for each plan



Questions?
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mailto:nicole.grieco@milliman.com
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Caveats and limitations

These presentation slides are for discussion purposes only. They should not be relied upon 

without benefit of the discussion that accompanied them. They are not to be distributed without 

approval by Milliman.

This presentation and Q&A is not intended to be an actuarial opinion or advice, nor is it 

intended to be legal advice.

Any statements made during the presentation and subsequent Q&A shall not be a 

representation of Milliman or its views or opinions, but only those of the presenter.
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