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ADVANCE NOTICE DEEP DIVE

The Big Picture

Understanding the headline numbers

= Medicare FFS costs projected to
grow: 5.10%

= Effective growth rate: 4.97%
= MA payment growth: 0.09%
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Proposed risk adjustment model changes:
= New 2027 CMS-HCC model: -3.32%

= Unlinked chart review exclusion: -1.53%

Key takeaway: Payment growth lower than
underlying cost growth from 2026 to 2027




ADVANCE NOTICE DEEP DIVE

Last Year’s Experience

2026 Advance Notice to What drove the change?
Rate Announcement

= Advance Notice (Feb 2025): | = Updated claims data

Rates changed
significantly between
Advance Notice and

5.93% growth rate became available
Rate Announcement
= Rate Announcement = More complete picture of
(Apr 2025): actual healthcare utilization

)
9.04% growth rate = Adjustments to

+3.11 percentage cost projections

oint increase : ..
P Will we see similar changes

this year?
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ADVANCE NOTICE DEEP DIVE

This Year’s Data Timeline
Claims data timing comparison

Advance Notice Months

What this means:

Year Data Through of Lag
= More recent data available for this year’s
2026 CY2023 ~12-14 Advance Notice relative to last year’s
months
Less time between data and projections
2027  Mid-2025 ~6-8 months

Potentially smaller adjustments between

now and April

E) Milliman 6



ADVANCE NOTICE DEEP DIVE

The 2025-2026 Context

Contextualizing payment rate changes

Understanding where we’re starting from

= Healthcare cost trends in 2025 have been
running above historical averages

= Medicare FFS trends were in the
approximately 8% range from 2024 to 2025

= 2027 payment growth of 0.09% represents
a significant shift from recent years
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What this means for the MA market

Healthcare costs have
been elevated

Payment rates are growing
more slowly

This creates planning challenges
for MA organizations




ADVANCE NOTICE DEEP DIVE

Breaking Down the Growth Rate — Part A

Hospital trend forecasts

Trend Component 2024 to 2025 2025 to 2026 2026 to 2027
Total Part A 6.3% 3.0% 4.7%
Utilization 2.9% 1.5% 0.8%
Unit cost 2.9% 2.5% 2.6%

Part A: 4.7% Growth Rate

What CMS is projecting:

= Continued moderation in hospital utilization

= Utilization growth slowing to 0.8% from 2026 to 2027

= This represents a continuation of recent trends toward lower inpatient use
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ADVANCE NOTICE DEEP DIVE

Breaking Down the Growth Rate — Part B

Understanding the skin substitute impact

Physician administered drugs trends Part B trends

40.0% 9 10.0% 859 919

28. 7% 23.7% 0.07/0 J. 170 5.7% —
20.0% =39 : 5.9% 5.7%
~ 5.0%
0.0%
-20.0% 0.0%
T 928 29, 23 to 24 24 to 25 25 to 26 26 to 27
23to0 24 24 to 25 251to0 26 26 to 27 m Total Part B Part B Excluding Drugs

The skin substitute story:
= 2023 to 2025: Significant increase in skin substitute billing

= 2026: CMS implemented payment policy changes
= Creates a one-time adjustment in the trend calculations
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ADVANCE NOTICE DEEP DIVE

Breaking Down the Growth Rate — Part B

Key service 1
categories

Outpatient hospital

= $165 PMPM (2021) -> $271 PMPM
(2027 projected)

= 64% increase over 6 years
= 2027 projected trend: 9.3%

» Reflects ongoing shift from
inpatient to outpatient care settings
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Physician Services

= CMS projections include a 2.0%
physician payment reduction

= Congress has historically intervened
to prevent similar reductions

= If this changes: overall growth
rate could increase by ~0.4%

10



ADVANCE NOTICE DEEP DIVE

Comparing Projections to Recent Experience

Alternative scenarios: What if recent trends continue?

Scenario 2027 PMPM vs. CMS
CMS Projection $1,294 Baseline
If utilization holds at recent levels $1,318 +1.9%
+ Physician payment policy changes $1,323 +2.3%

Key observations:
» CMS is projecting moderation in healthcare utilization
= Recent experience has shown higher utilization in some categories

» Different assumptions lead to different outcomes

E) Milliman 11



ADVANCE NOTICE DEEP DIVE

How Estimates Evolve Over Time

Example: 2025 non-ESRD FFS| What this tells us:
cost estimates

CMS updates

historical data as = Healthcare utilization and
more information = 2026 Rate Announcement cost estimates are reflned as
. estimate for 2025: actual data comes in
becomes available $1.180 PMPM
’ = Even recent historical
= 2027 Advance Notice periods get updated
estimate for 2025: ..
$1.203 PMPM This is a.normal part of the
rate-setting process
= +$23 PMPM revision
(+1.94%)
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ADVANCE NOTICE DEEP DIVE

What to Watch for in the April Rate Announcement

Key variables that could change

Updated growth rate
= Additional claims data

from late 2025

= Refinements to cost
projections

= Typically some movement
from Advance Notice to
Rate Announcement

) Milliman

Risk Score Model
Implementation

* Implementation approach
» Technical adjustments

* These details significantly
Impact plan-level payment

County-Specific Rates

= National average masks
geographic variation

= Some areas may see
higher or lower changes

= (Critical for local
market planning .
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ADVANCE NOTICE DEEP DIVE

What This Means for Medicare Advantage Organizations

Revenue planning:

= Base planning on 0.09%
growth, but consider range
of scenarios

= County-specific rates will
be critical

= Risk adjustment impact
varies by organization

) Milliman

Cost projections

Key action items:

CMS is projecting moderation

_ = Model multiple rate
In cost trends

scenarios for bid
Compare to your own development

experience and market data « Understand your service

Pay attention to service category cost drivers
category mix

* Prepare for county-level
rate variation
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RECENT MEDICARE FFS TRENDS

Recent Medicare FFS Trends

USPCC & ACO Source 2023 to 2024 2024 to 2025 2025 to 2026
REACH CMS USPCC1 4.5% 4.2% 4.3%
reference
population = Part A Subtotal 2.8% 2.4% 1.6%
= Part B Subtotal 5.6% 5.3% 6.0%
REACH reference population 2 8.5% 8.4%
= Part A Subtotal 5.4% 4.6%

. = Part B Subtotal 11.1% 11.4%

1. Based on the non-ESRD USPCC estimate released in the spring of each year (e.g., the 4.5% trend from 2023 to 2024 comes from the Non-ESRD FFS USPCC in the 2024 Medicare Advantage
Rate Announcement released on 3/31/2023).

2. Based on Aged/Disabled claims paid through January 2026 from CMMI’s monthly REACH reference population claims summary. Urinary catheter codes that were deemed SAHS in 2023 are
removed from CMMI’s monthly reporting.
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RECENT MEDICARE FFS TRENDS

Medicare FFS Expenditures by Major Service Category

Inpatient

Outpatient

N

9

Professional —

DME
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2018 2019 2020 2021 2022 2023 2024 2025 2018 2019 2020 2021 2022 2023 2024 2025

m Outpatient = DME = Qutpatient — DME

DME is increasing as a proportion of total cost of care.

Milliman replication of ACO REACH Reference Population within CMS’ Virtual Research Data Center (VRDC). Claims incurred through September 2025, paid through October 2025.
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RECENT MEDICARE FFS TRENDS

Medicare FFS Trends by Major Service Category

Since 2021, all service
categories have
generally experienced
higher trends

Outpatient services
have

trended above average
201819 201920 202021 202122 2022.23 2023.24 2024.25 2018-19 201920 2020-21 2021-22 2022-23 2023-24 202425 [EIaWA0PYE-1ale AOVLS

DME has been well
above average in all
years

= Outpatient ===DME s===Total = Qutpatient w===DVE emmmTotal
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RECENT MEDICARE FFS TRENDS

Outpatient Pharmacy

/\/

I —

2018 2019 2020 2021 2022 2023 2024 2025

= Qutpatient =—=—Pharmacy
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2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

==(Qutpatient ===Pharmacy

Outpatient pharmacy spend
has outpaced the rest of
outpatient services

Certain injectable drugs
(J9271 and J9144) drive a
material portion of these results

For these drugs, trend is driven
more by utilization than unit cost
(~70% / 30%, respectively)
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RECENT MEDICARE FFS TRENDS

Skin substitutes and catheters

2018 2019

) Milliman

2020 2021

Catheters

2022 2023 2024 2025

DME spend has increased
significantly since 2021

Much of this increase has been
due to skin substitute and
urinary catheter costs

For skin substitutes, unit cost
increases drive more of the
trend than utilization increases
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RECENT MEDICARE FFS TRENDS

Impact of select drivers
Quantifying trend impact of outpatient pharmacy, skin substitutes, and catheters

2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

Total Trend 5% -6% 10% 5% 8% 7% 8%
Total w/o Select Drivers 5% -6% 10% 4% 6% 6% 6%
Select Drivers Trend 16% 2% 10% 20% 36% 18% 32%

The combined impact of outpatient pharmacy, skin substitutes, and catheters does not
explain all difference in actual Medicare FFS trend and prior expectation.
But it does explain a material portion of it.

Urinary catheters deemed SAHS in 2023 are included in this summary; therefore, the Total Trend above does not reconcile exactly with the ACO REACH reference population trends from slide 17.
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RECENT MEDICARE FFS TRENDS

Looking forward

« Fee schedule updates (skin substitute payments effective 1/1/2026)
« Significant, Anomalous, and Highly Suspect (SAHS) billing activity

e Other drivers of medical trend
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RISK SCORE CHANGES

Summary of Proposed Risk Score Changes

Part C risk score changes

» Recalibrate coefficients to reflect
2024 expenditures and 2023
diagnoses (updated from 2019
and 2018, respectively)

= Remove constraint setting
coefficients for kidney disease
to be equal

= Update FFS normalization factor

) Milliman

Part D risk score changes

Recalibrate coefficients to reflect
2024 expenditures and 2023
diagnoses (updated from 2023 and
2022, respectively)

Update Part D benefit parameters

New MFP drugs for 2027 are
NOT reflected in recalibration

Separately calibrate model
segments used for MA-PD
and PDP plans

Update FFS normalization factors,
separately for MA-PD and
PDP plans

Source data changes
(both Part C and Part D)

= Exclude unlinked chart reviews
» Exclude audio-only diagnoses




RISK SCORE CHANGES

Part C Risk Score Model Change by Plan Type

Represents the change in risk-based payment from 2026 to 2027, without a phase-in and prior to coding trend
Based on PY 2024 experience

12.0%
(0]
10.0% 9.7%
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6.0%
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6 00/0 9% oA 4 8% S

=0. (0] =-1-0O07/0

General EGWP D-SNP C-SNP I-SNP Composite MA FFS
Enroliment

Adjusted using FFS normalization of 1.067 for 2026 and 1.058 for 2027.
Source: Milliman analysis of 2023/2024 100% RIF data
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RISK SCORE CHANGES

Part D Risk Score Model Change by Plan Type

Represents the change in risk-based payment from 2026 to 2027, without a phase-in and prior to coding trend

Based on PY 2024 experience

12.0%

10.7%
10.0%
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6.0%
4.0%
2.0%
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(0]
0.0% 0.6%

4.6%

-2.0% -0.7%

-0.2%

-0.5%

-1.4%
-4.0%

-1.6%

General EGWP (MA- D-SNP C-SNP I-SNP
Enrollment PD)

Adjusted using FFS normalization of 1.194 for 2026 and 1.109 for 2027 for MA-PD, and 0.887 for 2026 and 1.005 for 2027 for PDP
Source: Milliman analysis of 2023/2024 100% RIF data
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Composite
MA-PD

PDP

EGWP (PDP) Composite
PDP
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RISK SCORE CHANGES

Drivers of Part C Impacts for MA vs FFS

The MA impact is about -3.3% but the FFS impact is roughly -1.7%
Why is it so much worse for MA? Let’s dig into the drivers:

FFS MA 2024 Model 2027 Model
HCC Description Prevalence () Prevalence () Weight (2 Weight (2
HCC48 Morbid Obesity 7.7% 13.7% 0.186 0.150
HCC137 Drug Use Disorder, Moderate/Severe, 1.7% 4.5% 0.424 0.321

or Drug Use with Non-Psychotic Complications

HCC280 Chronic Obstructive Pulmonary Disease, Interstitial 10.8% 17.3% 0.319 0.259
Lung Disorders, and Other Chronic Lung Disorders

HCC329  Chronic Kidney Disease, Moderate 7.7% 10.4% 0.127 0.063
(Stage 3, Except 3B)

1. Source: Milliman analysis of 2023/2024 100% RIF data

2. Displayed coefficient is for the Community Non-Dual Aged cohort
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RISK SCORE CHANGES

Impact of Skin Substitutes on Risk Model Calibration

CMS may not have adjusted FFS expenditures for Skin Substitutes when calibrating the Part C risk score model

2024 Model 2027 Model

HCC Description Weight () Weight () % Increase

HCC379  Pressure Ulcer of Skin with Necrosis 1.965 3.485 +77%
Through to Muscle, Tendon, or Bone

HCC380  Chronic Ulcer of Skin, Except Pressure, 1.078 1.547 +44%
Through to Bone or Muscle

HCC385 Severe Skin Burn 1.291 2.031 +57%

1. Displayed coefficient is for the Community Non-Dual Aged cohort
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RISK SCORE CHANGES

Explaining the Kidney Disease Constraint Change

It's because more granular data is available now

Diagnosis Description Add/Delete Add/Delete
N183 Chronic kidney disease, stage 3 (moderate) Deleted in 2021 KYAY)
N1830 Chronic kidney disease, stage 3 unspecified Added in 2021 KYAY)
N1831 Chronic kidney disease, stage 3a Added in 2021 KYAY)
N1832 Chronic kidney disease, stage 3b Added in 2021 328
MA 2024 Model 2027 Model
HCC Description Prevalence (V) Weight Weight % Change
HCC328 Chronic Kidney Disease, Moderate (Stage 3B) 3.7% 0.127 0.188 +48%
HCC329 Chronic Kidney Disease, Moderate (Stage 3, Except 3B) 10.4% 0.127 0.063 -50%
Composite 14.1% 0.127 0.096 -24%

1. Source: Milliman analysis of 2023/2024 100% RIF data

2. Displayed coefficient is for the Community Non-Dual Aged cohort

) Milliman
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RISK SCORE CHANGES

Continued Bifurcation of Part D Risk Model

2025: Separate FFS normalization factors based on risk score trends calculated separately for MA-PD and PDP plans

2026: Separate FFS normalization factors based on the average risk scores for MA-PD and PDP plans separately,
effectively bringing the average MA-PD and PD risk scores to 1.0 individually

2027: Separate calibration (i.e., different coefficients) for MA-PD and PDP plans, in addition to FFS normalization factors
based on the average risk scores for MA-PD and PDP plans separately

HCC Description MA-PD 2027 MA-PD PDP 2027 PDP Model
Prevalence (1) Model Weight (2) Prevalence (1) Weight (2)
RxHCC30 Diabetes with Complications 26.9% 0.429 18.4% 0.616
RxHCC99 Immune Disorders 4.6% 0.418 2.3% 0.948
RxHCC225 Cystic Fibrosis 0.02% 8.032 0.02% 19.750

1. Source: Milliman analysis of 2023/2024 100% RIF data

2. Displayed coefficient is for the Community Non-Low Income Aged cohort.
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RISK SCORE CHANGES

Part D FFS normalization for MA-PD vs PDP

Why does it look like it changed so much?

The FFS normalization factors were almost 35% different in 2026.

Since the MA-PD and PDP models were calibrated separately, some of that difference moved into the average risk score.

MA-PD Plans PDP Plans

2023 National Average Risk Score @ 2026 Risk Model 1.085 0.889
2024 National Average Risk Score @ 2027 Risk Model 1.010 0.987
2027 / 2026 Trend -6.9% 11.0%
2026 FFS Normalization @ 2026 Risk Model 1.194 0.887
2027 FFS Normalization @ 2027 Risk Model 1.109 1.005
2027 / 2026 Trend -7.1% 13.3%
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RISK SCORE CHANGES

Part D model does not reflect 2027 MFP drugs

Risk scores for RxHCCs associated with the 2027 MFP drugs will be higher
Risk scores for other RxHCCs will be lower to compensate

Examples of impacted RxHCCs:

= RxHCC30 and RxHCC31 (Diabetes): Ozempic / Rybelsus / Wegovy
= RxHCC160 (Huntington Disease): Austedo

= RxHCC226 (Pulmonary Fibrosis): Ofev

» RxHCC228 (Severe Persistent Asthma): Trelegy Ellipta

Note that the RxHCC model already tends to overestimate costs for drug classes with significant rebates,
since CMS does not factor manufacturer rebates into the model’s calibration, except for MFP drugs.
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RISK SCORE CHANGES

Unlinked Chart Reviews

= Plans have not been required to link chart reviews to the initial encounter, so there has been little incentive until now
» |Impact varies significantly by MAO and correlates with coding practices

= Significant mitigation is expected

= What about members who switched from another MAO?

= The table below shows the reduction in HCC prevalence for a few common HCCs:

Prevalence Including Prevalence Excluding 2027 Model
Diagnosis Description Unlinked CRRs (1) Unlinked CRRs (1) Weight )
HCC37 Diabetes with Chronic Complications AR 22.6% 0.155
HCC226 Heart Failure, Except End-Stage and Acute 15.3% 11.8% 0.321
HCC238 Specified Heart Arrhythmias 16.4% 13.0% 0.308
HCC280 Chronic Obstructive Pulmonary Disease, Interstitial 21.6% 16.7% 0.259

Lung Disorders, and Other Chronic Lung Disorders

1. Source: Milliman analysis of 2023/2024 100% RIF data

2. Displayed coefficient is for the Community Non-Dual Aged cohort
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RISK SCORE CHANGES

Part C Unlinked Chart Review Impact by Plan Type

Based on PY 2024 experience

0.0% 0.0%
-0.5% —
-0.6%

-1.0% ——
-1.5% — 497

1.5% 147 1.5% 1.5%
-2.0%

-2.0%

-2.5%

General EGWP D-SNP C-SNP I-SNP Composite MA FFS

Enroliment

Source: Milliman analysis of 2023/2024 100% RIF data
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RISK SCORE CHANGES

Part D Unlinked Chart Review Impact by Plan Type

Based on PY 2024 experience

0.0% 0.:0%
-0.2%
-0.5% —— E— E— E—
-0.7%
-1.0% —— — —
-1.1%
-1.5% — —— ——
-1.6%
2.0% —— -1.8%
- Y _ 0
2.1% 229, 2.1%
-2.5%
General EGWP (MA- D-SNP C-SNP I-SNP Composite PDP EGWP (PDP) Composite
Enrollment PD) MA-PD PDP

Source: Milliman analysis of 2023/2024 100% RIF data
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RISK SCORE CHANGES

Part C Unlinked Chart Review Impact by Plan

Based on PY 2024 experience
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Source: Milliman analysis of 2023/2024 100% RIF data
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RISK SCORE CHANGES

Key Unknowns for Risk Adjustment

Coming soon to a rate announcement near you

Will the model be fully implemented for 2027, or phased in over time?
Will CMS allow unlinked chart review submissions for members who switched plans?

Will the beneficiary file include risk scores under the new models both with and without
unlinked chart reviews?

Looking ahead, will CMS continue to pursue an encounter-based risk score model,
and how will that be implemented?
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Caveats, qualifications, and limitations

Presenters are members of the American Academy of Actuaries and meet the Qualification Standards of the Academy to render the
actuarial opinion contained herein. To the best of our knowledge and belief, this presentation is complete and accurate and has been
prepared in accordance with generally recognized and accepted actuarial principles and practices.

This presentation is intended for the internal use of Milliman clients and should not be distributed, in whole or in part, to any external
party without the prior written permission of Milliman. We do not intend this information to benefit any third party even if we permit
the distribution of our work product to such third party.

This presentation is designed to assist Milliman clients with understanding the Medicare Advantage marketplace.
This information may not be appropriate, and should not be used, for other purposes.

Milliman created several models to develop the information in this presentation. We reviewed the models, including their inputs,
calculations, and outputs for consistency, reasonableness, and appropriateness to the intended purpose and in compliance with
generally accepted actuarial practice and relevant actuarial standards of practice (ASOP). The results and models, including all
inputs, calculations, and outputs may not be appropriate for any other purpose.

We relied on information from CMS in preparing this presentation. If that information is incorrect, our estimates are likely to be
inappropriate. Actual results will vary from estimates contained in this presentation. The content of this presentation is current
as of March 7, 2026.
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