
42 C.F.R. § 438.5
Rate development standards.

(a) Definitions. As used in this section and § 438.7(b), the following terms have the indicated meanings:

Budget neutral means a standard for any risk sharing mechanism that recognizes both higher and lower expected
costs among contracted MCOs, PIHPs, or PAHPs under a managed care program and does not create a net
aggregate gain or loss across all payments under that managed care program.

Prospective risk adjustment means a methodology to account for anticipated variation in risk levels among
contracted MCOs, PIHPs, or PAHPs that is derived from historical experience of the contracted MCOs, PIHPs, or
PAHPs and applied to rates for the rating period for which the certification is submitted.

Retrospective risk adjustment means a methodology to account for variation in risk levels among contracted MCOs,
PIHPs, or PAHPs that is derived from experience concurrent with the rating period of the contracted MCOs,
PIHPs, or PAHPs subject to the adjustment and calculated at the expiration of the rating period.

Risk adjustment is a methodology to account for the health status of enrollees via relative risk factors when
predicting or explaining costs of services covered under the contract for defined populations or for evaluating
retrospectively the experience of MCOs, PIHPs, or PAHPs contracted with the State.
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