Making Sense of Medicare Drug Plans:

Types of Plans and Their Features

Types of Medicare Drug Plans

Private entities or companies will offer Medicare Drug Plans.  These companies can offer two types of Medicare Drug Plans.

1.  Prescription Drug Plans (PDPs)
· PDPs are freestanding plans or stand-alone plans that offer only prescription drug benefits under Medicare Prescription Drug Coverage. 

· Beneficiaries remain in Traditional Medicare for their Part A and Part B benefits.

2.  Medicare Advantage Plans with Prescription Drug Coverage (MA-PDs) 

· Medicare Advantage Plans that offer Medicare Prescription Drug Coverage combine or integrate the Medicare Prescription Drug coverage with the coverage for Part A and Part B services.
· A new type of Medicare Advantage plan that will be offered in 21 MA-PD regions is a Regional Preferred Provider Organization (Regional PPO) plan.  Regional PPOs must follow special rules.

· They must offer Medicare Prescription Drug benefits.

· They must place a cap on annual beneficiary out-of-pocket expenditures on Medicare cost sharing. 

Every Medicare beneficiary must have access to at least two different Medicare Drug Plans, one of which must be a PDP.

Medicare Drug Plans’ Benefit Packages and Cost Sharing Structures

All Medicare Drug Plans, regardless of whether a PDP or an MA-PD, must follow certain rules regarding how they construct their benefit packages and cost sharing designs.  Companies offering Medicare Drug Plans may offer standard plans or enhanced plans.  Additionally, companies have some options within these standard and enhanced plans.  However, Medicare Drug Plans must fit into one of the following five configurations:

1.  Basic Standard Plan

· A basic standard plan provides access to covered Medicare Prescription Drugs selected by the plan for inclusion in its formulary (or list of covered drugs).

· Cost sharing requirements imposed on the beneficiary for Medicare Prescription Drugs that are covered by the plan include:

· Annual Deductible: $250 in 2006

· Coinsurance: After the deductible is paid, there is a period of cost sharing between the beneficiary and Medicare Drug Plan.  The beneficiary pays coinsurance, equal to 25 percent of the cost of the drug, until he/she has spent $500 out-of-pocket of the next $2,000 in prescription drug costs.

· Plans may choose to impose up to $500 in fixed tiered co-payments instead of coinsurance, as long the result is the same dollar amounts of out-of-pocket beneficiary spending up to the initial coverage limit of $2,250 ($250 deductible and $500 coinsurance or co-payments; with $1,500 covered by the Medicare Drug Plan) in 2006.  The beneficiary will have spent $750 (the $250 deductible plus $500 in coinsurance or co-payments), and the Medicare Drug Plan will have spent $1,500.

· Doughnut Hole: This is the point in which the beneficiary pays for 100 percent of the cost of his/her covered prescription drugs until he/she has spent another $2,850 on Medicare Prescription Drugs that are on the plan’s formulary.  At the end of doughnut hole expenses, total spending on Medicare Prescription Drugs will be $5,100 in 2006, of which the beneficiary will have spent a total of $2,850 and the Medicare Drug Plan will have covered $1,500.

· Catastrophic Benefit: The doughnut hole is followed by the catastrophic benefit in which beneficiaries have minimal cost sharing— either a 5 percent coinsurance or a $2 or $5 co-payment (depending upon the type of drug) — and the Medicare Drug Plan covers the remainder of the drug cost.

2.  Basic Alternative Standard Plan:

· A basic alternative standard plan provides access to covered Medicare Prescription Drugs selected by the plan for inclusion in its formulary.

· A basic alternative standard plan can have a different benefit and cost sharing design as long as:

· The deductible is not more than in a basic standard plan ($250 in 2006).

· The total out-of-pocket expenditures paid by beneficiaries before they enter into the doughnut hole (initial coverage limit) must be no greater than the initial coverage limit for a basic standard plan ($2,250 in 2006).

· The total out-of-pocket expenditures paid by beneficiaries before they enter into catastrophic coverage (annual out-of-pocket threshold) must be no greater than the annual out-of-pocket threshold for a basic standard plan ($3,600 in 2006).

· The catastrophic benefit is the same as in a basic standard plan. That is, beneficiaries have minimal cost sharing— either a 5 percent coinsurance or a $2 or $5 co-payment (depending upon the type of drug) — and the Medicare Drug Plan covers the remainder of the drug cost.

· The value of the prescription drug coverage is at least equal to the value of the basic standard plan benefit.

3.  Enhanced Alternative Plan That Offers Supplemental Coverage
Some enhanced plans may offer supplemental coverage for cost sharing, and may charge a higher monthly premium for these extra benefits.  The Centers for Medicare and Medicaid Services (CMS) must approve the plan design.
· An enhanced alternative supplemental plan provides access to covered Medicare Prescription Drugs selected by the plan for inclusion in its formulary.

· An enhanced alternative supplemental plan can supplement the standard prescription drug coverage by reducing the annual deductible, reducing the percentage of cost sharing below 25 percent, or increasing the initial coverage limit (that is, out-of-pocket spending before the doughnut hole).

· Supplemental coverage must increase the value of the drug coverage above the value of a basic standard plan.

Important Note: A PDP is not allowed to offer supplemental prescription drug coverage unless it has a plan in the PDP region that offers at least one basic standard or basic alternative plan.

4.  Enhanced Alternative Plan That Offers Optional Prescription Drug Coverage

Some enhanced plans may offer optional prescription drug coverage, and they may charge a higher monthly premium for these extra optional benefits.  The Centers for Medicare and Medicaid Services (CMS) must approve the plan design.
· An enhanced alternative optional plan provides access to covered Medicare Prescription Drugs selected by the plan for inclusion in its formulary.

· Enhanced alternative optional plan coverage may include products that are excluded from Medicare Prescription Drug Coverage.  Drugs that are specifically excluded from Medicare Prescription Drug Coverage are:

· Drugs prescribed for weight-loss and weight-gain drugs,

· Drugs prescribed for symptomatic relief of coughs and colds,

· Prescription vitamins, with the exception of prenatal vitamins and fluoride,

· Over-the-counter drugs, with the exception of insulin,

· Drugs to promote hair growth,

· Fertility drugs,

· Cosmetic drugs,

· Drugs that must be monitored by testing services that only the manufacturer provides, such as certain anti-psychotic medications,

· Barbiturates (drugs used to control seizures or used for sedation or anesthesia such as Phenobarbital or Nembutal®),

· Benzodiazepines, often referred to as minor tranquilizers, used to treat anxiety or insomnia (such as Xanax®, Valium® and Ativan®), and

· Drugs that are covered under Medicare Part A or Medicare Part B.

5.  Enhanced Alternative Plan That Offers Supplemental Coverage AND Optional Prescription Drug Coverage

· Some Enhanced Alternative Plans may offer reductions in cost sharing as well as optional prescription drug coverage and they may charge a higher monthly premium for these extra benefits.  The Centers for Medicare and Medicaid Services (CMS) must approve the plan design.
Fallback Plans:  None in 2006

Every Medicare beneficiary must have access to at least two different Medicare Drug Plans, one of which must be a freestanding prescription drug plan (PDP), that meet the requirements for beneficiary access to pharmacies in the plan network.  In the event that a region (established by CMS) cannot meet this rule, there must be a fallback plan.  There are at least two plans in each region in the continental US and CMS has issued a waiver to permit one PDP to operate in Guam, Samoa and the Northern Mariana Islands; accordingly there will be no fallback plans in 2006.

A fallback plan is like a PDP in that it offers:

· Access to covered Medicare Prescription Drugs selected by the plan for inclusion in its formulary.

· Cost sharing requirements for Medicare Prescription Drugs that are included in the Medicare Prescription Drug Plan’s formulary include:

· Annual Deductible: $250 in 2006

· Coinsurance: After the deductible is paid, there is a period of cost sharing between the beneficiary and Medicare Drug Plan.  The beneficiary pays coinsurance of 25 percent of the cost of the drug until he/she has spent up to $500 of the next $2,000 in prescription drug costs.

· Plans may choose to impose up to $500 in fixed tiered co-payments instead of coinsurance, as long the result is the same dollar amounts of out-of-pocket beneficiary spending up to the initial coverage limit of $2,250 ($250 deductible and $500 coinsurance or co-payments; with $1,500 covered by the Medicare Drug Plan) in 2006.  The beneficiary will have spent $750 (the $250 deductible plus $500 in coinsurance or co-payments), and the Medicare Drug Plan will have spent $1,500.

· Doughnut Hole: This is the point in which the beneficiary pays for 100 percent of the cost of his/her covered prescription drugs until he/she has spent another $2,850 on Medicare Prescription Drugs that are on the plan’s formulary.  At the end of doughnut hole expenses, total spending on Medicare Prescription Drugs will be $5,100 in 2006, of which the beneficiary will have spent a total of $2,850 and the Medicare Drug Plan will have covered $1,500.

· Catastrophic Benefit: The doughnut hole is followed by the catastrophic benefit in which beneficiaries have minimal cost sharing— either a 5 percent coinsurance or a $2 or $5 co-payment (depending upon the type of drug) — and the Medicare Drug Plan covers the remainder of the drug cost.

Note:  A fallback plan is not allowed to offer any supplemental prescription drug benefits.
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