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The Medicare Modernization Act of 2003

Q & A: 

Cost-Sharing for Medicare Beneficiaries in Standard Medicare Prescription Drug Plans
Note: Throughout this document, we refer to Medicare Part D as the “Medicare prescription drug benefit.”  Similarly, we refer to Medicare Part D plans as Medicare prescription drug benefit plans.

1.  How much will beneficiaries in a Medicare prescription drug benefit plan spend to get covered prescription drugs?

Beneficiaries will be required to pay a monthly premium for their Medicare prescription drug benefit plan.  In 2006, the monthly premium is expected to be about $37.00, but it will vary by region and by plan.  In addition, the standard Medicare drug benefit plan cost-sharing requirements for 2006 include:
· Annual Deductible: Beneficiaries will be required to pay an annual deductible before the drug benefit begins to provide some coverage for covered prescription drugs.  The annual deductible for 2006 will be $250.00.  

· Co-Insurance Amounts: Beneficiaries will pay twenty-five percent (25%) of each covered prescription drug up to $500 in out-of-pocket costs per year, and the Medicare drug benefit will pay seventy-five percent (75%) up to $1,500 in drug costs.  At that point, total prescription drug costs will have reached $2,000, with Medicare paying up to $1,500 of beneficiaries covered prescription drug costs and beneficiaries paying $500 out-of-pocket each year.  

Not all Medicare drug benefit plans will be the same.  Some plans may choose to require its enrollees to make tiered co-payments for their prescriptions instead of paying for twenty-five percent (25%) of the cost of the drug.  The level of co-payments may be based on whether or not the drug is a generic or brand-name, or if the drug is “preferred” meaning that the plan has negotiated a better payment rate with the manufacturer.
· Full Cost of Prescription Drugs (the “Doughnut Hole”): After total costs for prescription drugs covered by the plan reach a total of $2,000 (with the beneficiary having spent $500 and the Medicare benefit paying $1,500), beneficiaries enter the “doughnut hole.”  Beneficiaries in the doughnut hole must pay the full cost of their covered prescription drugs until they spend an additional $2,850 out-of-pocket on covered prescription drugs.  

· Catastrophic Benefit:  The annual catastrophic benefit is reached once the beneficiary has spent $3,600 ($250 deductible + $500 co-insurance + $2,850 doughnut hole expenditures) out-of-pocket in 2006 for a total of $5,100 in covered prescription drug costs (see Table 1).  The $3,600 spent by the beneficiary is the sum of the $250 annual deductible, the $500 in out-of-pocket co-insurance amounts, and the $2,850 spent while paying the full cost of covered prescription drugs in the doughnut hole.  Medicare has paid $1,500 towards the cost of covered prescription drugs (see Table 1).  Once annual prescription drug costs total $5,100, beneficiaries have a catastrophic benefit, in which they pay the greater of 5 percent of the prescription drug cost or a co-payment of $2 of $5 depending on the particular drug.

Table 1. Cost-Sharing Under Standard Medicare Drug Benefit Plans (2006)
	Type of Cost
	Amount Beneficiary Pays of Out-of-Pocket
	Amount Medicare Pays
	Total Costs

	Annual Deductible
	$250
	$0
	$250

	Co-Insurance Amounts
	25% of the drug cost until the beneficiary has spent $500 out-of-pocket on prescription drugs covered by the plan
	75% of drug cost until Medicare has paid $1,500
	$2,000

	Doughnut Hole Costs
	100% of the drug cost until the beneficiary has spent another $2,850 out-of-pocket on prescription drugs covered by the plan
	$0
	$2,850

	TOTAL
	Out-of-Pocket:
$3,600


	Medicare:
$1,500


	Out-of-Pocket and Medicare:

$5,100

	Co-Insurance Amounts under Catastrophic Benefits
	Greater of 5% of the drug cost or a co-payment of $2 or $5
	Balance of the drug cost
	


NOTE: The cost-sharing amounts will increase each year.

2.  Will all Medicare prescription drug benefit plans’ cost-sharing structures be the same?

Medicare drug benefit plans have the option of designing their own cost-sharing structure as long as the out-of-pocket expenses required of Medicare beneficiaries are at least what is required of beneficiaries under the standard Medicare drug benefit plan ($3,600 in 2006) before they can get catastrophic coverage for their prescriptions. 

One way some plans are expected to vary cost-sharing is to require beneficiaries to make co-payments for their covered prescriptions, likely based on whether or not the prescription is a generic or brand-name drug, rather than pay the twenty-five percent (25%) co-insurance amount that is required after beneficiaries meet the annual deductible in the standard Medicare drug benefit plan.  Plans cannot, however, require beneficiaries to spend more out-of-pocket before reaching the catastrophic limit than they would under the standard Medicare drug benefit arrangement.

3.  What are “true out-of-pocket” costs under the Medicare prescription drug benefit and why do they matter?

“True out-of-pocket” costs (called TrOOP) are the beneficiaries’ out-of-pocket cost-sharing expenses for drugs covered by the Medicare drug benefit plan that count towards the catastrophic limit under the standard Medicare drug benefit plan (see Table 1).  Beneficiaries must actually pay the cost-sharing requirements themselves, and only certain out-of-pocket expenses can be counted to reach the catastrophic limit.  Additionally, only certain elements of the cost-sharing structure are counted: the annual deductible and any co-insurance amounts or co-payments, including 100 percent of the drug costs while in the doughnut hole, count towards the catastrophic benefit of a Medicare prescription drug plan.  The monthly premiums paid to the plans do not count as “TrOOP” and therefore do not count towards the catastrophic benefit.   

The following sources of payment are “true out-of-pocket” expenses that meet the cost-sharing requirements that beneficiaries must meet in order to reach the catastrophic benefit of the Medicare prescription drug benefit plan.  These cost-sharing requirements include the annual deductible and any co-insurance amounts or co-payments, but excludes the monthly premium.

· Beneficiaries’ out-of-pocket expenses including the annual deductible and any co-insurance amounts (including 100 percent of the cost of the prescription while in the “doughnut hole”);
· beneficiary spending using health savings accounts (HSAs), flexible spending accounts (FSAs), and medical savings accounts (MSAs); 
· contributions from friends or relatives;
· contributions from certain charitable foundations;
· contributions from drug manufacturer patient assistance programs (PAPs);
· waivers or reductions by pharmacies of the cost-sharing requirements of Medicare drug benefit plans; and
· payments by state-funded only programs such as state pharmacy assistance programs (SPAPs).
The following sources of payment do not count as “TrOOP” costs and therefore do not help beneficiaries meet the cost-sharing requirements of a Medicare drug benefit plan:

· any amount paid by other insurance plans to meet the annual deductible or any co-insurance amounts (including those spent while in the doughnut hole) or any co-payments;

· any amount paid by state programs that receive federal funding such as Aids Drug Assistance Programs (ADAPs) to meet the annual deductible or any co-insurance amounts (including those spent while in the doughnut hole) or any co-payments; and

· any amount spent for prescription drugs that are not covered by the Medicare drug benefit plan at each stage of the cost-sharing structure including the annual deductible, co-insurance, or the doughnut hole.

Remember, the monthly premiums paid to the Medicare prescription drug plans, even if paid by the beneficiary, are not TrOOP costs and do not count towards the catastrophic limit.

Table 2. What Are Beneficiaries’ True Out-of-Pocket (TrOOP) Costs Under the Standard Medicare Prescription Drug Benefit?

	True Out-of-Pocket Costs Include:
· Beneficiaries’ out-of-pocket expenses including the annual deductible and any co-insurance amounts (including 100% of the cost of the prescription while in the “doughnut hole”)
· Beneficiary spending using health savings accounts (HSAs), flexible spending accounts (FSAs), and medical savings accounts (MSAs) 
· Contributions from friends or relatives
· Contributions from certain charitable foundations
· Contributions from drug manufacturer patient assistance programs (PAPs)
· Waivers or reductions by pharmacies of the cost-sharing requirements of Medicare drug benefit plans
· Payments by state-funded only programs such as state pharmacy assistance programs (SPAPs)
	True Out-of-Pocket Costs Do NOT Include:
· Monthly premiums paid to the Part D plan

· Any amount paid by other insurance plans

· Any amount paid by state programs that receive federal funding such as Aids Drug Assistance Programs (ADAPs)

· Any amount spent for prescription drugs that are not covered by the Medicare drug benefit plan
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