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Medicare-eligible Retiree Rx Options Pre-Health Reform

Retiree Drug Subsidy (RDS)
• Plan sponsor continues current prescription drug program
• Plan sponsor receives a subsidy for maintaining prescription drug benefits 

that are at least Actuarially Equivalent (AE) to standard Part D benefit
• RDS typically covers 20% to 25% of prescription drug cost
• “Double” tax benefit for corporate employers

Employer Group Waiver Plan (EGWP)
• Employer contracts with a vendor (usually a PBM) to provide benefits that 

can “match” the employer’s current plan design
• Direct CMS contracting
• Eligible for “direct subsidy” instead of RDS
• Advantageous for plan that cannot satisfy AE requirements
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Value of RDS and EGWP Pre-Health Reform
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Medicare-eligible Retiree Rx Options Post-Health Reform

Retiree Drug Subsidy (RDS)
• RDS payments lose their tax-favored status starting in 2013

– Reduces real value of RDS to taxable groups
• Standard Part D benefit donut hole phased out by 2020

– No impact to actuarial equivalence testing

Employer Group Waiver Plan
• Standard Part D benefit donut hole phased out by 2020

– Additional federal funds available to EGWP
• Direct subsidy, and
• Catastrophic reinsurance

• 50% brand discount from drug manufacturers
• “Wrap” no longer required to mirror current plan and still maximize subsidies
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EGWP Cash Impact—Representative Example

Amounts in $1,000,000s Current Plan Replicate Current Design
(RDS) EGWP

Risk Adjustment Factor N/A 0.90 0.95 1.00

Projected  Annual Gross Drug Cost $78.7 $78.7 $78.7 $78.7
Member Cost Sharing (OOP) (  14.0) (  11.8) (  11.8) (  11.8)
Net Claims Costs $64.7 $66.9 $66.9 $66.9

Vendor Administrative Fees $0.0 $  2.5 $  2.5 $  2.5
Rebates (     4.7) (     4.7) (     4.7) (     4.7)
Total Annual Plan Costs $60.0 $64.7 $64.7 $64.7

External Financing:
RDS (Federal) ($14.0) N/A N/A N/A
Catastrophic Reinsurance (Federal) N/A ($   5.0) ($   5.0) ($   5.0)
Direct Subsidy to EGWP (Federal) N/A ($12.6) ($13.7) ($14.9)
Pharm. Manufacturer’s. Discounts N/A ($11.1) ($11.1) ($11.1)

Total Subsidies ($14.0) ($28.7) ($29.8) ($31.0)

Net Annual Plan Cost $46.0 $36.0 $34.9 $33.7

Estimated Annual Cash Savings/(Cost):
Retiree Share Change ($  2.2) ($  2.2) ($  2.2)
External Financing (Move to EGWP) 12.2 13.3 14.5
Total $10.0 $11.1 $12.3
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Medicare Benefit 
(95%)

5%
 C

oins

The Coverage Gap -
100% Coinsurance
(“The Donut Hole”)

Medicare 
Benefit (75%)

25%
 C

oins

$310 Deductible

• $310 Deductible
• 25% coinsurance between $310 

and $2,830
• TrOOP (True Out-of-Pocket) Limit 

of $4,550
• 5% coinsurance (or nominal 

copayment) after TrOOP
• All thresholds indexed to “trend”
• $32 estimated average monthly 

premium
• Available through PDP 

(Prescription Drug Plan) or MA-PD 
(Medicare Advantage PDP) $310

$2,830

$6,440

Medicare Part D Benefits—2010 
(pre-Health Reform)
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Medicare Part D Benefits—2011 and Beyond

Donut Hole Coverage
• Expanded generic and brand coverage

– Donut hole filled in by 2020
• 50% discount on brand drugs at point of sale starting in 2011

• Pharma discounts and additional federal subsidies make EGWP 
more valuable relative to RDS

Year Generic Benefit Brand Benefit Brand Discount
2011 7% 0% 50%
2012 14% 0% 50%
2013 21% 2.50% 50%
2014 28% 2.50% 50%
2015 35% 5.00% 50%
2016 42% 5.00% 50%
2017 49% 10.00% 50%
2018 56% 15.00% 50%
2019 63% 20.00% 50%
2020 75% 25.00% 50%
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Medicare Benefit 
(95%)
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Brand-name
Enrollee pays 

47.5%; 

Generic 
Enrollee pays 

79%; 

Medicare 
Benefit (75%)

25%
 C

oins

$325 Deductible

• $325 Deductible
• 25% coinsurance between $325 

and $2,970
• TrOOP (True Out-of-Pocket) Limit 

of $4,750
• Important:  the 50% 

manufacturer’s discount is treated 
as OOP cost to the enrollee for 
purposes of determining TrOOP

$325

$2,970

$6,955*

Medicare Part D Benefits—2013

Brand-name
Medicare Benefit 

2.5%; 
Manufacturer 

discount
50%

Generic
Medicare Benefit 

21%

*Estimate based on expected utilization in the coverage gap 
(donut hole).
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Medicare Benefit 
(95%)
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Brand-name
Medicare Benefit 

25%; 
Manufacturer discount

50%
Generic

Medicare Benefit 
75%

25%
 C

oins

Medicare 
Benefit (75%)

25%
 C

oins

Deductible

Medicare Part D Benefits—2020

• The Coverage Gap (Donut Hole) is 
“closed” such that enrollees will pay 
25% of the cost of drugs after 
reflecting the 50% manufacturers 
discount, just as they do after 
meeting the deductible and before 
reaching the donut hole.
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Employer Group Waiver Plan: Alternative to RDS

• Reduced RDS participation expected over the next several years 
largely due to changes brought about by Health Care Reform

• EGWP is a special Part D Plan (PDP) only available to retirees of 
sponsoring employer 

• Should be of interest to all employers with prescription drug 
coverage for Medicare retirees
– Those collecting the RDS
– Those who don’t get RDS due to failing the actuarial equivalence test

• Member disruption is limited (but not zero as with RDS)
• Heavy lifting is done mostly by the PBM vendor
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Overview of EGWP

• Employer contracts with a vendor (usually a PBM) to provide 
prescription drug benefits that can “match” the employer’s current plan 
design.  

• Until recently, this required the use (effectively) of two complementary 
Rx plans.  Many vendors will still adjudicate it as two plans:
– The EGWP provides standard Part D benefits (e.g., including deductible and 

donut hole).
– A “wrap” Plan fills in the gaps to keep retirees whole

• This approach leverages Pharma discounts and government subsidies
– Can take advantage of the closing of the Medicare Part D donut hole

• Recent guidance now allows for a single plan to accomplish the same 
goals which simplifies admin and communication.

• Analysis indicates that a change from RDS to EGWP will 
– capture subsidies that exceed RDS and offset accounting liability
– preserve or even improve retiree cost sharing

EGWP typically lowers cash costs and expense by 15-30% over RDS, but results 
can vary widely based on plan features, assumptions, etc.
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Projected Part D External Financing for 
EGWP vs. RDS
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• Average annual external 
financing amounts expected 
per enrollee

• EGWP would enjoy federal 
direct subsidy, catastrophic 
reinsurance and manufacturer 
brand discounts

Source for RDS and Direct Subsidy:  
2010 Annual Report of the Board of Trustees of
the Federal Hospital Insurance and Federal
Supplemental Medical Insurance Trust Funds (8/5/2010)

Brand discount is estimated.
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Examples—Plan Design (In Donut Hole)
• $200 cost for brand drug
• 20% coinsurance
• Initial Coverage Limit is met

Rx 
Payment 
Coverage 

Current 
Plan

Standard 
Part D EGWP

Gross Cost $200 $200 $200

“Base Plan” 
Pays* $160 $0 $0

Discount N/A $100 $100
“Wrap Plan” 

Pays* N/A $0 $60

Retiree 
Pays $40 $100 $40

*Administrators no longer have to set-up as two plans, but many will still do so.  The 
effect is the same either way.
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Clinical Considerations

• Formulary
– CMS requires certain drugs to be covered and others to be excluded
– Brand drug formulary consists of all branded products that agreed to the 

manufacturer rebates
• This list is updated monthly by CMS

– PBM can perform disruption analysis
– Formal formulary exception process available to retirees

• Special programs (e.g., step therapy, prior authorization, dose 
optimization, etc.) may be impacted
– CMS has more stringent limitations on the management of medications 

for the Med D program
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Plan Design Considerations

• No mandatory mail or mandatory generic
– 90-day supply must be allowed at retail
– May charge 3 copays for retail 90 day supply
– No penalties allowed for dispensing brand when generic is available

• Catastrophic coverage
– Plan cannot exceed the CMS standard member cost-share limit of 

approximately 5%
– Benefit to both member and Plan as government covers 80% of the cost
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Administrative Issues 

• Eligibility and Enrollment
• Low Income Subsidies
• High Income Penalties
• Late Enrollment Penalties
• Communications
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Eligibility and Enrollment

 Member Health Insurance Claim Number (HICN) required for eligibility
 Can be difficult and time consuming to gather HICNs
 Records with missing HICNs will fall out during pre-edit process and 

won’t get submitted to CMS for approval
 START EARLY!

 Split-family enrollments
 Issues with some clients splitting their post 65 retirees from pre-65 

dependents
 Eligibility file format

 CMS standard file format required
 Most PBMs have work-arounds to address this
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Low Income Subsidy

 Low income subsidies
 Provides premium and benefit assistance for low income participants

 Represents those up to 150% of the FPL
 Must also have “resources” less than $13,070/$26,120

 Premium subsidies must be reimbursed directly to the individual within 
45 days of receipt (on a monthly basis)
 Administrative challenge for employer
 Must determine how much needs to be returned if employer has 

combined medical/pharmacy premium
 Additional Benefit assistance happens at “point of service”

 Lower coinsurance/copays for low-income participants 
based on LIS level

 LIS premium funded through monthly Direct Subsidy
 Claims costs reimbursement included in Catastrophic Reimbursement 

payment which occurs approximately 10 months after close of plan year
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High Income Penalties

 High income penalties (D-IRMAA Part D—Income Related Monthly 
Adjustment Amount)
 Individuals/couples making greater than $85,000/$170,000 pay higher 

premium for Medicare Part D coverage
 SSA estimates this only affects approximately 5% of enrollees
 Determined by SSA  based on beneficiary’s tax return for 2 years prior

 happens directly through Social Security deductions
 If no Social Security received, beneficiary is billed directly

 Employer and plan will not know who is impacted by this
 Similar to Part B; uses the Part B income thresholds
 Premium adjustments may change each year; income thresholds will 

not change through 2019 (adjusted for inflation thereafter)
 Additional premiums for 2012 ranged from $11.60 to $66.40
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Late Enrollment Penalty (LEP)

 What is an LEP?
 Financial penalty that is assessed to Medicare beneficiaries who have a 

continuous gap in coverage of 63 days or more after the beneficiary was 
eligible for Medicare
 Beneficiary was eligible to participate in Medicare Part D,
 But not covered by a creditable prescription drug plan

 Means a prescription plan that is expected to pay at least as 
much as Medicare’s standard prescription drug coverage.

 Options for Employers
 Sign a global attestation that everyone submitted in file have creditable 

coverage
 Have PBM go through their typical LEP process
 Review LEP reports to determine who they would want to attest to
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Member Communications

CMS has stringent communications requirements. The process is tedious and 
some of the communications can be confusing.
 CMS required communications and welcome kit sent by PBM
 Pre-notification required to be sent by Plan Sponsor or PBM

 Sponsor can send communications outside of the CMS required 
timeline

 STRONGLY encouraged to supplement (“counter”) CMS required 
communications

 Customized communication likely needed as other communications from 
government/PBM will be confusing

 Significant amount of communications to review and approve

16A-22



Potential Retiree Impact

 Most PBMs have single card, single transaction adjudication, so result is 
transparent to retiree

 Minor benefit changes mandated by use of EGWP
 Minor formulary changes in EGWP to comply with CMS—can address in 

wrap plan
 Therapeutic management program (can opt-out)
 Medicare B vs. D issue (will reject at point of sale)

 Plan design can be “matched” to avoid or minimize any losers 
 In many cases retiree wins (e.g., tier changes or catastrophic maximums)
 Many carriers allow for transfer of existing prior authorizations as long as 

clinical criteria is the same

 Additional premium and cost sharing funding for low income retirees provided 
by federal government (LIPS and LICS)
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EGWP Considerations

Pros:
• Economic savings expected 

with this approach
• Can account for now even if 

delay implementation to later 
date

• Efficient approach to obtain 
federal Part D subsidies and 
the 50% brand discount

• Can replicate current level of 
Rx benefits

• No more RDS compliance

Cons:
• Can PBM administer 

seamlessly?
• Communicating and 

implementing changes may be 
challenging and time 
consuming

• Formulary control
• Restrictive generic not allowed
• Caps on employer cost can 

limit/eliminate employer 
savings
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Thank You! Questions?
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