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Interaction of Part D with Medicaid 
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the Hypothetical State spending for prescription drug coverage for duals in 2006, after 

paying the Clawback, would be $6.6 million (or about 2%) more than the state Medicaid 

spending would have been if Medicaid pharmacy spending trends had continued.  
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shows the Hypothetical State spending in 2006, after paying the Clawback, would be 

$26.8 million (or about 9%) more than its costs would have been if state Medicaid 

pharmacy spending trends had continued.  
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 II. Introduction 
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Social Security Act Title XVIII 
(Medicare): 
Q� Part A – Medicare hospital insurance 

that pays for inpatient hospital stays, 
care in a skilled nursing facility, 
hospice care and some home health 
care. 

Q� Part B – Medicare medical insurance 
that helps pay for doctors’ services, 
outpatient hospital care, durable 
medical equipment, and some medical 
services not covered by Part A. 

Q� Part C – Medicare Advantage that 
provides for delivery of Medicare 
benefits through private health plans – 
previously called “Medicare+Choice”. 

Q� Part D – Medicare prescription drug 
coverage.  
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  III. The New Medicare Part D  
Prescription Drug Benefit 
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Late Enrollment Penalty Example: 

 

Part D eligible without creditable drug  

coverage for 24 months: 

Q� Monthly premium without penalty:   $40.00 

Q� 1% x 24 months:       9.60 

Q� Monthly premium with penalty:   $49.60 
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Out-of-Pocket Costs Under the Standard Benefit 
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 Figure 1  

Adapted from “Medicare Fact Sheet: The Medicare Prescription Drug Law,” Henry J. Kaiser Family Foundation, 
March 2004. 
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$250

$2,250
(The “initial
coverage 
limit”)

$5,100
(Equivalent 
to $3,600 in 
out-of-pocket
spending)

Partial 
Coverage 

Up to a 
Limit

No 
Coverage

Catastrophic 
Coverage

DEDUCTIBLE

25%

$2,850 Gap
(“Donut Hole”)

5% Medicare Pays 95%

BENEFICIARY
OUT-OF-POCKET
SPENDING

+~$420 IN ANNUAL PREMIUMS
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 Figure 2 Growth in Out-of-Pocket Costs Below the Catastrophic Threshold (Excluding Premium) 

Source: Congressional Budget Office, letter to Senator Don Nickles, November 20, 2003. 

Low-Income Subsidies for Medicare Beneficiaries Not on Medicaid  
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 Table 1 Eligibility and Cost-Sharing for Non-Dual Low-Income Subsidies 

 Full Subsidy Partial Subsidy 

Income Limit Q� 135% FPL Q� 150% FPL 

Asset Limit Q� $6,000 (individual) or $9,000 (couple) Q� $10,000 (individual) or $20,000 (couple) 

Cost-Sharing Q� No premium up to a benchmark 

Q� No deductible or coinsurance 

Q� Copayments of $2 (generic) & $5 

(brand) below catastrophic threshold* 

Q� No cost-sharing above catastrophic 

threshold 

Q� No donut hole 

Q� Sliding scale premiums based on 

income 

Q� $50 deductible* 

Q� 15% coinsurance below catastrophic 

threshold 

Q� Copayments of $2 (generic) &  $5 

(brand) above catastrophic threshold* 

Q� No donut hole 

*Copays and deductibles beyond 2006 are indexed to growth in per capita expenditures for covered part D drugs. 

                                                                �
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�6�;����"����1J"F/J��

HHS Poverty Guidelines 
Federal Poverty Limit (FPL) for 2004 

Family 
Size 

100%  
of FPL 

135%  
of FPL 

150%  
of FPL 

1 $ 9,310 $12,568 $13,965 

2 12,490 16,862 18,735 

3 15,670 21,155 23,505 

$ 0

$ 2 ,0 0 0

$ 4 ,0 0 0

$ 6 ,0 0 0

$ 8 ,0 0 0

2 0 0 6 2 0 0 7 2 0 0 8 2 0 0 9 2 0 1 0 2 0 1 1 2 0 1 2 2 0 1 3

D e d u c tib le 2 5 %  C o in s u ra n c e D o n u t H o le

$ 3 ,6 0 0

$ 6 ,4 0 0
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Low-Income Subsidies for Medicare Beneficiaries on Medicaid – “The Full-Benefit Duals”  
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 Table 2 Cost Sharing for Medicare and Medicaid Full-Benefit Dual Eligibles 

Under 100% FPL At or Over 100% FPL 

Q� $1 (generics)/$3 (brands) below the catastrophic 

threshold 

Q� Copay amounts indexed to the Consumer Price 

Index (CPI). 

Q� $2 (generics)/$5 (brands) below the catastrophic 

threshold 

Q� Copay amounts indexed to the growth in national 

per capita costs for Part D drugs. 
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Alternative and Enhanced Prescription Drug Coverage 
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Drug Coverage and Formularies 
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  IV. Interaction of Part D with Medicaid 
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“Even under the best scenarios, the State will be 

shouldering a significant financial responsibility in 

the drug area, for the foreseeable future. The feds 

will pick up more, but we will maintain a significant 

financial responsibility.” 

– Observation of a State Medicaid Director
15
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 Figure 4 Clawback Formula 
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Full-Benefit Duals are individuals with one or more Medicaid benefits, including 
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enrolled in Section 1115 waivers. Duals receiving Medicaid coverage for only 

Medicare cost-sharing (buy-in programs) and those enrolled in Pharmacy Plus 

demonstration programs are excluded.17  Duals are counted whether eligible “one” 

day or “every” day of the month. 

X         

2006 

90% 

2007 

88�% 

2008 

86�% 

2009 

85% 

2010 

83�% 
���� 

2015+ 

75% 
3. 

Phase-Down  

Percentage 

���� 

Decreases 1�% each year until 2015 when it remains constant at 75%. 

National Growth Trend Concerns 

����)��!���������	����������������
����	�
�������������
���
����������
��	�����
�
� ��

�����������#������������
�6��������	�����������������@������
������
�����������
�����
�
��

������������
��
�
�����
���������!
��
��������
����
��
�)�4�!����	���
������	��
��
���/00J�

)��!����������3��������
�
� �����������������������������
�������%��	/00J"	)�4�!����	���

7�
����������
��>3�����
	������<��
����&(�
����
�������
������!
�����
����
������	��
��
���

��������
���3�����
	������	�
�����������
�
������/00F�������
��������"�)�4�!����	�����

��������
���
������
����C�
������	���������
�����������������#��������������
���3�����
	����

������#�������
�6���	������
���:��
���4
�
����%������
�
���������������	��

���
��
�

��������
���������������
����
������
�����	�����	�����/00?�����/001"�
�������������

�������!������
�������
��	
	��������"�����
�����
���������!
�����
����!������������3�����
�����
��

������!
������
�
���������������������3�����
	�����%����3�����"�
����	��������
����
���

���
��
�#������
������������?�!���������������	�������
�����������������	��
�������
���)��!�������

  

                                                                �
&J�;3�������
������	���������
��������������������������������
�������������
�6���#�������	�����

&F����������	����
��������!��������������-	�A�������������
����
�������C�M	�����������������-��������������M�-��"�4���������
9�!A����������������-��������������49�-�������M	�������������#��	�����M��������������	�����������!��#�����������������
������3��	���������
���������
����������	��A������
��	����

&(�����)�4�@���������
���,�
	�����	��������7�
����������
��>3�����
	���>�
���
����



 

18 

 Table 3 MassHealth Pharmacy Initiatives Not Fully Reflected in the Clawback 

Date Implemented  

June 2003 Prior Authorization for selected anticonvulsants, antidepressants, and asthma drugs  

July 2003 Prior Authorization for certain atypical anti-psychotics 

December 2003 Dispensing Fee change from $3.50 (brands) and $5 (generics) to a flat $3 

February 2004 Pharmacy copayments for generic drugs lowered to $1 and brands increased to $3 

FY04 Savings 

Summary 

Preferred Drug List ($99 million); Generic pricing changes & increased utilization 

($50 million); Early refill monitoring ($14 million) 

(Appendix 3 provides a history of MassHealth pharmacy reimbursement and copays.) 
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  Table 4 HYPOTHETICAL STATE 

2006 Medicare Clawback Calculation 

1. 2003 Fee-For-Service Full Benefit Duals 190,000 

2. 2003 Dual Rx Spending For Part D Drugs (Gross) $530 M 

3. 2003 Gross Per Capita $2,789 

4. 2003 Adjusted Gross Per Capita (after deducting drug rebates of 22%) $2,176 

5. Growth Factor Adjustment, 2004-2006 (a) 138.4% 

6. 2006 Projected Per Capita (Gross) $3,011 

7. 2006 Projected Per Capita - State share (50%) $1,505 

8. 2006 Projected Dual Enrollment  (b) 213,724 

9. 2006 Phased-Down Percent 90% 

10. 2006 Estimated State Clawback (#7 * #8 * #9) $289.5M 

(a) Growth trends from 2004 to 2006 are the National Health Expenditure Projections – not individual State trends. 

(b) 2006 Dual Enrollment is trended based on CBO estimates of 4% annually or 112.5% compounded. 
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 Table 5 HYPOTHETICAL STATE 

Payments Under Current Medicaid Funding: Two Scenarios 

 Scenario 1 Scenario 2 

1. 2003 Fee-For-Service Full Benefit Duals 190,000 190,000 

2. 2003 Dual Rx Spending For Part D Drugs (Gross) $530 M $530 M 

3. Drug Spend Trend, 2004 – 2006  

(includes enrollee growth & drug inflation) 

140.5% 130.5% 

4. 2006 Dual Rx Spending (Gross) $744.6 M $691.4 M 

5. 2006 Dual Rx Spending  - State Share (50%) (a) $372.3 M $345.7 M 

6. 2006 Adjustments for Rebates and Other Recoveries (b) -24% -24% 

7. 2006 Adjusted Dual Rx Spending (State)  $283.0 M $262.7 M 

(a) Per Capita spending is replaced with Total Pharmacy Spending eliminating the need for enrollment adjustors. 

(b) Rebate adjustment assumes a three-year average rate of 22 percent. 
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Under Scenario 1, the state would make a Clawback payment that would be $6.6 million 

more (about 2% more) in 2006, compared to what State Medicaid pharmacy spending for 

duals likely would have been in the absence of the Medicare Part D benefit and the 

Clawback payment.   
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Under Scenario 2, the state spending would make a Clawback payment that would be $26.8 

million more (about 9% more) in 2006, compared with what the State Medicaid pharmacy 

spending for duals likely would have been in the absence of the Medicare Part D benefit and 

the Clawback payment.   
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  Table 6 New Administrative Costs for Massachusetts Medicaid 

Based on CBO Estimates, July 2004 

Year Massachusetts General Fund 

2004 $4 million 

2005 $4 million 

2006 $12 million 

2007 $12 million 

2008 $12 million 

2009 $12 million 

2010 $16 million 

2011 $16 million 

2012 $16 million 

2013 $20 million 

2004 - 2013 Total $124 million 

Source: HMA estimates based on CBO projections. 
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 Table 7 Woodwork Effect on Massachusetts Medicaid 

Based on CBO Estimates, July 2004 

Year Massachusetts General Fund 

2005 $4 million 

2006 $8 million 

2007 $20 million 

2008 $24 million 

2009 $28 million 

2010 $32 million 

2011 $36 million 

2012 $36 million 

2013 $40 million 

2004 - 2013 Total $228 million 

Source: HMA estimates based on CBO projections. 
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Full-Benefit Duals in Nursing Homes 
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Part D Copays Differ From Medicaid  
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Part D Enrollment Complex  
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 Table 8 Full Benefit Duals’ Timeline For Enrollment into Part D in 2005 -2006 

11-15-2005 Initial enrollment starts. Full benefit duals have the option to enroll directly with a 

PDP or with a MA-PD (if enrolled in the Medicare Advantage plan). CMS 

envisions the full benefit duals initiating enrollment with paper forms. 

01-01-2006 Part D begins. Medicaid no longer provides pharmacy coverage to full benefit 

duals. 

05-15-2006 Initial enrollment ends. Full benefit duals who failed to enroll with a PDP or MA-

PDP will be auto-enrolled into a Medicare pharmacy plan. If there is more than 

one plan, plan assignment will be random to those plans that have monthly 

premiums are below the low-income subsidy premium benchmark. 

06-1-2006 Since the effective date of Part D coverage is the first day of the month after the 

enrollment application is made, June 2006 would be the soonest Part D would 

become effective for auto-enrollment duals. 

Federal Maximums for Medicaid Copayments 

Copayment Maximum Service Payment 

$0.50 $10 or less 

$1.00 $10.01 to $25 

$2.00 $25.01 to $50 

$3.00 $50.01 or more 
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 V. Interaction of Part D with the Prescription 
Advantage Program 
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 Table 9 Prescription Advantage Rate Schedule 
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Monthly Premium  

(Per Person) Prescription Copay* 

Plan 

Levels 

Federal Poverty 

Level 

(FPL) 

Single or 

1 Spouse 

Married 

Couple 

Quarterly 

Deductibl

e (Per 

Person) Generic 

Preferred 

Brands 

Other 

Brands 

1 0-135% 

2 135-188% 
$0 $0 $0 $9 $23 $45 

3 188-225% $15 $12 $25 

4 225-300% $25 $20 $50 

5 300-500% $50 $40 $100 

6 500% and over $99 $74 $125 

$12 $30 $50 

* Copays are for a retail prescription that is allowed to be up to a 30-days supply. A mail order prescription may 
be for up to a 90-days supply. Mail order copays are approximately twice the retail amount. 
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 Table 10 Prescription Advantage Plan Level 1: Comparison with Part D 

Medicare 

 

Prescription 

Advantage  

Level 1 
“Full” Low-

Income Subsidy 

“Partial” Low-

Income Subsidy 

Standard 

Benefit 

FPL Income 

Criteria 
Below 135% Below 135% Below 150% N/A 

Asset Test None $6,000 Individual 

$9,000 Couple 

$10,000 Individual 

$20,000 Couple 
None 

Monthly 

Premium 

$0 $0 $0 to $35 

Sliding on Income 

Est. $35 

Deductible  $0 $0 $50 Annually $250 

Cost-Sharing 

After Deductible 

Retail Copays: 

$9 Generic 

$23 Preferred 

$45 Others 

� For Rx Costs 

below $5100: 

Copays of 

$2 Generic 

$5 Brand 

 

� For Rx Costs  

$5100 & Over 

$0 

� For Rx costs 

below $5100:  

15% 

Coinsurance  

 

� For Rx costs 

above $5100:  

Copays of 

$2 Generic 

 $5 Brand 

 

� Initial Coverage 

$250 to $2250  

Rx Cost: 25% 

Coinsurance 

� Donut Hole 

$2250 - $5100  

Rx Cost: 

100% 

Coinsurance 

� Catastrophic 

Coverage  

$5100 & Over  

Rx Cost: 

Greater of:  

- 5% 

Coinsurance, or 

- Copays of 

 $2 Generic  

 $5 Brand 

Maximum  

Out-Of-Pocket 

(Excluding 

premium) 

Lower of: 

� 10% gross 

household 

income 

� $2000 (single) 

$3000 (couple) 

N/A N/A N/A 

�
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 Table 11 Prescription Advantage Plan Level 2: Comparison with Part D 

Medicare 

 

Prescription 

Advantage  

Level 1 
“Partial” Low-

Income Subsidy 

Standard 

Benefit 

FPL Income 

Criteria 
135% to 188% Below 150% N/A 

Asset Test None $10,000 Individual 

$20,000 Couple 

None 

Monthly 

Premium 

$0 $0 to $35 

Sliding on Income 

Est. $35 

    

Deductible $0 $50 Annually $250 

Cost-Sharing 

After Deductible 

Retail Copays: 

$9 Generic 

$23 Preferred 

$45 Others 

� For Rx costs 

below $5100:  

15% 

Coinsurance  

 

� For Rx costs 

above $5100:  

Copays of 

$2 Generic 

 $5 Brand 

 

� Initial Coverage 

$250 to $2250  

Rx Cost: 25% 

Coinsurance 

� Donut Hole 

$2250 - $5100  

Rx Cost: 

100% 

Coinsurance 

� Catastrophic 

Coverage  

$5100 & Over  

Rx Cost: 

Greater of:  

- 5% 

Coinsurance, or 

- Copays of 

 $2 Generic  

 $5 Brand 

Maximum  

Out-Of-Pocket 

(Excluding 

premium) 

Lower of: 

� 10% gross 

household 

income 

� $2000 (single) 

$3000 (couple) 

N/A N/A 
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 Table 12 Prescription Advantage Plan Levels 2-5: Comparison with Part D 

Prescription Advantage Plans 

 

Medicare  

Standard Benefit Level 2 Level 3 Level 4 Level5 Level 6 

FPL 

Income 

Criteria 

N/A 
135%-

188% 

188%- 

225% 

225%- 

300% 

300%- 

500% 
500%+ 

Asset Test None 

Monthly 

Premium 
Est. $35 $0 $12 to $15 $20 to $25 $40 to $50 $74 to $99 

Deductibl

e 
$250 $0 

$25 

Quarterly 

$50 

Quarterly 

$100 

Quarterly 

$125 

Quarterly 

Cost-

Sharing 

After 

Deductibl

e 

� Initial Coverage 

$250 to $2250  

Rx Cost: 25% 

Coinsurance 

� Donut Hole 

$2250 - $5100  

Rx Cost: 

100% Coinsurance 

� Catastrophic 

Coverage  

$5100 & Over  

Rx Cost: 

Greater of:  

- 5% Coinsurance, or 

- Copays of 

 $2 Generic  

 $5 Brand 

Retail 

Copays: 

$9 Generic 

$23 Preferred 

$45 Others 

Retail  

Copays: 

$12 Generic 

$30 Preferred 

$50 Others 

Maximum  

Out-Of-

Pocket 

(Excludin

g 

premium) 

N/A 

Lower of: 

� 10% gross household income 

� $2000 (single) $3000 (couple) 
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CMS must establish coordination between Part D 

and SPAPs for (1) Premium Payment and (2) 

Supplemental Prescription Drug Benefits. 

Section 1860D – 23 (a) of the MMA. 
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 VI. Part D Impact on Health Benefits for Retired 
State Employees 
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 Table 13 Massachusetts GIC Tiered Copays 

Copay Tiers Retail Pharmacies Mail Order Pharmacy 

Generic Drugs Q� $7 Q� $20 

Preferred Drugs Q� $20 Q� $40 

Non-Preferred Drugs Q� $40 Q� $70 
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 VII. Conclusion 
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  APPENDIX 1: Medicare Prescription Drug Benefit 
Structure — 2006 

2. 

Low-Income Subsidies 

(Not Medicaid Dual) 

Provisions 

1. 

Medicaid Full-

Benefit Duals 
“Full” Low-

Income Subsidy 

“Partial” Low-

Income Subsidy 

3. 

Standard 

Benefit 

Income Criteria 

Federal Poverty 

Level 

Below 100% Below 135% Below 150% N/A 

Asset Test State Rules $6,000 2 

Individual 

 

$9,000 2  

Couple 

$10,000 2 

Individual 

 

$20,000 2 

Couple 

None 

Estimated 

Monthly 

Premium 

None 

under benchmark  
None 

under benchmark  

$0 to $35 

Based on Income 
$35 

Annual 

Deductible 

None None $50 1 $250 1 

Cost Sharing 

For Initial 

Coverage 

Period 

 

Institutionalized 

$0 

 

Below 100 FPL 
2
 

$1 Generic 

$3 Brand 

 

At of Above 100% 

FPL
1 

$2 Generic 

$5 Brand 

$2 Generic 1 

$5 Brand 1 

15% Coinsurance 25% Coinsurance 

up to $2,250 1 

Coverage Gap 

“Donut Hole” 

None None None $2,250- $5,1001 

in Covered Costs 

Catastrophic 

Coverage 

Coverage resumes after the out-of-pocket threshold reaches $3,600 (or $5,100 in drug 

costs). 1 

Out-of-pocket is defined as “incurred drug costs for covered Part D drugs” during the 

Deductible and Cost Sharing for the Initial Coverage and Gap Periods. Incurred Costs 

may be paid (1) by the beneficiary or another individual, such as a family member;  (2) 

by State Pharmaceutical Assistance Programs; or (3) on behalf of Medicaid duals or 

other Low-Income Subsidy persons. 

Catastrophic 

Cost Sharing 

None None $2 Generic1 

$5 Brand 1 

Greater of:  

5% Coinsurance 

or 

$2 Generic 1 

$5 Brand 1 

Notes: 
1 Deductibles, copays and the out-of-pocket threshold are indexed to the “annual percentage increase in average 

per capita aggregate expenditures for covered Part D drugs in the United States, as determined by the [HHS] 
Secretary for the 12-month period ending in July of the previous year… “  See 1860D – 2(b)(6) of the law. 

2 The Medicaid Dual copay for duals with incomes below 100% FPL and Low-Income Asset Test is indexed to 
the Consumer’s Price Index. See 1860D – 14 of the law. 
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 APPENDIX 2: Definition of Part D Drugs 

Examples of Part D Excluded Drugs 

Part D Covered Drugs Part A Drugs Part B Drugs 

Optional Classes 

Under Medicaid  

Q� FDA-approved drugs 

& biologicals specified 

in Medicaid law  

Q� Insulin & medical 

supplies for its 

administration  

Q� Smoking cessation 

products 

Q� Vaccinations licensed 

under Section 351 of 

the Public Health 

Service Act 

Q� Drugs used during a 

Medicare covered 

“nursing home” stay 

Q� Drugs used during a 

“hospital” stay  

Q� Drugs used during 

hospice services 

Q� Immunosuppressants: 

Sandimmune  

Q� Nebulization Drugs: 

Alupent, Atrovent, 

Intal, etc.  

Q� Oral Anti-Cancer 

Agents: Cytoxan  

Q� Diabetic Supplies: 

Blood glucose 

monitors, blood 

glucose test strips, etc  

Q� Anti-Emetics:  

Kytril, Zofan, etc. 

Q� Dialysis Drugs: 

Epogen, Procrit, etc. 

Q� Antihemophilic Drugs: 

Hemophil-M, Feiba, 

etc. 

Q� Multiple Scelrosis 

Drugs: Avenox 

Q� Products for weight 

loss/gain  

Q� Fertility products 

Q� Cosmetic or hair 

growth products 

Q� Cough & colds 

preparations 

Q� Prescription vitamins 

and mineral products, 

except prenatal 

vitamins and fluoride 

preparations 

Q� Over-the counters 

(OTC) available 

without a prescription 

Q� Barbiturates: 

Phenobarbital, etc. 

Q� Benzodiazepines: 

Valium, Ativan, 

Librium, etc. 
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 APPENDIX 3: History of Recent MassHealth Pharmacy 
Reimbursement36 

Begin Date Ingredient Cost Dispensing Fee Copayments 

11-1-2002 Lower of: 

Q� Federal Upper Limit Price 

Q� MassHealth Upper Limit Price 

Q� Usual & Customary Charge 

Q� Wholesaler Acquisition  

Cost + 6% 

Q� $3.50 brands 

Q� $5.00 generics 

Q� $5.00 unit dose return 

fee 

$0.50 

01-01-2003 No Change No Change $2.00 

12-01-2003 No Change Q� $3.00 brands & 

generics 

Q� $5.00 unit dose return 

fee 

No Change 

02-01-2004 

Current 

Lower of: 

Q� Federal Upper Limit 

Q� MassHealth Upper Limit 

Q� Usual & Customary Charge 

Q� Wholesaler Acquisition  

Cost + 6% 

Q� $3.00 brands & 

generics 

Q� $5.00 unit dose return 

fee 

Q� $1.00 generics  

Q� $1.00 over-the-

counters 

Q� $3.00 brands 
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