COUNCIL OF THE COUNTY OF MAUl

BUDGET AND FINANCE COMMITTEE
December 2, 2005

Committee
Report No.

05-165

Honorable Chair and Members
of the County Council
County of Maui
Wailuku, Maui, Hawaii
Chair and Members:
Your Budget and Finance Committee, having met on November 15, 2005, makes
reference to County Communication No. 05-306, from the Director of Finance,
transmitting a proposed bill entitled "A BILL FOR AN ORDINANCE AUTHORIZING
THE MAYOR OF THE COUNTY OF MAUl TO ENTER INTO AN
INTERGOVERNMENTAL AGREEMENT WITH THE STATE OF HAWAII FOR
THE MEDICARE PART D DRUG PLAN SUBSIDIES".
The purpose of the proposed bill is to authorize the Mayor to enter into an
intergovermnental agreement with the State of Hawaii for the Medicare Part D Drug Plan
Subsidies Program.
By correspondence dated November 1,2005, Georgina Kawamura, State Director
of Finance, Department of Budget and Finance, provided a brief history of the State's
efforts to qualify for the drug plan subsidies, and a copy of the "Memorandum of
Understanding" (MOU) between the State of Hawaii and the County of Maui.
The purpose of the MOU is to coordinate the preparation and submission of an
application to the Center for Medicare and Medicaid Services, on behalf of State and
County govermnent employers, to receive the Retiree Drug Subsidy, which is available to
qualified plan sponsors.
At its meeting, your Committee met with the Budget Director, the Director of
Finance, the Deputy Director of Finance, the Director of Personnel Services, and the First
Deputy Corporation Counsel.
There was no public testimony.
The Director of Finance provided a brief overview of the Federal subsidies
available under the Medicare Part D Drug Plan Subsidies Program, which encourages the
continuation of current retiree drug plans. He estimated that the County will receive
annual Federal subsidies between $230,000 and $300,000.
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The Deputy Director of Finance stated that under the MOU, the State will submit
the required monthly reports for application and receipt of subsidy payments through the
program administrator (the Hawaii Employer-Union Health Benefits Trust Fund or
EUTF). He also stated that applying for Medicare Part D Drug Plan subsidies will have
no affect on retirees' current drug plan benefits, and the Federal subsidies will be
available beginning January 1,2006.
Your Committee noted that some retirees have been approached to change their
prescription drug plan, and that retirees need to be better informed regarding any changes
to their medical benefits.
Your Committee voted to recommend passage of the proposed bill on first reading
and filing of the communication.
Your Budget and Finance Committee RECOMMENDS the following:
1.

That Bill No.
(2005), attached hereto, entitled "A BILL
FOR AN ORDINANCE AUTHORIZING THE MAYOR OF THE
COUNTY OF MAUl TO ENTER INTO AN INTERGOVERNMENTAL
AGREEMENT WITH THE STATE OF HAWAII FOR THE MEDICARE
PART D DRUG PLAN SUBSIDIES", be PASSED ON FIRST
READING and be ORDERED TO PRINT; and

2.

That County Communication No. 05-306 be FILED.

Adoption of this report is respectfully requested.
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ORDINANCE NO.
(2005 )

BILL NO.

THE COUNTY OF
A BILL FOR AN ORDINANCE AUTHORIZING THE MAYOR OF
T WITH
MAUl TO ENTER INTO AN INTERGOVERNMENTAL AGREEMEN SUBS IDIES
PLAN
DRUG
D
PART
ARE
MEDIC
THE STATE OF HAWAII FOR THE
:
BE IT ORDAINED BY THE PEOPLE OF THE COUNTY OF MAUl
SECTION 1.
(" Prog ram n )

Purp ose.

enco urag es

The Medi care Part D Drug Plan Subs idies
empl oyers

to

main tain

high

qual ity

d be othe rwis e
pres crip tion drug prog rams for retir ees who woul
fit, as furth er
elig ible for a new fede ral pres crip tion drug bene
on ll by the U. S.
desc ribed in "Ove rview of Reti ree Drug Subs idy Opti
hed here to as
Cent ers for Medi care & Medi caid Serv ices, attac
Exhi bit "A" and inco rpor ated here in.
Both the State of Hawa ii

("Sta ten)

and

the Coun ty of

The Stat e
fund s.
Maui (IICo untyl l) are elig ible to rece ive Prog ram
icati on to rece ive
has offe red to inclu de the Coun ty in its appl
fee, as set forth
Prog ram fund s in exch ange for an adm inist rativ e
to as Exhi bit !lBII
in the Memo randu m of Unde rstan ding , attac hed here
emen t mem orial izes
and inco rpor ated here in (IlAg reeme nt II). The Agre
pert ainin g to
the unde rstan ding betw een the Coun ty and the State
resp ectiv e
part ies'
each
forth
sets
and
Prog ram
the
resp onsi bilit ies.
SECTION 2.

Auth oriza tion.

Coun ty Code prov ides that,

Sect ion 2.20 .020 of the Maui

unle ss auth orize d by ordin ance ,

the

agree ment or any
Mayo r shal l not ente r into any inter gove rnme ntal
1

amendment thereto which places a

financial

county or any department or agency thereof.

obligation upon the
The Council hereby

authorizes the Mayor to execute the Agreement, all other necessary
documents relating to the Agreement, and any amendments thereto.
SECTION

3.

This

ordinance

approval.

APPROVED AS TO FORM
AND LEGALITY:

-

VILLAROSA
Corporation Counsel
S:\ALL\TFV\Ord\MedicarePartDlntergovernmental Agreement.wpd
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shall

take

effect

upon

its

OVERVIEW OF RETIREE DRUG SUBSIDY OPTION

Introduction: The Medicare retiree drug subsidy represents a particularly important
strengthening of health care coverage for Medicare-eligible retirees, given the continuing erosion
in the availability and generosity of employment-based retiree drug coverage that has already
been taking place. The positive benefits from the new Medicare retiree drug subsidy program
derive from the subsidy payments it will make available to plan sponsors, the special tax-favored
status of the subsidy payments, and the flexibility provided to plan sponsors in using the subsidy
to support their own retiree drug plans.
The retiree drug subsidy is one of several options available under Medicare that enables
employers and unions to continue assisting their Medicare eligible retirees in obtaining more
generous drug coverage. The final regulation reflects eMS' four objectives:
• maximizing the number of retirees benefiting from the special retiree drug subsidy;
• assuring that plan sponsors contribute to retiree drug coverage at least what Medicare
pays on retirees' behalf;
• minimizing administrative burden while maximizing flexibility for employers and
unions; and
• remaining within budget estimates.
This summary provides an overview of provisions in the final regulation of interest to plan
sponsors relating to the Medicare retiree drug subsidy program.
OveMJiew of the Medicare Retiree Drug Subsidy: Subsidy payments equal 28 percent of each
qualifying retiree's allowable prescription drug costs attributable to gross prescription drug costs
between the applicable cost threshold and cost limit (that is, in 2006, drug spending between
$250 and $5,000 for 2006). Gross costs are costs incurred for Part D , which are any drugs that
can be covered under the Medicare Prescription Drug benefit. Gross costs include dispensing
fees, but exclude administrative costs. Allowable costs are actual incurred costs (i.e., net of
discounts rebates, and similar price concessions). Subsidy payments are tax exempt.
We estimate plan sponsors that choose to participate in the retiree drug subsidy program will
receive $668 on average in annual per capita retiree subsidy payments. For plan sponsors subject
to taxation, we estimate that the $668 tax-free retiree drug subsidy would be equivalent to about
$891 of taxable income for employers with a marginal tax rate of25 percent and about $1,028 of
taxable income for employers with a marginal tax rate of 35 percent.
Plan sponsors that participate in the retiree drug subsidy program retain the option of making
certain arrangements with Medicare Advantage (MA) organizations that offer MA plans without
prescription drug coverage. For retirees who receive their Part A and Part B benefits through an
MA plan, the plan sponsor can arrange with the MA organization to supplement those benefits.
In addition, the sponsor may have a private contract with the MA organization, unrelated to the
organization's contract with Medicare under Parts A and B, under which the MA organization
underwrites the sponsor's retiree drug benefit.

EXHIBIT"

£\
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"

:

must show that its coverage
Actuar ial Equiva lence: To qualify for the subsidy, a plan sponsor
rd coverage under the
is "actuarial1y equivalent" to (i.e., at least as generous as) defined standa
s a two-part test for plan
new Medicare prescription drug benefit. The final regulation include
equivalence," has been met.
rial
sponsors to determine whether this standard, referred to as "actua
requirement, the expected
The first part of this test is the total or "gross" value test. To meet this
ge offered by the
covera
drug
amount of paid claims for Medicare beneficiaries in the retiree
for the same beneficiaries
sponsor must be at least equal to the expected amount of paid claims
"net" value test, which
under the defined standard coverage. The second part of this test is the
retiree drug coverage.
the
of
ing
takes into account the sponso r's contribution toward the financ
ting the expected
The net value of the sponso r's retiree plan, which is calculated by subtrac
r's drug program,
retiree premium from the expected amount of paid claims under the sponso
.
must be at least equal to the net value of the Part D standard drug benefit
D drug coverage, one
The final rule provides that in calculating the net value of standard Part
ge supplement a retiree 's
takes into account the impact of having an employer's or union' s covera
ms from the gross
standard Part D coverage (in addition to subtracting the beneficiary premiu
under Part D
claims
value of Part D). This would lower the amount of the expected paid
supplemental coverage will
because, under the true-out-of-pocket (TrOOP) requirements, having
. Together, both parts of
raise the spending threshold when Part D catastrophic coverage begins
rs and allowing as
the test present a good balance of preventing windfalls being paid to sponso
many sponsors to qualify for the subsidy as possible.
is beyond the scope of this
Other Highli ghts of the Final Rule: Although a detailed discussion
cantly improve the
brief summary, the final rule contains numerous provisions that signifi
(but not limited to)
ng
flexibility and workability of the retiree drug subsidy program, includi
integrated premiums,
rules for: dealing with multiple coverage options, non-calendar year plans,
and alternative timing of data submission and payments.
guidance on actuarial
Antici pated Future Guidance: eMS anticipates publishing additional
s, and other issues at a
equivalence, simplified actuarial methods, the subsidy application proces
later date.
ions Group (EPOG) at
For More Inform ation: You can contact the Employer Policy & Operat
es of interest to
epog@cms.hhs.gov. To be notified by email about eMS news and activiti
issues listserv at
n
er/unio
employ
employer and union plan sponsors, subscribe to the MMA
http://www.cms.hhs.gov/mailinglists/.
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this chapter for a Part D eligible
volunta ry insuran ce coverage, or
individ ual who is a retired particip ant
or
y
statutor
a
of
coverage as a result
or the spouse or depend ent of a retired
contrac tual obligati on.
particip ant under the coverag e.
Gross covered retiree plan-related
QuaJifying covered retiree means a
retiree
gross
or
prescription drug costs,
Part D eligible individ ual who is: a
costs means, for a qualifying covered
particip ant or the spouse or depend ent
retiree who is enrolle d in a qualifie d
of a particip ant; covered under
retiree prescri ption drug plan during a
employ ment-b ased retiree health
costs
ive
inistrat
non-adm
plan year,
incurre d under the plan for Part D drugs coverage that qualifie s as a qualifie d
during the year, whethe r paid for by the retiree prescri ption drug plan; and not
enrolled in a Part D plan. For this
plan or the retiree, includi ng costs
directly related to the dispens ing of Part purpose , the determ ination of whethe r
an individ ual is covered under
D drugs.
employ ment-b ased retiree health
Group health plans include plans as
29
ERISA,
of
607(1)
coverage is made by the sponso r in
section
in
defined
accorda nce with the rules of its plan.
U.S.C. § 1167(1). They also include the
purpose s of this subpart , howeve r,
For
plans:
ng
followi
an individ ual is presum ed not to be
(1) A Federal or State governm ental
plan, which is a plan providi ng medica l covered under employ ment-b ased
retiree health coverage if, under the
care that is establis hed or maintai ned
Medica re Second ary Payer rules in
for its employ ees by the Govern ment of
the United States, by the governm ent of § 411.104 of this chapter and related
CMS guidanc e, the person is conside red
any State or politica l subdivi sion of a
to be receivin g coverage by reason of
State (includ ing a county or local
current employ ment status. The
governm ent), or by any agency or
presum ption applies whethe r or not the
instrum entality or any of the foregoing,
offered
plan
benefits
health
a
Medica re Second ary Payer rules
ng
includi
actually apply to the sponso r. For this
under chapter 89 of Title 5, United
purpose , a sponso r also may treat a
States Code (the Federal Employ ee
person receivin g coverage under its
Health Benefit Plan (FEHBP)).
Su art R-Pay ments to Sponso rs of
(2) A collecti vely bargain ed plan,
qualifie d retiree prescri ption drug plan
Retiree Prescri ption Drug Plans
which is a plan providi ng medica l care
as the depend ent of a qualify ing covered
§ 423.880 Basis and scope.
that is establis hed or maintai ned under
retiree in accorda nce with the rules of
or by one or more collecti ve bargain ing
its plan, regardl ess of whethe r that
(a) Basis. This subpart is based on
agreements.
person constitu tes the qualify ing
section 1860D- 22 of the Act, as
(3) A church plan, which is a plan
covered retiree's depend ent for Federal
amende d by section 101 of the Medica re
providi ng medica l care that is
or State tax purpose s.
Prescri ption Drug, Improv ement, and
establis hed and maintai ned for its
Retiree drug subSidy amount , or
Modern ization Act of 2003 (MMA).
a
by
iaries
benefic
their
or
ees
ents
paymen t, means the subsidy
employ
implem
subsidy
section
This
(b) Scope.
the statutor y require ment that a subsidy church or by a conven tion or associa tion amount paid to sponsor s of qualifie d
of churche s that is exempt from tax
retiree prescri ption drug coverag e under
paymen t be made to sponsor s of
l
Interna
the
of
501
plans.
section
drug
under
tion
§ 423.886(a).
qualifie d retiree prescrip
Standar d prescription drug coverage
Revenue Code of 1986 (26 U.S.C. 501).
§ 423.882 Definitio ns.
(4) An account -based medica l plan
is defined in §423.10 0 of this part.
Sponso r is a plan sponso r as defined
such as a Health Reimbu rsemen t
For the purpose s of this subpart , the
in section 3(16)(B) of the Employ ee
Arrange ment (HRA) as defined in
following definiti ons apply:
Retirem ent Income Securit y Act of 1974
Allowa ble retiree costs, in accorda nce Internal Revenu e Service Notice 2002(ERISA), 29 U.S.C. 1002(16)(B), except
45,200 2-28 I.R.B. 93, a health Flexible
with section 1860D-22(a)(3)(C)(i) of the
Spendin g Arrange ment (FSA) as defined that, in the case of a plan mainta ined
Act, means gross covered retiree planin Interna l Revenu e Code (Code) section jointly by one employ er and an
related prescrip tion drug costs that are
1 06(c)(2), a health savings accoun t
employ ee organiz ation and for which
actually paid (net any manufa cturer or
223,
section
Code
acks,
in
chargeb
ts,
defined
as
discoun
(HSA)
the employ er is the primary source of
cy
pharma
financing, the term means the employ er.
or an Archer MSA as defined in Code
rebates, and similar price concessions)
are
they
extent
the
Sponsor agreement means an
retiree
to
d
220,
qualifie
the
section
either
by
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prescrip tion drug plan or the qualifying subject to ERISA as employ ee welfare
benefit plans providi ng medica l care (or with the provisio ns of this subpart .
covered retiree (or on the qualifying
behalf).
s
would be subject to ERISA but for the
covered retiree'
§ 423.884 ReqUire ments for qualified
exclusio n in ERISA section 4(b), 29
Benefit option means a particul ar
retiree prescrip tion drug plans.
U.S.C.§. § 1003(b), for governm ental
benefit design, category of benefits, or
(a) General. Employ ment-b ased retiree
within
plans or church plans).
cost-sh aring arrange ment offered
coverage is conside red to be a
health
Port D drug is defined in § 423.100 of
a group health plan.
d retiree prescrip tion drug plan
qualifie
health
this part.
Employ ment-b ased retiree
the follOWing require ments are
of
all
if
in
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is
ual
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coverage means coverage of health care
:
satisfied
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this
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423.4
§
plan
health
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(1)
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tion
prescrip
retiree
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Qualifie
on an individ ual's status as a retired
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ed
submitt
retiree
ased
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. The rules for
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(d)
the
meets
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e
coverag
health
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ions as part of
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submitt
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423.884
§
in
The term include s coverage provide d by requirem ents set forth
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subsidy applications are described in
paragraph (c) of this section.
(2) Part D eligible individuals covered
under the plan are provided with
creditable coverage notices in
accordance with § 423.56.
(3) Records are maintained and made
available for audit in accordance with
paragraph (D of this section and
§ 423.888(d).
(b) Disclosure of information. The
sponsor must have a written agreement
with its health insurance issuer (as
defined in 45 CFR 160.103), or group
health plan (as applicable) regarding
disclosure of information to CMS, and
the issuer or plan must disclose to CMS,
on behalf of the sponsor, the
information necessary for the sponsor to
comrly with this subpart.
(c Application. (1) Submitting an
application. The sponsor (or its
designee) must submit an application
for the subsidy to CMS that is signed by
an authorized representative of the
sponsor. The application must be
provided in a form and manner
specified by CMS.
(2) Required information. In
connection with each application the
sponsor (either directly or through its
designee) must submit the following:
(i) Employer Tax ID Number (if
applicable).
lii) Sponsor name and address.
(iii) Contact name and email address.
(iv) Actuarial attestation that satisfies
the standards specified in paragraph (d)
of this section and any other supporting
documentation required by CMS for
each qualified retiree prescription drug
plan for which the sponsor seeks
subsidy payments.
(v) A list of all individuals the
sponsor believes (using information
reasonably available to the sponsor
when it submits the application) are
qualifying covered retirees enrolled in
each prescription drug plan (including
spouses and dependents, if Medicareeligible), along with the information
about each person listed below in this
paragraph:
(Al Full name.
(B) Health Insurance Claim (HIC)
number or Social Security number.
(C) Date of birth.
(D) Gender.
(E) Relationship to the retired
employee.
(vi) A sponsor may satisfy paragraph
(c)(2)(v) of this section by entering into
a voluntary data sharing agreement
(VDSA) with CMS (or any other
arrangement CMS may make available).
(vii) A signed sponsor agreement.
(viii) Any other information specified
by CMS.
(3) Terms and conditions. To receive
a subsidy payment, the sponsor

(through the signed sponsor agreement
or as otherwise specified by CMS) must
specifically accept and agree to:
(i) Comply with the terms and
conditions of eligibility for a subsidy
payment set forth in this regulation and
in any related CMS guidance;
(il) Acknowledge that the information
in the application is being prOVided to
obtain Federal funds; and
(iii) Require that all subcontractors,
including plan administrators,
acknowledge that information provided
in connection with the subcontract is
used for purposes of obtaining Federal
funds.
(4) Signature by sponsor. An
authorized representative of the
requesting sponsor must sign the
completed application and certify that
the information contained in the
application is true and accurate to the
best of the sponsor's knowledge and
belief.
(5) Timing. (i) General rule. An
application for a given plan year must
be submitted by no later than 90 days
prior to the beginning of the plan year,
unless a request for an extension has
been filed and approved under
procedures established by CMS.
(ii) Transition rule. For plan years that
end in 2006, an application must be
submitted by September 30, 2005 unless
a request for an extension has been filed
and approved under procedures
established by CMS.
(6) Updates. The sponsor (or the
designee) must provide updates to CMS
in a manner specified by CMS of the
information required in paragraph (c)(2)
of this section on a monthly basis or at
a frequency specified by CMS.
(7) Data match. Once the full
application for the subsidy payment is
submitted, CMS(i) Matches the names and identifying
information of the individuals
submitted as qualifying covered retirees
with the Medicare Beneficiary Database
(MBD) to determine which retirees are
Part D eligible individuals who are not
enrolled in a Part D plan.
(ii) Provides information concerning
the results of the search in paragraph
(c)(7)(i) of this paragraph (such as names
and other identifying information, if
necessary) to the sponsor (or to a
designee).
(d) Actuarial attestation-general. The
sponsor of the plan must provide to
CMS an attestation in a form and
manner specified by CMS that the
actuarial value of the retiree
prescription drug coverage under the
plan is at least equal to the actuarial
value of the defined standard
prescription drug coverage (as defined

at § 423.100). The attestation must meet
all of the following standards.
(1) Contents of the attestation include
the following assurances:
(i) The actuarial gross value of the
retiree prescription drug coverage under
the plan for the plan year is at least
equal to the actuarial gross value of the
defined standard prescription drug
coverage under Part D for the plan year
in question.
(iil The actuarial net value of the
retiree prescription drug coverage under
the plan for that plan year is at least
equal to the actuarial net value of the
defined standard prescription drug
coverage under Part D for the plan year
in question.
(iii) The actuarial values must be
determined using the methodology in
paragraph (d)(5) of this section.
(2) The attestation must be made by
a qualified actuary who is a member of
the American Academy of Actuaries.
Applicants may use qualified outside
actuaries, including (but not limited to)
actuaries employed by the plan
administrator or an insurer providing
benefits under the plan. If an applicant
uses an outside actuary, the attestation
can be submitted directly by the outside
actuary or by the plan sponsor.
(3)The attestation must be signed by
a qualified actuary and must state that
the attestation is true and accurate to the
best of the attester's knowledge and
belief.
(4) The attestation must contain an
acknowledgement that the information
being provided in the attestation is
being used to obtain Federal funds.
(5) Methodology. (il Basis of the
attestation. The attestation must be
based on generally accepted actuarial
principles and any actuarial guidelines
established by CMS in this section or in
future guidance. To the extent CMS has
not provided guidance on a specific
aspect of the actuarial eqUivalence
standard under this section, an actuary
providing the attestation may rely on
any reasonable interpretation of this
section and section 1860D-22(a) of the
Act consistent with generally accepted
actuarial principles in determining
actuarial values.
(ii) Specific rules for determining the
actuarial value of the sponsor's retiree
prescription drug coverage.
(A) The gross value of coverage under
the sponsor's retiree prescription drug
plan must be determined using the
actual claims experience and
demographic data for Part D eligible
individuals who are participants and
beneficiaries in the sponsor's plan,
provided that sponsors without
creditable data due to their size or other
factors, may use normative databases as
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§ 423.888(d). Failure to comply with
The attestat ion, howeve r, must be
specified by CMS. Sponso rs may use
§ 423.888(d) may result in nonpay ment
days
submitt ed to CMS no later than 60
other actuaria l approac hes specifie d by
or recoup ment of all or part of a subsidy
D
Part
the
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publica
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after
eMS as an alternat ive to the actuaria l
t.
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otherwi
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For
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prescrip tion drug plan must be
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ption drug plan in a plan
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for the upcomi ng calenda r year.
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retiree
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in the amount of 28 percent of
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plan
drug
ption
prescri
the expecte d premiu ms paid by Part D
the allowab le retiree costs (as defined in
plan year that ends March 30, the
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§423.88 2) in the plan year for such
attestat ion for the year April 1, 2007particip ants or their spouses and
attribut able to gross retiree costs
retiree
e
coverag
the
on
based
is
2008
March 30,
depend ents. For sponsor s of plans that
n the cost thresho ld and the cost
betwee
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limit, cost-sh aring and out-of-p
charge a single, integrat ed premiu m or
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d
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The subsidy paymen t is
.
section
D
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e
prescri ption drug coverag
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costs
retiree
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60
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publica tion of the Part D coverage
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retiree
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ed
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submitt
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attestat
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2008.
drug coverage under the sponsor 's plan, for
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costs.
retiree
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2008
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otherwi
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where
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e
coverag
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subpart , plan year is the calenda r,
the 2008 coverage limits would apply.
(iii) Specific rules for calculating the
health
retiree
sed
policy, or fiscal year on which the
ment-ba
Employ
(iv)
d
standar
defined
of
actuarial value
of a plan are kept.
benefit
more
records
or
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e
coverag
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prescription drug coverage under
(2) Transition provisio n. For a
options . For the assuran ce require d
D.
under paragra ph (d)(l)(i) of this section , qualifie d retiree prescri ption drug plan
(A) The gross value of defined
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e
standar d prescrip tion drug coverag
for
option
benefit
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D
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under
subsidy
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§ 423.886 except to the extent the
provisions in this section specify
otherwise.
(b) General payment rules. Payment
under § 423.886 is conditioned on
provision of accurate information. The
information must be submitted, in a
form and manner and at the times
provided in this paragraph and under
other guidance specified by CMS, by the
I
sponsor or its designee.
(1) Timing. Payment can be made on
a monthly, quarterly or annual basis, as
elected by the plansponsor under
guidance specified by CMS, unless CMS
determines that the options must be
restricted because of operational
limitations.
(i) Monthly or quarterly payments. If
the plan sponsor elects for payment on
a monthly or quarterly basis, it must
provide information described in
paragraph (b)(2)(i) of this section on the
same monthly or quarterly basis, or at
such time as CMS specifies.
(ii) Annual payments. If the sponsor
elects an annual payment, it must
submit to CMS actual rebate and other
price concession data within 15 months
after the end of the plan year.
(2) Submission oJ cost data. (i)
Monthly or quarterly payments. If the
plan sponsor elects to receive payment
on a monthly or quarterly basis, it must
submit to CMS, in a manner specified
by CMS, the gross covered retiree planrelated prescription drug costs (as
defined in § 423.882) incurred for its
qualifying covered retirees during the
payment period for which it is claiming
a subsidy payment and any other data
CMS may require. Except as otherwise
provided by CMS in future guidance,
the sponsor must also submit, using
historical data and generally accepted
actuarial principles, an estimate of the
extent to which its expected allowable
retiree costs differs from the gross
covered retiree plan-related prescription
drug costs, based on expected rebates
and other price concessions for the
upcoming plan year. The estimate must
be used to reduce the periodic payments
for the plan year. Final allocation of
price concession data must occur after
the end of the year under the
reconciliation provisions of paragraph
(b)(4) of this section
(ii) Annual payments. If the plan
sponsor elects a one-time final annual
payment, it must submit, in a manner
specified by CMS, within 15 months, or
within any other longer time limit
specified by CMS, after the end of the
plan year, the total gross covered retiree
plan-related prescription drug costs (as
defined in § 423.882) for the plan year
for which it is claiming a subsidy
payment, actual rebate and other price

concession data described in paragraph
(b)(l)(ii) of this section, and any other
data CMS may require. The alternative
is that the sponsor can elect an interim
annual payment, in which case it must
submit the following to CMS, at a time
and in a manner specified by CMS: the
gross covered retiree plan-related
prescription drug costs (as defined in
§ 423.882) incurred for all of its
qualifying covered retirees during the
payment period for which it is claiming
a subsidy payment; an estimate (using
historical data and generally accepted
actuarial principles) of the difference
between such gross costs and allowable
costs (based on expected rebates and
other price concessions for the
upcoming plan year); and any other data
CMS may require.
(3) Payment by eMS. CMS makes
payment after the sponsor's submission
of the cost data at a time and in a
manner to be specified by CMS.
(4) Reconciliation. (i) Sponsors who
elect either monthly, quarterly or an
interim annual payment must submit to
CMS, within 15 months, or within any
other longer time limit specified by
CMS, after the end of its plan year, the
total gross covered retiree plan-related
prescription drug costs (as defined in
§ 423.882), in a manner specified by
CMS; actual rebate and other price
concession data for the plan year in
question; and any other data CMS may
require.
(ii) Upon receiving this data, CMS
adjusts the payments made for the plan
year in question in a manner to be
specified by CMS.
(5) Special rule for insured plans. (i)
Interim payments. Sponsors of group
health plans that provide benefits
through health insurance coverage (as
defined in 45 CFR 144.103) and that
choose either monthly payments,
quarterly payments or an interim annual
payment in paragraphs (b)(l) and (b)(2)
of this section, may elect to determine
gross covered plan-related retiree
prescription drug costs for purposes of
the monthly, quarterly or interim annual
payments based on a portion of the
premium costs paid by the sponsor (or
by the qualifying covered retirees) for
coverage of the covered retirees under
the group health plan. Premium costs
that are determined, using generally
accepted actuarial principles, may be
attributable to the gross prescription
drug costs incurred by the health
insurance issuer (as defined in 45 CFR
§ 144.103) for the sponsor's qualifying
covered retirees, except that
administrative costs and risk charges
must be subtracted from the premium.
(ii) Final payments. At the end of the
plan year, actual gross retiree plan-

related prescription drug costs incurred
by the insurer (or the retiree), and the
allowable costs attributable to the gross
costs, are determined for each of the
sponsor's qualifying covered retirees
and submitted for reconciliation after
the end of the plan year as specified in
paragraph (b)(4)of this section. The data
for the reconciliation can be submitted
directly to CMS by the insurer in a
manner to be specified by eMS. Upon
receiving this data, CMS adjusts the
payments made for the relevant plan
year in a manner to be specified by
CMS.
(c) Use of information provided.
Officers, employees and contractors of
the Department of Health and Human
Services, including the Office of
Inspector General (OIG), may use
information collected under this section
only for the purposes of, and to the
extent necessary in, carrying out this
subpart including, but not limited to,
determination of payments and
payment-related oversight and program
integrity activities, or as otherwise
required by law. This restriction does
not limit OIG authority to conduct
audits and evaluations necessary for
carrying out these regulations.
(d) Maintenance oJ records. (1) The
sponsor of the qualified retiree
prescription drug plan (or a designee),
as applicable, must maintain, and
furnish to CMS or the OIG upon request,
the records enumerated in paragraph
(d)(3) of this section. The records must
be maintained for 6 years after the
expiration of the plan year in which the
costs were incurred for the purposes of
audits and other oversight activities
conducted by CMS to assure the
accuracy of the actuarial attestation and
the accuracy of payments.
(2) CMS or the OIG may extend the 6year retention requirement for the
records enumerated in paragraph (d)(3)
of this section in the event of an ongoing
investigation, litigation, or negotiation
involving civil, administrative or
criminal liability. In addition, the
sponsor of the qualified retiree
prescription drug plan (or a deSignee),
as applicable, must maintain the records
enumerated in paragraph (d)(3) of this
section longer than 6 years if it knows
or should know that the records are the
subject of an ongoing investigation,
litigation or negotiation involving civil,
administrative or criminal liability.
(3) The records that must be retained
are:
(il Reports and working documents of
the actuaries who wrote the attestation
submitted in accordance with
§ 423.884(a).
(iOAll documentation of costs
incurred and other relevant information
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(3) Corporation. The merger of the
sponsor's corporation into another
corporation or the consolidation of the
sponsor's organization with one or more
§ 423 00 Basis and scope.
other corporations, resulting in a new
(a)
sis. This subpart is based on ,
corporate body.
section 1935(a) through (d) of the Act
(b) Change of oVl71ership, exception.
Transfer 'Jf corporate stock or the merger as amen ed by section 103 of the MMA.
(b) Sco e. This subpart specifies State
of another corporation into the
agency
obI ations for the Part D
sponsor's corporation, with the sponsor
surviving, does not ordinarily constitute prescription drug benefit.
change of ownership.
§ 423.902 Deh it ions.
(c) Advance notice requirement. A
The followin definitions apply to
sponsor that has a sponsor agreement in this subpart:
effect under this part and is considering
Actuarial valu
or negotiating a change in ownership
prescription drug nefits is the
must notify CMS at least 60 days before
estimated actuarial alue of prescription
the anticipated effective date of the
drug benefits provide under a
change.
comprehensive Medic 'd managed care
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(d) ASSignment of agreement. When
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(e) Conditions that apply to assigned
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(2) State encounter and enrollme
sponsor agreement is assigned is subject
to all applicable statutes and regulations record databases including cost data;
and
and to the terms and conditions of the
(3) State managed care plan-specific
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financial cost data; and
(4) Other appropriate data.
§ 423.894 Construction.
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Nothing in this part must be
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amount of prescription drug
retiree health coverage, including a
expenditures (as determined bas (l on
qualified retiree prescription drug plan, the most recent National Total rug
from enrolling in a Part D plan;
National Health Expenditure ojections
for the years involved). The owth
(b) A sponsor or other person from
factor for 2007 and succeed' g years
paying all or any part of the monthly
will equal the annual perc tage
beneficiary premium (as defined in
increase in average per c ita aggregate
§ 423.286) for a Part D plan on behalf of
expenditures for covere Part D drugs in
a retiree (or his or her spouse or
the United States for P t D eligible
dependents);
(c) A sponsor from providing coverage individuals for the 1 month period
ending in July of the revious year, as
to Part D eligible individuals under
described in § 423. 04(d)(5)(iv). CMS
employment-based retiree health
provides further tail regarding the
coverage that issources of data t be used and how the
(1) Supplemental to the benefits
annual percent ge increase will be
Provided under a Part D plan; or
determined vi operational guidance to
(2) Of higher actuarial value than the
States.
actuarial value of standard prescription
Base year: edicaid per capito
drug coverage (as defined in
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§ 423.104(d)); or
average 0 :
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(1) T
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pharmacy network for their qualified
for pr scription drugs. reduced by the
retiree prescription drug coverage,
reba adjustment factor; and
without regard to the requirements
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care and non-managed care are
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monthly full dual eligible enroll
populations reported through th
Medicaid Statistical Inforrnatio System
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under Part C of title
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e for full benefits
under title XIX fo the month under any
eligibility catego covered under the
State plan or co prehensive benefits
under a demo strati on under section
1115 of the
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individuals nder Pharmacy Plus
demonstra ons or under a section 1115
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pharma only benefits to these
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of e Act (medically needy) or section
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sed by the SSI program) of the Act for
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or medical assistance in any part of the
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in
IS as having Medicaid drug
bene I coverage and Medicare Part A or
Part B verage. Dual eligibility status
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prescription fill date and the dual
eligibility co e for the prior quarter.
Gross base or Medicaid per capita
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expenditures, in uding dispensing fees
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idy
with in the State Trea sury for rece ipt of all subs
to
ents
rsem
from CMS and prep are appr opri ate disbu
Coun ty.
hly
The State will regu est the subs idies on a mont
s
gros
for
basis from CMS base d upon prem iums paid
costs of ~ualifying retir ees betw een the cost
Inter im paym ents will be
thres hold and cost limi t.
distr ibut ed to Coun ty base d upon the numb er of
Medi care elig ible retir ees and depe nden ts aged
on
65 years and olde r as cont aine d in the appl icati

EXHIBIT

8 --

II

II

....

:

submitted to CMS and approved as eligible for the
subsidy payment by CMS.

5.

A final reconciliation will be submitted to CMS within
15 months after the end of the plan year and
adjustments will be incorporated into future subsidy
payments. Allocation of future subsidy payments to
county will reflect the reconciliation adjustment~
In
the event no subsidy application is filed for a future
year, the State will withhold ten percent (10%) of the
subsidy from the amounts payable for the final month
of the plan year (retainage). The retainage will be
used to make repayments t6 CMS based on the final
reconciliation, as applicable. Any retainage
remaining after reconciliation with CMS will be
disbursed to the County.

6.

The State will comply with the terms and conditions
for obtaining the RDS as outlined in Federal
Regulations (42 C.F.R. §423.880 et seg., (Subpart R)
and other guidance issued by CMS, including conditions
for submission of cost data for obtaining payment and
record retention reguirements.The State may enter in
to an Memorandum of Understanding (MOU) with the EUTF .
to facilitate full compliance.

7•

The State shall comply with the MOU effective July 1,
2003, goyerning privacy of individually identifiable
health information and all other policies and
procedures of the EUTF established to safeguard
against the unauthorized use and disclosure of
information related to the RDS.

RESPON

OF COUNTY

1.

County shall inform the EUTF of its authorization
to release all reguired information necessary for the
submission of the RDS application to the Department of
Budget and Finance (B&F).

2.

County shall comply with the terms and conditions for
the obtaining of the RDS as outlined in Federal
Regulations (42C.F.R. §423.880 et seg., (Subpart R)
and other guidance issued by CMS, including conditions
for submission of cost data for obtaining payment and
record retention requirements.

3.

County shall comply with policies and procedures
governing privacy of individually identifiable health
information and all other policies and procedures of

.. :

the EUTF estab lishe d to safeg uard agai nst the
rela ted
unau thori zed use and disc losu re of infor mati on
to theR DS.
4.

5.

6.

Coun ty shal l desig nate ~ cont act perso n for
of the
coor dina tion with the Stat e in the prep arati on
RDS appl icati on and all follo w-up regu irem ents.
will be
Adm inist rativ e fees as alloc ated inSc hBd ule 1
paid by the Coun ty. The EUTF will adju~t its
reco ver
adm inist rativ e fees in an amou nt suff icien t to
such
the adm inist rativ e cost s but in no even t will
cost s exce ed the amou nt of reba te the coun ty will
Subj ect to EUTF Boar d appr oval , the
rece ive.
adm inist rativ e fees will be inco rpor ated into the
ctiv e
retir ee prem ium rates paid by the empl oyers effe
on July 1,20 06.
of
This agree ment may be amen ded by mutu al agree ment
the part ies.

IN WITNESS THEREOF, the part ies have exec uted this
agree ment .
DATED:

Hono lulu, Hawa ii,
STATE OF HAWAII
By its DIRECTOR OF FINANCE

-

----------------~--------

GEORGINA K. KAWAMURA

DATED:
COUNTY OF MAUl
By its MAYOR

ALAN M. ARAKAWA

APPROVED AS TO FORM:

...
Depu ty Atto rney Gene ral

;

9/14/2005 17:41

Attachment. 1

MEDICARE PART D ADMIN COST ALLOCATION
MEDICARE RETIREE ENROLLMENTS MEDICALIDRUG--MEDICARE ELIGIBLE AS OF 12-31-05
%
Admin Cost Allocation (Annual)
Counts
.
16,405
0.765
59,364
State of Hawaii
C&C of Honolulu
2,997
0.14
10,864
C&C Board of Water
354
0.017
1,319
Hawaii County
739
0.034
2,638
HC Board of Water
58
0.003
233
Maui County
1,552
427
0.02
Kauai County
456
0.021
1,630
Total
21,436
1.00
77,600
77,600·
State
0.765
Counties
0.235
1.00

.d
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