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CMS is pleased to release an updated version of Chapter 14 of the Medicare Prescription Drug
Benefit Manual (Coordination of Benefits (COB)). The updated chapter contains the following
revisions:

1.

2.

Added a description of the new COB notification requirements which replaces the former
COB survey process.

Incorporated the new workers’ compensation Medicare set-aside (WCMSA) data
elements into the table of the COB File data elements and added a discussion of the
action required when these data elements are reported on a member’s COB record.
Clarified existing policy related to refunds and overpayments resulting from retroactive
claims adjustments.

Added a discussion of the new limited income newly eligible transition (LI NET)
program which replaces the detailed description of the special transition period for
retroactive enrollment situations.

Clarified that the requirement for retrospective resolution with other payers also includes
working with beneficiaries and others who have paid or are holding receivables on the
beneficiary’s behalf.

Revised appendices to delete the COB survey and update the automated TrOOP balance
transfer guidance and the discussion of the Part D requirements waived for the Programs
for All-inclusive Care for the Elderly (PACE) organizations.

The revised manual will be posted at
http://www.cms.hhs.gov/PrescriptionDrugCovContra/12_PartDManuals.asp#TopOfPage. Any

questions regarding this manual chapter may be directed to Deborah Larwood on (410)786-9500,
or via email at Deborah.Larwood@cms.hhs.gov .
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10 — Introduction
(Rev. 4; Issued: 09-26-08; Effective/Implementation Date: 09-26-08)

This chapter provides guidance to Part D sponsors regarding our requirements and
procedures for coordination of benefits (COB) with other providers of prescription drug
coverage. The chapter is divided into five main areas:

e Section 20 — Overview

e Section 30 — CMS Requirements

e Section 40 — Beneficiary Requirements

e Section 50 — Part D Sponsor Requirements

e Section 60 — Coordination of Benefit Activities of Non-Part D Payers

20 — Overview
(Rev. 12, Issued: 03-19-10, Effective Date: 01-01-10; Implementation Date: 01-01-10)

Part D sponsors are required to coordinate with State Pharmaceutical Assistance
Programs (SPAPs) and other providers of prescription drug coverage with respect to the
payment of premiums and coverage, as well as coverage supplementing the benefits
available under Part D." The Medicare Modernization Act (MMA) specified that these
coordination requirements must relate to the following elements: (1) enrollment file
sharing; (2) claims processing and payment; (3) claims reconciliation reports; (4)
application of the protection against high out-of-pocket expenditures by tracking true out-
of-pocket (TrOOP) expenditures; and (5) other processes that CMS determines.

When a Medicare Part D enrollee has other prescription drug coverage, COB allows the
plans that provide coverage for this same beneficiary to determine each of their payment
responsibilities. This process is necessary in order to avoid duplication of payment and
to prevent Medicare from paying primary when it is the secondary payer. While this is
the principal purpose of COB within the contexts of Medicare Parts A and B, COB also
serves an additional function within the Part D context: it provides the mechanism for
support of the tracking and calculating of beneficiaries’” “true out-of-pocket” (TrOOP)
expenditures, or “incurred costs” as defined in the MMA and CMS’ implementing
regulations. Costs for covered Part D drugs are treated as “incurred” only if they were
paid by the individual (or by another person, such as a family member, on behalf of the
individual), paid by CMS on behalf of a low-income subsidy-eligible individual, or paid
under a qualified SPAP as defined in CMS regulations. Costs do not count as “incurred”
when: 1) no benefits are provided because of the application of either a formulary or the

! Under 42 CFR 423.458(d), Part D requirements may be waived for Programs of All-Inclusive Care for the
Elderly (PACE) organizations if the requirements are determined to be duplicative of, or in conflict with,
provisions that would otherwise be applicable to these organizations. Appendix F provides additional guidance
on the applicability of the COB requirements to PACE organizations.



Medicare Secondary Payer (MSP) laws, or 2) when costs are reimbursed through
insurance or otherwise, a group health plan, or similar third party arrangement.
Therefore, only certain costs not paid for by the Part D sponsor count toward TrOOP. In
2009, under the defined standard Part D benefit, catastrophic coverage is triggered only
after $4,350 of TrOOP expenditures; in 2010, this amount increases to $4,550.

The MMA provided CMS with authority to impose user fees to defray the costs of Part D
COB activities, as well as to retain a portion of those user fees to offset costs associated
with the TrOOP facilitation process. The MMA prohibits CMS from levying user fees on
SPAPs, however. In CMS’ regulations, CMS clarifies that only Part D sponsors — not
SPAPs or other payers — will be assessed user fees beginning in 2006. However, CMS
also notes that, while Part D sponsors may charge user fees to other payers for COB
activities, these user fees must be reasonable and related to the Part D sponsors’ actual
costs of COB with these entities. In addition, any user fees Part D sponsors charge other
entities must specifically exclude those activities which are covered by the user fees CMS
in collecting for COB. Thus, for example, Part D sponsors may not charge user fees for
activities such as the costs of the claims transaction by supplemental payers (since Part D
user fees funded by CMS are used in part for that purpose), but sponsors may charge for
activities such as the exchange of claims data.

Although this chapter provides guidance primarily for Part D sponsors, the various
processes associated with COB involve interaction between multiple parties. For that
reason, CMS provides detailed guidance regarding the COB requirements applicable to
the various parties including beneficiaries, Part D sponsors, and other payers.

In Appendix A of this guidance, CMS provides an illustration of how the TrOOP
facilitation process works. Appendix B contains a list of Web sites relevant to COB and
referenced in this chapter and Appendices C and D respectively include the automated
TrOOP balance transfer guidance and the related addendum for PACE organizations.
Appendix E provides detail on specific issues that may relate to (or be of particular
interest to) other payers and entities with which Part D sponsors, per the requirements of
42 CFR 423.464(f), are required to coordinate, including SPAPs, Medicaid, VA,
TRICARE, Indian Health Service and tribal health coverage, safety-net providers, patient
assistance programs (PAPs), personal health savings vehicles, AIDS drug assistance
programs (ADAPs), PACE plans, and Medicare Part B. Further guidance on systems
requirements and technical details involved in the COB process has been issued in other
communications and is included here by reference. In Appendix F, CMS addresses the
applicability of COB to PACE requirements.

30 — CMS Requirements
(Rev. 4; Issued: 09-26-08; Effective/Implementation Date: 09-26-08)

CMS leveraged its existing Medicare COB processes to facilitate COB under Part D. In
addition, through the use of a TrOOP facilitation process that uses an existing industry

claims transactions set (described in further detail in section 30.4 of this chapter), CMS
supports the tracking and calculation of enrollees” TrOOP balances by Part D sponsors.



30.1 — Enrollment File Sharing
(Rev. 12, Issued: 03-19-10, Effective Date: 01-01-10; Implementation Date: 01-01-10)

Prior to the enactment of the mandatory insurer reporting provision of the Medicare,
Medicaid, and SCHIP Extension Act of 2007 (Section 111 of P.L. 110-173), except for
employers/union plans that are required by MSP-related law to report enrollment
information on certain active employees, there was no requirement for other payers of
health benefits to report their enrollment to CMS or the plans. The COB enrollment file
sharing programs provide inherent incentives for other payers to coordinate drug benefits.
Thus, many other payers voluntarily provide information regarding prescription drug
coverage they offer that is either primary or supplemental to Part D.

Beginning in 2009, the new mandatory insurer reporting of MSP group health coverage
became operationally effective. The provisions implemented January 1, 2009, require the
reporting of information about group health plan arrangements, and those provisions
implemented July 1, 2010 require the reporting of information about liability insurance,
no-fault insurance, and workers' compensation. Although these requirements are not
specific to Part D, CMS encourages insurers providing prescription drug coverage to
include this information in their mandatory reporting.

CMS coordinates benefits with other payers with respect to Part A and B coverage to
reduce mistaken payments and administrative expenses that would otherwise be incurred
by the Medicare program. The CMS COB contractor collects information on
beneficiaries’ other coverage primarily through the use of data sharing agreements. The
Voluntary Data Sharing Agreements (VDSAS) and Coordination of Benefits Agreements
(COBAS) that already existed were modified to include Part D information. CMS also
created new types of agreements, such as those with SPAPs, specifically for the exchange
of Part D information.

After the data sharing agreement is executed, the other payer sends the COB contractor a
file of it enrollees. For Part D purposes, the COB contractor: 1) compares the list of the
other payer’s enrollees to the current population of Medicare Part D enrollees; 2) captures
and maintains the resulting matches and any information updates; and 3) transmits the
matches/updates to the CMS Medicare Beneficiary Database (MBD). CMS sends this
information as often as daily to the TrOOP facilitator and the Part D sponsor for the
sponsor’s enrollees. The data consist of a detail record for each enrollee whose other
payer information is reported in the attachments to the detail record. Attachments to the
detail record may include up to 20 primary records containing information on other
payers that are primary to Part D, and up to 20 supplemental records containing
information on payers that pay after Part D. The data elements that are included, if
applicable, in the detail, primary and supplemental records are reflected in tables below.

Table 30.1-1 COB File—Data Elements in Detail Record

Record Type
HICN/RRB Number



SSN

Date of Birth

Gender Code
Contract Number
Plan Benefit Package
Action Type

Table 30.1-2 COB File—Data Elements in Primary Record

Record Type

HICN/RRB Number

SSN

Date of Birth

Gender Code

RxID Number

RxGroup Number

RXBIN Number

RXPCN Number

Rx Plan Toll Free Number
Sequence Number

COB Source Code

MSP Reason (Entitlement Reason from COB)
Coverage Code

Insurer's Name

Insurer's Address-1
Insurer's Address-2
Insurer's City

Insurer's State

Insurer's ZIP Code

Insurer TIN

Individual Policy Number
Group Policy Number
Effective Date
Termination Date
Relationship Code

Payor 1D

Person Code

Payer Order

Policy Holder's First Name
Policy Holder's Last Name
Policy Holder's SSN
Employee Information Code
Employer's Name
Employer's Address 1
Employer's Address 2
Employer's City
Employer's State



Employer's ZIP Code

Filler

Employer TIN

Filler

Claim Diagnosis Code 1
Claim Diagnosis Code 2
Claim Diagnosis Code 3
Claim Diagnosis Code 4
Claim Diagnosis Code 5
Attorney's Name

Attorney's Address 1
Attorney's Address 2
Attorney's City

Attorney's State

Attorney's ZIP

Lead Contractor

Class Action Type
Administrator Name
Administrator Address 1
Administrator Address 2
Administrator City
Administrator State
Administrator ZIP

WCSA Amount

WCSA Indicator

WCMSA Settlement Date
Administrator’s Telephone Number
Total Rx Settlement Amount
Rx Included in the WCMSA Settlement

Table 30.1-3 COB File—Data Elements in Supplemental Record

Record Type

HICN/RRB Number
SSN

Date of Birth

Gender Code

RxID Number

RxGroup Number
RxBIN Number

RXPCN Number

Rx Plan Toll Free Number
Sequence Number

COB Source Code
Supplemental Type Code
Coverage Code

Insurer's Name



Insurer's Address-1
Insurer's Address-2
Insurer's City
Insurer's State
Insurer's ZIP Code
Individual Policy Number
Group Policy Number
Effective Date
Termination Date
Relationship Code
Payor 1D

Person Code

Payer Order

Further information about the format and business rules of the COB file to sponsors is
contained in Section 10 of the Plan Communications User’s Guide (PCUG); the guide is
available on the CMS Web site. For further information about current Medicare COB
processes, see the Medicare Part D COB Web site. (See Appendix B for the specific
Web addresses for these sites.)

The COB contractor will send as much information as is available. In some cases, CMS
through the COB contractor may determine there is other prescription drug coverage, but
may be unable to identify the Rx identifiers. In such cases, CMS will supply the
information so that the sponsors are at least aware of the other coverage.

30.2 — Validation of Information About Other Payers
(Rev. 4; Issued: 09-26-08; Effective/Implementation Date: 09-26-08)

When a Part D sponsor or a beneficiary provides information to the COB contractor
about other coverage, the COB contractor validates the completeness of this information,
then applies and maintains it in MBD. MBD transmits this information to both the
TrOORP facilitator and Part D sponsors from the Medicare Advantage-Prescription Drug
(MARX) system via the COB file.

The COB contractor’s role in Part D COB is to assist sponsors in identifying other
coverage and in determining whether other payments count toward the beneficiary’s
TrOOP by specifying the supplemental payer type.

The table below crosswalks the TrOOP eligibility of payments by other payers with the
MSP reason codes and insurance or coverage type codes on the COB file.

Table 30.2-1-Other Payer Codes and TrOOP Eligibility

Other Payer MSP Reason Code Insurance or Relationship | TrOOP
Coverage Type | of Coverage | Eligibility
Code to Medicare




Employer Group | A (Working Aged) Primary N
Health Plan B (ESRD)
G (Disabled)
Non-Employer D (Auto insurance; Primary N
Group Health no fault)
Plan E (Workers’
Compensation (WC))
L (Liability)
H (Black Lung (BL))
Secondary L (Supplemental Secondary N
Insurance insurance)
M (Medigap)
O (Other)
Federal T (Federal Secondary N
Government Employees
Programs Health Benefit
Program
[FEHBP],
Veterans
Administration
(VA) coverage',
Indian Health
Service
(IHS)/Tribal
coverage®)
2 (TRICARE)
Other Payer MSP Reason Code Insurance or Relationship TrOOP
Coverage Type | of Coverage | Eligibility
Code to Medicare
Qualified State Q Secondary Y
Pharmaceutical
Assistance
Program (SPAP)®
Non-qualified N Secondary N
SPAP
Medicaid 1 Secondary N
Manufacturer P Secondary N
Patient
Assistance
Program (PAP)!
AIDS Drug S Secondary N
Assistance
Programs

(ADAPs)




Charities R Secondary Y
Health Z Secondary N
Reimbursement

Accounts

(HRAS)’

! Coverage is separate and distinct from Part D; see Appendix E for further discussion.

% Tribes using Tribal-only money qualify as TrOOP-eligible, but manual processing will
be necessary to handle these cases.

® State-only funded SPAPs

* For non-working, aged beneficiaries, payments are secondary to Medicare and non-
TrOOP-eligible

30.3 — Establishing the Order of Payment for Part D Coordination of

Benefits (COB)
(Rev. 4; Issued: 09-26-08; Effective/Implementation Date: 09-26-08)

In order to provide a consistent set of rules for the order of payment on Part D claims and
establish a basis for the accurate calculation of the TrOOP balance, CMS establishes that
Part D sponsors and all secondary payers on Part D claims should adhere to the following
order of payment standards. All payers are legally required to adhere to MSP laws and
any other federal and state laws establishing payers of last resort (e.g., TRICARE). Inall
other situations, the Rules for Coordination of Benefits adopted in the most current
National Association of Insurance Commissioners Coordination of Benefits Model
Regulation should be followed.

The COB contractor includes payment order indicators on other payer records it sends to
MBD. Sponsors use this data element to sort COB records for display in reply
transactions to the pharmacy. The COB contractor calculates payer order based on MSP
rules, relationship to policyholder, and type of supplemental insurance. Rules for using
the payment order indicator are contained in the PCUG.

30.4 — Contracting with a TrOOP Facilitation Contractor
(Rev. 12, Issued: 03-19-10, Effective Date: 01-01-10; Implementation Date: 01-01-10)

All Part D sponsors must correctly calculate the TrOOP amount in order to properly
adjudicate beneficiary claims, as well as to communicate this information to plan
enrollees. This process is logistically complex because there may be multiple payers (for
example, SPAPs or employer or union plans). True COB, in which the order of payment
among multiple payers with responsibility for paying prescription drug claims on behalf
of an individual is established and programmed into the systems of the secondary payers,
did not generally take place in pharmacy benefit management prior to Part D
implementation. In lieu of Part D sponsors separately setting up procedures to coordinate
benefits with every other payer with responsibility for drug coverage for one of their Part
D enrollees, CMS published a request for comment on the feasibility of an online real-
time process. In response to this CMS request, representatives from pharmacies,
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pharmacy benefit manager (PBM) companies, pharmacy data processing and standard-
setting organizations provided extensive input and comments to design an automated
solution for COB and the facilitation of the TrOOP accounting process. The industry,
working in collaboration with the National Council of Prescription Drug Programs
(NCPDP), developed a TrOOP facilitation process that allows the majority of pharmacy
claims processing to take place “real time” at the pharmacy at point of sale (POS). To
this end, supplemental payers are required to utilize the Health Insurance Portability and
Accountability Act (HIPAA) coordination of benefits transaction standard, which
requires the use of the NCPDP Telecommunication Standard to communicate secondary
payer transactions back to the primary Part D sponsor for purposes of tracking TrOOP in
real time. Version C.1 of the NCPDP Implementation Guide first detailed the processing
requirements involved in the TrOOP facilitation process.

In 2005, CMS awarded a contract to NDC Health (d.b.a RelayHealth) to act as the
TrOORP facilitation contractor (also referred to as the TrOOP facilitator) for Part D claims
processing. The TrOOP facilitation contractor, in conjunction with CMS, is responsible
for establishing procedures for facilitating eligibility queries (E1 transactions) at POS,
identifying costs that are being reimbursed by other payers and alerting Part D sponsors
about such transactions, and facilitating the transfer of TrOOP-related data when a
beneficiary changes plan enrollment during the coverage year.

30.4.1 - TrOOP Facilitation Process
(Rev. 12, Issued: 03-19-10, Effective Date: 01-01-10; Implementation Date: 01-01-10)

With the implementation of Medicare Part D, new electronic transaction capabilities
became available to pharmacies. These offer pharmacies the ability to submit eligibility
inquiries without the need to fill a prescription and to bill payers supplemental to
Medicare.

A pharmacy uses the eligibility inquiry process, known as an E1 transaction, to submit
real-time transactions to the TrOOP facilitator. Eligibility transactions are used to
determine a Medicare beneficiary’s Part D coverage information. Pharmacies use this
service when the beneficiary does not have their Medicare Part D Plan Card information
to retrieve information needed to bill a claim to a patient’s insurance plan, or to determine
billing order if the beneficiary has multiple insurance coverage.

Part D sponsors, supplemental payers, switches (claims routers), and the TrOOP
facilitator must interact to accurately track a patient’s true out-of-pocket expenses.
Claims to supplemental payers, known as B transactions, are submitted by the pharmacy
to their switch. The switch will forward to the TrOOP facilitator the B transactions that
are not rejected by the supplemental payer and that contain an RxBIN/Processor Control
Number (PCN) combination for a plan that covers Medicare Part D beneficiaries. This
RxBIN/PCN combination is the flag that switches use to route the data to the facilitator.

The TrOOP facilitator uses the B transaction to trigger the creation of a reporting
transaction (Nx) and delivers the N transaction to the Part D sponsor in real-time. All

1"



supplemental billing claims must be processed through a switch so that the switch can
deliver the transactions to the TrOOP facilitator to enable accurate TrOOP reporting at
the Part D sponsor.

30.4.2 - Enhancements to E1 Transactions
(Rev. 12, Issued: 03-19-10, Effective Date: 01-01-10; Implementation Date: 01-01-10)

Prior to the implementation of Part D in 2006, additional functionality for eligibility
inquiries was made available through an enhanced E1 transaction. This enhanced E1
capability enables pharmacies to separately request verification of a beneficiary’s
Medicare Part A/B eligibility— an essential step in the POS facilitated enrollment
process (described in section 50.15 of this chapter).

As of December 1, 2006, further enhancements to the E1 inquiry added data elements
and explicit messaging to the E1 response. Expanding the E1 response to include, for
example, the Part D sponsor’s contract number, benefit 1D, benefit effective date and
benefit termination date, better informs pharmacies of beneficiaries’ enrollment in Part D
and assists pharmacists with processing beneficiary prescriptions. Because of the
significant advantages associated with the enhanced E1, effective April 1, 2009, CMS
discontinued support for the original E1 eligibility query and now supports only the
enhanced E1. For more information about the E1 transactions, see the RelayHealth Web
site. See Appendix B for the specific Web address.

30.4.3 — Real-time Versus Batch Processing
(Rev. 12, Issued: 03-19-10, Effective Date: 01-01-10; Implementation Date: 01-01-10)

For instances in which Part D plan enrollees’ secondary coverage is identified in advance
by CMS systems (as described in section 30.1 of this chapter), multiple-payer claims are
automatically adjudicated at the POS. The TrOOP facilitation contractor captures
secondary payer claims transactions based on unique routing information collected
previously at enrollment or through the COB contractor’s system. The TrOOP
facilitation contractor also has a batch process available for claims that it receives in a
manner other than real time (for example, claims from programs such as the Indian
Health Service (IHS) or those presented by the beneficiary to a secondary payer in hard
copy). Other payers can then send their paid claims data directly to the TrOOP
facilitation contractor in batch form. Once the contractor receives the batched paid
claims data, it will follow the same online process, creating an NCPDP Nx transaction
and sending it to the beneficiary’s Part D sponsor for accurate TrOOP recalculation.

30.4.4 — Enhancements to Nx Transactions
(Rev. 12, Issued: 03-19-10, Effective Date: 01-01-10; Implementation Date: 01-01-10)

CMS, through the TrOOP facilitation contractor, continues to seek to enhance Nx
transactions. One such enhancement would involve the creation by the TrOOP facilitator
of a unique Transaction Reference ID for each N1 transaction created and the inclusion of
this ID in subsequent N transactions routed to the Part D sponsor. In handling
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adjustments and reversals, the TrOOP facilitator would use certain designated fields to
match the B transactions to prior N1 transactions. When a B2 transaction is received
without a Cardholder ID, the facilitator would use the fields to match the B2 transaction
to the prior N1 transaction in order to retrieve the Cardholder ID for inclusion in the N2
transaction to the Part D sponsor. If an adjustment/reversal matches a prior B1
transaction on all the designated fields, the facilitator would include the Transaction
Reference ID from the N1 transaction for the matched claim on the N2 and N3
transactions routed to the Part D sponsor. So, when the facilitator sends an N2, N3
and/or a final N1 transaction to a Part D sponsor, the transaction reference number would
be consistent among all transactions for the same prescription/service claim. CMS and
the TrOOP facilitation contractor will provide guidance on this enhancement as soon as it
is available.

30.4.5 - TrOOP Accounting
(Rev. 4; Issued: 09-26-08; Effective/Implementation Date: 09-26-08)

Part D sponsors should note information about a payer’s TrOOP eligibility status based
on the information in the COB file in order to determine whether or not a payment should
count toward TrOOP. CMS recognizes that pharmacies play an integral role in claims
processing and TrOOP accounting, and CMS has engaged pharmacists in extensive
outreach efforts so that they fully understand how they can interact with these systems.
For more detail about the TrOOP facilitation process, see Appendix A.

30.5 — Assessment of COB User Fees
(Rev. 12, Issued: 03-19-10, Effective Date: 01-01-10; Implementation Date: 01-01-10)

The MMA provided CMS with the authority to impose user fees to facilitate the transfer
of information necessary for benefit coordination. In conjunction with this authority,
CMS is using the fees for activities such as, covering the cost of Nx transactions, funding
the COB contractor, and supporting CMS systems upgrades for transferring COB data to
sponsors.

For the 2009 contract year, the Part D COB user fee was significantly increased, and
CMS undertook some major projects — automated TrOOP balance transfer, mandatory
reporting of Medicare secondary payer information, and the de-linking of the enrollment
and payment modules in MARX — to improve the quality, reliability and timeliness of
COB-related data. Upon review of the incremental ongoing costs of COB activities, the
Part D COB user fee was decreased to $1.89 per enrollee per year for the 2010 contract
year. This COB user fee will be collected at a monthly rate of $0.21 for the first 9 months
of the coverage year (for an annual rate of $0.16 per enrollee per month) for a total user
fee of $1.89 per enrollee per year.

40 — Beneficiary Requirements
(Rev. 4; Issued: 09-26-08; Effective/Implementation Date: 09-26-08)
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40.1 - Providing Information to Sponsors on Other Coverage
(Rev. 12, Issued: 03-19-10, Effective Date: 01-01-10; Implementation Date: 01-01-10)

Beneficiaries must supply Part D sponsors with information about other prescription drug
coverage the beneficiaries have. As provided in the MMA, beneficiaries are legally
obligated to report this information, and any material misrepresentation of such
information by a beneficiary may constitute grounds for termination of coverage from
Part D. CMS guidance on material misrepresentation regarding third party
reimbursement and disenrollments for this reason is provided in section 40.2.5 of the
Prescription Drug Plan (PDP) Eligibility, Enrollment and Disenrollment Guidance
available on the CMS Web site. See Appendix B for the specific Web address. Part D
sponsors regularly notify their enrollees of the other prescription drug coverage
information on the COB file from CMS (as described in section 50.2 of this chapter) and
report new and/or updated information reported by the beneficiary to the COB
Contractor for validation. Further information on coordination of benefits when a
beneficiary has other prescription drug coverage is available in Medicare & You 2010
and Your Guide to Medicare Prescription Drug Coverage. These are available on the
Medicare Web site; see Appendix B for the specific Web address for accessing Medicare
beneficiary publications.

40.2 — Using On-line Processing
(Rev. 4; Issued: 09-26-08; Effective/Implementation Date: 09-26-08)

CMS expects beneficiaries to take advantage of automated real-time prescription drug
claim processing whenever it is available so that the supplemental payer information can
be utilized to coordinate benefits seamlessly at the point of sale. Paper claim (receipt)
submission should be limited to those situations (such as out-of-network pharmacies) in
which on-line claims processing is not available at the pharmacy in order to promote
accurate TrOOP accounting, and to minimize both administrative costs to the Part D
sponsors and the Medicare program as well as opportunities for fraudulent duplicative
claim reimbursements.

40.3 — Submitting Documentation for Off-line Processing on a Timely

Basis
(Rev.)
(Rev. 4; Issued: 09-26-08; Effective/Implementation Date: 09-26-08)

Beneficiaries are responsible for submitting documentation for purchases that are made
off-line (i.e., when on-line claims processing is not available at the pharmacy). These
would include out-of-network claims, claims resulting from the use of drug discount
cards other than that of the beneficiary’s Part D sponsor, as well as other occasions on
which the beneficiary had to pay and submit a paper claim to the plan. It is the
beneficiary’s responsibility to submit documentation to the Part D sponsor so that
beneficiary TrOOP balance and other accumulators can be updated timely.
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50 — Part D Sponsor Requirements
(Rev. 4; Issued: 09-26-08; Effective/Implementation Date: 09-26-08)

50.1 — Providing 4Rx Data on Primary Coverage
(Rev. 12, Issued: 03-19-10, Effective Date: 01-01-10; Implementation Date: 01-01-10)

Effective August 2007, all plan-submitted enrollment transactions to the MARX system
must include 4Rx data. The 4Rx data, including the RxBIN, Processor Control Number
(PCN), Group ID (RxGRP) and Cardholder ID (RxID), are identifying data required for
claims routing. If CMS accepts the enrollment transaction, the enroliment information
with the 4Rx data are sent by the MBD to the TrOOP facilitation contractor to support
eligibility (E1) transactions from pharmacies, which are needed anytime a beneficiary
presents for the first time at a pharmacy and does not have a plan-issued card for drug
benefits. For CMS-generated enrollment transactions, including auto-enrollments,
facilitated enrollments, plan rollovers, reassignments, and user interface transactions, Part
D sponsors are required to submit the 4Rx data via a 72 transaction to CMS within 72
hours of the sponsor’s receipt of the Transaction Reply Report (TRR) reporting these
enrollments to the sponsor.

Two important benefits accrue as a result of this change in the enrollment process.
CMS and the TrOOP facilitation contractor have a set of 4Rx data for all enrollees
whose transactions have been processed successfully in CMS systems. In
addition, most of the time lag between CMS accepting an enrollment and the
TrOORP facilitation contractor having 4Rx data has been eliminated.

50.2 — Notifying Beneficiaries Regarding Other Prescription Drug

Coverage on File and Transmitting Updated Information to CMS
(Rev. 12, Issued: 03-19-10, Effective Date: 01-01-10; Implementation Date: 01-01-10)

As provided in the MMA, beneficiaries are legally obligated to report information about
other prescription drug coverage or reimbursement for prescription drug costs that the
beneficiaries have or expect to receive; any material misrepresentation of such
information by a beneficiary may constitute grounds for termination of coverage from a
Part D plan. Therefore, prior to 2009, Part D sponsors were required to regularly survey
their enrollees regarding any other prescription drug coverage they may have had and
report that information — including, if known, any Rx data (RxBIN, PCN, RxGRP, and
RxID) - to the COB contractor so that it could be validated, captured, and maintained in
MBD for COB purposes.

Since the implementation of Part D, the number of other payers participating in
voluntary data sharing agreements with CMS has grown, improving the volume and
quality of the other payer information available to Part D sponsors on the COB file.
Additionally, the implementation of the new MSP reporting in 2009 for group health plan
and non-group health plan insurers, including liability (including self-insurance), no-
fault insurance, and workers’ compensation, will continue to expand the other payer
information available for COB. Given these developments, CMS revised the Part D
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beneficiary COB survey requirements. Beginning in 2010, in lieu of a survey, Part D
sponsors are required to notify each beneficiary of his/her other prescription drug
coverage information as reflected in the COB file from CMS and request that the
beneficiary review the information and report back only updates (that is, corrections to
existing information and new coverage information) to the sponsor.

The new process will be required annually for current enrollees and for new enrollees
within 30 days of the date the sponsor processes a beneficiary’s enrollment. The annual
and 30-day COB notifications will be sent only to enrollees with existing other coverage
information on the COB file. If there is no coverage information on the COB file for the
beneficiary, no annual or 30-day COB notification is required. However, if a new
enrollee has no other drug coverage information on the COB file, but provided a positive
response on the application concerning other drug coverage, then the sponsor must
follow up with the beneficiary to obtain sufficient credible information concerning their
other coverage to report to the COB contractor via Electronic Correspondence Referral
System (ECRS).

Absent a report of corrected or new information from the beneficiary, sponsors can
assume the existing information is correct and there will be no need for follow-up with
non-responding beneficiaries. Likewise, if a sponsor receives no response to their initial
follow-up with a new enrollee who responded positively on the application regarding
other prescription drug coverage, but has no other coverage on the COB file, sponsors
can assume the application response was in error and no further sponsor action is
required. CMS believes this new process, which provides for periodic review and
correction of the CMS COB data, will further enhance the quality of the data available to
Part D sponsors for COB.

Although this new process is required in 2010, sponsors may elect to substitute the new
approach sooner and were encouraged to do so. Sponsors electing to use the new
approach in 2009 could substitute the new process for all beneficiaries or use the new
process for beneficiaries who failed to respond to the sponsor’s regular COB survey. In
either situation, the previously required follow-up of non-responding beneficiaries was
eliminated.

Sponsors have the flexibility to design their COB notification process according to their
own needs. Likewise, sponsors have the flexibility to design their COB notices and are
not required to submit them to CMS for marketing material review. Sponsors may
provide the COB notification by telephone, mail, email if available, or in-person. The
notification process should not require that the beneficiary provide his or her SSN;
instead, sponsors should use other identifiers, such as the Member ID. Also, if the COB
notices are mailed, in addition to providing a self-addressed return envelope for
beneficiaries to report updated or new coverage information, sponsors should include a
mailing address and telephone number on the notice to be used in case the envelope is
lost or damaged and the beneficiary has new or updated coverage information to report.
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Anytime a Part D sponsor receives information concerning an addition or revision to
existing other coverage information, the new or revised information should be sent
electronically via ECRS to the COB contractor within 30 days of receipt. Sponsors
should not transmit information about other coverage that the COB contractor has
already applied to MBD and that the sponsor has already received in the COB file, but
rather only change transactions.

When an ECRS transaction is received from a Part D sponsor, the information received
is automatically stored in the COB contractor system. The contractor edits the
transaction to ensure the information furnished is valid, complete and consistent.
Transactions failing these front-end edits are rejected back to the sponsor. Transactions
that pass the front-end edits are moved through the COB contractor system for further
processing. If the information on the transaction from the sponsor is determined
insufficient to process the transaction to completion, the COB contractor will undertake
development action to obtain additional information. Development action can take up to
100 days--- 45 days each for an initial development letter and a second development
letter and 5 days for mailing time per letter. If the COB contractor sent development
letters, but received no response, the contractor will attempt to take the requested action;
however, if the contractor is unable to take action, the contractor will close the
transaction and indicate on the response file to the sponsor that no development response
was received.

50.3 — Connecting to Systems Supporting COB
(Rev. 12, Issued: 03-19-10, Effective Date: 01-01-10; Implementation Date: 01-01-10)

Data from CMS to sponsors

The COB contractor performs a daily update of information on other coverage to MBD.
Sponsors must establish connectivity with CMS systems, which, among other things,
allows Part D sponsors to have direct access to other payer status information as often as
their business requirements indicate. Every Federal business day, the COB contractor
pushes out updated information to MBD and then CMS sends the COB file to the Part D
sponsors. For more information on receiving COB files, see the Plan Communications
User’s Guide (PCUG) available on the CMS Web site. (Refer to Appendix B for the
Web address.) It is incumbent upon Part D sponsors to identify any changes to existing
other payer information available in CMS systems and to send those changes to the COB
contractor.

Beginning in March 2010, CMS plans to create and issue to each Part D sponsor an
annual full replacement COB file for all the sponsor’s Part D enrollees. This file will
include all the sponsor’s Part D enrollees as of February 1% of the current year.

Data from sponsors to the COB system

There is an electronic interface between Part D sponsors and the COB contractor known
as the Electronic Correspondence Referral System (ECRS). ECRS allows Part D
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sponsors to submit post-enrollment transactions that change or add to currently known
COB information. Part D sponsors may send ECRS transactions in any of three possible
ways: 1) by using Network Data Mover (NDM) (a secure file transfer process) to
connect to the ECRS Online Application; 2) by using NDM to send an ECRS flat file; or
3) by using a current SFTP connection to send an ECRS flat file. Part D sponsors are
updated on the status of these transactions as they move through the COB systems and
are informed of the determination made by the COB contractor on the transactions via a
COB data report/file. Further information on ECRS is contained in the ECRS User
Guide available on the CMS Web site; see Appendix B for the specific Web address.

The data provided by the COB contractor on supplemental payers and order of payment
is generally the best available information for Part D sponsors and pharmacies to act
upon. However, it is important to note that Part D sponsors must coordinate benefits with
all other payers providing coverage for covered Part D drugs, even if the COB contractor
is unaware of some payers who have submitted batched claims after the point-of-sale
transaction at a network pharmacy. Although the COB contractor may be unaware of
them, these other payers may submit claims directly to the Part D sponsor or through the
TrOOP facilitation contractor, thereby enabling benefit coordination by the Part D
sponsor. Once a sponsor becomes aware of these other payers, sponsors must submit this
information via ECRS to the COB contractor.

Sponsors should utilize the electronic interface established with CMS (via the MARX
system) to handle plan enrollments, to transmit certain other payer data elements upon
enrollment, and to receive daily transmissions of validated COB information. As new
information about other prescription drug coverage is discovered, sponsors should use
ECRS to send the information to CMS. Sponsors should not use the enrollment update
transaction to communicate this subsequent information.

Beyond the electronic data transfers requirements described above, Part D sponsors must
establish procedures for at least weekly COB file processing. Sponsors are required to
not only receive information, but also apply it to their systems.

50.4 — Processing Claims and Tracking TrOOP
(Rev. 12, Issued: 03-19-10, Effective Date: 01-01-10; Implementation Date: 01-01-10)

Part D sponsors must correctly calculate the TrOOP amount in order to properly
adjudicate beneficiary claims, as well as to communicate this information to plan
enrollees. In order to calculate TrOOP, Part D sponsors will have to determine if other
entities have made payments on covered drugs, and whether such payments fall under the
legal definition of incurred costs (as described in 42 CFR 8423.100). CMS assists in this
process by providing a TrOOP facilitation contractor (described in section 30.4 of this
chapter). The TrOOP facilitation process requires that supplemental payers utilize the
HIPAA coordination of benefits transaction standard, which requires the use of the
NCPDP Telecommunication Standard to communicate other payer transactions back to
the primary Part D sponsor for purposes of tracking TrOOP in real time. Part D sponsors
are required to process claims and track TrOOP in real time, including providing known
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supplemental payer information to the pharmacy and accepting and processing Nx
transactions. CMS expects Part D sponsors to establish policies and procedures
appropriately restricting the use of paper claims to those situations in which on-line
claims processing is not available to the beneficiary at the point of sale. This will
promote accurate TrOOP accounting, as well as minimize administrative costs to the Part
D sponsors and the Medicare program and limit opportunities for fraudulent duplicative
claim reimbursements. When secondary payer information is not captured upfront in
CMS systems, however, Part D sponsors are required to retroactively adjust claims and
TrOOP balances.

CMS establishes the payer order (see section 30.3) for the validated other payer data that
is transmitted to both the TrOOP facilitator and the Part D sponsors from MARX via the
COB file. This payer order assists sponsors in processing claims when there are multiple
other payers on a beneficiary’s record. This is important, particularly for payers — such
as SPAPs — considered payers of last resort. Because Part D sponsors are ultimately
responsible for accurately tracking TrOOP, they are required to retroactively adjust
claims and TrOOP balances when errors are made in terms of order of payment.

While this document is not meant to capture the TrOOP facilitation process in exhaustive
detail, other sources are available in:

e Appendix A of this chapter which contains more information, in flow chart
format, about what the TrOOP facilitation process entails.

e The TrOOP facilitation contractor Web site; see Appendix B for the specific Web
address.

e The NCPDP Telecommunication Standard Implementation Guide 5.1 which
provides the official guidelines for electronic prescription drug claim transaction
processing.

e The Prescription Drug Event (PDE) Data Guidance on the CMS Web site which
explains TrOOP and PDE data reporting; see Appendix B for the Web address.

e Chapter 5 of this manual which 