
(as defined in section 10.2 of chapter 6) in order to be covered as a supplemental benefit, and 
because only prescription drugs are included in the definition of a Part D drug, over-the-counter 
drugs cannot be supplemental drugs, as discussed in section 10.10 of chapter 6.  Supplemental 
drugs may be included as a supplemental benefit under enhanced alternative coverage, as 
described in section 20.4.2 of this chapter. 
 
Therapeutically equivalent

 

:  Drugs that are rated as therapeutic equivalents under the Food and 
Drug Administration’s most recent publication of “Approved Drug Products with Therapeutic 
Equivalence Evaluations.” 

Third party payment arrangement

 

:  Any contractual or similar arrangement under which a person 
has a legal obligation to pay for covered Part D drugs. 

Urban

 

:  A five-digit ZIP Code in which the population density is greater than 3,000 individuals 
per square mile. 

Usual and customary (U&C) price

 

:  The price that an out-of-network pharmacy or a physician’s 
office charges a customer who does not have any form of prescription drug coverage for a 
covered Part D drug. 

20 - Requirements Related to Qualified Prescription Drug Coverage 
(Rev. 1, Issued: 07-03-08, Effective: 07-03-08, Implementation: 07-03-08) 
 
20.1 - General 
(Rev. 1, Issued: 07-03-08, Effective: 07-03-08, Implementation: 07-03-08) 
 
A Part D sponsor must provide enrollees with qualified prescription drug coverage.  Qualified 
prescription drug coverage, which consists of the either of the following options, may be 
provided directly by the Part D sponsor or through arrangements with other entities: 
 

(1) Standard prescription drug coverage (as described in section 20.3), which includes both 
defined standard coverage (as described in section 20.3.1) and actuarially equivalent 
standard coverage (as described in section 20.3.2). 

 
(2) Alternative prescription drug coverage (as described in section 20.4), which includes 

both basic alternative coverage (as described in section 20.4.1) and enhanced 
alternative coverage (as described in section 20.4.2). 

 
For purposes of ensuring that Part D enrollees have a variety of different benefit options in a 
particular service area, CMS also makes a distinction between qualified prescription drug 
coverage that is basic prescription drug coverage and qualified prescription drug coverage 
that provides supplemental benefits (as described in section 20.4.2).  Basic prescription drug 
coverage consists of any of the following: 

 
(1) Defined standard coverage, as described in section 20.3.1; 
 
(2) Actuarially equivalent standard coverage, as described in section 20.3.2; or 

http://www.cms.hhs.gov/PrescriptionDrugCovContra/12_PartDManuals.asp#TopOfPage
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(3) Basic alternative coverage, as described in section 20.4.1 

 
As described in section 20.4.2, plans may offer an additional type of qualified prescription drug 
coverage – enhanced alternative coverage – that includes both: (1) basic prescription drug 
coverage, as described above, and (2) supplemental benefits.  Table 1 summarizes the difference 
between qualified prescription drug coverage and basic prescription drug coverage. 

 
Table 1 

Qualified and Basic Prescription Drug Coverage 
 
 Types of Coverage that May be Included  
Qualified Prescription Drug Coverage • Defined Standard Coverage 

• Actuarially Equivalent Standard 
Coverage 

• Basic Alternative Coverage 
• Enhanced Alternative Coverage 

Basic Prescription Drug Coverage  • Defined Standard Coverage 
• Actuarially Equivalent Standard 

Coverage 
• Basic Alternative Coverage 

 
20.2 - Availability of Prescription Drug Plans 
(Rev. 1, Issued: 07-03-08, Effective: 07-03-08, Implementation: 07-03-08) 
 
A PDP sponsor must offer its prescription drug plans to all Part D eligible beneficiaries residing 
in those plans’ service areas (refer to section 40 for more information about PDP service areas).  
Unlike an MA-PD sponsor, a PDP is not eligible for a capacity limit as described in 42 CFR 
422.60(b). 
 
20.3 - Standard Prescription Drug Coverage 
(Rev. 14, Issued; 09-30-11, Effective: 09-30-11, Implementation: 09-30-11) 
 
Standard prescription drug coverage includes two distinct types of coverage: (1) defined standard 
coverage; and (2) actuarially equivalent standard coverage.  Both types of standard prescription 
drug coverage consist of coverage of covered Part D drugs subject to an annual deductible; 25 
percent coinsurance (or an actuarially equivalent structure) up to an initial coverage limit; 
coinsurance equal to the gap coinsurance percentages (or an actuarially equivalent amount) 
during the coverage gap; and catastrophic coverage after an individual incurs out-of-pocket 
expenses above the annual out-of-pocket threshold.  Both defined standard coverage and 
actuarially equivalent standard coverage include access to negotiated prices, as described in 
section 20.5. 
 
20.3.1 - Defined Standard Coverage 
(Rev. 14, Issued; 09-30-11, Effective: 09-30-11, Implementation: 09-30-11) 
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