
When a Medicare cost plan offers an extended absence option it must provide all Part A 
and Part B services; however, non-Part D supplemental benefits may be discontinued on 
leaving the geographic area as long as the member is not required to continue paying the 
premium or portion of a premium that corresponds to these services. 
 

60 - Cost Employer Group Health Plans (EGHP) 
 
(Rev. 77, Issued: 10-28-05, Effective Date: 10-28-05) 
 
(42 CFR.440(b)) In general, since enrollment in a Medicare cost plan is at the 
organizational (not the plan) level, therefore, all enrollees of Medicare cost plan must 
receive the same basic package for the same cost-sharing or copayment amounts. 
However, employer groups can negotiate privately an EGHP on behalf of employer 
group members. An EGHP: 
 

• May elect only some, but not all of the optional supplemental benefits offered by 
Medicare cost plan for its members; 

 
• May “buy-down” premium and cost-sharing for its members; and 

 
• May negotiate for benefits not covered by Medicare. Such privately negotiated 

non-Medicare benefits (with their associated premiums and copays) are deemed 
“outside” the CMS Medicare contract. 

 

70 - Medicare Secondary Payer 
 
(Rev. 77, Issued: 10-28-05, Effective Date: 10-28-05) 
 
70.1 - The Basic Rule 
 
(Rev. 77, Issued: 10-28-05, Effective Date: 10-28-05) 
 
The rules for Medicare Secondary payer are covered with computational detail in 
Chapter 17B of the Medicare Managed Care Manual.  The following also apply to 
Medicare cost plans: 
 
70.2 - Collection From GHPs and LGHPs 
 
(Rev. 77, Issued: 10-28-05, Effective Date: 10-28-05) 
 
When a Medicare Cost Plan is the secondary payer to an employer group health plan, the 
coordination of benefits occurs in the aggregate through the cost report process.  This 
process results in a copayment as part of the Medicare cost plan benefit package for 
which every enrollee is liable.  Therefore, there is no coordination of benefits on a 

http://www.cms.hhs.gov/manuals/116_mmc/mc86c17b.pdf


beneficiary-specific basis that would relieve an enrollee with employer group health plan 
coverage of his or her cost sharing obligation under the Medicare cost plan.  As a result, 
the enrollee remains liable for payment of the Medicare cost plan’s cost sharing 
regardless of whether Medicare is primary or secondary.  However, under 42 CFR 
417.454, which addresses beneficiary financial protection contained in the contract 
between the Medicare cost plan and CMS, the Medicare cost plan is responsible for 
relieving the beneficiary of responsibility for payment of health care costs other than cost 
sharing, and therefore, the Medicare cost plan must relieve the enrollee of his or her 
liability under the terms of the employer group health plan. 
 
For example, if the employer group health plan (the primary payer) has a copayment of 
$20 and the Medicare cost plan has a copayment of $10 for the service the beneficiary 
received, the beneficiary cannot be liable to pay more than the plan copayment of $10.  
The Medicare cost plan must absolve the beneficiary of the liability for any amount in 
excess of the plan copayment of $10. 
 
70.3 - MSP Rules and State Laws 
 
(Rev. 77, Issued: 10-28-05, Effective Date: 10-28-05) 
 
The following guidelines govern the imposition of taxes on payments related to Cost 
plans. 
 
Payments by CMS, for the reasonable costs of cost plans, for covered Medicare Part A 
and B services, under an §1876 cost contract, do not technically represent a premium, 
but rather a reimbursement, under the Medicare program, for benefits to which Medicare 
enrollees are entitled. Therefore States cannot impose a premium tax on these payments. 
 
Non-Part D Premiums charged to cost plan members for the actuarial value of fee-for-
service deductibles and coinsurance are properly construed as premiums and would be 
correctly subject to State taxes.   
 
For premiums related to the Part D offering of a cost plan, there is specific preemption 
and waiver of State taxes.  See Chapter 17b of the Medicare Managed Care Manual, 
§410 - Taxes Assessed Against the Medicare cost plan. Also see the preamble to Subpart 
J, 70 FR January 28, 2005. 
 
(70 FR 4666, Jan 28. 2005)  Other than the specific preemption authority related to the 
Part D benefits offered by a cost plan, there is no specific preemption authority provided 
to cost plans.  Therefore, to the extent State law does not invalidate or conflict with 
Federal law and regulation related to cost plans, States have the authority to require 
compliance with applicable State authority. 
 


