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What is Creditable Coverage? 
Under the Medicare Prescription Drug, Improvement, and Modernization Act of 2003 (MMA), a new 
benefit of prescription drug coverage to Medicare eligible individuals was available in 2006.  
Individuals who have other sources of drug coverage - through a current or former employer or union, 
for example - may stay in that plan and choose not to enroll in the Medicare drug plan. If their other 
coverage is at least as good as the Medicare drug benefit (and therefore considered "creditable 
coverage"), then the Medicare-eligible individual can continue to get the high quality care they have 
now as well as avoid higher payments later if they later sign up for the Medicare drug benefit.  Under 
the provisions of the MMA, most entities that currently provide prescription drug coverage to Medicare 
eligible individuals need to disclose to Medicare eligible individuals on their plan whether the plan’s 
coverage is creditable.  This disclosure notice is referred to as a Notice of Creditable Coverage.  
Plans are required to provide a Notice of Creditable Coverage to ALL Medicare eligible individuals 
whether or not they are active employees, retirees, or covered as spouses of an active or retired 
employee. This is important because individuals who are covered under a plan that does NOT 
provide creditable coverage, and who choose NOT to enroll in a Medicare Part D plan, will likely pay 
a higher premium for their Medicare Part D plan when and if they choose to enroll in a Medicare Part 
D plan for prescription drug coverage if they have had a period of 63 days or longer in which they 
have had NON-creditable coverage.  
 
 
What entities are required to provide Notices of Creditable Coverage?  
Generally speaking, any entity that as a group provides prescription drug coverage to active and/or 
retired employees that may be Medicare eligible.  This includes Group Health Plans, Employers and 
Unions, Churches, Federal, State, and Local Governments, Veterans Affairs, Health Insurance 
Insurers, State Pharmacy Assistance Programs (SPAPs), and any other entity or program that offers 
prescription drug coverage to active and retired Medicare eligible individuals. Entities that contract 
with Medicare Directly such as a PDP, MA-PD, Medicare Advantage or Medicare HMO are not 
required to provide Notices of Creditable Coverage to their members. 
 
 
Who prepares the Notice of Creditable Coverage? 
The determination of creditable coverage does NOT require attestation by a qualified actuary unless 
the entity is planning on taking advantage of the Medicare Retiree Drug Subsidy.  If an entity is not an 
employer or union that is applying for the retiree drug subsidy, it can determine that its prescription 
drug plan’s coverage is creditable if the plan design meets all four of the following standards. 
However, the standards listed under 4(a) and 4(b) may not be used if the entity’s plan has 
prescription drug benefits that are integrated with benefits other than prescription drug coverage (i.e. 
Medical, Dental, etc.).  
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A prescription drug plan is deemed to be creditable if it: 
1. Provides coverage for brand and generic prescriptions; 
2. Provides reasonable access to retail providers and, optionally, for mail order coverage; 
3. The plan is designed to pay on average at least 60% of participants’ prescription drug 

expenses; and 
4. Satisfies at least one of the following: 

a. The prescription drug coverage has no annual benefit maximum benefit or a 
maximum annual benefit payable by the plan of at least $25,000; 

b. The prescription drug coverage has an actuarial expectation that the amount 
payable by the plan will be at least $2,000 annually per Medicare eligible 
individual; or 

c. For entities that have integrated health coverage, the integrated health plan 
has no more than a $250 deductible per year, has no annual benefit 
maximum or a maximum annual benefit payable by the plan of at least 
$25,000, and has no less than a $1,000,000 lifetime combined benefit 
maximum. 

 
Integrated Plan - An integrated plan is any plan of benefits that is offered to a Medicare eligible 
individual where the prescription drug benefit is combined with other coverage offered by the 
entity (i.e., medical, dental, vision, etc.) and the plan has all of the following plan provisions: 

1. a combined plan year deductible for all benefits under the plan, 
2. a combined annual benefit maximum for all benefits under the plan, and/or 
3. a combined lifetime benefit maximum for all benefits under the plan. 

A prescription drug plan that meets the above parameters is considered an integrated plan for 
the purpose of using the simplified method and would have to meet steps 1, 2, 3 and 4(c) of the 
simplified method If it does not meet all of the criteria, then it is not considered to be an 
integrated plan and would have to meet steps 1, 2, 3 and either 4(a) or 4(b). 

. 
 
How often do Notices of Creditable Coverage need to be provided? 
Entities are also required to provide a disclosure of creditable coverage status to the Centers for 
Medicare and Medicaid Services (CMS) on an annual basis, or upon any change that affects whether 
the coverage is creditable. 
 
Conclusion 
As of November 15, 2005, all entities that provide the benefit of prescription drug coverage to 
Medicare eligible individuals must provide a Notice of Creditable or Non-Creditable coverage to all 
Medicare eligible individuals whether or not they are active employees, retirees, or covered as 
spouses of an active or retired employee.   PTI can assist your plan in making the determination of 
creditable coverage and providing the Notice of Creditable or Non-Creditable coverage to your plan 
participants.   
 


