Understanding Medicare Part D: Coverage and Costs for 2025

Overview of Medicare Part D

Medicare Part D is a federal program that helps cover the cost of prescription drugs. It is available
through private insurance companies that contract with Medicare. Part D plans offer different levels of
coverage, and there are two main ways to get this coverage:

1. Stand-Alone Prescription Drug Plans (PDPs): These are standalone plans that add drug
coverage to Original Medicare (Part A and Part B).

2. Medicare Advantage Plans (Part C): These plans often include prescription drug coverage as
part of their comprehensive health coverage.

Key Changes to Medicare Part D for 2025

1. $2,000 Out-of-Pocket Cap

Starting in 2025, Medicare Part D enrollees will have a $2,000 annual out-of-pocket spending cap on
prescription drugs. This cap includes deductibles, copayments, and coinsurance but does not cover
premiums or drugs not covered by the plan. This is the first time Medicare has implemented an out-of-

pocket cap for prescription drugs.

What This Means: Once you reach $2,000 in out-of-pocket costs, your Part D plan will cover 100% of
the cost of covered drugs for the rest of the year.

2. Elimination of the Coverage Gap (Donut Hole)

As of 2025, the coverage gap, commonly known as the "donut hole,” will no longer exist. Previously,
this phase occurred after reaching an initial coverage limit, where beneficiaries had to pay a higher share
of drug costs. Now, after meeting your deductible, you pay standard copayments or coinsurance until
reaching the $2,000 cap.

What This Means: You will not face additional out-of-pocket costs beyond the $2,000 cap, simplifying
the cost structure and removing the previous gap in coverage.

3. Maximum Deductible

The deductible for Medicare Part D will increase to $590 in 2025. This is the maximum amount you will
need to pay out of pocket before your plan starts covering prescription costs.

What This Means: Some plans may have lower deductibles, but no plan can have a deductible
exceeding $590.
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4. Prescription Payment Plan Option

Beneficiaries will have the option to spread their out-of-pocket prescription drug costs across the year.
This helps avoid paying a large amount in a short period and assists with budgeting.

What This Means: You can choose to make equal payments throughout the year rather than paying the
full $2,000 in a single lump sum.

Part D Late Enrollment Penalty

The Part D Late Enrollment Penalty (LEP) is a fee added to your monthly premium if you delay
enrolling in Part D when first eligible. The penalty is calculated based on the number of months you
were eligible but did not enroll, and it is added to your premium for as long as you have Part D
coverage.

How the Penalty Is Calculated:

o Amount: The penalty is 1% of the national base beneficiary premium ($36.78 in 2025) for each
full month you were eligible but did not enroll. For 2025, this amounts to approximately $0.37
per month for each month you delay enrollment.

o Example: If you were eligible for 12 months without enrolling, your penalty would be 12% of
the base premium, or about $4.45 per month.

Impact Over a Lifetime: The penalty is permanent and increases each year with the base
premium. For example, if you delay enrollment for several years, the penalty can add a significant
amount to your monthly premium over time.

Avoiding the Penalty: Enroll in Part D when you first become eligible to avoid the penalty. Special
circumstances, such as having other credible prescription drug coverage, might exempt you from the
penalty.
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