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Key takeaways:

Your Medicare drug copayments change over the course of the year, depending on how
much you’ve already spent.

The Medicare “donut hole,” or coverage gap, is an increase in your medication copays
that occurs after you reach a certain spending threshold.

Because Medicare is a federal program, only additional federal action can further reduce
enrollees’ medication costs. 

AJ_Watt/E+ via Getty Images

There’s a whole world of Medicare jargon that beneficiaries must understand in order to
navigate the system efficiently. Among the phrases that can cause confusion: the “donut
hole.”

In discussions of Medicare, when people use the term “donut hole,” they’re referring to a
coverage gap in the Part D prescription drug benefit. Historically, Part D enrollees would pay
their deductible plus out-of-pocket copayments up to a certain threshold. The next phase,
the donut hole, required them to pay full price for covered drugs until their out-of-pocket
costs reached a given total. At that point, enrollees entered the “catastrophic” phase of
coverage, with low copayments that brought their drug costs back down.

In 2020, due to gradual changes mandated by the Affordable Care Act RACAS, the hole
supposedly closed at last. Even so, your prescription drug outlay could increase after the
initial coverage stage. That would happen if, for example, you had a small copayment for a
drug during the initial phase but then had to pay 25% of its cost once you hit the donut hole.

Read on for more details about the stages of Medicare Part D drug coverage.

How does Medicare’s standard drug benefit work?
Medicare Part D is the Medicare program that covers prescription medications. Once you
become eligible for Medicare, you’ll need to purchase a Part D plan unless you have
creditable drug coverage from another source. If you wait too long, you’ll owe a penalty when
you do enroll. 

Medicare Part D plans are sold by insurance companies but must meet requirements set by
Medicare. For example, each plan must provide a formulary, or approved drug list, that
covers all disease states and has at least two chemically distinct drugs in each class. 

You pay your monthly Part D premium to the company running the plan.

What are the phases of a Part D plan? 
Your drug coverage will change throughout the year, depending on how much you spend. If
you don’t spend very much on drugs, or you have drug coverage from another source, you
may never reach the donut hole phase.

Bear in mind that Medicare updates the maximum deductible and cost thresholds every year.
Here’s how Part D coverage breaks down in 2021Z

Phase 1. Deductible: You start out the year paying full price for your medications until
you reach your deductible. Deductibles vary by plan, but the maximum deductible
allowed by Medicare in 2021 is $445.

Phase 2. Initial coverage: You pay your plan’s designated copay (a dollar amount) or
coinsurance (a percentage) when filling your prescriptions until total medication
expenses — including the deductible but not including premiums —  reach $4,130.

Phase 3. Modified coverage (the donut hole): At this stage, you pay no more than 25%
of the cost of your prescription drugs. For brand-name drugs, the manufacturers kick in
70% of the cost, and your insurer pays the other 5% (the 70% is credited to your out-of-
pocket spending total). This payment structure lasts until the spending total reaches
$6,550. How long it takes you to get there depends on whether you’re buying generic or
brand-name drugs.

Phase 4. Catastrophic coverage: Your copay drops substantially until the end of the
year. For each drug, you pay whichever amount is larger:

5% coinsurance 

copays of $3.70 for generics and $9.20 for brand-name drugs 

When the year ends, you start over at Phase 1. 

Why does Medicare Part D even have different phases? 

When Part D began in 2006, lawmakers established these phases as a way to encourage
people on Medicare to make more cost-conscious decisions about their medications. As part
of that plan, Phase 3 forced Medicare recipients to pay 100% of their medication costs. That
steep dropoff in coverage seems to have inspired the “donut hole” nickname. 

A 2018 analysis revealed that in recent years, as the donut hole has closed, Medicare
recipients have increased their prescription use.

How has the donut hole coverage gap changed?
The ACA began closing the donut hole in 2011, shrinking it little by little each year. The
process began with a 50% reduction in brand-name drug prices and a 7% government
subsidy on generic drugs within the coverage gap. The subsidies for generic drugs increased
each year until 2020.

Now, under current law, there’s some coverage at every stage of Part D, once you’ve paid
your deductible. Yet even in the modified coverage phase — when you’re paying 25% in
coinsurance — prescription drug costs can still be a financial burden, especially on a fixed
income. Also, though the catastrophic phase lowers drug costs dramatically, there is no
annual limit on your out-of-pocket medication expenses.

Because Medicare is a federal program, federal action is the only way to further reduce
enrollees’ medication costs. Reducing drug costs does have bipartisan support, though, and
the reforms under consideration include setting a cap on Part D out-of-pocket expenses,
allowing Medicare to negotiate lower drug prices, and penalizing drug companies that raise
prices at a rate higher than inflation. 

Are there programs that help lower deductible costs or prevent
changes to your copay amount?

One program f Medicare’s Part D Low-Income Subsidy (aka Extra Help) — provides financial
support to people who have trouble paying for their Part D premiums, deductibles, or
copayments. People who receive Extra Help are not subject to the donut hole.

To qualify for Extra Help in 2021, individuals need to have resources of less than $14,790 and
an annual income below $19,320. Married couples who live together qualify if their assets
total less than $29,520 and their annual income is under $26,130. 

You can apply for Extra Help online or by calling the Social Security Administration at 1h800h
772h1213.

What can you do if your deductible or copay changes and you
can no longer afford medication?

You can sign up for Extra Help, as mentioned, and you can also look for other ways to lower
your costs. Using discounts, such as those offered by GoodRx, may bring prices down to less
than your Medicare Part D drug copay. In addition, some drug manufacturers have programs
that provide medication at low or no cost to those who can’t afford it. 

When open enrollment season rolls around, you have the option of switching to a different
prescription drug plan. Spend some time evaluating plans, then choose one with a formulary
that charges lower copayments for your medications. Also check to see which pharmacies
your plan lists as “preferred,” as those will typically lower copayments further for plan
enrollees.

The bottom line
Even though policymakers say the Medicare Part D donut hole is now fully closed,
prescription drug copayments still often increase after the initial coverage phase. To keep
your costs down, look for a Part D plan with a formulary that charges less for your
medications. Also consider reducing costs by switching to generic drugs, using GoodRx
discounts, shopping at preferred pharmacies, or ordering medications by mail.
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