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Medicare Part B premium payment basics

• Each year, MedPAC posts brief 
overviews explaining how 
Medicare’s various payment 
systems operate

• This year, we have prepared a new 
Payment Basics to explain how the 
Part B premium is calculated

2Preliminary and subject to change

Note: The Payment Basics series is available at
 https://www.medpac.gov/document-type/payment-basic/. 
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Part B overview



Eligibility for Medicare

• Generally, Medicare is available for people 65 or older and for certain people 
under 65 who are eligible if they have a disability (including ALS) or ESRD

• Eligibility based on age means that, in general, at age 65, individuals are:
• Entitled to Part A if they meet:

• Citizenship and residency requirements
• Work requirements (10 years)

• Eligible to enroll in and pay a premium for:
• Part B
• Part D

5Preliminary and subject to change

Note:  ALS (amyotrophic lateral sclerosis), ESRD (end-stage renal disease).



Medicare Part B items and services

• Medicare Part B spending includes payments for the following items and 
services:
• Clinician services
• Hospital outpatient departments
• Physician-administered drugs
• Other ambulatory items and services

• Part B spending also includes a portion of payments made to Medicare 
Advantage plans that are assumed to reflect Part B services

• Typically, FFS enrollees pay 20% coinsurance for Part B items and services

6Preliminary and subject to change

Note:  FFS (fee-for-service).



Funding the Part B account

• The Part B account in the 
Supplementary Medical Insurance 
Trust Fund pays for Part B items 
and services

• Income from premiums and 
government contributions are 
reset each year to cover expected 
spending

• Part B premiums increase at the 
same rate as expenditures

7

Source: Centers for Medicare & Medicaid Services, Department of Health and
 Human Services. 2025. Medicare program; Medicare Part B monthly 

actuarial rates, premium rates, and annual deductible beginning 
January 1, 2026. Notice. Federal Register 90, no. 221(November 19).
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Note: Includes enrollees in Medicare Advantage and fee-for-service Medicare. 
Calculated as nominal spending (not adjusted for inflation) for each 
respective Medicare part divided by the number of beneficiaries 
enrolled in that part. 

Source: MedPAC analysis of data from the 2025 annual report of the Boards of 
Trustees of the Medicare trust funds.
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• In 2024, total Part B expenditures 
were $535 billion for items and 
services furnished to 62 million 
enrollees

• Services shifting from Part A to Part 
B has reduced pressure on the 
Medicare payroll tax but increased 
pressure on general revenues 

Since 2017, Part B spending has grown quickly



Part B standard monthly premium, 60-year trend
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Part B premium calculation



Monthly actuarial rate

• All insurance companies estimate their expected future spending based on 
historical data when setting premiums to develop what is known as the 
actuarial rate

• For Medicare Part B, the monthly actuarial rate is the starting point for 
determining the premium and federal funding

• Each year, CMS must estimate Part B enrollment and the amount necessary to 
pay for Part B items and services in the following year

• In general, the enrollee premiums are intended to cover 25% of Part B 
spending

11Preliminary and subject to change



Monthly actuarial rate calculation 

Source: Centers for Medicare & Medicaid Services, Department of Health and Human Services. 2025. Medicare program; Medicare Part B monthly actuarial rates, premium 
rates, and annual deductible beginning January 1, 2026. Notice. Federal Register 90, no. 221 (November 19).

12Preliminary and subject to change

Monthly actuarial rate

Projected 
Part B costs

(reduced by enrollee 
cost sharing and 

sequestration)

Administrative 
expenses

(reduced by interest 
earnings)

Contingency margin
(reduced by brand-

name prescription drug 
fee amounts and may 

be increased to 
account for hold-
harmless effects)

Number of enrollees Number of enrollees

2 



Monthly Part B premium calculation 

Source: Centers for Medicare & Medicaid Services, Department of Health and Human Services. 2025. Medicare program; Medicare Part B monthly actuarial rates, premium 
rates, and annual deductible beginning January 1, 2026. Notice. Federal Register 90, no. 221 (November 19).
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Standard monthly Part B premium

Monthly 
repayment amount

Monthly 
actuarial rate 2 



Differing premium amounts

• Individuals with a modified adjusted gross income above a certain amount 
also pay an income-related monthly adjustment amount (IRMAA)

• Individuals who enroll in Part B a year or later after their initial enrollment 
period may also pay a late-enrollment penalty

• Medicare Advantage plans may buy down some or all of the standard Part B 
premium amount

• State Medicaid programs may pay Part B premiums for dually eligible 
enrollees

14Preliminary and subject to change
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Holding beneficiaries 
harmless



Hold-harmless provision
• Each year the Social Security Administration announces the cost-of-living 

adjustment (COLA) percentage used to increase Social Security benefits

• The hold-harmless provision applies when the net Social Security payment 
(after taking out the Part B premium) would be less than the previous year’s 
net Social Security payment  

• This provision reduces the amount of the Part B premium to ensure that the 
dollar amount of the Social Security benefit does not decline from the 
previous year

• Because the hold-harmless provision reduces the amount of Part B premiums 
collected from certain enrollees, CMS may need to increase the standard 
premium amount to reflect forgone revenue by adjusting the contingency 
margin

16Preliminary and subject to change
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Note: IRMAA (income-related monthly adjustment amount).

“Hold harmless” applies to 
Part B enrollees whose 
premium is deducted from 
their Social Security benefit

Hold-harmless provision does not 
apply to enrollees whose premium is 
not deducted from their Social 
Security benefit or who: 
• pay an IRMAA,
• are dually eligible, or
• are new to Part B

Hold-harmless provision application



Illustrative example of how the hold-harmless provision 
can reduce a beneficiary’s Part B premium

Amount

First year’s monthly Social Security payment $600

First year’s monthly standard Part B premium $148

First year’s net monthly Social Security payment after deducting the standard Part B premium $452

Second year’s monthly Social Security payment (after 4% COLA) $624

Second year’s monthly standard Part B premium (22% increase from last year) $180

The net monthly Social Security payment after deducting the standard Part B premium 
(before any hold-harmless provision is applied)

$444

Does the hold-harmless provision apply? Yes

Second year’s Part B premium (after any variable premium adjustment is applied) $172

18

Note: These are illustrative examples using historical information. These examples do not describe actual Part B premiums anticipated in 2027.

Preliminary and subject to change



Illustrative example of when the hold-harmless 
provision does not apply

Amount

First year’s monthly Social Security payment $2,000

First year’s monthly standard Part B premium $148

First year’s net monthly Social Security payment after deducting the standard Part B premium $1,852

Second year’s monthly Social Security payment (after 4% COLA) $2,080

Second year’s monthly standard Part B premium (22% increase from last year) $180

The net monthly Social Security payment after deducting the standard Part B premium 
(before any hold-harmless provision is applied)

$1,900

Does the hold-harmless provision apply? No 

Second year’s Part B premium (after any variable premium adjustment is applied) $180
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Note: These are illustrative examples using historical information. These examples do not describe actual Part B premiums anticipated in 2027.

Preliminary and subject to change



Discussion 
• Questions about the material
• Feedback on the Part B premium payment basics
• Suggestions for future work

20Preliminary and subject to change
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