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IMPACTS OF EXPANDING AND LOWERING

A CAP ON OUT-OF-POCKET DRUG COSTS

The Inflation Reduction Act, signed into law by President Biden in August 2022, for the
first time established an annual cap on out-of-pocket (OOP) costs for patients with
Medicare Part D. Currently, Part D enrollees’ OOP costs are capped at about $3,500 per
year. [i] On January 1, 2025, these drug pricing provisions will cap the OOP costs for
prescription drugs across all Medicare plans at $2,000 per year, helping nearly 19 million
seniors save about $400 annually. [ii]

The White House's proposed FY2025 Budget and legislators have proposed extending
the $2,000 OOP cost cap to patients with private insurance. Using data from the Medical
Expenditure Panel Survey for 2022, research associates at Public Citizen estimated the
potential impacts had such a policy been in place for Medicare and private insurance
that year. Public Citizen also examined the potential impacts of lower annual OOP cost
caps.

KEY FINDINGS

e A $2,000 annual cap would have reached more than 900,000 patients with private
insurance, saving them a total of $2.78 billion, equating to over $3,000 in savings per
patient.

e A $1,000 annual cap would have reached nearly 2.7 million patients with private
insurance and saved them a total of $4.38 billion, equating to over $1,600 in savings
per patient.

e A $1,000 annual cap would have reached 4.1 million Medicare enrollees and saved
them $4.53 billion in aggregate, saving each affected enrollee nearly $1,100 on
average.

« A $200 annual cap would have reached nearly 21 million patients with private
insurance and saved them a total of $10.55 billion, equating to over $500 per patient.

« A $200 annual cap would have reached more than 18 million Medicare enrollees and
saved them a total of $11.42 billion in out-of-pocket costs, equating to over $600 per
affected enrollee.
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DISCUSSION

Due to the high costs of prescription drugs, nearly a third of Americans do not take
medications as prescribed. This includes cutting pills in half, skipping doses, not filling a
prescription, or taking over-the-counter drugs instead of filling a prescription due to cost
barriers. [iii] Data shows that about 5% of patients abandon their medications when they are
free, but non-adherence increases to 60% when patients face out-of-pocket costs greater
than $500 for a medication. [iv] Improved adherence to medications can help patients avoid
poorer health outcomes, like increased risks of morbidity and mortality, as well as prevent
increased health care service utilization. [v]

The imperative of lowering costs for patients to improve adherence and relieve financial
stress is clear, but unless OOP cost caps are passed alongside policies to lower the prices
drug corporations charge for medicines, they risk shifting costs onto other patients through
higher premiums as well as other health care payers. The federal government could provide
relief, but without reducing prices, taxpayers would be left on the hook.

Legislators must pass OOP cost protections and reforms to lower prescription drug prices
together. Building on drug price negotiation and inflation rebates passed through the
Inflation Reduction Act could help lower drug prices dramatically. For example, the
Congressional Budget Office estimated that the Elijah E. Cummings Lower Drug Costs Now
Act would lower spending by more than $450 billion over ten years, compared to the $101
billion in savings it projected for drug price reforms passed through the Inflation Reduction
Act. [vi] That legislation, which was passed unanimously by House Democrats, went further
than reforms included in the Inflation Reduction Act by using international reference
pricing, increasing the number of drugs negotiated each year, expanding negotiation
eligibility (including by allowing negotiations for expensive medicines without delay
periods), and providing access to negotiated prices in private insurance.

APPENDIX: METHODS

Data was obtained from the Medical Expenditure Panel Survey for 2022. Insurer type was
based on full year insurance reported in the survey. For each insurance group we summed
total out-of-pocket drug expenditures. We then tabulated how many individuals spent
more out-of-pocket than each cap amount and summed their expenditures above the cap.
To determine per-patient savings we divided total expenditures above the cap by the total
number of persons whose expenditures exceeded the cap. {vii]
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