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The IRA includes 5 provisions that work together in a larger framework of changes

$2,000 cap on 
beneficiary cost-

sharing

Part D benefit 
redesign

Medicare 
negotiation

Inflation rebate

6% growth cap on 
beneficiary share of 

premium

How do these changes work together?

Beneficiary affordability

Payment reform
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Poor affordability, especially for Seniors, created pressure to cap out-of-pocket costs

Sources: https://www.westhealth.org/press-release/study-predicts-1-million-deaths-due-to-high-cost-prescription-drugs/, https://www.aarp.org/health/medicare-
insurance/info-2022/drug-costs-survey.html, https://www.healthaffairs.org/doi/10.1377/hlthaff.2021.01742
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But a beneficiary cap on its own would add fuel to growing spending

Source: https://www.soa.org/globalassets/assets/library/newsletters/health-watch-newsletter/2012/october/hsn-2012-iss70-pedlow.pdf
https://oig.hhs.gov/oei/reports/OEI-BL-21-00200.pdf
https://www.medpac.gov/wp-content/uploads/2022/03/Mar22_MedPAC_ReportToCongress_Ch13_SEC.pdf

New induced demand           x           Existing price distortions  =  Spending é

https://www.soa.org/globalassets/assets/library/newsletters/health-watch-newsletter/2012/october/hsn-2012-iss70-pedlow.pdf
https://oig.hhs.gov/oei/reports/OEI-BL-21-00200.pdf
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And price growth among branded drugs has been enough to offset savings from generics

Source: https://www.cbo.gov/system/files/2022-01/57050-Rx-Spending.pdf
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Generic
20%

Brand
80%

US share of prescription 
spending

Price distortions are highly concentrated among a subset of specialty drugs

Source: https://aspe.hhs.gov/sites/default/files/documents/88c547c976e915fc31fe2c6903ac0bc9/sdp-trends-prescription-drug-spending.pdf
https://www.kff.org/medicare/issue-brief/relatively-few-drugs-account-for-a-large-share-of-medicare-prescription-drug-spending/

In Part D, 250 
highest-spending 
drugs (7% of all 
covered drugs) = 60% 
of net total Part D 
spending
In Part B, 50 highest-
spending drugs (8.5% 
of all covered drugs) = 
80% of total Part B 
drug spending

Brand
20%

Generic
80%

US share of prescription 
volume

https://aspe.hhs.gov/sites/default/files/documents/88c547c976e915fc31fe2c6903ac0bc9/sdp-trends-prescription-drug-spending.pdf


PAGE 9

One driver of price growth is competition on rebates, not list price

Source: https://www.ahip.org/documents/AHIP-Part-D-Rebates-20180716.pdf
https://healthpolicy.usc.edu/research/the-association-between-drug-rebates-and-list-prices/

https://www.ahip.org/documents/AHIP-Part-D-Rebates-20180716.pdf
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Another driver is monopoly power

Source: https://jamanetwork.com/journals/jama/fullarticle/2738277
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Meanwhile, in Part B… tying provider compensation to prices incentivizes higher prices

Source: https://oig.hhs.gov/oei/reports/oei-12-12-00210.pdf

OIG analysis of spending in 
Part B: 

After Least Costly Alternative 
(LCA) policy was rescinded, use 
of high-priced prostate cancer 
drugs increased dramatically
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And in Part D, liability for high drug spending is shifted away from plans and towards federal government 

Source: https://www.kff.org/medicare/fact-sheet/an-overview-of-the-medicare-part-d-prescription-drug-benefit/
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The monopoly problem is addressed through negotiation

Aggregates negotiating power for ~50 million covered lives, previously 
fragmented across plans
Adds credible negotiating leverage 
§ 95% excise tax
§ Condition of participation

Selection is based on 
§ Number of years on the market (7 for small molecules, 11 for biologics) 
§ Medicare gross spending
§ No generic or biosimilar

Price ceilings are informed by generic/biosimilar competition
§ 9-12 years on market: 75% of NFAMP
§ 13-16 years: 65% of NFAMP (phased in)
§ >16 years: 40% of NFAMP

MFP must be provided to all participants in supply chain, and 
§ Not be duplicated with 340B discounts
§ Not be included in AMP 
§ Be included in Best Price
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The inflation rebate protects against other drivers of list price growth

Source: https://www.kff.org/medicare/issue-brief/prices-increased-faster-than-inflation-for-half-of-all-drugs-covered-by-medicare-in-2020/
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65%
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25%

Benefit as redesigned under IRA

Finally, the IRA re-allocates liability in Part D to begin addressing distorted competition

Source: https://www.medpac.gov/wp-content/uploads/2021/11/MedPAC_Payment_Basics_22_PartD_FINAL_SEC.pdf

Coverage gap
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Together, these reforms will save the Medicare program and its beneficiaries a lot of money

Savings from
§ Negotiation: $99 B
§ Inflation Rebates (Parts B & D): $62B

Spending on
§ Part D redesign: $25B
§ Part D OOP cap: $0.125B
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They can also be expected to alter drug pricing dynamics in ways that impact pharmacies

MFP is pulled through supply chain à basis for net price concessions 
drops
Manufacturers will change their pricing strategies
§ Price growth will slow for many older drugs

o Inflation rebates (and 2024 obsolescence of AMP cap) à limit list price growth
§ Launch prices will go up for new drugs

o Pharma companies will seek to replace revenue from old drugs by developing new ones
o Manufacturers anticipate negotiation and inflation rebates à launch prices increase

Demand for certain types of drugs may change as well
§ Part D plans will be more sensitive to high list prices because they face greater liability in catastrophic phase
§ Absent reforms in Part B, providers will most likely prefer higher priced new drugs over those with MFP

Revenue for LTC pharmacy stakeholders may also be affected
§ Medicaid rebates will decline
§ 340B covered entities may see a drop in program discounts
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Thank you
anna@atiadvisory.com

mailto:anna@atiadvisory.com

