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New Medicare Part D Out-of-Pocket 
Spending Cap is an Important 
Improvement for Enrollees Facing 
High Prescription Drug Costs
Leigh Purvis
AARP Public Policy Institute

Medicare Part D currently provides 
prescription drug coverage for nearly 
56 million Medicare beneficiaries1 and 
satisfaction with the program remains high.2 
However, rising drug prices3,4 have placed 
increased pressure on the almost 20-year-old 
benefit, and the resulting cost-sharing burdens 
have caused millions of older adults to engage 
in cost-coping strategies, such as not filling a 
prescription or skipping doses to save money.5  
One major contributor to beneficiary costs 
stems from the original Part D benefit design, 
which required many enrollees to pay 5 percent 
of their prescription drug costs, with no 
limit, even after their out-of-pocket spending 
reached a certain threshold and they entered 
catastrophic coverage.6 As a result, some Part D 

enrollees prescribed expensive drugs faced out-
of-pocket costs that exceeded $10,000 per year.7 
Recognizing this growing challenge, the 
Inflation Reduction Act of 20228 included a 
redesign of the Part D benefit that caps annual 
out-of-pocket spending on prescription drugs. 
Starting in January 2025, enrollee out-of-pocket 
costs will be limited to $2,000 per year; this 
amount will be updated annually with the 
other parts of the Part D benefit.9 
The new out-of-pocket spending cap will help 
everyone enrolled in Medicare Part D by 
ensuring they no longer face the possibility of 
unlimited cost-sharing every year. However, 
there is relatively little research on how many 
Medicare beneficiaries will see savings from 
the new out-of-pocket cap over the next five 

Key Takeaways

	y Medicare Part D provides prescription drug coverage for nearly 56 million Americans. 

	y The Inflation Reduction Act of 2022 updated the Medicare Part D benefit, including a new cap on 
enrollees’ annual out-of-pocket spending on prescription drugs that starts in 2025.

	y More than 3 million Part D enrollees who do not receive the program’s low-income subsidy are estimated 
to benefit from the new out-of-pocket spending cap in 2025. By 2029, this number will increase to more 
than 4 million enrollees.

	y On average, approximately 1.4 million (40 percent) Part D enrollees who reach the new out-of-pocket 
cap between 2025 and 2029 are estimated to see annual savings of $1,000 or more, and just over 
420,000 (12 percent) will see savings of more than $3,000.

	y By 2029, the share of enrollees who will benefit from the new out-of-pocket cap is estimated to be 
10 percent or higher in 19 states plus the District of Columbia.
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years, or how such benefits might vary. To 
help clarify, AARP commissioned Avalere to 
identify and analyze Part D enrollees who 
will benefit from the new out-of-pocket limit 
between 2025 and 2029.10 Part D enrollees who 
receive the low-income subsidy, or Extra Help, 
typically pay nominal copayments and were 
excluded from this analysis.

The number and share of Part D enrollees 
who reach the new out-of-pocket cap will 
increase over time
The analysis found the number and share of 
Part D enrollees11 estimated to reach the new 
annual out-of-pocket spending cap will increase 
between 2025 and 2029. Across all Part D plan 
enrollees, 3.2 million (8.4 percent) are estimated 
to benefit from the out-of-pocket cap in 2025 
(Figure 1). By 2029, this number will increase to 
4.1 million (9.6 percent) enrollees.12 
At the state level, the share of Part D enrollees 
estimated to reach the new out-of-pocket cap 
ranges from 4.7 percent (Idaho) to 20.2 percent 
(Alaska) across all years (see Appendix A). By 
2029, the share of enrollees who will benefit 
from the out-of-pocket cap is estimated to 
be 10 percent or higher in 19 states plus the 
District of Columbia. 

Impact of new Part D out-of-pocket cap will 
vary by age, gender, and race/ethnicity
The research found that the impact of the 
Medicare Part D out-of-pocket cap will vary 
by certain demographic characteristics. For 
example, in 2025, slightly more than three-
quarters of the 3.2 million Medicare Part D 
enrollees estimated to reach the out-of-pocket 
cap are between the ages of 65 and 84 (Figure 2). 
Nearly half of the people expected to benefit, 
or 1.5 million enrollees, are in the 75- to 84-year-
old age group. An additional 780,000 enrollees 
under age 65 or over age 85 will also benefit. 
Among the 3.2 million Medicare Part D 
enrollees estimated to reach the out-of-pocket 
cap in 2025, 52 percent are female (1.7 million) 
and 48 percent are male (1.5 million) (Figure 3). 
Meanwhile, 9.2 percent of male enrollees are 
estimated to reach the new out-of-pocket cap 
in 2025 compared with 7.8 percent of female 
enrollees (data not shown).
The analysis also found the share of Part D 
enrollees who will benefit from the new out-
of-pocket cap will vary by racial and ethnic 
group. For example, nearly 14 percent of North 
American Indigenous Part D enrollees are 
estimated to reach the new out-of-pocket cap 

 

8.4% 8.3% 8.5% 9.0%
9.6%

2025 2026 2027 2028 2029

3.2 million
enrollees

 

3.3 million
enrollees

 

3.4 million
enrollees

 

3.7 million
enrollees

 

4.1 million
enrollees

 

Note: Analysis does not include Medicare beneficiaries receiving the Medicare Part D low-income subsidy.

Source: Avalere analysis of Medicare Part D Prescription Drug Event data. See Appendix B for detailed methodology. 

FIGURE 1  
Number of Part D Enrollees Who Reach the New Out-of-Pocket Cap Will Increase Ever y Year
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in 2025 (Figure 4). Meanwhile, 8.5 percent of 
white and 9.0 percent of Black enrollees will 
reach the out-of-pocket cap in 2025, compared 
with 5.1 percent of Asian and 3.7 percent of 
Hispanic enrollees.

Annual savings for some Part D enrollees 
will exceed $5,000 
The research also estimated savings for Part D 
enrollees who reach the new out-of-pocket cap 
between 2025 and 2029. Prior to the recent 
changes to the Medicare Part D benefit, these 
enrollees’ average out-of-pocket spending 
would have been approximately $2,600 in 
2025; under the redesigned benefit, their 
average out-of-pocket spending is estimated to 
be roughly $1,100, a savings of 56 percent.
On average, approximately 1.4 million 
(40 percent) of Part D enrollees who reach the 
new out-of-pocket cap between 2025 and 2029 
are estimated to see annual savings of $1,000 
or more (Figure 5). Just over 420,000 enrollees 
(12 percent) will see savings of more than 
$3,000 over the same time period, or roughly 
10 percent of the median annual income for 
Medicare beneficiaries.13 

 

3.1%

29.8%

45.6%

21.5%

Under age 65 65 to 74 years old 75 to 84 years old A ge 85+

98,000
enrollees 

950,000
enrollees 

1.5 million
enrollees

680,000
enrollees

Note: Analysis does not include Medicare beneficiaries receiving the Medicare Part D low-income subsidy.

Source: Avalere analysis of Medicare Part D Prescription Drug Event data. See Appendix B for detailed methodology. 

FIGURE 2  
More than Three-quarters of Part D Enrollees Who Will Benefit in 2025 are Between the Ages of 65 
and 84

 

48.0%
52.0%

Male
Female

1.5 million
enrollees  

1.7 million
enrollees

Note: Analysis does not include Medicare beneficiaries 
receiving the Medicare Part D low-income subsidy.

Source:Avalere analysis of Medicare Part D Prescription Drug 
Event data. See Appendix B for detailed methodology. 

FIGURE 3  
Slightly Higher Number of Female Part D 
Enrollees Will Benefit from New Out-of-Pocket 
Cap in 2025
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Medicare Part D changes are an important 
improvement 
Medicare Part D originally did not include 
a limit on out-of-pocket spending. This left 
many enrollees, particularly those taking high 
priced or multiple medications, exposed to 
the possibility of significant financial burdens. 
However, the Inflation Reduction Act of 2022 
included a benefit redesign that caps enrollees’ 
annual out-of-pocket spending and ensures 
that they will no longer face the prospect of 
unlimited cost-sharing every year. 
This analysis focused on non-LIS Medicare 
Part D enrollees who will benefit in the first 
five years that the new Part D out-of-pocket 
limit is in effect; it found that between 
3.2 million and 4.1 million enrollees will reach 
the new out-of-pocket limit every year. It also 
found that enrollees who reach the cap will 
save an average of $1,500 in 2025, and that an 
average of 420,000 enrollees (12 percent) will 

experience savings of $3,000 or more between 
2025 and 2029. 
The findings also indicate that the benefits 
of the new out-of-pocket limit will vary by 
demographic characteristics and state. For 
example, nearly half of the Part D enrollees 
who will reach the new out-of-pocket limit in 
2025, or 1.5 million people, are between the 
ages of 75 and 84, and slightly more women 
will benefit than men. 
Federal research indicates that the share 
of Medicare Part D enrollees reaching the 
catastrophic coverage phase of the benefit 
has been increasing in recent years,14 making 
the new out-of-pocket limit a timely and 
important improvement. In combination with 
other provisions in the 2022 drug law that 
will address high prescription drug prices and 
related costs, this change will help ensure that 
more Medicare beneficiaries’ have affordable 
access to the prescription drugs they need. 
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enrollees

233,000
enrollees
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Note: Analysis does not include Medicare beneficiaries receiving the Medicare Part D low-income subsidy.

Source: Avalere analysis of Medicare Part D Prescription Drug Event data. See Appendix B for detailed methodology.

FIGURE 4  
Higher Share of North American Indigenous Part D Enrollees Will Benefit from the New 
Out-of-Pocket Cap in 2025
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Source: Avalere analysis of Medicare Part D Prescription Drug Event data. See Appendix B for detailed methodology.

FIGURE 5  
Many Part D Enrollees Will See Considerable Savings under the Updated Benefit
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Appendix B: Detailed methodology
Avalere utilized 100% Prescription Drug Event (PDE) data from 2022 through a data use agreement 
with the Centers for Medicare & Medicaid Services (CMS) to simulate progression through the 
Part D benefit and account for all products utilized by beneficiaries. Avalere used the PDE 
simulation to quantify Part D liability by stakeholder (Part D plan, brand name drug company, 
beneficiary, CMS) under pre-Inflation Reduction Act (IRA) Part D benefit design (applying 2023 
Part D benefit design parameters) and under IRA benefit redesign (2025–2029 benefit parameters) 
to identify beneficiaries estimated to reach the out-of-pocket (OOP) cap in each year. 
Beneficiary characteristics were identified using the Medicare Beneficiary Summary File (MBSF).
This analysis was focused on all non-low-income subsidy (LIS) beneficiaries including beneficiaries 
enrolled in employer group waiver plans (EGWPs) and incorporated the policy change that allows 
the value of supplemental plan coverage to count towards the beneficiaries’ progression to the OOP 
cap. However, because plan offerings for 2025 and beyond are unknown and likely to change, the 
value of supplemental coverage for enhanced Part D plans was not incorporated into this analysis. 
Avalere inflated 2022 PDE negotiated prices and product volume to 2025–2029 projected values. 
Avalere calculated a weighted brand and generic price factor based on historical spend trends. 
If the average historical price growth for any brand drug exceeds Consumer Price Index for all 
Urban Consumers (CPI-U), price growth was capped at CPI-U. Avalere applied enrollment trends 
as outlined in the 2024 Medicare Trustees’ Report as a proxy for volume changes. 
Avalere used the 2022 plan-specific formulary coverage and tier placement for 2025–2029 and 
overlayed the corresponding year’s Part D benefit structure for non-EGWP enrollees. For EGWP 
enrollees, due to lack of benefit design information, Avalere applied the average cost-sharing 
percentages for beneficiary, plan, and third-party assistance programs at the brand name drug 
level as observed in the pre-catastrophic scripts from 2022 PDE. Then, Avalere overlayed these 
cost-share percentages for 2025–2029 in the initial coverage phase under the pre-IRA and IRA 
benefit structures. Avalere applied the standard Part D benefit design to all non-EGWP and 
EGWP enrollees in the catastrophic phase for 2025–2029. 
Avalere simulated Part D benefit redesign for 2025–2029 under IRA for non-LIS beneficiaries and 
applied the following provisions:
•	•	 IRA benefit parameters and liability percentages for each stakeholder (Part D plan, brand 

name drug company, beneficiary, Medicare program)
•	•	 Patient OOP maximum of $2,000 and revised catastrophic threshold as outlined in the 2024 

Medicare Trustees’ Report for all modeling years
•	•	 Elimination of the coverage gap and introduction of a new mandatory manufacturer discount 

after the deductible
•	•	 $35 monthly cap on patient OOP costs for insulin
•	•	 $0 cost-sharing for recommended vaccines
Exclusions:
•	•	 Beneficiaries residing outside the 50 states and DC based on the MBSF
•	•	 Beneficiaries enrolled in the limited income newly eligible transition program (LINET)
•	•	 LIS beneficiaries
This modeling focuses on the impact of Part D benefit redesign and does not incorporate 
Medicare drug price negotiation (negotiated prices will first become available in 2026) or changes 
in utilization from beneficiary or plan behavior. 
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