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53 Assumptions: (1) For purposes of calculating 
impacts only, we assume that total rebates will 
equal about 20 percent of allowable Part D drug 
costs projected for each year modeled, and that 

rebates are perfectly substituted with the point-of- 
sale discount in all phases of the Part D benefit, 
including the coverage gap phase. 

(2) Used 2016 distribution of costs by benefit 
phase to form assumptions. 

(3) Assumed no other behavioral changes by 
sponsors, beneficiaries, or others. 

increasing the cost of coverage under 
the plan. At the same time, the 
reduction in cost-sharing obligations for 
the average beneficiary would likely be 
large enough to lower their overall out- 
of-pocket costs. The increasing cost of 
coverage under Part D plans as a result 
of rebates being applied at the point of 
sale likely would have a more 
significant impact on government costs, 
which would increase overall due to the 
significant growth in Medicare’s direct 
subsidies of plan premiums and low 
income premium subsidies. 

Partially offsetting the increase in 
direct subsidy and low income premium 
subsidy costs for the government would 
be decreases in Medicare’s reinsurance 
and low income cost-sharing subsidies. 
Decreases in Medicare’s reinsurance 
subsidy result when lower negotiated 
prices slow down the progression of 
beneficiaries through the Part D benefit 
and into the catastrophic phase, and 
when the government’s 80 percent 
reinsurance payments for allowable 
drug costs incurred in the catastrophic 
phase are based on lower negotiated 
prices. Similarly, low income cost- 

sharing subsidies would decrease if 
beneficiary cost-sharing obligations 
decline due to the reduction in prices at 
the point of sale. Finally, the slower 
progression of beneficiaries through the 
Part D benefit would also have the effect 
of reducing manufacturer gap discount 
payments as fewer beneficiaries would 
enter the coverage gap phase or progress 
entirely through it. 

The following tables summarize the 
10-year impacts we have modeled for 
when 33, 66, 90, and 100 percent of all 
manufacturer rebates are applied at the 
point of sale: 53 

TABLE 10A—TOTAL IMPACTS FOR 2019 THROUGH 2028 
[In $billions] 

33% 66% 90% 100% 

Beneficiary Costs ............................................................................................. ¥$19.6 ¥$39.1 ¥$53.2 ¥$56.9 
Cost-Sharing ............................................................................................. ¥28.8 ¥57.8 ¥78.9 ¥85.2 
Premium ................................................................................................... 9.2 18.7 25.7 28.3 

Government Costs ........................................................................................... 27.3 55.1 75.5 82.1 
Direct Subsidy .......................................................................................... 62.8 128.1 177.4 200.0 
Reinsurance .............................................................................................. ¥21.7 ¥44.7 ¥62.2 ¥73.1 
LI Cost-Sharing Subsidy ........................................................................... ¥16.6 ¥34.2 ¥47.7 ¥53.7 
LI Premium Subsidy ................................................................................. 2.9 5.9 8.1 8.9 

Manufacturer Gap Discount ............................................................................. ¥9.7 ¥19.4 ¥26.4 ¥29.4 

TABLE 10B—2019–2028 PER MEMBER-PER MONTH IMPACTS 

33% 66% 90% 100% 

Beneficiary Costs ............................................................................................. ¥$30.33 ¥$60.58 ¥$82.42 ¥$88.13 
Cost-Sharing ............................................................................................. ¥44.61 ¥89.50 ¥122.26 ¥131.97 
Premium ................................................................................................... 14.29 28.92 39.83 43.84 

Government Costs ........................................................................................... 42.38 85.40 117.01 127.22 
Direct Subsidy .......................................................................................... 97.45 198.93 275.43 310.58 
Reinsurance .............................................................................................. ¥33.76 ¥69.57 ¥96.84 ¥113.75 
LI Cost-Sharing Subsidy ........................................................................... ¥25.80 ¥53.06 ¥74.11 ¥83.42 
LI Premium Subsidy ................................................................................. 4.49 9.10 12.53 13.81 

Manufacturer Gap Discount ............................................................................. ¥15.01 ¥30.02 ¥40.93 ¥45.48 

TABLE 10C—2019–2028 IMPACTS—PERCENT CHANGE 

33% 66% 90% 100% 

Beneficiary Costs ............................................................................................. ¥3 ¥5 ¥7 ¥8 
Cost-Sharing ............................................................................................. ¥6 ¥12 ¥16 ¥17 
Premium ................................................................................................... 4 7 10 11 

Government Costs ........................................................................................... 2 4 5 6 
Direct Subsidy .......................................................................................... 24 49 67 76 
Reinsurance .............................................................................................. ¥3 ¥7 ¥9 ¥11 
LI Cost-Sharing Subsidy ........................................................................... ¥4 ¥9 ¥12 ¥14 
LI Premium Subsidy ................................................................................. 4 8 11 12 

Manufacturer Gap Discount ............................................................................. ¥7 ¥13 ¥18 ¥20 

While we did not account for 
behavioral changes when modeling 
these impacts, requiring rebates to be 
applied at the point of sale might induce 
changes in sponsor behavior related to 

drug pricing that would further reduce 
the cost of the Part D program for 
beneficiaries and taxpayers. 
Specifically, requiring that at least a 
minimum percentage of manufacturer 

rebates be used to lower the price at the 
point of sale could limit the potential 
for sponsors to leverage the benefits that 
accrue to them when price concessions 
are applied as DIR at the end of the 
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