
The quality of private drug plans is 
under pressure and the private market 
is undergoing rapid change.

Each insurer offers several drug plans.  
Processes and rationale for coverage 
decisions are not always transparent.  
Patients need to be engaged in order to 
access their benefits. 

 In an effort to reduce costs, the value 
that innovative medications bring in 
terms of quality of life, absenteeism, 
presenteeism, productivity and 
disability may be overlooked, resulting 
in unintended consequences. 

Recent changes in drug evaluation 
processes are resulting in longer review 
timelines and delayed access. 

Some coverage criteria may reflect cost 
containment vs. best clinical practise 
resulting in more restrictive access.

Exclusion of Specialty drugs, therapeutic 
substitution, MAC pricing, plan 
maximums, reduced co-insurance, and 
PPNs may shift costs to patient and 
mean larger out-of-pocket costs.
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Private Plans cover 24 million 
Canadians1 and paid out 36% of all 
prescription drug costs.  High quality 
private drug plans are an important 
means of access for patients.    

Choice of medication and pharmacy are 
increasingly dictated by the drug plan.
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Drug benefit plans are provided to 
support employee health and 
productivity, and to attract and retain 
employees  
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10 Things you should know 
about the Private Payer Market

The market is complex with over 25 
insurers1. Coverage decisions are 
influenced by many different 
stakeholders, including insurers, pharmacy 
benefit managers, Benefits Advisors, and 
Employers.



Glossary and Definitions
Generic substitution: 
There are different types of Generic Drug Plans: 

Generic Substitution Plan: the drug plan reimburses up to the cost of the lowest cost interchangeable generic 
product. If the patient requests the brand name drug, the patient will be charged the cost difference. If the 
physician writes “no substitution” on the prescription, the plan will reimburse the price of the brand name drug. 
Mandatory Generic Substitution Plan: The plan does not reimburse the price of the brand name drug even if the 
physician writes “no substitution” on the prescription. Some plans may reimburse the cost of the brand drug if the 
patient can provide medical evidence that the lower cost alternative cannot be used.

Drug Formulary
There are different types of drug formularies; however it is difficult to determine which drugs are covered or not.

Managed Formulary:  A private drug plan that covers select drugs.  A “formulary manager” determines which  
drugs to cover based on clinical and cost effectiveness, and/or other factors. 
Provincial Formulary (a.k.a. Government-mimic, public-mimic): A Private drug plan that mimics the provincial  
drug plan and only covers drugs that are reimbursed by the provincial formulary. 
Tiered Formulary: In this type of plan, select drugs are reimbursed at a higher coinsurance to provide an incentive 
for plan members to select the preferred drugs.  The non-preferred drugs are reimbursed at a lower coinsurance, 
and patients will have to pay more out of pocket if they do not choose from the preferred drug list.

Maximum Allowable Cost (MAC) also known as reference based or therapeutic class pricing
Drugs are grouped into therapy classes for the purposes of reimbursement and the dollar amount reimbursed by the drug 
plan is limited to the cost of the lower cost “reference” drug within the therapy class. The patient is able to receive the drug 
prescribed by their physician and is responsible for paying the cost difference. If this cost difference is prohibitive, the 
patient can elect to use the less expensive “reference” medication; however it may be necessary to contact the physician 
to get a new prescription. 

Plan Maximums
Benefit plan maximums are the upper limit of coverage that is available.  These limits can be in the form of a dollar 
maximum and be set at any amount – i.e. $1,000 or $50,000, or in the form of a quantity limit i.e. 30 tablets per month or 
25 vials per year. Some maximums are for all health benefits and some are for drugs only. Some maximums are annual and 
some are lifetime. Some maximums are per person and some are per family.

Preferred Pharmacy Networks (PPN)
Insurers have entered into business relationships with a pharmacy chain or group of pharmacies and encourage patients 
to shop at the preferred pharmacies, in exchange for more competitive pricing and/or the provision of additional services.

Mandatory PPN: Patients are required to purchase their drugs from the preferred supplier in order for the claim 
to be reimbursed. The PPN may only apply to certain drugs – e.g. medications to treat chronic conditions or 
specialty medications
Voluntary PPN: Patients can choose where to purchase their medications; however may be encouraged to use the 
preferred pharmacy.  Patients may be penalized and reimbursed a lesser amount if they use a non-preferred 
pharmacy. 

Prior Authorization (PA) also known as special authorization
A Prior authorization program requires physicians to provide additional medical information before approving a drug for 
coverage. The information provided is compared to the insurer’s coverage criteria and if the patient’s information meets 
the criteria they will be covered and if they do not meet criteria they are declined. Common types of criteria may include 
diagnosis, prior treatment, step therapy, certain test results or a requirement to apply for government coverage first.

Step Therapy
Step therapy is when a drug plan requires the patient to take medications in a certain sequence in order to be reimbursed. 
Before a patient is eligible to be reimbursed for Drug A, they must first try and fail on lower cost alternative Drugs B 
and C.  

Therapeutic substitution 
Therapeutic Substitution assumes that all drugs in a therapeutic class are medically equivalent and provide the same 
therapeutic benefits, despite the fact they are not interchangeable.  Therapeutic substitution takes place when a 
pharmacist dispenses a different medication than the one originally prescribed by the physician and is often triggered by 
a specific drug program (such as a managed formulary, tiered formularies, step therapy, maximum allowable cost (MAC), 
reference based pricing, case management, a pharmacy preferred network, or medication counselling).  It may be 
necessary to contact the physician to get a new prescription for the alternate medication.

Reference:  1)  Skinner, BJ; Rovere, M; Mohindra, M; and Tran, K (2015). Pharmacare: what are the costs for patients and taxpayers? Canadian Health 
Policy, September 24, 2015. Toronto: Canadian Health Policy Institute (CHPI).
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