
IN  THIS  ISSUE... 
 

����������	�
�����
�	
	���������
�
���������������

 
���������������	���	�	����

����������
�

���	�
��������������	���
�

� ! �"��
����#$�	��	�������%������
������$���	�
�&��������

 

The Integratis Group 
 

127 Victoria St. S.  
Suite 102 

Kitchener, Ontario, N2G 2B4 
 

Local: 519-746-2600 
Toll-Free—800-561-7551 

 

www.integratis.ca 

Understanding the Origins of Drug Cost Increases 
BY Date Driven (GWL 2010) 

Spring 2010 

experienced in general and which dis-
ease states are becoming more preva-
lent.  The 2009 Great-West Life Drug 
Trend Study found that in 2008, the top 
10 therapeutic classifications accounted 
for nearly 60 per cent of all prescription 
drug claims paid.  Although this hasn’t 

changed much since 2003, changes 
have taken place in the order of the 10 
therapeutic classifications. Depression 
which ranked number 1 in 2003, dropped 
to number 3 in 2008.  Another notable 
change is that diabetes climbed from 
number 8 in 2003 to number 4 in 2008.  
 
Perhaps what’s most compelling about 
the top therapeutic classifications is that 
many of these disease states are control-
lable.  Cholesterol disorders, high blood 
pressure and some forms of diabetes 
can be managed, to some degree, with 
diet and exercise.  Some types of de-
pression may be addressed through em-
ployee assistance programs and well-
ness offerings.  
 
It’s clear that drugs will continue to be 
the driving force behind healthcare costs 
and that drug plan management is nec-
essary.  But how can plan sponsors 
know what to expect from their drug 
plans? On the surface, considering the 

There are a number of root causes for 
the overall increase in prescription drug 
costs.  Examining the origins of these 
increases is critical to effective cost 
management.  
 
The latest Great-West Life Health and 
Dental Trend Study found that prescrip-
tion drugs account for about 60 per cent 
of total healthcare costs charged to pri-
vate plans. The study also found the 
composition of healthcare costs can vary 
greatly by age.  For an employee who is 
27 years old, 44 per cent of his or her 
family healthcare costs are typically at-
tributed to prescription drugs.  At age 47, 
that percentage grows to about 55 per 
cent of healthcare costs.  And for a 62-
year-old, roughly 75 per cent of annual 
healthcare costs are attributed to pre-
scription drugs.   
 
Drug costs are already a concern for 
plan sponsors, and they will become an 
even greater issue as the population 
ages.  Looking at the therapeutic 
makeup of drug costs can provide in-
sight into what types of diseases are 

emergence of generic substitutes 
and the absence of blockbuster 
drugs entering the market, we might 
expect drug increases to level off 
but that hasn’t been the case.  Let’s 
consider the factors that contribute 
to prescription drug trends: 

· Aging 

· Utilization 

· Inflation 

· Large drug claims         

experience 

· Plan design 

Continues on Page 3 
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As previously noted, an aging popu-
lation can cause drug claims and 
expenses to increase.  Annual pre-
scription drug expenses of a 50-
year-old employee are about triple 
those of a 30-year-old employee.  
Annual prescription drug costs for a 
60-year-old are more than four 
times those an employee who is 30-
years old.  Put another way, for 
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Consider these staggering statistics  
 
· During a man's 35th year, he is 10 times more likely to 

suffer from a disability than to die!  
 
· At age 35, the average long-term disability (LTD) in Can-

ada lasts 3.1 years, according to publications 1985 Com-
missioner's Individual Disability Table and CIA 86-92 Ag-
gregate Mortality Table. Because this is just an average, 
LTD can have a shorter length of time or even last several 
more years! 

 
· At age 35, 37% of Canadian men will be disabled for a 

period of 90 days or longer before the age of 65, accord-
ing to publications 1985 Commissioner's Individual Dis-
ability Table and CIA 86-92 Aggregate Mortality Table. 
That means the odds of suffering a long term disability 
(LTD) is about 1 in 3.  

 
· At age 35, a permanently disabled person would lose a 

lifetime income of $2,434,085, assuming earnings of 
$5,000 per month and a 2% raise each year. 

 
· Six months of total disability can wipe out 10 years of sav-

ings.  
 
Is disability insurance important to you?* If you are like 65% of 
the working population, you haven't ever considered this  
question. Take a minute to review the following statements. 

My investment income represents 
more than 50% of my total in-
come. 

True False 

My children will not need my fi-
nancial help for their education. 

True False 

I am prepared to sell my home in 
the event of financial difficulty. 

True False 

I have no expensive hobbies. True False 

If I were disabled, the government 
would take care of me. 

True False 

I do not know anyone who has 
been disabled for a month or 
more. 

True False 

My family would happily pay for all 
my living expenses if I could not. 

True False 

My mortgage payment is less 
than 10% of my total income. 

True False 

I could afford to take a two-year 
vacation. 

True False 

Continues on Page 3 

accumulates in future years.  
· Full amount of withdrawals can be put back 

into the TFSA in future years.  
· Choose from a wide range of investment op-

tions such as mutual funds, Guaranteed In-
vestment Certificates (GICs) and bonds.  

· Contributions are not tax-
deductible.  
· Neither income earned 
within a TFSA nor withdrawals 
from it affect eligibility for federal 
income-tested benefits and 
credits, such as Old Age Secu-
rity, the Guaranteed Income 
Supplement, and the Canada 
Child Tax Benefit.  
· Funds can be given to a 

spouse or common-law partner for them to 
invest in their TFSA.  

· TFSA assets can generally be transferred to a 
spouse or common-law partner upon death.  

Saving just got a whole lot easier  
The Tax-Free Savings Account (TFSA)  is a flexible, registered 
general-purpose savings vehicle 
that allows Canadians to earn tax-
free investment income to more 
easily meet lifetime savings needs. 
The TFSA complements existing 
registered savings plans like the 
Registered Retirement Savings 
Plans (RRSP) and the Registered 
Education Savings Plans (RESP).  
 

How the Tax-Free Savings  
Account Works  

· Canadian residents age 18 or older can  contribute up 
to $5,000 annually to a TFSA (Since January 2009 

· Investment income earned in a TFSA is tax-free. With-
drawals from a TFSA are tax-free.  

· Unused TFSA contribution room is carried forward and 



$59.87; compared to $56.71 in 2006.  This increase stems 
from two main factors: 
 

2) Fixed-basket inflation  

The raw cost increases passed on from drug manufacturers 
to account for increases in the cost of living, weighting to-
wards more costly drugs 
 

Other influences on the average ingredient cost are: 
 

1) Brand name versus generic distribution 
2) Therapeutic class distribution 
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Unexpected and uncontrolla-
ble influences can also affect 
drug plan costs.  For exam-
ple, a few plan members de-
veloping rheumatoid arthritis 
can have a significant impact 
on costs; just a single drug 
injection associated with 
treatment may have an ingre-
dient cost of more than 
$3,000, and sev-
eral injections 
can be required 
over the course 
of a year.   
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Pay-direct drug 
(PDD) cards 

Continues on Page 4 
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each five-year increase in age, the average cost increases by 
40  
percent.  
It is expected that the peak concentration of baby boomers 
will be between the ages of 50 and 60 by 2019.  In 2009, this 
concentration of baby boomers was between 40 and 50.  As 
this population ages, even greater financial strain may be 
placed on healthcare plans.   
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The largest contributor to increases in drug costs with aging 
is simply that older people claim for more prescriptions.  A 
30-year-old employee claims for about nine prescriptions per 
year (including dependent claims), while a 60-year-old em-
ployee claims for about 30 prescriptions a year.  A retiree in 
his or her 80s claims roughly 60 prescriptions per year.  
 

This increase in utilization is largely the result of a significant 
increase in maintenance drugs for blood pressure, choles-
terol, gastrointestinal issues and diabetes.  These four condi-
tions are among the top five therapeutic classes claimed.   
�
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Pure drug cost inflation can be broken down into two distinct 
categories: 
 

1) Dispensing fee  Ingredient cost  

A dispensing fee is the pharmacy’s per-prescription charge 
beyond the ingredient cost.  Based on 2009’s Great-West 
Life Drug Trend Study, the average eligible dispensing fee in 
2008 was $9; this is up from an average dispensing fee of 
$8.62 in 2006.   
 

In 2008, the average ingredient cost per prescription was 
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cial drain on the scarce  
resources available to those depend-
ents. This drain would take the form 
of both on-going living expenses and 
the additional cost of medical ex-
penses for the disabled person. 
   
Beyond the financial problems of 
disability are the psychological impli-
cations. When a person becomes 
disabled, initially there is sympathy 
for the disabled person. As time 
goes by, this sympathy can develop 
into resentment. It's human nature. 
And certainly there is the personal 
impact of the loss of dignity that a 
former productive and self-sustaining 
person will feel. The old lifestyle is 
quickly replaced by "no lifestyle", 
and friends and family drift away as 
they get on with their lives. 
    

There are also health implications of 
not having disability insurance. The 
burden of financial worry and the 
feeling of helplessness can actually 

prolong a disability. It is known that 
those who have disabilities that are 
"recoverable" actually recover faster if 
disability insurance is acting to re-
move the financial worries during the 
disability. If "laugher is the best medi-
cine", then "worry is a slow poison". 
Those without disability insurance 
may recover into a life where savings 
are gone and debts are high. If you 
save 10% of your income each year, 
six months of disability will deplete 
five years of savings. Many people 
have spent years contributing to an 
RRSP because they know this money 
will be needed for retirement. The 
prospects of completing a retirement 
plan, starting over at ground zero af-
ter half a career has past, are very 
bleak. 
    

On several levels, a disabled per-
son's quality of life would be greatly 
enhanced if they had the foresight to 
purchase disability insurance. 

If you answered "false" to any of the above 
questions, then disability insurance may be 
very important to you. In fact, anyone who 
works to earn an income and depends on 
that income to provide for their living and 
lifestyle expenses needs disability insur-
ance. Why then does 65% of the working 
population not have any form of private 
disability insurance? When asked, the 
number one reason is that they have never 
been told about it. 
   
Most people own life insurance and under-
stand the value it provides. They know that 
a premature death could have serious fi-
nancial consequences for the people who 
depend on them. Perhaps these people 
should consider how different the conse-
quences would be if they were to become 
permanently disabled. Wouldn't their de-
pendents be in a worse position than if they 
had actually died? Not only would their in-
come stop, but they would become a finan-
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The content of this publication, based on information that we believe is accurate, is general in nature, and we cannot guarantee its accuracy or compre-
hensiveness. 
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offer many advantages that typical reim-
bursement plans can’t, but it is important 
to consider overall plan design when imple-
menting a PDD or deferred reimbursement 
drug card.  Without changes in plan design, 
higher utilization rates are typically seen 
with PDD cards.  This is rooted in the con-
venience of the card as well as the fact that 
a claimant is not out-of-pocket when a drug 
is purchased.  Generally, use of PDD cards 
can be much higher than reimbursement 
plans when no plan design changes are 
made.   
 

On the flip side, cost containment features 
are more readily available on PDD cards.  
These features can be used to help offset 
some of the increases in utilization.  They 
include: 
 

· Per-prescription deductibles 

· Dispensing fee caps 

· Managed formularies 

· Generic substitution 

· Point-of-sale price file maximums 

· Drug utilization reviews 
 
Maintenance drug programs-allow pharma-
cists to dispense supplies that last longer 
(typically three months) to patients who are 
taking a medication (maintenance or acute) 
for a long duration. 

 

Deferred reimbursement drug cards can 
be a great alternative to PDD cards.  
These plans offer the convenience of a 
card and the benefits of automatic sub-
mission.  Also, since a claimant is out-of-
pocket for a short period of time, he or 
she is forced to consider whether a drug 
is necessary.  This forces a certain level 
of consumerism that makes utilization 
rates on deferred reimbursement drug 
card plans lower than on PDD card 
plans.  Generally, utilization on deferred 
reimbursement drug cards is higher than 
utilization on paper reimbursement 
plans, but lower than utilization on PDD 
plans.  
Another form of consumerism is plan 
member choice in where to fill prescrip-
tions.  2009’s Great-West Life Drug 
Trend Study found that there is a signifi-
cant difference in dispensing fees 
charged by pharmacies.  The lowest five 
pharmacy dispensing fees were in the $4 
to $7 range, while the highest five fees 
were in the $9 range (these represent 
national averages, provincial averages 
will vary).  If plan members choose to 
shop were dispensing fees are lowest, 
the impact on the plan costs can be sig-
nificant.  
 

One way plan sponsors can encourage 
greater consumerism is with a dispens-
ing fee cap.  When plan sponsors imple-

On March 4, 2010 the Federal Minister introduced the 2010 Budget 
which outlined some changes involving all new 
and existing Health Care Spending Accounts. 
The change which was made to the ‘Medical 
Expense Tax Credit’ indicates that all purely cos-
metic procedures are no longer covered under 
Health Care Spending Account regulations. 
    
What this means is that for any event in which an 
individual is getting a procedure done for purely 
cosmetic reasons, they will no longer be able to 
submit these claims through their Health Care 
Spending Accounts or any cost plus arrangements. 
The following is the excerpt from Budget 2010 which explains the 
change:  
 

"To ensure consistency with the intent of the Medical Expense Tax 
Credit, Budget 2010 proposes that expenses incurred for purely cos-

metic procedures (including related services and other expenses 
such as travel) be ineligible to be claimed under the Medical Ex-
pense Tax Credit. This generally includes surgical and non-
surgical procedures purely aimed at enhancing one's appearance 
such as liposuction, hair replacement procedures, botulinum toxin 

i n j e c t i o n s ,  a n d  t e e t h  w h i t e n i n g .   
  
A cosmetic procedure, including those identified 
above, will continue to qualify for the Medical Ex-
pense Tax Credit if it is required for medical or re-
constructive purposes, such as surgery to amelio-
rate a deformity arising from, or directly related to, a 
congenital abnormality, a personal injury resulting 
from an accident or trauma, or a disfiguring disease.  
 

The proposed changes will make the tax treatment of purely cos-
metic procedures consistent with that in other jurisdictions, such 
as the United States, the United Kingdom and Québec.  
 
This measure will apply to expenses incurred after March 4, 
2010."  

 

2010 Budget Implications on Health Care Spending 
Accounts 

Ashley Gould—Integratis benefit Solutions 
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ment such a cap, they essentially build 
their own preferred provider network and 
direct plan member to lower-cost phar-
macies.  Plan member choice is not 
eroded and higher-service pharmacies 
are still available, but there is an out-of-
pocket expense to the plan member.  A 

plan sponsor who has not implemented a 
cap is paying for the additional service 
provided by premium pharmacies.  Plan 
sponsors with a cap, are, in effect, asking 
their plan members to decide whether the 
additional service is worth paying for.  
 

As explained, there are many compo-
nents to drug increases.  It is important 
for plan sponsors to understand the origin 
of increases for their own groups.  Knowl-
edge and understanding of what is con-
trollable is key to effectively managing 
plan costs.  


