
Ontario shook up the world of
generic drug pricing across the
country 3 years ago when it

passed Bill 102, the Transparent Drug
System for Patients Act.

In turn, the executive officer of
Ontario’s $4-billion-a-year drug benefit
plan saw her own life disrupted. 

In late April, Helen Stevenson was
flanked by plainclothes Ontario Provin-
cial Police bodyguards when she deliv-
ered a speech to IMS Health Canada. It
was the day after the province announced
a series of legal actions and imposed
penalties totaling $33.8 million in a
crackdown on violations of the Act. 

Stevenson confirms that her need for
security continues because of threats
made in connection with her job. 

For complicated reasons, Canadian
prices for generic drugs — copies of
brand-name drugs which have lost
patent protection — are among the
highest in the world. (See Patented
Medicine Prices Review Board, Non-
Patented Prescription Drug Prices
Reporting, 2006.)

Ontario’s legislation aimed to
reduce the province’s drug benefit plan
costs by exposing, and correcting, some
of the murky and hidden practices that
contribute to those high prices (CMAJ
2006;175[4]:342-3). 

The province banned rebates that
generic manufacturers were paying to
pharmacies to induce them to stock their
company’s version of a generic drug —
rebates estimated to average 40% off the
invoice price. In essence, pharmacies
obtained the drugs at low wholesale
prices but invoiced the government at
the often significantly higher prices
listed in the provincial drug formulary.

At the same time, Ontario slashed the
amount it will pay pharmacies for the
generic forms of drugs from an average
of 63% of the list price for the brand-
name version to 50%. 

As a result, the province “is spend-
ing less money and funding more

drugs,” Stevenson says. Savings in
2008/09 amounting to $253 million
were achieved through lower generic
prices as well as some volume discount
agreements with brand-name drug
manufacturers, according to a ministry
of health spokesperson.

The province “took a leadership role
from a policy standpoint and the last
couple of years has seen more change

than the 10 previous years combined,”
says pharmacist Mike Sullivan, president
of Cubic Health Inc., a drug plan man-
agement company in Toronto, Ontario. 

The new law “set in motion change
across the country,” confirms Jim Keon,
president of the Canadian Generic Phar-
maceutical Association.

But the law has proved controversial.
It has “created an awareness in the mar-
ketplace of what is really going on, and
that is probably having a good impact,”
says Barbara Martinez, senior health and

benefits associate with Mercer Human
Resources Consulting in Toronto. 

On the other hand, the Ontario drug
plan “basically lowered their own price
and as a response pharmacies are
charging private plans much more in
Ontario,” she says. As well, many other
provinces have not been able to match
Ontario’s prices. 

When Ontario changed its rules, it
upset the apple cart for other payers
because its drug formulary had previ-
ously been used “as the price point
across the country,” says Mark Ronayne,
a coauthor of the Canadian Generic
Drug Sector Study, a 2007 report from
the federal Competition Bureau. 

“Other provinces realized they could-
n’t depend on the old system and prices
split apart all over the country,” adds
Aidan Hollis, economics professor at the
University of Calgary and author of the
2009 report, Generic Drug Pricing and
Procurement: A Policy for Alberta. 

The murky practices that Ontario set
out to expose were also scrutinized by
the Competition Bureau’s 2007 report. 

It noted that government drug plans,
private plans and cash-paying Canadi-
ans don’t benefit from the competition
that exists among generic drug manu-
facturers who vie to have pharmacies
stock their generic versions of brand-
name drugs by offering rebates or other
incentives. Pharmacies receive the
rebates but don’t pass on the savings to
private or public plan purchasers, the
federal agency report stated.

In a 2008 report he coauthored, Paul
Grootendorst, an associate professor of
pharmacy at the University of Toronto,
estimated the rebate income in 2006 for
the “average pharmacy” (one that fills
30 000 generic prescriptions a year) to
be about $240 000.

Although the province banned
rebates, it allows generic manufacturers
to pay pharmacies up to 20% above the
drug price for “professional allowances,”
which have to be reported by both par-

Ontario’s law curbing the cost of generic drugs sparks
changes for pharmacies and other Canadian buyers 
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Helen Stevenson, executive officer of
the Ontario drug benefit plan,
required bodyguards after the provin-
cial government passed its Transparent
Drug System for Patients Act.
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ties. (Any payment above the 20%, with
respect to the provincial drug plan, is
deemed a rebate under the law.)

The professional allowances, capped
at 20% for the provincial drug plan (but
not capped for private payers), are to be
spent on patient-related services and
are subject to audit by the province. 

For 2008, manufacturers reported
paying a total of $680 million in profes-
sional allowances to pharmacies. (Inter-
estingly, the Ontario health ministry esti-
mated the rebate payouts made before
2006 to be a similar annual amount:
between $600 million and $800 million.) 

This capping and redirection of rebate
payments is part of a growing trend to
reimburse pharmacists more explicitly
for clinical and cognitive services,
instead of having their professional serv-
ices tied to the price of drugs. (Ontario
also introduced the MedsCheck program,
under which it reimburses pharmacists to
provide annual consultations of up to 30
minutes for individuals taking 3 or more
prescription drugs a day.) 

“I don’t think the system now serves
the pharmacy profession’s need to see
their skills recognized,” Grootendorst
says. The model in which pharmacists’
pay is tied to dispensing medicine “is
going to be under increasing pressure
as employer groups and others clamour
for lower prices.” 

Nadine Saby, president and chief
executive officer of the Canadian Asso-
ciation of Chain Drug Stores, warned
that efforts to reduce generic drug
prices could cause pharmacies to “suf-
fer unintended collateral damage.”
Chains and franchises now comprise
about 60% of the more than 8000 retail
pharmacies in Canada. 

Pharmacy sustainability and the
services “are linked in part to the price
of generic drugs,” she said in a speech
to the Economic Club of Toronto in
2008. “As government drug plans seek
to reduce generic drug prices, the fund-
ing gap will worsen unless appropriate
changes are made to the reimbursement
model for pharmacies.”

In its draft Blueprint for Pharmacy,
the Canadian Pharmacists Association
notes that government caps on compen-
sation for dispensing fees have con-
tributed to a reliance on payments from
drug manufacturers. Executive Director

to increase as several highly prescribed
drugs are scheduled to come off patent in
the next few years, the 2008 report states.
Generics currently fill 52% of prescrip-
tions written in Canada, but account for
only 24% of the total amount spent on
prescription drugs, says Keon. 

Canadians stand to save $800 mil-
lion a year in drug costs if changes are
made to the way drugs are paid for,
states the 2008 Competition Bureau
report, which recommends the separa-
tion of reimbursement for professional
services from drug costs. 

To benefit from generic drug compe-
tition, public plans should “introduce
measures for reimbursing pharmacies for
the true cost of their drugs [and] reim-
burse pharmacy services such as dispens-
ing and patient counselling separately
from drug costs,” the report stated. 

Some pharmacists protested when
the Ontario legislation was introduced
3 years ago. While average pharmacy
profits in Canada “remain strong” at

Jess Poston cites 3 provincial studies
that identify a $4 or $5 per-prescription
gap between government reiumburse-
ment levels for dispensing fees and the
actual cost to pharmacies. “Relying
upon revenues from other sources … to
subsidize a pharmacy’s dispensing serv-
ices is not a sustainable business
model,” the draft blueprint states. 

A 2008 report from the Competi-
tion Bureau, Benefiting from Generic
Drug Competition in Canada: The Way
Forward, states that, as well as helping
to finance pharmacy services to
patients, the rebates may have other
effects, such as increasing pharmacy
profits and advertising, financing
extended hours of operation, and facili-
tating investment in a store’s appear-
ance to attract more patients. 

Meanwhile, spending on generic
drugs is increasing across the country.
Between 2006 and 2007, generic drug
expenditures increased more than 20% to
$4.1 billion and that amount is expected
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The Competition Bureau says Canadians can save $800 million annually in drug costs.
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$207 600 for 2008, Ontario pharmacies
saw their average profits fall below the
national average for the first time in
2008, according to Community Phar-
macy 2008, a report prepared by indus-
try representatives. 

Still, when Ontario received the
reports, required by law, from manu-
facturers and pharmacies about the
amount of professional allowances paid
and received, it “found huge discrepan-
cies,” Stevenson says. “We did an audit
to understand the discrepancies and
found even more issues.” 

several pharmacies on notice that their
agreements could be terminated, and
filed complaints with the Ontario Col-
lege of Pharmacists and Health Canada. 

More enforcement actions may be
forthcoming, Stevenson says. — Ann Sil-
versides, CMAJ

DOI:10.1503/cmaj.091155

The province’s 8 enforcement staff,
aided by auditors from the provincial
finance ministry, uncovered a drug recy-
cling scheme. Some pharmacies were
purchasing “a greater quantity of generic
drugs than they require,” collecting the
professional allowance and then return-
ing a portion to wholesalers that resold
that product, according to the Ministry
of Health and Long-Term Care. 

In late April and early May, the min-
istry issued rebate penalty orders, laid
provincial offence charges for providing
false or misleading information, put
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Ontario’s success in ratcheting down the amount it pays for
generic drugs has not been matched by private drug benefit
plans and employers are “starting to wake up,” says Bar-
bara Martinez, senior health and benefits associate with
Mercer Human Resources Consulting in Toronto. 

“There is this terrible disparity in prices … but they can’t
react quickly. Changing benefit programs is a slow process.” 

Businesses are paying attention because they are facing
tough economic times and “can’t afford not to address” the
issue of drug pricing, says Mark Ronayne, senior competi-
tion law officer with the Competition Bureau Canada and
coauthor of 2 reports on generic drug competition. 

Private drug plans, which account for 52% of generic
drug expenditures in Canada, could save $600 million a
year if they could buy generics drugs at competitive prices,
according to the bureau’s 2008 report Benefiting from
Generic Drug Competition. 

Before Ontario introduced the Transparent Drug System
for Patients Act in 2006, the province’s prescription drug
formulary set the standard for pricing, for private and most
public payers, across the country. 

In Ontario, the provincial public plan and the private
plans traditionally paid the same price for the ingredient
and the mark up on drugs, with the key difference in cost
being the amount of the dispensing fee, Martinez explains.  

But today the cost spread is much wider. For example, a
generic version of a brand-name drug priced at $100 would
now cost the province $61 and private plans $87, compared
to prices of $75.41 and $79.30 before the 2006 Act, she
says. (Those amounts include markups and dispensing fees
charged by pharmacies.) 

Helen Stevenson, executive officer of the Ontario drug
plan, says she “would shy away from any suggestion that
we have shifted costs as a result of these changes.”

Instead, the assistant deputy minister of health says the
province “opened the doors as much as we possibly could
for the private market to follow our changes.” 

In fact, the majority of private drug benefit plans are

administered for companies by outside firms — mainly
insurance companies — that are often paid a percentage of
plan costs. As a result, there is “absolutely no incentive”
for them to rein in prices, says Mike Sullivan, president of
Cubic Health Inc., a Toronto-based drug plan management
company. Increasingly, employers are moving to a per-
transaction fee, he said. 

Among private payers, only about 17% in Canada have
managed plans, where a cost–benefit analysis of drug cov-
erage is undertaken, according to data from ESI Canada, a
health claims management company. 

Ontario’s legislation “has had an impact on the econom-
ics of pharmacy so, like any business, they are looking at
ways to make up what is perceived to be a revenue short-
fall,” says Sullivan.

For example, he says his firm has noticed a much wider
range in ingredient costs for the same drug submitted by
different pharmacies for reimbursement. Among Ontario
pharmacies in 2007, the difference in ingredient costs
between high and low prices for chronic medications
ranged from 37% to 95%. “There has always been varia-
tion, but never to this degree,” he says. 

Martinez says that this year, employers have started to
come to her asking about negotiating with mail-order phar-
macies to try to get down to the lower prices paid by the
province. 

Greater use of mail-order pharmacies was one of the
strategies for businesses to obtain savings described by the
Competition Bureau’s 2008 report. Others include develop-
ing preferred pharmacy networks and providing patients
with incentives to seek lower prices. 

Meanwhile, it is the cash-paying customer without a
drug plan who typically pays the highest price for prescrip-
tion drugs. Sullivan says many pharmacy computers are set
up so that if a regular pharmacy client loses their employer-
paid benefits, and that information is entered on the screen,
“a completely different” higher price for the prescription
automatically pops up. 

Private payers “wake up” to drug price gap

Provincial drug plan changes: Coming
soon, how other Canadian provinces are
addressing high drug costs. 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


