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Group 
benefits 
trends:

Value for private payors and plan sponsors:
Opportunities above and below the 49th parallel
- by Amanda Ung

LIFE’S BRIGHTER under the sun

Part one
Sharing more than just their borders, Canada and the 
United States are often compared for their initiatives  
in economic development, politics and healthcare.  
Is it possible that answers to Canada’s growing 
healthcare costs are already in place across the border? 
Are there lessons Canadian plan sponsors can learn  
and adopt from their U.S. counterparts?

In this first segment of a two-part series, we will delve 
into the current context of the Canadian healthcare 
environment in which plan sponsors structure and bear 
the costs of their private employee health benefits 
plans. In our second and final segment, we will compare  
and contrast the U.S. model and discuss whether 
strategies that appear successful in the U.S. market 
could be exported easily to deliver cost savings  
to Canadian plan sponsors. 

During the 1960s and 1970s, Canada and the U.S. had 
similar healthcare systems. While the evolution and 
historical timelines of both healthcare systems are 
well documented, over the years, the healthcare 

models of these 
two nations have 
gone in different 
directions. Canada 
has maintained its 
universal, publicly 
funded healthcare 
system under the 
Canada Health Act, 
while the U.S. has adopted a managed-care model and has  
allowed privatized medicine for Americans who can afford  
a premium level of healthcare products and services.

Along with its U.S. counterparts, Canada is facing  

an aging population that is driving exponential 

growth in demand for healthcare resources. These 

factors, coupled with the recent global economic 

downturn, have forced some provincial governments 

(e.g., Alberta, Ontario) to take action. In the interest 

of ensuring an equitable and sustainable healthcare 

system that will support all Canadians (i.e., the 

employed, unemployed and retired), our government 
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has been developing and implementing various cost-

containment strategies and public policies to optimize 

access to healthcare resources over the last decade. 

We expect these public policy and health-related 

program changes to continue into the next 10 years. 

Within Canada, healthcare costs are primarily shared  

by the private and public markets, as well as, to some 

extent, by a small percentage of individuals for  

out-of-pocket 

expenses. Canadian 

private plans 

provide coverage 

for healthcare 

benefits such as 

diabetic testing 

products, massages, 

chiropractic care, 

vision care and drugs.  

For both public 

and private payers, 

prescription drugs  

account for a 

significant percentage of the total healthcare cost. 

The public versus private split has remained at 

the 45:55 ratio for many years. The growth rate of 

prescription drugs cost, however, is higher for private 

than for public plans, 11% versus 6.75%, respectively. 

Additionally, the most recent Canadian Institute for 

Health Information report indicated that prescription 

drugs represent $25 billion (more than 80%) of the 

total pharmaceutical market in Canada. We can only 

anticipate that public policy changes to deliver savings 

to the public plans will have an impact and potentially 

shift costs to private payers.

While Canada has maintained a universal publicly 

funded healthcare system under the Canada Health 

Act, it is important to note that the public coverage  

of pharmaceutical drugs differs across the provinces. 

Several provinces, specifically Ontario and Alberta, 

have moved forward in the spring of 2010 with 

legislative changes to reduce generic drug pricing  

both for the public and the private markets and  

reform their public drug programs. According to the 

Competition Bureau of Canada’s Canadian Generic 

Drug Sector Study, these legislative changes were 

made to fix the generic drug pricing system and to 

ensure equitable access for most Canadians. Recently,  

two other provinces, British Columbia and Quebec, 

have also announced similar policy changes to reduce 

generic drug prices both for the public and the  

private markets. 

With provincial governments beginning to regulate 

generic drug pricing in the private market, there are mixed  

views regarding whether such policy changes will 

actually deliver savings or an increased cost to plan 

sponsors. The healthcare industry is dynamic and 

complex, with various players vying for success within 

the same market space. As such, we should not be 

surprised if such policy changes trigger another round 

of market reactions and associated, but unintended, 

consequences that, in turn, trigger another round  

of market events.

The ability of the private market to absorb increased 

healthcare costs is rapidly dwindling. Cutbacks in 

retiree plans and additional out-of-pocket expenses  

for members are becoming more common as plan 

sponsors struggle to contain the rising cost of their 

benefit plans. In our view, additional cost-shifting from 

the public plans to private payers is not the solution. 

With both public and private payers under tremendous 

pressure to more effectively manage healthcare costs, 

a key concern is that Canadians may have no choice 

but to accept whatever option is made available to 

them—including the possibility of very limited access 

to healthcare resources or drug treatments. 

Please join us in our second segment as we look south 

of the border and examine whether there are lessons 

Canadians can learn and implement from the U.S. to 

help private payers tackle the rising cost of healthcare. 
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Part two
In the first segment of this two part series, we 

explored the current context of the Canadian health 

care environment and the possibility of very limited 

access to resources or drug treatments. For the second 

segment, we will look at the U.S. model of managed 

care which allows privatized medicine. 

The U.S. is one of the only wealthy, industrialized 

countries without universal health care. Only 59%  

of U.S. residents have access to health insurance – 

generally through employers with wide variances  

on coverage and individual contributions. While  

the current reforms offer more Americans coverage, 

more cost-shifting is anticipated to plan members  

and their dependents. 

As in Canada, U.S. health care annual expenditures are 

rising ($2.3 trillion spent in 2008) . The recent economic 

slowdown and rapid cost growth are forcing a deficit 

strain on all systems that finance health care, including 

private employer sponsored plans. In 2009, only 60%  

of American employers offered health coverage.  

As of 2014, the Affordable Health Care Act states  

that companies with 50 or more employees without 

coverage will be forced to pay a penalty. 

The current reforms in the U.S. will give even small 

groups and individuals the opportunity to purchase 

affordable health insurance. One of the challenges 

facing the federal government: balancing a transition  

to a stable insurance market without disrupting 

insurance arrangements by increasing premiums  

and lowering coverage. 

As costs rise, employers feel the pressure, and now 

many must provide minimum coverage. The new 

legislation won’t allow employers to enforce a lifetime 

or annual cap on benefits, dependents up to 26 years  

of age may stay on their parents’ health insurance, and 

dependents under 19 years will be covered despite  

pre-existing conditions. Where there is a need, there  

is also an opportunity – U.S. insurers who can help 

employers overcome these hurdles will ultimately 

benefit by using two strategies – choice and creativity. 

Employers and employees have many choices for 

health care coverage, plans, and tiers of plans. 

Employers have the flexibility to keep costs down  

and to customize plans based on employee requests. 

Although plans with varying levels of co-payments 

seem complex, the result is better educated 

employees and a better utilization of the plans. Many 

employers have opted for self-funded plans, often 

with specific stop loss or aggregate stop loss coverage. 

In a company with a healthy employee population,  

self-insured plans promise cost effectiveness, though 

many fear a catastrophic claim. Some small- to mid-sized  

companies are using stop loss insurance to reduce risk 

by having coverage that initiates once a threshold  

is reached. Starting September 23, 2010, a group health 

plan may no longer have a lifetime maximum  

of coverage. As a result, larger employers that never 

purchased stop loss insurance may now want to 

purchase. This will help employers when they may  

no longer apply a cap on the coverage. 

U.S. employers can also use Consumer-Directed Health 

Arrangements (CDHAs) as tools, which can standardize, 

and sometimes lower pricing for health care services 

and prescription drugs as consumers become more 

educated about the costs. Two types of CDHAs are 

Health Savings Accounts  

(HSAs) and Health 

Reimbursement 

Accounts (HRAs). HSAs 

are not used without 

a high deductible 

health plan. The high 

deductible health  

plan may pay for some 

routine costs, such  

as preventative care 

costs. The individual 

pays all other costs 

from his or her HSA, until the high deductible health 

plan limit is reached. Participating employees of an 

HRA are reimbursed any health care expenses by their 

employer who in turn receives tax advantages and 

any unused funds can be rolled over the following 
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year. The status of such plans after 2014 under the 

Affordable Health Care Act is unclear at this time. In 

any case, it is possible that the high cost deductibles 

in both CDHAs and HSAs may cause more employers 

to consider voluntary benefits, where more costs are 

shifted to employees. 

To deal with rising costs, more American insurers  

and other benefit systems are developing creative 

strategies. Some American insurers are using Utilization 

Management strategies for prescription drugs which 

include chronic disease management programs, 

procurement for lower drug prices, preferred pharmacy 

providers, increased cost sharing amounts between plan 

sponsor and member, multi-tiered plans, elimination of 

certain drugs from coverage, lower dispensing limits, 

and products promoting appropriate drug use like trial 

prescription and step therapy. For specialty drugs within 

self-funded plans, more insurance companies are offering 

stop loss coverage to employers to minimize the financial 

exposure associated with these drugs. 

Unlike Canada, the 

U.S. government 

does not regulate 

the prices of brand 

name drugs. Yet with  

rapidly rising costs, 

an aging population 

and increased use 

of more expensive 

specialty drugs, many  

Americans cannot 

afford the drugs they 

need. Some insurers 

are using tiers with 

higher co-pays or maximum caps on more costly drugs. In 

contrast, large Health Maintenance Organizations (HMOs) 

have leveraged their bulk purchasing power to negotiate 

for deeper discounts directly with pharmaceutical 

companies. Recently, U.S.-based plan sponsors have lead 

the procurement for some of their U.S. and Canadian 

operations for the best deals from pharmaceutical 

companies, while other plan sponsors have used purchasing 

pools to negotiate better rebates on prescription drugs. 

In summary, we have discussed several interesting 

approaches for drug cost management in this two  

part series by looking above and below the 49th 

parallel. Whether in Canada or the U.S., private payors 

continue to look for innovative and sustainable 

solutions to address both the current and future 

problems of pharmaceutical benefits optimization.
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negotiate better rebates  

on prescription drugs.
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