
What is a Formulary? 
A formulary, or prescription drug list, is a list of prescription medications that are covered under a 
health plan that provides prescription drug coverage.

What is a Drug Tier?
Medications on a formulary are usually grouped into tiers. The tier that a medication is in determines 
the level of coverage provided by the health plan and the patient’s portion of the cost or copayment.  

	 n	Tier 1 – usually includes generic medications (least expensive, cheapest copayment).

 n	Tier 2 – usually includes preferred brand name medications. Typically these brand name 
     medications do not have a generic equivalent currently available.

	 n	Tier 3 – usually includes non-preferred brand name medications. Typically these 
     medications do have a generic equivalent available or are not typically used as a first
     line of treatment. Drugs on this tier may also incur an “ancillary” fee or “member pay 
     difference” penalty for choosing the brand over the generic.

	 n	Tier 4 – usually includes specialty medications including injectables.

Formulary Limits/Restrictions
Many formularies will include limits and/or restrictions on certain medications. These limits are put in
place to help contain costs and abide by therapeutic limits (maximum daily dosage) and usage set by 
the FDA. 

 Some common limitations include:

	 n	Age limit – coverage is restricted to a certain age group. 

 n	Gender limit – coverage is restricted for gender.

 n	Quantity limit – coverage is restricted by prescription quantity (this can be a maximum 
    quantity per month, maximum daily dosage or limit to the total amount of medication 
    that a member can receive per lifetime).

	 n	Step therapy restrictions – coverage is determined based on use of other first-line 
    therapies/drugs (also known as “prerequisite therapy”, “prior therapy” or “step therapy 
    protocol”).  Step therapy is the practice of beginning drug therapy for a medical condition 
    with drugs that are considered first-line treatment for safety and cost-effectiveness, then 
    progressing to other drugs that may have more side effects or risks or that are more costly.  
    Carriers may require that a member either use a predetermined number of first-line 
    medications or one particular first-line medication first before the requested medication 
    is approved.

 n	Prior authorization required – coverage is determined by the submission and review of a
    prior authorization request. The prescribing physician must provide information about the
    member’s prescription and medical history to determine coverage for medical necessity.  
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