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lnsurqnce Plqns

Fee-for-Seruice Plans
qrhsrs are two basic lypes of
I neattn rnsurdnce oldns:
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care.
Both types of health plans cover

medical, surgical, and hospital
expenses. Many also offer prescrip-
tion drug and dental coverage. To

buy eilher type, you pay premiums,
usually monthly. The differences Iie
mostly in the degree of freedom you
have in choosing your health care
providers and how the providers
are paid.

With any type of plan, the cost
depends on the amount and types of
coverage you choose. No plan pays
all of your medical expenses.

Under a fee-for-service plan,
also known as an indemnity plan,
you pay for health services as you
receive them. Then you or your doc-
tor's office submits a claim to the
insurance company for reimburse-
ment. For most services, you will
be reimbursed for a portion of the
cost, depending on the policy you
choose.

haron started a business working from her home. She needs to buy
insurance for herself, but she doesn't know the first thing about
her choices of plans. What types of plans are available? What are

the differences among them? She has a regular family doctor whom she
likes. Which plans will allow her to continue seeing her current doctor?
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I5.2 HEATTH INSURANCE PTANS

Costs
All fee-for-service plans have a
deductible. As with homeowner,s
and automobile insurance, the
deductible is the amount of a cov-
ered expense you pay before the
insurance company pays anything.
For health insurance, the deductible
is an amount you must pay for the
yeat not for each incident as with
homeowner's or car insurance.

Deductibles common ly range
from $ 1 00 to 9300 for individuals
and $500 or more for a family. lf
your policy carries a 9200 deductible,
then you have to pay the first g200 of
your health care expenses each year
before the insurance company begins
to pay a portion. The higher the
deductible you choose, the lower
your premium.

After you have paid your own
expenses up to the deductible

amount for the year, you and the
insurance company will share
the remaining expenses. Usually the
insurance company pays B0 percent
of covered expenses, and you pay
the other 20 percent. This is called
8O/20 coverage. The portion you
pay-in this case, 20 percent-is
your coinsurance.

With a fee-for-service plan, you
may choose any health care provider.
However, the insurance reimburse-
ment is based on reasonable and
customary charges. For each
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Suppose your fee-for-service insurance policy carries a $200
deductible and 8o/2o coverage. you just had an illness that cost
$S,OOO in medical expenses. This was your only claim this year. How
much of this cost will you have to pay? How much will the insurance
company pay?

lsolurroru
You willpay$t,t60.

$s,ooo-$zoo-$+,800
$+,800 x0.2o =$960
$200+$960=$t,t6o
The insurance company will pay $3,g40.

$+,800 x 0.8 = $3,8+O or$5,000 - $1,160 = $3,g40
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15 Hrnrrn AND uFE rNsuRANcE

medical treatment, these are the fees
that the insurance company deter-
mines are normal in your geographic
area. If your doctor charges more than

the reasonable and cus-
tomary fee, you will pay
the additional amount.

For example, suppose
you have 80/20 coverage
and you have already met
your deductible. You
receive a medical treat-
ment ior which your doc-
tor charges $ 1 00. lf the
reasonable and customary
charge for the service is
$1 00, you pay 20 percent
of that ($20) and the insur-
ance company pays B0
percent of it t$80t. lf your

doctor charges $ 11 0, however, you
have to pay the additional g j 0. you
will pay $30 and the insurance com-
pany will pay $80.

Limits
Most fee-for-service plans set a maxi-
mum that you will have to pay in any
one year. For example, if your maxi-
mum out-of-pocket amount is

$5,000, then after you have paid a
total of $5,000 that year, the insur-
ance company wil I pay 1 00 percent
rather than B0 percent of any addi-
tional charges. You no longer have to
pay coinsurance that year.

The plan will also set a maximum
that the insurance company will pay
over your lifetime. A common mari-
mum now is g2 million. you should
look for a plan that has a maximum
of at least $1 million.

What costs do you pay for with
a fee-for-service health insur-
ance plan? What costs does the
insurance company pay?
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you pay for health care coverage in
advance instead of paying for ser-
vices as you use them. your premium
is your prepayment. There is less
paperwork with managed care than
fee-for-service plans because you
don't have to submit claim forms.

Managed care plans cover the
same kinds of health care services as
fee-for-service plans. As with any
insurance plan, the amount of cover-
age varies, depending on the policy.

How Manaqed Gare
Works
Under managed care, the insurance
company controls the cost of health
care by negotiating fees with
providers who want to participate in
the plan. Then you must choose doc-
tors and hospitals that are in the
plan, or you will have to pay all or a

large part of the cost yourself.
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Americans
make more than
880 million
olfice visils to
physicians
eaGh year.
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Many managed care plans control
costs by paying doctors and hospi-
tals a fixed amount per year for each
insured patient, no matter what serv-
ices they provide. This payment pol-
icy is known as capitation. Your
doctor, for example, might receive
$350 each yearto serve you. lfyou
are healthy and never see the doctor,
this amount is the doctor's profit. But
if you are il I and see you r doctor
many times, the payment will be the
same.

Most managed care plans require
you to obtain preapproval from the
insurance company for nonemergency
hospitalization. For example, if you
need surgery for a heart problem, your
doctor would have to notify the insur-
ance company and explain why the
operalion is necessary. The insurance
company may require you to get a

Comparison of Health Care Plans

f ee-for- ppo pOS

More choice
of providers

Less choice
of providers

Higher premiums Lower premiums

second opinion from another doctor
before the company approves the pro-
cedure. The company usually pays
.l 
00 percentof thecostof yourexami-

nation from the second doctor.
Managed care plans usually require

a copayment. This is a specific amount
you pay for particular services, regard-
less of the cost of those services. For
example, you might pay $ 10 each
time you visit your doctor and $.1 2 for
each prescription.

People throughout the world want health insurance. Medical care
and health insurance, however, have been difficult to find
in many developing nations. Recently, a prepayment plan was
introduced in Zaire (now Congo). Under the Abota plan, villages
collect funds and pay them to a hospital or health care facility.
These funds are used to pay health care workers and purchase
medical supplies. ln exchange, health care workers visit the village
on a regular schedule. They provide treatment at no additional
charge. People who require specialized care are transported to a
hospital located in a city.

Hundreds of villages have ioined the Abota system, and it is

spreading to other nations in Africa. Would you want your village
to join this plan if you lived in rural Africa? ln what ways is this
system similar to the health insurance you can buy in the U.S.?
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There are three basic
types of managed care
plans: health maintenance
organizations (HMOs),
preferred provider organ-
izations (PPOs), and point-
of-service (POS) plans. The
main difference among them
is the amount of freedonr
you have to choose your
health care providers.

Health Maintenance
Organizations
A health maintenance organization
I(HMO) is a managed care plan that

/charges a set amount for-e-ach mem-
1.ber each lt!a-r."m'reiiiuin, membiiis are
coVerdd^lor most medical services at
no extra cost or for a small copay-
ment, no matter how often you see
your doctor.

Some HMOs operate their own
clinics. They employ the doctors, and
you visit them in the central location.
Other HMOs contract with doctors in
private practice to care for HMO
members. With this kind of HMO,
you visit doctors at their own offices.

ln an HMO, you must choose a doc-
tor in the plan to be your primary care
physician. Th is doctor coord inates
your care. When you have a medical
problem, you musl see your primary
care physician first. lf needed, this
doctor will refer you to a specialist.

HMOs will pay for services pro-
vided only by doctors and hospitals
in the plan. lf you go outside the plan
for care, you will pay the complete
cost. lf you stay within the plan, an
HMO is generally the least expensive
of the health insurance options.

Preferred Provider
Organizations
A preferred provider organization
(PPO) is the managed care plan that
is most like a fee-for-service plan.
The PPO contracts with doctors,
hospitals, and other health care
providers to offer care to its members
at reduced costs. However, you can
choose to go outside the plan for
your care if you pay a larger part of
the cost. You aren't required to
choose a primary care physician.
You can refer yourself to a specialist
if you want.

If you go to a doctor within the
plan, you will have to pay a small
copayment, often $5 to $15 per visit.
Outside the plan, you will have to
meel a deduclible and pay coinsur-
ance that is larger than the in-plan
copayment. Also, you may have to
pay the difference between what the
doctor charges and what the plan
will pay.

Point-of-Seruice IPOSI Plan
A point-of-service (POS) plan com-
bines some aspects of an HMO and
some of a PPO. As with an HMO,
you must select a primary care
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physician within the POS plan, but
like a PPO, you can go outside the
POS plan for health care. However,
your primary care physician must
refer you to a provider outside the
plan in order for the insurance com-
pany to pay a large part of the cost.

Allhough a POS plan gives you
some freedom to choose a provider,
you pay more of the cost of going
outside the plan than with a PPO.
The cost structure of a POS is
designed to encourage you to stay
within the plan. For services within
the plan, there is no deductible or

l. Whnt are the major differences
between the two basic types of
insurance plans?

2. Wnat is the difference between a

deductible and coinsurance?

3. What limits do fee-for-service
plans set?

4. wny are managed care plans also
called prepaid plans?

T 5.2 HEALTH INSURANCE PLANS

coinsurance. lf you go outside the
plan, you must pay a deductible and
coinsurance.

How is managed care different
from fee-for-service plans? How
do the managed care plans dif-
fer from each other?

f,il

5. Ho* do managed care organiza-
tions control the health care costs?

6. what is the purpose o[ a primary
care physician ?

7. Ho* is a PPO different from a
POS plan?

8. What is capitation?

9. what is a copayment?

10. coNsumERACTtoN Sharon
wants to buy health insurance.
What basic types of plans are avail-
able to her? What are their main
differences? Which plans allow her
to keep seeing her current doctor?

I l. urnrH oF MoNEy Suppose you
have a fee-Ior-service insurance
policy with B0/20 coverage. your
deductible is $300. In February, you
had a claim for g 1 50 for medical
treatment. Now, four months later,
you have an injury that will cost
$i,500 for treatment. How much of
this new claim will you have to pay?
How much will the insurance
company pay?

12. Under an HMO plan, yt-ru pay one
price per year to cover medical
expenses for the year. If you had to
pay a $25 copayment each time
you visited your doctor, how would
this affect your use of health care
services ?

I 3. rVanaged care organ izations negoti-
ate with doctors to oifer services to
their members at reduced prices.
How does this arrangement benefit
doctors, managed care companies,
and consumers? What possible
drawbacks might this arrangement
produce?
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