Basic Insurance Concepts Explained

This section outlines just key concepts, not vocabulary.  All fields have their slang, their technical jargon.  Some is necessary.  It helps us get through the conversations more efficiently.  Some is esoteric and elitist and not necessary for clear thinking and articulation of choices.  Focus only on necessary terms and concepts and avoid the jargon.  

A provider is anyone who provides a service.  This includes doctors, hospitals, clinics, therapists, etc.  The plan documents provided by the insurance company will indicate which categories of providers are included in “allowable” services.  Most, for example, will allow a psychologist and a psychiatrist to do counseling under the category of outpatient mental health, but not a naturopath.  

A network of providers is a list of those providers for whom your insurance company “allows” the maximum benefit.  These providers have agreed, via a contract with the insurance company, to accept the rate structure imposed.  They are not allowed to “balance bill.”  If employees go to a non-network provider they are responsible for all charges, regardless of what the plan pays.  Plans often impose an additional penalty for going to a non-network provider.  One important distinction to use when talking to employees is that the insurance company does not dictate which doctor to go to, only how much will be paid.  Employees can go to any doctor they choose.  

Insurance plans are categorized as indemnity (also called a fee-for-service plan or a traditional plan), HMO, and PPO.  Most plans in Idaho are indemnity since both HMOs and PPOs require more restrictive networks and providers who are willing to give bigger discounts.  Discounts are the result of competition, and competition is only possible if there are extra doctors who need work.  Idaho has, or is close to having, fewer doctors per capita than any other state in the nation.  Without the competition, the restrictive networks with the deep discounts are not possible.  These limited networks are also called managed care plans, since the insurance company imposes more “management”.  Doctors don’t generally like them because the compensation is controlled and employees don’t like them because they have fewer choices in doctors and less control over what services they get.  Two versions of managed care are HMOs, and PPOs.  An HMO (Health Maintenance Organization) has a “gatekeeper,” usually a GP who determines whether medical care is necessary before allowing it.  A PPO, a Preferred Provider Organization, gives a discount to steer employees toward a particular provider.  PPOs are commonly used to direct employees to one hospital over another, or to a specific physician group.  PPOs may not include all specialist categories.

A fully insured plan is one in which the insurance company takes on all the risk.  Most school districts have fully insured plans.  Most large companies are self-insured (take on all the risk) and still use a TPA (Third Party Administrator) to pay the claims and establish the physician networks and contracts.

Brokers and consultants are people who, for a price, advise companies on how to buy and manage their insurance plan.  Using a broker, or a company that provides this service, is like hiring a company to hire a company.  We hire the insurance company to manage our claims.  We hire the broker to help us hire the insurance company.  Fee structures are important and will be covered later.

Insurance companies don’t need to be defined, but there are some subcategories.  A TPA (Third Party Administrator) is an insurance company that processes claims, but does not take on the risk.  Most insurance companies can operate as TPAs.  A PBM (Pharmacy Benefits Manager) is a specialized company that manages your pharmacy benefits.  Most insurance companies have this service built in, but one option is to “carve out” this service.  Carving out a service is like paying directly for a sub-contractor.

Total expenses to a plan include the sum of the three type of fees listed in the previous paragraph, and the cost of the claims that were paid.  The ratio of these expenses over the premium dollars (the income) is called the loss ratio.  The goal is to keep the loss ratio under 100% (i.e. the expenses are less than premium revenue).

Fiduciaries are people who have some decision making responsibility for the plan.  Insurance Committee members are fiduciaries.  High-level administrators and Board members are also fiduciaries.  Basically, anyone who has influence over the plan is a fiduciary.  This matters because, as a fiduciary you are liable for decisions made about the plan.  The key phrase here is, fiduciaries must do what is in the best interest of the group they represent.  

