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C O M M E N T A R Y   I A N  D U N C A N

Does a High-Deductible Plan Lead  
to Good Purchasing Decisions?

While some large employers offer consumer-directed 
health plans, most employers are waiting to see whether 
the product has a long-term future. There appears to be 
some evidence that the plans save money for employers, 
but as with any other plan that allows individual selec-
tion on the part of employees, it’s difficult to determine 
whether the employer saves money overall. 

Economic theory says that properly designed products 
should save money. However, two key features need to 
be included to ensure the plans generate the right clinical 
and financial results: First, consumer-driven plans need 
financial incentives to promote appropriate use of care 
(not just less care, but the right type of care). This can be 
addressed by ensuring that risk and cost are matched.

Second, consumers need information so they can de-
termine the appropriate care in any situation. Consumers 
must have access to sufficient, credible, and up-to-date 
information when it’s needed. 

A frequently used plan design includes a high-deduct-
ible health indemnity insurance plan that covers cata-
strophic or high-cost events that generate claims in ex-
cess of the deductible. Matched with the high-deductible 
plan is a health care spending account, in which funds 
made available by the employer (or the insured, if it’s a 
personal policy) are deposited. The accumulated funds 
may be used to pay for current health care purchases not 
covered by the insurance policy, or may be rolled over 
for future use, such as paying for long-term care services 
in retirement. 

A frequent criticism is that older, sicker workers lose 
out because they have higher expenses—which will make 
it critical, in the future, to risk-adjust the employer con-
tribution to participating individuals. (Medicare has be-
gun to do this with the amount it pays Medicare HMOs 

on behalf of enrollees.) To help 
employees decide on the best 
plan, insurers such as Humana 
and Definity offer online tools 
that enable the employee to test 
different insurance designs, as 
well as to find alternatives for 
providers and drugs. 

Are consumer-directed health 
plans, in fact, incentives for the type of behavior their 
designers expect? 

Early results indicate they are. Here’s an example that 
shows how a particular high-deductible plan member 
evaluates health care decisions and makes choices that 
include a thorough cost-benefit analysis of different treat-
ment options and purchasing decisions. 

A Real-Life Case History

Susan and Clark Furlong own a small organic farm out-
side Phoenix. They supply local markets with fresh pro-
duce and sell their products on the Internet. They have 
three children: Tucker, 6, Will, 4, and Tess, 2. Susan has 
a background in diabetes and lactation education, and 
works part time for Lotter Actuarial Partners. 

As a part-timer, she’s not eligible for benefits, so she 
and Clark shopped around for a high-deductible policy, 
eventually buying one from Fortis. Their policy covers 
100 percent of medical costs after a $4,800 family de-
ductible. The quarterly premium is $753, before contri-

IAN DUNCAN is a partner of Lotter Actuarial Partners Inc., an 
actuarial consulting firm in New York City. He can be reached at 
iduncan@lotteract.com.

The Furlongs (left to right): Will, Tucker, Susan, Tess

CONSUMER-DIRECTED HEALTH PLANS, an innovation in health insurance 

design, promise to be the new political battleground in the United States. 

On one side are those who believe that only the power of centralized gov-

ernment purchasing and management can save the health care financing system. 

On the other side are the believers in choice and free enterprise, who see no more 

reason for the government or the employer to be involved in health care consump-

tion decisions than in, say, the purchase of a new car. 
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— Milliman on a key challenge to the 
P & C analysis process.
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instead? Do you spend too much time preparing data and exhibits, and not enough analyzing

them? Milliman has solutions that give you what you need most: more time for analysis.

ReservePro® and Affinity® are full-featured reserving systems that make it easier for you 

to spend more time doing what you do best. Setup is a cinch. In no time, you eliminate 

tedious number crunching, reduce review time, and finish up to four times faster than with

“homegrown” spreadsheets. The result: you’ll have more time to really analyze your business—

ten different ways.

Find out all the ways our solutions help hundreds of actuaries and finance professionals

around the world every day. Contact us at (800) 404-2276 or email reservepro@milliman.com.
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butions to the optional medical spending 
account. The Furlongs decided to forgo 
the optional drug rider, self-insuring their 
drug benefits because they’re not on any 
maintenance medications. 

As parents of young children, the Fur-
longs have their share of emergency room 
visits. Recently, Will fell while playing a 
recorder, which scraped the back of his 
throat, resulting in a fair amount of blood 
and discomfort. The Furlongs wanted to 
have Will examined by a doctor. The first 
decision they faced was: hospital emer-
gency room or walk-in medical center? 

The walk-in medical center was closer 
and likely to be cheaper, so that’s where 
they went. Because the Furlongs didn’t 
have comprehensive first-dollar insur-
ance, the medical center wanted payment 
in advance before the doctor would see 
Will, so they paid the $200 fee. But the 

doctor decided that he couldn’t help, 
and told the Furlongs they should go to 
the emergency room. Before they left the 
walk-in center, Susan negotiated her ad-
vance payment back. 

Two things immediately differentiate 
the Furlongs’ response under the high-
deductible plan, compared with a typi-
cal insured’s response: first, a cost-ben-
efit evaluation of the clinic vs. emergency 
room setting, and second, getting their 
money back from the clinic. 

In the emergency room, the Furlongs 
faced a decision about having an X-ray, 
which they decided to do after discussing 
cost and benefits with the physician. Will 
was checked out and given a clean bill 
of health, although he was uncomfort-
able and couldn’t swallow. His physician 
prescribed Augmentin (a name-brand 
antibiotic) and Lortab elixir (a brand-

name painkiller). Susan checked both of 
these carefully, particularly the antibiotic, 
which cost $94.99 per prescription. The 
painkiller cost $27.39. In the end, she 
chose a generic antibiotic (Amoxicil-
lin) at $69.69 and a generic painkiller 
($14.79).

There wasn’t much the Furlongs could 
do about the emergency room costs, but 
every other expense associated with the 
accident was checked carefully and eval-
uated. They made each decision before  
incurring the expense.

How carefully would an indemnity 
plan member evaluate similar expenses? 
Susan is the first to admit that she feels 
more comfortable with the health care 
system than the average consumer be-
cause of her professional background. 
Nevertheless, armed with good informa-
tion and tools, most consumers could 
have made the same evaluations and 
come to the same good purchasing deci-
sions, provided they had the appropriate 
incentives to make the effort. 

Health plans are beginning to provide 
consumers with tools to help them make 
more economically affordable choices, 
including deciding about procedures or 
providers. Humana, for example, pro-
vides an attractive set of tools for mem-
bers to model their use of prescription 
drugs and choose the “right” benefit 
design. Other plans offer services such 
as those of Health Dialog, a company 
that provides education and information 
about alternative treatment methods to 
members facing options and choices. 

Every year, millions of consumers 
confront the same kinds of decisions the 
Furlongs face. In the typical insurance 
model, the purchasing decision is left to 
the provider and the insurance company, 
with little input from the consumer. The 
potential for systemwide savings from 
consumer involvement is huge. But the 
devil is in the details, and the proper 
combination of financial incentives and 
consumer information must be built into 
products to yield both savings and good 
health care buying decisions. ●

Do you see
a forest?

Where numbers become ideas®

Boston  •  Chicago  •  Dallas  •  Denver  •  Jacksonville  •  San Francisco  •  (312) 454-3222
ChicagoConsultingActuaries.com

We’re expanding our team
of actuaries who see both.

Chicago Consulting Actuaries is a fast-growing,
mid-sized firm that’s genuinely different from
any other organization you may consider.

The people we seek understand the importance
of both big-picture vision and crucial details.

We have a number of openings for actuaries,
both entry level and experienced, especially
in our Boston and San Francisco offices.

If you’re looking for the place to do your
best work, we invite you to contact us.

Or trees?

It takes
one

to know
.one.

Pauline Reimer, A.S.A., M.A.A.A.
National and International Actuarial Recruitment

Life • Health • Pensions • Property/Casualty
Insurance/Reinsurance •   Consulting/Brokerage  •   Investments/Finance

Employee Benefits/Managed Care  •   Pension Administration  •   Actuarial Programming

147 Old Country Road phone: (516) 935-0100 Ext. 307
Hicksville, New York 11801 toll free: (866) 6-ACTUARY
website: www.ppryor.com fax: (516) 931-7842
e-mail: paulinereimer@aol.com

Associates
Executive Search

An Actuary Placing Actuaries


