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What's The Difference Between 
HMO and PPO Plans? 
 

It’s good to have choices. When it comes to health insurance, you have your choice 
of several plan types. Two plan types you’ve probably heard of are a Health 
Maintenance Organization (HMO) and Preferred Provider Organization 
(PPO).  Generally speaking, the difference between HMO and PPO plans includes 
the size of the plan network, ability to see specialists, plan costs, and coverage for 
out-of-network services. 

Let’s take a closer look at each plan type to see how they're alike, how they differ, 
and how you can choose the type of plan that meets your needs. 

HMO Health Insurance Plans 
An HMO gives you access to certain doctors and hospitals within its network. A 
network is made up of providers that have agreed to lower their rates for plan 
members and also meet quality standards. But unlike PPO plans, care under an 
HMO plan is covered only if you see a provider within that HMO’s network. There 
are few opportunities to see a non-network provider. There are also typically more 
restrictions for coverage than other plans, such as allowing only a certain number 
of visits, tests or treatments.  
 
Some other key points about HMOs: 
 
 Some plans may require you to select a primary care physician (PCP), who 

will determine what treatment you need. 
 

 With some plans, you may need a PCP referral to be covered when you 
see a specialist or have a special test done. 
 

 If you opt to see a doctor outside of an HMO network, there is no 
coverage, meaning you will have to pay the entire cost of medical services. 
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 Premiums (What you pay) are generally lower / cheaper for HMO plans, 
and there is usually a lower deductible with an HMO vs. a PPO. 

 

 Some HMO plans don't require you to select a PCP or have a referral to see a 
specialist. 

PPO Health Insurance Plans 
PPO plans provide more flexibility when picking a doctor or hospital. They also 
feature a network of providers (that is generally the same as the HMO), but there 
are fewer restrictions on seeing non-network providers, those outside of the plans 
providers. In addition, your PPO insurance will pay if you see a non-network 
provider, although the coverage paid by the insurance may be at a lower rate than 
what is provided by the HMO.  
 
Here are some key features: 
 

 You can see the doctor or specialist you’d like without having to see a PCP 
first. 

 

 You can see a doctor or go to a hospital outside the network and you may 
be covered. However, your benefits will be better if you stay in the PPO 
network, and that is normally identical to the HMO network offered in the 
HMO. 

 

 Premiums tend to be higher, more expense, and it’s common for there to 
be a deductible that is larger than that offered by the HMO. 

 

 

HMO versus PPO: Plan Comparison 
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HMOs tend to be more affordable, but you’ll usually get less coverage and more 
restrictions. PPOs are more flexible and provide greater coverage, but come with a 
higher price tag and probably a larger deductible. Here’s a summary of some of the 
key comparison points. 

 

HMO versus PPO: Plan Comparison 

 HMO PPO 

Access to a network of doctors, hospitals and 

other healthcare providers 
✓ ✓ 

Ability to see the doctor you want without a 

PCP to authorize treatment 

 ✓ 

Referral from a PCP not needed to see a 

specialist 

 ✓ 

Low or no deductible and generally lower 

premiums 
✓  

Coverage for medical expenses outside the 

plan’s network 

 Possibly 

 
Deciding Between an HMO and a PPO 
 

If you have a choice between these two types of plans, consider your medical 
needs, availability of HMO’s in your area, and income. If you’re looking at an HMO, 
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take a close look at the network to determine if the choices of doctors and medical 
facilities are enough to meet your needs. A PPO gives you more freedom, including 
the potential to be covered for medical bills outside the network, but your costs 
may be higher. 

 

Deductible 
 

The deductible is often shown as some number; say $1,500 or $1,500 / $3,750.  

The deductible is what you must pay before the health insurance pays for the rest 

of the coverage. The deductible starts over when you renew your plan, normally 

annually.  The first number is for an individual while her second number is for the 

family.  In other words, if an employee is only covering themselves then the 

deductible is $1,500 however, if the employee is covering themselves and their 

family then the deductible is $3,750.  

 

Copay 
 

A copay is a fixed amount you pay for a health care service, usually when you 
receive the service. The amount can vary by the type of service. You may also have 
a copay when you get a prescription filled. 

 

For example, a doctor’s office visit might have a copay of $30. The copay for an 

emergency room visit will usually cost more, such as $250. For some services, you 

may have both a copay and coinsurance. 
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Coinsurance 
 

Coinsurance is your share of the costs of a health care service. It's usually figured 
as a percentage of the amount the insurance company allow to be charged for 
services. You start paying coinsurance after you've paid your plan's deductible. 
Here's how it works. Lisa has allergies, so she sees a doctor regularly. She just paid 
her $1,500 deductible. Now her plan will cover 70 percent of the cost of her allergy 
shots. Lisa pays the other 30 percent; that's her coinsurance. If her treatment costs 
$150, her plan will pay $105 and she'll pay $45. 

If Lisa has a PPO plan, she has the option to see any doctor she wants. If she goes 
to an out-of-network doctor, her plan will still share the cost, but her percentage 
of coinsurance will be higher with a PPO vs. an HMO. And, if the medical service 
she gets is more than what her plan would pay for an in-network doctor, she'll 
have to pay the difference. 

 

Out of Pocket Limit 
 

The Out of Pocket Limit is the most you could pay during a coverage period, out of 
your own pocket. Again this is normally shown in number terms $4,000 / $12,000 
meaning the maximum one can spend out of their own pocket is $4,000 for the 
individual or $12,000 for the entire family.   

In other words, Jesse has a procedure done and the cost is $50,000.  Since she is 
an individual her deductible is $1,500 and the insurance policy pays for the rest, 
which is $48,500.  She happens to have this procedure done five more times 
throughout the year. Each time her deducible is $1,500 for a total cost of $7,500, 
however, since her Maximum Out of Pocket in a plan year is $4,000 she would not 
pay the entire $7,500 as it is maxed at $4,000.   

You have read about deductibles, coinsurance and copays, you know that you 
share the cost of care with your health insurance company. To explain this “Out of 
Pocket Limit” better, there is a limit on what you're expected to pay and it's called 
an out-of-pocket max, or maximum. 

http://www.bcbsm.com/index/health-insurance-help/faqs/topics/how-health-insurance-works/deductibles-coinsurance-copays.html
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An out-of-pocket maximum is the most you'll have to pay during a policy period 
(usually a year) for health care services. Once you've reached your out-of-pocket 
maximum, your plan begins to pay 100 percent of the allowed amount for covered 
services. 

 

How “Max out Of Pocket” works for health coverage 

All of the money you pay toward your plan's deductible, and for coinsurance and 
copays, goes toward your out-of-pocket max. If you have a family plan—a plan that 
covers more than one person—your out-of-pocket max will be higher. But the 
coinsurance and copays you pay for everyone on the plan all add up to the out-of-
pocket max. 

For example, Mike has a plan that covers his wife and three children. His out-of-
pocket maximum is $10,200. Paying his $500 deductible goes toward his out-of-
pocket max. Then his plan starts sharing the cost. Occasionally someone in the 
family gets sick and needs to go to the doctor. The copays and 20 percent 
coinsurance for that add up to another $700. That means Mike's paid $1,200 
toward their out-of-pocket max. 

Then one of his kids breaks their leg badly. The hospital bills alone add up to about 
$40,000. There's a lot of follow-up care needed, maybe even more surgery. 

But Mike won't pay more than another $9,000 in copays and coinsurance because 
he'll reach his out-of-pocket max. Then his plan pays 100 percent for all covered 
services. Yes, $10,200 is a lot of money for a family. But it's a lot less than if Mike 
didn't have insurance, or had a plan with a higher out-of-pocket max. 

What doesn't count toward your out-of-pocket max? The monthly premium 
payments you make to maintain and have your health insurance coverage and any 
charges for health care services your plan doesn’t cover. 

How it works for dental coverage 

Out-of-pocket maximums usually work differently for dental plans. They often only 
apply to members on the plan who are age 19 or younger. So if you have a family 
like Mike, you'll only have to pay up to a certain amount for your children's dental 
care. The cost of dental care for adults on the plan won't have a limit on what you 
pay. 
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HSA Health Plans 
 

A health savings account (HSA) is a tax-advantaged medical savings 
account available to taxpayers in the United States who are enrolled in a high-
deductible health plan (HDHP). The funds contributed to an account are not 
subject to federal income tax at the time of deposit. Unlike a flexible spending 
account (FSA), HSA funds roll over and accumulate year to year if they are not 
spent. HAS’s are owned by the individual, which differentiates them from 
company-owned Health Reimbursement Arrangements (HRA) that are an alternate 
tax-deductible source of funds paired with either HDHP’s or standard health plans. 

HSA funds may currently be used to pay for qualified medical expenses at any time 
without federal tax liability or penalty.  

What is a HDHP?  A high deductible health plan “HDHP” is defined by the IRS each 
year.  A comparison of the 2016 and 2015 limits are shown below: 

 

Contribution and Out-of-Pocket Limits for Health Savings Accounts 

and High-Deductible Health Plans 

 For 2016 For 2017 Change 

HSA contribution limit 

(employer + employee) 

Individual: 

$3,350 

Family: $6,750 

Individual: 

$3,400 

Family: $6,750 

Individual: +$50 

Family: no 

change 

HSA catch-up 

contributions (age 55 or 

older)* 

$1,000 $1,000 No change** 

HDHP minimum 

deductibles 

Individual: 

$1,300 

Family: $2,600 

Individual: 

$1,300 

Family: $2,600 

Individual: no 

change 

Family: no 

change 

Maximum Out-of 

Pocket 

Individual: 

$6,550 

Individual: 

$6,500 

Individual: no 

change 

https://en.wikipedia.org/wiki/Tax_advantage
https://en.wikipedia.org/wiki/Medical_savings_account
https://en.wikipedia.org/wiki/Medical_savings_account
https://en.wikipedia.org/wiki/United_States
https://en.wikipedia.org/wiki/High-deductible_health_plan
https://en.wikipedia.org/wiki/High-deductible_health_plan
https://en.wikipedia.org/wiki/Flexible_spending_account
https://en.wikipedia.org/wiki/Flexible_spending_account
https://en.wikipedia.org/wiki/Health_Reimbursement_Arrangement
https://en.wikipedia.org/wiki/Itemized_deduction
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Family: $13,100 Family: $13,100 Family: no 

change 

* Catch-up contributions can be made any time during the year in which the HSA 

participant turns 55. 

** Unlike other limits, the HSA catch-up contribution amount is not indexed; any 

increase would require statutory change. 

 

Therefore, if the health plan you choose to buy falls within the limits shown above, 
you can set up an HSA account and deposit money into it on a pre-tax basis.  

 

Advantages of health savings accounts:  

 

1. Tax Deducible 

2. Tax Free 

3. Tax Deferred 

4. It’s Yours   

 

How your HSA can work for you:  

 

A health savings account (HAS) combines high-deductible health insurance with a 
tax-favored savings account. Money in the HAS account can help pay for such 
things like: 

 

1. Your Insurance plan deductible 

2. Out of Pocket Expenses 

3. Qualified Medical Expense 

Any money left in the savings accounts can perhaps earn interest depending on 
what financial institution you set it up with and its yours to keep year over year, 
there is NO  “use it or lose it” to worry about with a HSA account.  
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Triple Tax Benefits 

 

Contributions are 100% tax deductible, up to the annual limit, just like an IRA, so 
contribute the maximum amount:  $3,350 per year for an individual, $6,650 a year 
for a family and if you are over age 55 you can deposit an additional $1,000 to your 
HSA.  

The account can accumulate interest over the years, tax deferred, allowing you to 
decide when to spend and when to save.  

Withdrawals are tax free as long as they are used for qualified medical expenses, 
even in retirement.  

 

. 

 

 


