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UNDERSTANDING THE MILLIMAN
HEALTH COST GUIDELINES: A
COMPREHENSIVE GUIDE

In  the  complex  and  ever-evolving
landscape  of  healthcare  finance,
stakeholders  ranging  from  insurance
carriers  and  self-funded  employers  to
government  agencies  and  healthcare
providers rely on accurate data to make
informed  decisions.  One  of  the  most
trusted and widely utilized resources in

this domain is the Milliman Health Cost
Guidel ines.  For  decades,  these
guidelines have served as a benchmark
for  estimating  healthcare  costs,
evaluating  plan  performance,  and
designing  sustainable  health  benefits.
This article provides an in-depth look at
what the Milliman Health Cost Guidelines
are, how they are structured, who uses
t h e m ,  a n d  w h y  t h e y  r e m a i n  a
cornerstone of health actuarial analysis
in the United States.

WHAT ARE THE MILLIMAN
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HEALTH COST GUIDELINES?

The Milliman Health Cost Guidelines are
a comprehensive set  of  actuarial  tools
and  data  resources  developed  by
Milliman,  one of  the  largest  and most
respected  actuarial  consulting  firms  in
the  world.  These  guidelines  provide  a
standardized  framework  for  estimating
the expected cost of healthcare services
across  a  defined  population.  They  are
primarily used to project medical claims
costs,  analyze  the  financial  impact  of
benefit  plan  changes,  and  support
pricing and reserving activities for health
insurance products.
At  their  core,  the  guidelines  translate
vast amounts of healthcare claims data
into  actionable  insights.  They  allow
actuaries  and  analysts  to  model  how

different  factors—such  as  age,  gender,
geographic location, benefit plan design,
and medical  condition—influence overall
healthcare  spending.  The  Milliman
Health Cost Guidelines are not a single
document but rather a suite of modules
and  databases  that  cover  various
aspects  of  healthcare  utilization  and
cost.

THE HISTORY AND EVOLUTION OF
THE MILLIMAN HEALTH COST
GUIDELINES

The origins of the Milliman Health Cost
Guidelines  date  back  to  the  mid-20th
century,  when  the  health  insurance
industry  was  rapidly  expanding.  As
employer-sponsored  health  plans
became more common, insurers needed
reliable  methods to  set  premiums and
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establish  reserves.  Milliman,  with  its
deep  expertise  in  actuarial  science,
stepped  in  to  fill  this  gap.
Over the decades, the guidelines have
undergone  significant  evolution.  What
began  as  relatively  simple  tables  of
average  costs  has  grown  into  a
sophisticated,  data-driven  system  that
incorporates millions of claims records,
adjusts  for  inflation,  and  accounts  for
regional  variations  in  medical  practice
patterns.  The  Milliman  Health  Cost
Guidelines have also expanded to cover
emerging  areas  such  as  prescription
drug  costs,  telehealth  services,  and
value-based  care  models.  Today,  they
are updated annually to reflect the latest
trends in healthcare utilization, provider
reimbursement  rates,  and  regulatory
changes.

CORE COMPONENTS OF THE
MILLIMAN HEALTH COST
GUIDELINES

Understanding  the  structure  of  the
Milliman  Health  Cost  Guidelines  is
essential  for  anyone  who  works  with
health  plan  data.  The  guidelines  are
typically  organized  into  several  key
modules,  each  serving  a  distinct
purpose.

Base Cost Data
At the foundation of the guidelines is a
large  database  of  actual  c la ims
experience.  This  base  data  includes
information on inpatient hospital  stays,
outpatient  procedures,  physician  visits,
emergency  room  care,  prescription
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drugs, and other medical services. The
data  is  normalized  to  account  for
differences  in  provider  reimbursement
levels across markets, allowing users to
apply  a  consistent  cost  standard
regardless  of  local  pricing  variations.

Utilization
Factors
The  guidel ines  include  detai led
utilization  factors  that  adjust  expected
c o s t s  b a s e d  o n  d e m o g r a p h i c
characteristics.  For  example,  older
populations  tend  to  have  higher
healthcare utilization than younger ones,
and  women  of  childbearing  age  have
different  cost  patterns  than  men  of  the
same  age.  The  Milliman  Health  Cost

Guidelines provide specific multiplicative
factors  for  each  age  and  gender
combination,  enabling  precise  cost
projections.

Geographic
Adjustments
Healthcare  costs  vary  significantly  from
one region to another. A hospital stay in
New  York  City  is  considerably  more
expensive than one in rural Kansas, even
for the same procedure. The guidelines
include  geographic  cost  factors  that
allow users  to  localize their  estimates.
These factors are based on analysis of
Medicare  and  commercial  claims  data
and  are  updated  regularly  to  reflect
changing  market  conditions.
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Benefit Plan
Design
Adjustments
The  cost  of  a  health  plan  depends
heavily on its design features, such as
deductibles,  copayments,  coinsurance,
and  out-of-pocket  maximums.  The
Mil l iman  Health  Cost  Guidel ines
incorporate  a  sophisticated  benefit  plan
design  model  that  estimates  how
changes in cost-sharing affect utilization.
For  instance,  a  p lan  with  a  h igh
deductible  will  generally  have  lower
claims costs than a plan with low cost-
sharing,  because  members  are  more
sensitive  to  the  price  of  care.  The

guidelines  quantify  this  relationship,
allowing  analysts  to  model  the  financial
impact  of  plan  design  changes  with
confidence.

Condition and
Procedure
Specific Modules
For  more  granular  analysis,  the
guidelines  offer  modules  that  focus  on
specific  medical  conditions  or
procedures.  These  modules  provide
detailed  cost  and  utilization  data  for
categories  such  as  maternity  care,
mental  health  services,  cardiovascular
procedures,  cancer  treatments,  and



6

6 Milliman Health Cost Guidelines 2024-04-07

orthopedic surgeries. This level of detail
is  particularly  valuable  for  stop-loss
insurers ,  d isease  management
programs,  and  providers  negotiating
bundled  payment  arrangements.

HOW ARE THE MILLIMAN HEALTH
COST GUIDELINES USED IN
PRACTICE?

The applications of the Milliman Health
Cost Guidelines are extensive and touch
nearly  every  facet  of  the  healthcare
financing ecosystem. Below are some of
the most common use cases.

Pricing Health

Insurance
Premiums
Insurance carriers rely on the guidelines
to  set  premiums  for  individual,  small
group, and large group health plans. By
combining  the  base  cost  data  with
demograph i c  and  geog raph i c
adjustments, actuaries can estimate the
expected claims cost for a specific group
of enrollees. They then add loadings for
administrative  expenses,  risk  margins,
and  profit  to  arrive  at  a  final  premium
rate.
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Reserving and
Financial

Reporting
Health  insurers  must  hold  reserves  to
cover claims that have been incurred but
not  yet  reported  (IBNR).  The  Milliman
Health  Cost  Guidelines  are  used  to
estimate  these  IBNR  reserves  by
model ing  the  pattern  of  c la ims
emergence. This is critical for accurate
financial  reporting  and  regulatory
compliance.

Self-Funded Plan
Analysis
Many  large  employers  choose  to  self-
fund  their  health  plans  rather  than
purchase fully insured coverage. These
employers  need  to  project  their
expected  claims  costs  to  set  budgets
and  determine  appropriate  stop-loss
insurance levels. The guidelines provide
a reliable  benchmark for  this  analysis,
helping employers understand their risk
exposure and make informed decisions
about plan design.
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Provider
Contracting and
Network

Management
Health  plans  use  the  Milliman  Health
Cost Guidelines to evaluate the financial
impact  of  provider  contracts.  By
comparing  a  provider's  proposed
reimbursement  rates  against  the
guideline  costs,  plans  can  assess
whether  a  contract  is  competitive  and
sustainable.  This  is  part icularly
important  in  value-based  contracting,
where  providers  share  financial  risk  for

the  total  cost  of  care.

Government
Program Analysis
While  the  guidelines  are  primarily
designed  for  commercial  health  plans,
they  are  also  used  in  the  analysis  of
government programs such as Medicaid
and  the  Children's  Health  Insurance
Program (CHIP). Actuaries working with
state  agencies  apply  the guidelines  to
estimate the costs of proposed program
changes, such as expansions in covered
services  or  adjustments  to  provider
payment  rates.

BENEFITS OF USING THE
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MILLIMAN HEALTH COST
GUIDELINES

The widespread adoption of the Milliman
Health  Cost  Guidelines  is  due  to  the
numerous  benefits  they  offer  to
healthcare  stakeholders.

Credibility and Objectivity: The
guidelines are based on a large,
national dataset and are
developed using rigorous actuarial
methods. This objectivity gives
them credibility with regulators,
auditors, and other stakeholders.
Consistency and
Comparability: Because the
guidelines provide a standardized
framework, different users can
compare results on a level playing
field. This is important for

benchmarking and competitive
analysis.
Efficiency: Developing a complete
health cost projection model from
scratch is time-consuming and
resource-intensive. The guidelines
provide a ready-made foundation
that saves actuaries and analysts
significant effort.
Flexibility: The modular structure
of the guidelines allows users to
tailor their analysis to specific
needs. Whether the focus is on a
small employer group or a large
population, the guidelines can be
adapted accordingly.
Transparency: Milliman provides
extensive documentation on the
methodology behind the
guidelines, allowing users to
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understand how the numbers are
derived. This transparency builds
trust and enables informed use.

COMPARING THE MILLIMAN
HEALTH COST GUIDELINES WITH
OTHER ACTUARIAL TOOLS

Whi le  the  Mi l l iman  Heal th  Cost
Guidelines are the most widely used in
the industry, they are not the only tool
available.  Other  consulting  firms  and
organizations offer similar products, such
as the Society of Actuaries Health Cost
Guidelines  or  proprietary  models
developed by  large  insurers.  However,
the Milliman guidelines are distinguished
by several factors.
First,  the  breadth  and  depth  of  the
underlying data are unmatched. Milliman

aggregates claims from a diverse set of
sources,  including  commercial  carriers,
employer-sponsored  plans,  and  public
programs.  This  diversity  makes  the
guidelines  more  representative  of  the
general  population  than  some  other
tools. Second, Milliman invests heavily in
research  and  development,  ensuring
that the guidelines incorporate the latest
advances  in  health  actuarial  science.
Third,  the  customer  support  and
consulting services that accompany the
guidelines  are  exceptional.  Milliman's
team  of  experienced  actuaries  works
directly with clients to help them apply
the guidelines effectively.

LIMITATIONS AND CHALLENGES

No  actuarial  tool  is  perfect,  and  the
Milliman  Health  Cost  Guidelines  have
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their  limitations.  One challenge is  that
the  guidelines  are  based  on  historical
data,  which may not  fully  capture the
impact  of  rapid  changes  in  healthcare
delivery,  such as  the adoption of  new
technologies  or  shifts  in  regulatory
policy. Users must exercise judgment in
adjusting  the  guidelines  to  reflect
current  conditions.
Another limitation is that the guidelines
are designed for large populations. When
applied to very small groups, such as a
business with fewer than 50 employees,
the  results  may  have  significant
statistical  variability.  In  these  cases,
credibility adjustments are necessary to
avo id  mis lead ing  conc lus ions .
Addit ional ly,  the  guidel ines  are
calibrated to the commercial  insurance
market,  so  their  appl icabi l i ty  to

government  programs  like  Medicare
Advantage  may  require  carefu l
adaptation.

FUTURE DIRECTIONS FOR THE
MILLIMAN HEALTH COST
GUIDELINES

As the healthcare landscape continues to
evolve,  so too will  the Milliman Health
Cost Guidelines. Several trends are likely
to shape their future development. The
growing availability  of  real-time claims
data  and  the  expansion  of  electronic
health  records  will  enable  even  more
granular  and  timely  cost  estimates.
Machine  learning  and  artificial
intelligence  may  also  play  a  role  in
identifying patterns and predicting costs
with greater accuracy.
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Furthermore,  the  shift  toward  value-
based  care  is  prompting  Milliman  to
develop new modules that capture the
costs  and  outcomes  of  alternative
payment  models.  As  employers  and
insurers increasingly focus on population
health management, the guidelines will
need to  incorporate metrics  related to
wellness,  preventive  care,  and  chronic
disease  management.  Finally,  the
ongoing challenge of  prescription  drug
pricing  will  likely  lead  to  enhanced
modeling  capabilities  for  pharmacy
benefits.

CONCLUSION

The Milliman Health Cost Guidelines are
an  indispensable  resource  for  anyone
involved  in  the  financial  analysis  of

healthcare.  They  provide  a  credible,
consistent,  and  flexible  framework  for
estimating  medical  costs,  evaluating
plan  performance,  and  making  data-
driven  decisions.  While  no  tool  can
eliminate  all  uncertainty  in  healthcare
forecasting, the guidelines offer a robust
foundation  that  has  been  tested  and
refined  over  decades  of  use.  For
insurers,  employers,  providers,  and
g o v e r n m e n t  a g e n c i e s  a l i k e ,
understanding and applying the Milliman
Health  Cost  Guidelines  is  essential  for
navigating the complex and costly world
of  healthcare  finance.  As  the  industry
continues to change, the guidelines will
undoubtedly  adapt,  remaining  a  vital
part of the actuarial toolkit for years to
come.


