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While level funded
health plans can offer
several advantages,
especially for
employers who are
paying increasingly
high premiums for
fully insured coverage,
this approach also

has some drawbacks.

The advantages and disadvantages of level funding for
a specific company will depend on the organization’s
circumstances, including the health status of its workforce.

Employers thinking about moving to a level funded
plan should consider the advantages and disadvantages
of this approach.




What Is Level Funding?

Level funding is an option that can accompany a
selt-funded plan, aiding employers in their health
coverage budgeting efforts. With level funding,
employers pay a set amount each month to a
carrier. This amount typically includes the cost of
administrative or other fees and the maximum
amount of expected claims based on underwriting
projections as well as embedded stop-loss
Insurance.



Advantages of Level Funding

The primary reasons for implementing a
level funded health plan include:

Lower
Monthly Costs

Unlike fully insured
plans, the monthly fee
for level funded plans
is typically based on an
employer's employees

and not the broader
community. This can
reduce overall risk and
costs and does not
include state premium
taxes and fees.

Predictable Expenses
and Low Risk

With level funding,
an employer pays the
same monthly fee
during a 12-month
period. If claims
exceed expectations,
the employer is not
required to pay more
due to the plan’s built-
in stop-loss insurance.

Surplus
Refunds

It an employer’s health
claims are lower than
expected for a year, the
employer may receive
a refund of all or a
portion of the surplus.



Advantages of Level Funding
(Continued)

Comprehensive
Coverage and
National Networks

Many large carriers
and third-party
administrators (TPAs)
provide a variety of
level funded plan
designs and medical
and prescription drug
benefits with national
provider networks.

Plan Design
Flexibility

Employers with
level funded health
plans may have
more flexibility with
their plan’s benefits
and coverage rules
because these plans
aren’t subject to state
insurance mandates
and other federal
requirements.

Actionable Utilization

Information

Many level funding
arrangements provide
employers with
utilization reports
describing how
employees are using
their health care
benefits, which can
help employers control

future plan costs.



Disadvantages of
Level Funding

While level funding has its advantages, there are
also some possible disadvantages employers should

consider.

Company
Risk Pool

The monthly cost for a
level funded plan will
vary based on how the
employer's employee

group uses health care.

So, if the employee
group is older, has
chronic conditions
or takes expensive
medications, a level
funded plan could be
costlier than a fully
insured plan.

Greater Compliance
Burden

Moving from a fully
insured health plan
to a level funded
one will trigger
additional compliance
obligations, and
employers may need
to redesign their
health plan’s eligibility
or benefit rules to
comply with federal
requirements.

Contract
Terms

Each carrier or TPA
offering level funding
will have its contract
terms. Some contract

terms may not be

business-friendly or

open to negotiation

or customization, or
they may restrict plan
availability based on

the employer’s size.



Employer Takeaway

Level funding may be right for employers who want more control

of their plan’s design and access to utilization data while still paying

a steady premium each month. It can provide the stability and
predictability of a fully insured health plan while offering cost savings,
flexibility in plan design and useful claims data available under a
self-insured health plan. Employers who understand their employee
demographics and emphasize health care education may save money
with a level funded health plan.

Contact us today for more information and to request additional
resources on these and other important workplace topics.
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