
level funded health plans explained
level funded health plans explained provide a unique approach to employer-sponsored
health insurance by combining features of traditional fully insured and self-funded plans.
These plans are designed to offer predictable monthly costs while allowing employers to
benefit from potential savings if claims are lower than expected. Understanding level
funded health plans is essential for businesses seeking cost control and flexibility in their
employee benefits strategy. This article explores the fundamental components of level
funded health plans, their advantages and disadvantages, eligibility criteria, and how they
compare to other health insurance options. Additionally, it will cover the financial
structure, risk management, and common misconceptions associated with these plans.
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What Are Level Funded Health Plans?
Level funded health plans are a hybrid health insurance solution designed primarily for
small to mid-sized employers. They blend elements of self-funded plans with the financial
predictability typically found in fully insured plans. In essence, employers pay a fixed
monthly amount that covers estimated claims, administrative fees, and stop-loss insurance
premiums. This structure aims to provide cost transparency and potential savings by
refunding unused portions of the funding at the end of the plan year.

Definition and Core Concepts
At their core, level funded health plans involve employers funding expected claims upfront
through level monthly payments. Unlike fully insured plans, where premiums go to an
insurance carrier regardless of claims, level funded plans allow employers to retain
unused funds after claims and fees are paid. This model reduces the financial risk and
uncertainty often associated with self-funded plans while maintaining some level of control



over the plan design and expenses.

Historical Context and Market Position
Level funded plans emerged as a response to the rising costs of fully insured health plans
and the desire for more predictable budgeting. They have gained popularity among
employers who want to avoid the high premiums of fully insured plans but are not ready to
take on the full risk of self-funding. These plans typically serve businesses that have
between 25 and 250 employees, although eligibility criteria can vary.

How Level Funded Health Plans Work
Understanding the mechanics of level funded health plans is crucial for grasping their
benefits and limitations. These plans involve a structured payment and claims process that
balances risk and rewards between employers and insurers.

Monthly Funding Structure
Employers pay a fixed monthly amount, often called the “level funding amount,” which is
calculated based on expected claims, administrative expenses, and stop-loss insurance
premiums. This fixed payment approach allows employers to budget health insurance
costs more accurately throughout the year.

Claims Processing and Stop-Loss Insurance
Claims incurred by employees are paid from the pooled monthly payments. To protect
employers from catastrophic claims, level funded plans include stop-loss insurance, which
reimburses the employer if claims exceed a predetermined threshold. This safety net limits
the financial exposure of the employer while encouraging cost-conscious plan
management.

Year-End Reconciliation and Refunds
At the end of the plan year, the actual claims experience is reconciled against the funding
collected. If claims and fees are lower than the total amount funded, employers may
receive a refund or credit toward future premiums. This feature differentiates level funded
plans from traditional fully insured plans, where premiums are non-refundable.

Benefits of Level Funded Health Plans
Level funded health plans offer several advantages that appeal to employers looking for
cost management, flexibility, and transparency in their health benefits programs.



Cost Predictability
By paying a fixed monthly amount, employers can budget accurately without unexpected
premium increases or surprise claims costs. This predictability helps in financial planning
and reduces volatility in health insurance expenses.

Potential Savings
Because employers are refunded for unused claims funding, there is an incentive to
promote employee health and manage plan utilization effectively. This potential for
savings is not available in fully insured plans, where premiums are fixed regardless of
claims.

Plan Customization
Level funded plans often allow employers more flexibility in designing benefit options that
meet their workforce’s specific needs. This can include tailoring provider networks, plan
designs, and wellness programs.

Access to Data and Transparency
Employers typically receive detailed claims data and reporting, enabling better decision-
making and targeted health management initiatives. This transparency contrasts with fully
insured plans, which often limit access to such information.

Reduced Regulatory Burden
Employers with level funded plans may avoid certain state insurance mandates that apply
to fully insured plans, depending on the plan structure and jurisdiction. This can lower
administrative complexity and costs.

Drawbacks and Considerations
Despite their benefits, level funded health plans have some limitations and risks that
employers should carefully evaluate before adoption.

Financial Risk and Responsibility
Although stop-loss insurance mitigates catastrophic claims risk, employers remain
responsible for funding actual claims up to the stop-loss threshold. In years with higher
claims, employers may face unexpected costs.



Eligibility Requirements
Not all employers qualify for level funded plans. Insurers typically set minimum
participation levels and group size requirements to ensure the plan is financially viable
and risk is manageable.

Plan Complexity
Level funded plans involve more administrative oversight and claims management
compared to fully insured plans. Employers may need to engage brokers or third-party
administrators to navigate these complexities effectively.

Potential for Higher Costs
If claims consistently exceed expectations, employers may end up paying more than they
would under a fully insured arrangement with fixed premiums. This risk must be weighed
against the potential for savings.

Eligibility and Suitability
Determining whether a level funded health plan is appropriate depends on several factors
related to employer size, financial stability, and risk tolerance.

Employer Size and Group Composition
Level funded plans are typically suited for small to mid-sized businesses, generally ranging
from 25 to 250 employees. Groups smaller than this may not meet insurer participation
requirements or may face higher per-employee costs.

Financial Stability and Risk Appetite
Employers must assess their capacity to manage fluctuating claims costs and potential
year-end refunds or charges. Organizations with stable cash flow and a willingness to
engage in health management tend to benefit most.

Workforce Demographics and Health Status
The overall health and demographics of the employee population influence claims
experience. Employers with healthier workforces may realize greater savings, while those
with high-risk populations should carefully evaluate potential financial exposure.



Comparison with Other Health Insurance Models
Level funded health plans sit between fully insured and self-funded models, offering a
blend of features from each. Understanding these distinctions helps employers make
informed choices.

Fully Insured Plans
In fully insured plans, employers pay fixed premiums to an insurance carrier, which
assumes all claims risk. There are no refunds for unused premiums, and plan design
flexibility is limited. These plans offer stability but often at higher costs.

Self-Funded Plans
Self-funded plans place all claims risk on the employer, who pays claims as they occur.
These plans offer maximum control and potential savings but require significant risk
tolerance and administrative resources.

Level Funded Plans as a Hybrid
Level funded plans combine the cost predictability of fully insured plans with some of the
savings potential and control of self-funded plans. They include stop-loss insurance to limit
risk and provide partial refunds for low claims experience, striking a balance for many
employers.

Financial Structure and Risk Management
The financial architecture of level funded health plans is designed to balance risk and
reward while providing cost transparency for employers.

Components of Monthly Payments
Monthly payments generally include three key components:

Expected Claims Funding: Estimated costs for employee medical claims based on
historical data and group demographics.

Administrative Fees: Charges for claims processing, plan administration, and other
services.

Stop-Loss Insurance Premiums: Costs for insurance that protects against high-
cost claims beyond set thresholds.



Stop-Loss Insurance Types
Two main types of stop-loss coverage are utilized:

Specific Stop-Loss: Protects against high claims for an individual employee
exceeding a predetermined amount.

Aggregate Stop-Loss: Protects against total claims exceeding a set percentage of
expected claims across the entire group.

Year-End Claims Reconciliation
At the conclusion of the plan year, actual claims are tallied and compared against the
funds collected. Surpluses may be refunded or credited, while deficits may require
additional employer payments, depending on the plan terms.

Common Misconceptions About Level Funded
Plans
Despite their growing popularity, level funded health plans are sometimes misunderstood.
Clarifying these misconceptions helps employers make better decisions.

Misconception: Level Funded Plans Are Risk-Free
While stop-loss insurance limits catastrophic losses, employers still bear the cost of claims
up to the stop-loss limits. Therefore, some financial risk remains.

Misconception: Level Funded Plans Are Only for Large
Companies
Level funded plans are specifically designed to serve small and mid-sized employers who
seek alternatives to traditional fully insured plans.

Misconception: Employers Can Always Predict Savings
Savings depend heavily on claims experience and employee health initiatives. There is no
guarantee of refunds, and some years may result in higher costs.



Misconception: Administrative Burden Is Minimal
Level funded plans often require more active management and collaboration with third-
party administrators to optimize plan performance.

Frequently Asked Questions

What is a level funded health plan?
A level funded health plan is a type of self-funded health insurance that combines features
of both traditional fully insured plans and self-funded plans. Employers pay a fixed
monthly amount to cover expected claims, administrative fees, and stop-loss insurance,
providing cost predictability while potentially allowing for savings if claims are lower than
expected.

How does a level funded health plan differ from a
traditional fully insured health plan?
Unlike fully insured plans where employers pay a fixed premium with no refunds, level
funded plans involve paying a fixed monthly amount with the possibility of receiving
refunds if actual claims are lower than anticipated, offering more cost transparency and
potential savings.

Who is a good candidate for a level funded health plan?
Level funded plans are ideal for small to mid-sized employers who want the predictability
of fixed monthly costs but are open to taking on some risk to potentially save money if
their employees have lower healthcare claims.

What are the main components of a level funded health
plan?
The main components include a fixed monthly payment covering expected claims,
administrative fees, and stop-loss insurance premiums, which protect the employer from
unexpectedly high claims beyond a set threshold.

How does stop-loss insurance work in a level funded
health plan?
Stop-loss insurance protects the employer from very high or catastrophic claims by
capping their financial exposure. If claims exceed a predetermined amount, the stop-loss
insurer covers the excess costs, reducing the employer's risk.



Can employers save money with level funded health
plans?
Yes, employers can save money if actual claims are lower than expected since a portion of
unused funds may be refunded or rolled over. However, if claims are higher than
expected, stop-loss insurance limits potential losses.

Are level funded health plans regulated like traditional
health insurance?
Level funded plans are partially regulated. They operate under ERISA (Employee
Retirement Income Security Act), which exempts them from some state insurance
regulations, but they must comply with federal laws and stop-loss insurance regulations.

What administrative services are included in level
funded health plans?
These plans typically include administration of claims processing, customer service,
billing, and compliance support, often handled by a third-party administrator (TPA) to
ensure smooth plan operation.

How do employers budget for level funded health plans?
Employers budget by paying a fixed monthly amount that covers estimated claims,
administrative fees, and stop-loss insurance. This predictable cost structure helps with
financial planning, unlike fully self-funded plans with variable monthly costs.

Additional Resources
1. Level Funded Health Plans: A Comprehensive Guide for Employers
This book offers a detailed overview of level funded health plans, explaining how they
work and why they can be a cost-effective alternative for small to mid-sized businesses. It
covers the benefits, risks, and regulatory considerations, helping employers make
informed decisions. Real-world case studies illustrate successful implementations.

2. Understanding Level Funded Health Insurance: Strategies and Best Practices
Designed for HR professionals and business owners, this book breaks down the
complexities of level funded health insurance. It discusses plan design, funding
mechanisms, and stop-loss insurance, providing practical advice for managing healthcare
expenses. The book also explores how these plans compare to traditional fully insured and
self-funded options.

3. The Employer’s Guide to Level Funded Health Plans
This guide targets employers seeking alternatives to traditional health insurance plans. It
explains the financial advantages of level funded plans and how they can improve cash
flow management. The book also includes tips on selecting vendors, negotiating contracts,
and ensuring compliance with healthcare laws.



4. Level Funding Explained: A Practical Handbook for Healthcare Benefits
A straightforward handbook that demystifies level funding in health benefits, this book
serves as a resource for brokers, consultants, and employers. It covers the fundamentals,
including premium calculations, risk pooling, and claims management. The author also
addresses common challenges and solutions in administering level funded plans.

5. Innovations in Health Plan Funding: The Rise of Level Funded Models
This book explores the evolution of health plan funding with a focus on the growing
popularity of level funded models. It analyzes market trends, regulatory impacts, and
financial outcomes. Readers gain insight into how these innovative plans are reshaping
employer-sponsored health coverage.

6. Level Funded Health Plans for Small Businesses: Benefits and Implementation
Tailored for small business owners, this book explains how level funded health plans can
provide affordable and flexible healthcare options. It discusses eligibility requirements,
cost-saving strategies, and the implementation process. Practical advice is offered to help
small businesses navigate the complexities of health plan funding.

7. Risk Management in Level Funded Health Plans
Focusing on the risk aspect of level funded plans, this book provides an in-depth analysis
of stop-loss insurance and other risk mitigation strategies. It is ideal for financial officers
and benefits managers looking to optimize plan performance. The text includes risk
assessment tools and case examples to illustrate effective management.

8. Navigating Compliance and Legal Issues in Level Funded Health Plans
This book addresses the regulatory framework surrounding level funded health plans,
including ERISA, ACA, and state-specific laws. It guides employers and brokers through
compliance requirements to avoid penalties. The book also offers updates on recent legal
developments affecting plan design and administration.

9. The Future of Employer Health Benefits: Level Funded Plans and Beyond
Looking ahead, this book discusses how level funded health plans fit into the broader
landscape of employer health benefits. It explores emerging trends, technology
integration, and potential policy changes. The author provides strategic insights for
employers aiming to stay ahead in the evolving healthcare market.
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