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What is a level-funded health plan? 

Level-funded health plans are a hybrid approach to employer-

sponsored health coverage, sitting between fully insured and 

self-funded insurance models. In a level-funded arrangement, 

employers pay a fixed monthly amount (hence the name 

“level-funded”) to the plan administrator/stop-loss carrier that 

covers three key components: 

1. Expected claims (claims fund): A portion of the monthly 

payment is set aside to pay for employees’ medical claims 

up to a predetermined level. 

2. Stop-loss insurance premiums: Stop-loss (or reinsurance) 

coverage protects the employer from large, unexpected 

claims by capping their maximum financial exposure. This 

typically includes both: 

a. Specific stop loss: Protects against high-cost claims 

from individual members. 

b. Aggregate stop loss: Caps the employer’s total claims 

liability for the entire group. 

3. Administrative costs: A portion of the monthly payment 

covers fees for plan administration, including claims 

processing and customer service. At the end of the plan 

year, if actual claims are lower than expected, the surplus in 

the claims fund is often shared between the employer and 

the stop-loss carrier, depending on plan design. If claims 

exceed expectations, the stop-loss coverage limits the 

employer’s financial risk to the amount originally funded by 

the employer. 

Why employers choose level-funded health plans 
Level-funded plans have become increasingly popular, particularly among small- and mid-sized employers who want 

more control and potential savings than fully insured plans offer but may not be large enough to self-fund confidently. 

The main reasons for choosing level-funded plans include:  

▪ Budget predictability: Employers pay a fixed monthly amount, making it easier to budget for healthcare costs 

compared to the variable expenses of traditional self-funding. 

▪ Potential for savings: If claims are lower than projected, employers may receive a refund or credit, unlike fully 

insured plans where carriers retain any surplus. This can encourage loyalty to the carrier. 

 

A guide for carriers and 

others who wish to offer 

level-funded plans 

Small employers increasingly find that 

level-funded plans allow them to provide 

competitive coverage to their employees 

while balancing cost and risk. Demand for 

this type of plan has, in turn, encouraged 

new carriers and others, including brokers 

and third-party administrators (TPAs), to 

enter the level-funded market.  

The authors have extensive experience  

consulting in the strategy and pricing of 

level-funded plans, as well as SaaS tools 

that can help to assess risk in the absence 

of group-specific claims history. The intent 

of this paper is to introduce some 

considerations unique to this plan type, in 

order to set new entrants up for success. 
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▪ Risk protection: Stop-loss insurance limits the employer's exposure to catastrophic claims, making self-funding 

feasible for smaller groups. 

▪ Regulatory flexibility: Level-funded plans may be exempt from certain state-mandated benefits and taxes that 

apply to fully insured plans, depending on state regulations. Details vary from state to state, so it is important to 

understand relevant state-specific requirements. 

▪ Data transparency: Employers may gain access to more detailed claims data, enabling better health 

management and cost control strategies. 

▪ Alternative to Affordable Care Act (ACA) plans: Some employers seek alternatives to ACA community-rated 

small group plans, which may not be cost effective for healthier groups.  

The evolution of level-funded plans and healthcare market dynamics 

Historically, self-funding has been limited to organizations large enough to absorb the risk of high-cost claims. As 

healthcare costs rose and the ACA eliminated annual/lifetime maximums and increased compliance requirements, 

some employers, particularly smaller ones with fewer than 200 employees, sought alternatives to traditional fully 

insured coverage. Level-funded plans helped to fill the gap for employers large enough to budget for fairly stable 

healthcare expenses, but not large enough to fund catastrophic claims.  

The popularity of such plans is increasing. In 2020, the KFF Employer Health Benefits Survey found that among small 

firms (<200 employees) about 16% of firms reported that their employees were enrolled in a level-funded plan.1 By 

2025, that number was reported to have reached 37% of small firms.2  The increasing popularity of level-funding also 

incentivized stop-loss carriers and captives to expand into smaller-group markets. 

Level-funded health plans: Key product features 

▪ Fixed monthly payments: Combines predictability of fully insured plans with the flexibility of self-funding. 

▪ Stop-loss coverage: Protects employers from both individual high-cost claims (specific stop-loss) and 

unexpectedly high total claims (aggregate stop-loss). The parameters of the stop-loss coverage can be set to 

reflect the amount of risk the employer wishes to take. If the attachment points are set low enough, a plan that is 

technically level-funded could, for practical purposes, approximate a fully insured plan. At the other extreme, a 

level-funded plan with very high attachment points could approximate self-funding. 

▪ Terminal liability coverage: Although the base stop-loss policy generally limits claims coverage to claims paid 

within three to six months of the end of the policy period (often referred to as a "12/15" or "12/18" basis), claims 

paid after this run-out period are covered through a formal terminal liability rider or through an incurred but not 

reported allowance (for claims that were incurred in the plan year but have not yet been submitted or processed) 

in the final settlement calculation. As a result, employers have no additional liability for claims paid after the 

policy period. 

▪ Claims fund surplus sharing: Employers may receive a portion of unspent claims funds at year-end, aligning 

incentives for cost control. 

▪ Regulatory considerations: Since level-funded plans are considered self-funded employer plans, they may 

not be subject to all state insurance mandates, but must comply with federal regulations, including certain 

ACA provisions. 

 

1. KFF Employer Health Benefits Survey, 2020. The survey authors note that 13% of small firms reported that they had a level-funded plan. The 16% 

figure includes respondents who indicated that their plan was both level-funded and fully insured. 

2. KFF Employer Health Benefits Survey, 2025. The survey authors note that 37% of small firms reported that they had a level-funded plan. This figure 

includes respondents who indicated that their plan was both level-funded and fully insured. 
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Challenges for new entrants to the level-funded health plan market 

Carriers entering the level-funded market face several challenges: 

▪ Early volatility: Smaller blocks of business are more sensitive to large claims, leading to year-to-year variability. 

▪ Balancing specific and aggregate protections: The interplay between stop-loss layers affects volatility and 

risk retention. 

▪ State regulatory differences: There is a wide variety of state constraints on specific deductibles and aggregate 

attachment points ranging from no limitations to strict limits. 

▪ Pricing discipline: Competitive pressure can lead to underpricing, which is difficult to recover because 

employers share in any upside. 

▪ Underwriting rigor: Effective underwriting for level-funded plans requires more than just group size, age, 

gender, and location; it must account for stop-loss attachment points, funding mechanics, and claims volatility.  

A carrier must find ways to rate the risk of the group appropriately. 

▪ Operational complexity: Level-funded plans require additional claims tracking between claims fund and  

stop-loss coverage (and may involve using a third-party administrator). Thus, there is a need to create employer 

reporting infrastructure and clear communication materials. Helping employers with no prior exposure to  

self-funded benefits understand this complexity can be difficult and time-consuming. 

▪ Capital requirements: Under risk-based capital requirements, stop-loss insurance has very high capital needs. 

Because a significant portion of level-funded dollars are stop-loss premium, the capital required to support a 

level-funded product can be much higher than an equivalent fully insured product. Certain types of reinsurance 

can be used to mitigate this capital strain. 

Persistent misconceptions about level-funded health plans 

Some misconceptions persist among new entrants: 

▪ Growth alone reduces variance: Variance comes from multiple sources and may persist even as a program 

grows. Growth by itself can only reduce random variation. 

▪ Replicating national carriers’ products: Surface similarities do not guarantee similar results due to differences 

in revenue streams and pricing. 

▪ Risk assumption by brokers/TPAs: Administrative capabilities alone are not sufficient without specialized 

underwriting and governance to manage risk. 

▪ Ignoring ACA dynamics: Because level-funded products are sometimes competing against ACA-regulated 

plans or arrangements where employers can reimburse employees for individual ACA plan premiums, market 

competitiveness is affected by the frequent changes in the ACA employer and individual markets. 

▪ Sales over operations: High sales volume alone does not equal success. Success depends on operational 

discipline, not just initial sales momentum. 
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Launching a new level-funded health plan? Some tools for success 

▪ Data and predictive modeling: De-identified datasets and predictive analytics improve underwriting accuracy 

and risk selection. 

▪ Continuous monitoring: Early detection of high-cost claimants and variance tracking allow for timely 

intervention. 

▪ Effective educational materials and reporting: Helping employers and their brokers understand the product 

and monitor their own performance can increase retention after the initial sale. 

▪ Actuarial and clinical collaboration: Aligning actuarial analysis with clinical insights helps distinguish between 

random events and persistent risks 

 

MANAGING THE LEVEL-FUNDED LIFECYCLE 

 

 

The importance of data and insight to level-funded health plans 

When employers move from fully insured to level-funded coverage, access to detailed claims data from the fully 

insured carrier is often limited. Sustainable programs address this by using de-identified health data and predictive 

models to make informed underwriting decisions, set appropriate pricing, and design shared savings structures. 

 

 



 

 

Conclusion: How level-funded health plans are reshaping 

the small-group market 

Level-funded health plans are reshaping the small-group market by offering a balance between cost control,  

risk protection, and budget predictability. Sustainable growth requires disciplined use of data, predictive modeling, 

and continuous monitoring, which is supported by actuarial and clinical expertise. When these elements are in place, 

volatility becomes manageable, enabling long-term stability and improved outcomes for both carriers and employers. 

 

 

 

 

 

 

 

 

 

Solutions for a world at risk™ 

Milliman leverages deep expertise, actuarial rigor, and advanced 

technology to develop solutions for a world at risk. We help clients in 

the public and private sectors navigate urgent, complex challenges—

from extreme weather and market volatility to financial insecurity and 

rising health costs—so they can meet their business, financial, and 

social objectives. Our solutions encompass insurance, financial 

services, healthcare, life sciences, and employee benefits. Founded  

in 1947, Milliman is an independent firm with offices in major cities 

around the globe.  

milliman.com 
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