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course notes: Level-Funding vs Self-Funding

Level Funded 

As traditional insurance rates continue to rise, the financial impact threatens the 
survival of many businesses. Employers are seeking a better alternative to take back 
control of their costs.

It's important to have all of the information at-hand when you approach clients with a 
Roundstone solution. We want to help you show employers how to take control of their 
employee benefit cost. You may have come across a wide variety of terms while 
researching methods of funding health insurance. "Captive" models and "captive" 
insurance refer to the group self-funded plans Roundstone offers. "Level-funded" plans 
are NOT the same as these self-funded plans. Why not?

In this lesson, we'll discuss the difference between level-funded and self-funded 
methods. We will not only highlight the differences between the two, but why those 
differences are important to your clients. 

Let's start by defining each.

Level funded healthcare plans are designed to look, feel, and act like a fully-insured plan 
with a small incentive offered for plans that perform well in their claim account. The 
employer’s premium pays claims based on a worst-case claims projection, and secures a 
stop-loss policy to cover catastrophic claims. 

Almost all Level funded plans restrict choice/control over plan design, cost  
containment, plan document, and TPA/Networks. 

Employers may only have one or two plan design options (if they are offered any 
choice). Because they're typically billed at max costs, level funded plans are likely to 
have unused funding in the employer’s claims account and excess stop loss premiums at 
the end of the underwriting or effective period for the coverage. With level-funded 
plans, most of these savings are pocketed by the insurance carrier, much like a 



Captive Self-Funding 

fully-insured plan. If an employer receives a share of the leftover claim account 
funding or premium, they typically have to stay with the program in order to see money 
back at the end of the year.

If they have a bad year and there isn’t money left over, those employers can expect a 
steep rate increase—just like fully-insured plans. Oftentimes, Level Funded products fall 
short on delivering transparency and do not provide detailed reporting of costs. So 
there’s little opportunity to implement effective cost containment strategies to help 
keep costs down.

An employer participating in a captive self-funded plan is like any self-funding 
employer or ERISA plan sponsor. The employer funds a bank account for claims as they 
are incurred. In addition, employers purchase a stop loss policy for claims in excess of 
their claims funding attachment. 

Unlike in level-funding, employers will get unused stop loss premiums returned to them 
from the captive layer at the end of each underwriting year. In Roundstone’s 
self-funded captive, 2/3 of the stop loss premium is then pooled with other employers’ 
premiums, and 1/3 pays for the reinsurer of catastrophic claims.

Not only do employers participating in a stop loss captive see 100% of the savings when 
it comes to their individual claims account funding, but the variable nature (protected 
by the max cost thresholds on individual and aggregate claims) of the captive layer 
means that long-term savings can also be achieved year over year by the additional 
return of the unused captive stop loss premium to the participating employers. 

Compare this opportunity for the return of claim and premium funding to the 
level-funded products return of at most 50% of the claims account funding alone. Not a 
close comparison. The captive self-funding solution delivers a far greater reward to 
employers looking to control the increase of their health benefit costs. 



What's Similar?

Impact of the Differences
First we should highlight that level funding through a self-funded captive is not the 
same as purchasing a level funded product- level funding with a captive is a budgeting 
technique that delivers all of the advantages of being in a captive while offering a 
regular payment schedule. 

Another advantage of captive self-funding plans is their ability to deliver control and 
transparency. This allows employers to analyze their rising costs, make changes and 
take charge of their healthcare spend. Unlike level-funded plans that limit plan choice, 
employers in Roundstone’s captive funding solution maintain full control over their plan 
document and plan design. Makes sense when you consider the upside return of funding 
described above.

Detailed reporting is included with every Roundstone plan, as well as access to our Cost 
Savings Investigators Team of consultants. Roundstone also offers more than 150 cost 
containment solutions that have been thoroughly vetted to make sure their fixed costs 
do not outweigh the potential for variable cost savings. In other words, the employer will 
have a cost saving return every time they implement a recommended cost savings 
solution. If an employer would like to use a different approach, we can vet them, too. 
You'd be surprised at the savings involved when the right partners are chosen! 

Both level-funded and self-funded plans include funding rates or plan pricing specific to 
each client, a plan document, stop loss premium, and a departure from the most 
restrictive (and expensive) fully-insured model. 

Both level-funded and captive self-funded plans provide employees with network access 
and a pharmacy plan that can be used at pharmacies and providers throughout the 
employers market. 

But the similarities end there!



A level funded plan is a distinct insurance product with cost drivers in between a fully 
insured product and the captive self-funding solution. A commonly-held misconception 
is that level funding is a baby step toward self-funding, when in fact it delivers the 
worst of both worlds. Level funding lacks the security of a fully insured plan and the 
control and transparency of a self-funded solution.

Employers participating in a Roundstone group self-funded captive pool have the 
opportunity to receive a check (delivered by you!) 180 days after renewal. As mentioned 
before, this is the return of unused premium remaining in the captive pool - which will 
make you a big hit with your clients. 

The employers receive these disbursement regardless of their own plan’s loss ratio. For 
instance, in a year where employer experiences a couple catastrophic claims or 
numerous small claims, the employer as a captive pool participant remains eligible to 
receive a share of the captive layer’s underwriting gains determined pro rata with the 
employer’s premium contribution.

These captive disbursements combined with 100% of the savings from the employer own 
claims account reduce year over year cost volatility and offer a significant advantage 
when compared to the minimal return of savings from level funded products. A good way 
to consider the value of a captive’s greater variable funding is to recognize the more 
funding the employer retains when it is not spent on claims, the lower the employer’s 
cost will be over the long term. 

When level-funded plans return less than 50% of what the captive self-funded plan 
returns in unspent claim and premium funding, you can quickly recognize the financial 
advantage a captive delivers. This holds true regardless of the employer’s year over 
year claims. Higher expenses inherent in the level-funded products significantly impair 
an employer from keeping its long term health benefit costs under control. 

Savings from a self-funded health insurance plan can help your clients stay in business 



by reducing the cost of a top 3 business expense. Fortune 500 companies have 
determined that self-funding is the way to control this expense at inflation levels and 
avoid a cost doubling every four years. Fortune 500 companies do not purchase 
level-funded insurance products. 

The significantly greater return of unused claim and premium funding with captive 
self-funding reduces a middle market employer’s year over year cost volatility. The 
transparency and detailed reporting provided by Roundstone's CSI Team easily shows 
your clients how to control this spend like any other business expense. 

When considering the best health insurance options for your clients, the choice is clear. 
A self-funded captive solution gives employers transparency, control, and more money 
back at the end of the year.

In short, we summarized the key similarities and differences in the below table: 

similarities

both use specific Plan documents

both are a Departure from the restrictive
 (and expensive) fully-insured model

both provide employees with network access

both create a pharmacy plan that can be 
used at select pharmacies/providers

differences

Fortune 500 companies do not purchase 
level-funded insurance products and

determined that self-funding is the way to
 control this expense at inflation levels 

and avoid a cost doubling every four years.

both include funding rates and stop loss premium Level funding lacks the security
 of a fully insured plan 

Level funding lacks the control and 
transparency of a self-funded plan

In Roundstone’s self-funded captive pool,
 employers have the opportunity to receive a check 
(their unused premium) through their advisors (you!)

level-funded plans return less than 50% 
of what the captive self-funded plan returns

in unspent claim and premium funding.
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