Discussions on Key Business Trends in Health Care

The Sweet Spot

How small groups can ease into self-funding
with a level funded approach

How is the ACA affecting small groups?

What is a level funded self-funded approach?



In a level funded or max funded approach, an employer group pays a monthly
premium to a third-party administrator (TPA), just like it would pay a health carrier.
The TPA handles the administration, which allows the employer to focus on
running the business. And if the group has a good medical loss ratio, a surplus
could be refunded.

How does level funded self-funding negate community rating?
With a level funded self-funded plan, you wouldn’t have to follow community
rating. The TPA can use health as a factor in underwriting, which can result in
a favorable premium if your employees are a young, healthy group with great
claims experience.

Are there other benefits to this approach?

An employer can avoid some ACA taxes, such as the annual reinsurance fee tax,
which is 2.3 percent each year. But keep in mind that even though the plan is
self-funded, it still must comply with majority of the ACA.

You also have more transparency. With detailed information on claims utilization
and experience from both the TPA and health care network, you can better
manage costs through the plan and network design.

If you're able to actualize savings by moving to a level funded approach, you also can
implement ancillary programs like dental, vision or disability to attract employees.

If an employer is considering a level funded approach,

how should it proceed?

The first step is to talk to your trusted health insurance adviser, broker or agent.
Only some TPAs offer these plans. The basic mechanics are the same, but each
TPA brings different components. For example, one TPA has a strong philosophy
about chronic conditions, where they pay 100 percent for the routine care to
manage 27 chronic diseases. You'll need to shop around to find the TPA that fits
with your thinking.

You also want to closely examine the contract. For example, you want to ensure
the contract provides time for claims to be processed and paid. With some
contracts, a Dec. 31 claim has to be paid on Dec. 31.
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