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Understanding the Funding Models  

 

 Why this guide matters 
• Employers often hear these funding terms used together, even though they shift cost predictability, risk, and control in 

very different ways. 
• The key distinction is not just the monthly premium — it is who pays claims, who absorbs claim volatility, how much 

visibility the employer gets, and how much oversight the employer still needs. 

 

Employers evaluating group health plan funding often compare fully insured, level-funded, and self-funded arrangements 
together, but the practical differences between them can be significant. Each model changes how costs are paid, how much 
volatility the employer retains, what claims information is available, and how actively the employer may need to manage vendors, 
cash flow, and renewal strategy. 

This distinction matters because the real decision is not simply which option has the lowest initial quote. The more important 
question is how much risk the employer is prepared to retain, how stable the monthly budget needs to be, how much 
transparency and flexibility the employer wants, and whether the organization has the internal appetite to review plan 
performance beyond an annual renewal meeting. 

This guide is designed to make that comparison easier by showing how these three funding approaches differ in practice, where 
predictability and volatility usually sit, and what those differences can mean when real claims experience begins to vary from 
expectations. 

Fully insured 
Carrier collects a fixed premium and 
generally assumes claim risk. This is 
usually the most predictable option from 
a monthly budget standpoint. 

 Level-funded 
Employer pays a fixed monthly amount 
that blends estimated claims, 
administration, and stop-loss protection. 
It often feels more predictable than self-
funding but still carries performance 
sensitivity. 

 Self-funded 
Employer pays claims as they are incurred 
and typically purchases stop-loss to cap 
larger exposure. This can offer the 
greatest control and visibility, but also the 
most direct claim volatility. 

 

 Important note: actual financial results, stop-loss terms, surplus treatment, and administrative responsibilities depend on 
carrier, contract structure, employer size, state rules, and vendor arrangements — not just the label used in the proposal. 
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Side-by-Side Funding Comparison  

 

A practical comparison of how each funding model works, where risk usually sits, and what the employer still retains. 

Model How it typically works Budget 
predictability Risk to employer Visibility / flexibility Best fit 

Fully insured Employer pays a fixed 
monthly premium to the 
carrier. The carrier 
generally pays claims 
and absorbs most 
routine claim volatility. 

Highest. Monthly 
costs are usually 
the easiest to 
budget. 

Lowest direct claim 
risk, though renewal 
increases can still 
be significant. 

Usually less claims 
transparency and 
less plan design 
flexibility than self-
funding. 

Employers 
prioritizing simplicity, 
stable budgeting, and 
lower internal 
administrative 
burden. 

Level-funded Employer pays a fixed 
monthly amount that 
covers estimated claims 
funding, administration, 
and stop-loss protection. 

Moderate to high. 
Monthly 
payments are 
more stable than 
self-funding, but 
year-end results 
and future 
renewals can still 
reflect claims 
experience. 

Moderate. Stop-loss 
limits catastrophic 
exposure, but the 
employer still has 
more performance 
sensitivity than in a 
fully insured model. 

Often more 
transparency than 
fully insured and 
some opportunity for 
plan customization 
or surplus return, 
depending on 
structure. 

Employers seeking a 
middle ground 
between predictable 
payments and 
greater cost visibility. 

Self-funded Employer pays claims as 
they are incurred and 
typically buys stop-loss 
coverage to cap larger 
exposures. 

Lowest. Monthly 
costs can vary 
materially with 
actual claims 
experience. 

Highest direct 
exposure to claim 
volatility, cash-flow 
swings, and active 
performance 
management 
needs. 

Usually offers the 
greatest claims 
visibility, reporting 
depth, and plan 
design flexibility. 

Employers with 
stronger reserves, 
higher risk tolerance, 
and interest in 
actively managing 
plan performance. 

 

 A common misunderstanding 
Choosing a level-funded or self-funded arrangement does not automatically make the plan cheaper or remove employer 
risk. These structures can shift how costs emerge, when cash flow pressure appears, how stop-loss performs, and how 
much oversight the employer still needs to retain. 
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About First Hill Trust  
 

First Hill Trust delivers a comprehensive employee benefits back office for employers who want clearer accountability, stronger 

administrative controls, and fewer operational handoffs between HR, payroll, and carriers. We help HR teams understand where 

responsibility sits, how processes run in practice, and where the gaps most commonly form between HR, payroll, and carrier 

systems. . 

 

If you'd like more information or a high-level review of how your benefits administration is running today, click the link to 

schedule a brief review, or contact us at (206) 625-1800.  

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 

Schedule a Brief Review 

http://www.firsthilltrust.com/contact
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Important Disclosures 

Educational purpose only. Provided by First Hill Trust Company for general informational and educational purposes only. It is not legal, tax, 

accounting, investment, or fiduciary advice, does not constitute a recommendation regarding any plan, investment, strategy, or course of action, and 

does not consider any recipient’s specific circumstances. Consult your own qualified advisors before acting. 

No offer, agreement, or commitment. Nothing in this material constitutes an offer, solicitation, agreement, or commitment to provide any particular 

service or to assume any particular responsibility. Descriptions of what a trustee, administrator, adviser, committee, employer, or other party “may” or 

“can” do are illustrative of how such arrangements commonly work and do not describe the terms of any specific engagement. The actual services 

provided, the allocation of responsibilities, the scope of any delegation, and the duties of any party are governed solely by the applicable plan 

documents, trust agreement, advisory agreement, and written service agreements. In the event of any inconsistency, those documents control. 

Services and regulatory status. First Hill Trust Company and its affiliates offer retirement plan services, recordkeeping and administrative services, 

trust and fiduciary services, investment advisory services, and group benefits services, in each case subject to applicable regulatory requirements and 

the terms of the relevant agreements. Not all services are offered to all clients, in all states, or in all circumstances. Investment advisory services are 

offered through an affiliated investment adviser; a copy of its Form ADV Part 2A is available upon request. Insurance and group benefits products are 

offered through appropriately licensed entities. The availability and scope of any service depend on eligibility and the applicable agreements. 

Fiduciary status under ERISA. Fiduciary status under the Employee Retirement Income Security Act of 1974, as amended (“ERISA”), is determined 

based on the functions performed and the authority exercised, not on titles or labels. Whether any particular party is acting as a fiduciary, and the scope 

of any related duties or potential liability, depends on the facts and circumstances specific to the plan and the relationship. Engaging a trustee, adviser, 

or other service provider does not eliminate a plan sponsor’s or committee’s own fiduciary responsibilities, including the duties to prudently select and 

monitor any party to whom responsibilities are delegated. 

Affiliated entities and conflicts of interest. First Hill Trust Company is affiliated with other entities, including an affiliated investment adviser and 

entities providing administrative, trust, or other services. These relationships may create conflicts of interest, including where an affiliate is engaged or 

compensated in connection with a plan. Such conflicts and compensation are described in the applicable service agreements and the affiliated adviser’s 

Form ADV Part 2A; fiduciaries should consider them when evaluating any engagement. 

Statutory and regulatory references. References to ERISA, the Internal Revenue Code, and related statutory or regulatory provisions are general 

summaries only. They are not a substitute for review of the actual statutory text, regulations, or guidance from the Department of Labor, Internal 

Revenue Service, or other relevant authorities, and they do not address how those provisions may apply to any particular plan, sponsor, fiduciary, or 

individual. Laws, regulations, and guidance are subject to change and to interpretation by the relevant agencies and courts. Examples, categories, and 

situations described are simplified for illustration and may not reflect the requirements or circumstances of any particular plan or person. 

No guarantee of results; investment risk. References to governance, fiduciary practices, risk reduction, or outcomes describe common industry 

approaches and potential benefits, not promises or guarantees of any result, of compliance, or of protection from liability, loss, or claims. All investing 

involves risk, including possible loss of principal; diversification does not ensure a profit or protect against loss. Past performance does not guarantee 

future results. 

For more information, contact First Hill Trust Company at (206) 625-1800 or visit firsthilltrust.com. 


