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Many sponsors of fully-insured health plans will receive checks from their insurance carriers, along with a 
notice informing them that the check is an MLR (or medical loss ratio) rebate.  These checks should be received 
by September 30, 2020.  Under health care reform, the MLR rules are designed to ensure that insurance carriers 
spend no more than a specified percentage of premiums collected on overhead-type expenses.  Where this 
percentage is exceeded, carriers must issue a rebate check. 

Receipt of such a check often causes an administrative challenge for plan sponsors, who generally have a 
fiduciary duty to figure out what to do with the money. Below is a brief review of the rules for how to handle 
carrier rebates (either a refund like we are seeing because of COVID or an MLR rebate—the same rules apply 
in both situations.)

Does the employer have a wrap plan in place allocating refunds to employer contributions first? (The answer 
to this is YES, if they have the MZQ plan.)
 
If yes, did the employer contribute MORE than the value of the refund or rebate?
 
If yes  the refund/rebate is payable to the employer’s GENERAL ASSETS.  They can do whatever they want 
with it!!!  (Yes, really—if preferred, they CAN give it to participants.)
 
If no wrap plan with this “magic language” 

• This money may be considered a plan asset and subject to the exclusive benefit rule.
• The exclusive benefit rule requires that plan assets be used exclusively for the benefit of the participants
   and their beneficiaries. 
• The plan sponsor (employer) will have to exercise their discretion in determining how to allocate the credit. 
• Allocation options include using the funds to provide an enhanced benefit to plan participants or to fund
   a premium holiday. 
• The simplest option may be to provide each participant with a check for his/her pro rata share of the
   credit—this is taxable income.
• The refund can go to current plan participants, it doesn’t have to go to participants at the time the premium
   was paid/COBRA participants (but it can…).
• There is generally a 90-day time frame for issuing the rebates to employees.

MZQ Consulting, LLC is not a law firm and cannot dispense legal advice.  Anything contained in this communication is not and should not be construed 
as legal advice.  If you need legal advice, please contact your legal counsel.


