
Reduce the impact of 
paying ill health early 
retirement pensions. 

Group Protection 

Pension scheme trustees can face a large and unexpected cost when ill health 
means an employee has to retire early. 
Our Ill Health Early Retirement Benefit policy helps you de-risk, budget and plan for 
this unpredictable liability. 



Does your scheme promise 
a pension to members who 
have to retire early? 
Ill health early retirement could happen to any of your 
employees at any time and could place a significant 
financial strain on your pension scheme. 
The impact will vary for each employee according to their 
age, salary and length of service. 
The resulting liability could be anything from hundreds 
of pounds to hundreds of thousands of pounds, and 
could be as much as 10x the employee’s salary, or more. 
Our policy is designed to help pension schemes with at 
least 100 active members meet the potential funding strain 
caused by an employee retiring early due to ill health early. 

Unpredictable costs can 
destabilise a scheme’s 
funding ratio. 
The funds needed for an ill health early retirement pension 
could be much more than a normal retirement pension 
because: 
• It’s paid early so could be paid for longer 
• Early retirement penalties do not apply 
• It may include the future years of pensionable service. 
Costs can be unpredictable, volatile and payable immediately 
severely impacting the stability of a scheme’s funding. 
The smaller the scheme, the bigger the potential shock. 
Funding levels may need to be corrected by asking 
members to pay more or changing terms but the liabilities 
of a defined benefit pension fund are ultimately payable 
by the employer. 
Any cost faced by the employer or an increase of employer 
pension contributions means less opportunity to reinvest 
earnings in the business. 
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Group Protection 3 

There could be significant liability in a DB scheme 
An employee has an accident and is unable to work again. 
They’re 40 years old, earning £30,000 a year and have 
been in the employer’s defined benefit pension scheme 
for 15 years. 
The scheme has: 
• A pension age of 65 
• An accrual rate of 1/60th per year which could provide 

a pension of up to 2/3 of salary after 40 years’ service 
• A promise to pay the full pension entitlement on ill 

health early retirement. 
So they have 15 years’ service plus 25 years’ potential 
future service, totalling 40 years. 
This entitles them to receive a pension worth £20,000 per 
annum (2/3rds of £30,000 salary) for the rest of their life. 
Paying this pension now is likely to cost the pension 
fund much more than the 15 years of contributions and 
growth received to date. 
The liability on the pension scheme could be over 
£350,000, more than 10x the employee’s salary, and 
is ultimately payable by the employer. 

Pension payable on ill health early retirement after 15 years membership 

Years of scheme membership 
This example is based on a typical scenario and any resemblance to an individual is entirely coincidental. 
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Insure this liability. 
Alternatively the employer or scheme trustees could buy insurance to help limit the impact of this liability. Our product would insure the potential 
liability of active scheme members, designed to provide peace of mind. 



4 Group Protection 

Four easy steps to help protect your pension fund. 

1. DECIDE TO BUY 2. QUANTIFY THE LIABILITY 3. SET UP POLICY 4. ANNUAL REVIEW 

QUANTIFY THE LIABILITY TO BE INSURED, EITHER: 
• the pension scheme’s actuary can calculate the potential liability from employees retiring early due to ill health and supply full details for us to confirm 

and provide a quote, or 
• we can use the scheme information and our purpose-built tools to calculate the insurable amount, expressed as a rounded multiple of salary. 

The policy’s sum assured can be all the estimated liability or just part of it. 

2 

SET UP POLICY 
The employer or trustees provide relevant details of the current scheme membership. 

The employer or pension scheme pays the premiums. 

The premiums usually qualify for Corporation Tax relief. 

3 

ANNUAL REVIEW 
We recalculate the policy sum assured in a similar way to step 2 and adjust premiums accordingly. 
This takes account of any changes to the policy such as number of members, benefit level and claims experience. 

4 

DECISION MADE TO REDUCE THE IMPACT OF THIS LIABILITY 
Employer or pension trustees apply for Ill Health Early Retirement Benefit. 

1 



Avoid the premiums or reduce the risk? 

5 Group Protection 

• No policy premiums to pay 
• Must pay all the costs of an ill health 

early retirement 
• Potential damage to scheme funding 
• Increased employer contributions could mean 

less scope to invest in the business 

• Pay the policy premiums 
• Successful claims greatly reduce the impact of 

an ill health early retirement 
• More scope for employer to invest in the business 
• Greater certainty against needing to change 

future pension contributions. 

WITHOUT A POLICY WITH A POLICY 



Choose the cover you need. 

Our policy offers a choice of benefit levels in the event 
that an employee becomes eligible for an ill health early 
retirement pension. 

You can select a benefit that matches your estimated liability 

or a smaller amount that you will top up. 

Our premium will reflect the total benefit you choose. 
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Clear claims process. 

1. Complete internal assessment 

You complete your usual human resources procedures to 
determine whether the employee qualifies for early retirement 
according to the rules of the pension scheme. 

Send us the employee’s completed medical consent form, this 
enables you to share medical evidence with us and allows us to 
request more information if appropriate. 

2. Claim submitted within 90 days of decision 

Please complete a claim notification form and send it to us 
within 90 days of your decision to retire the employee due to ill 
health. Claims submitted later than this are likely to be declined. 

3. Assessment made within five working days 

We’ll assess whether the claim is valid under the policy terms 
and give you a decision within five working days of receipt of all 
necessary information. 

We may need to ask for additional information or clarity on the 
details received. 

4. We’ll pay the benefit if: 

• a member qualifies for and takes ill health early retirement 
under the rules of your pension scheme; and 

• after assessing all the medical evidence the member meets 
the definition of permanent incapacity under the policy 

5. Eligible claims paid within five working days 

We aim to pay benefits within a further five working days of 
receiving all our requirements. 

The agreed sum assured will be paid to the pension scheme 
trustees. 

Whilst the amount is unlikely to exactly match the actual fund 
strain at the time of claim it will significantly reduce the liability. 
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There’s usually no limit to the number of claims which can 
be paid while the policy is in force. 



Next steps. 

Read our Technical Guide. 

This important document contains details of the 
benefits and exclusions and should be read before 
buying this policy. 

Ask your usual adviser for a copy, visit 
https://group-protection.legalandgeneral.com/ 
employer/literature-and-forms/ 
or call us 0345 026 0094. 

Calls may be recorded and monitored. 
Call charges will vary. 

Get a quotation. 

• Contact your usual adviser to discuss protecting your 
business against the risk of ill health early retirement. 

• Call us on 0345 026 0094. 

Calls may be recorded and monitored. 
Call charges will vary. 

• Email us: employer.service@landg.com 
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Group Protection 

The benefits of choosing Legal & General. 

We’re one of the UK’s top providers of group protection benefits, with over 90 years’ experience and providing cover to almost 2 million employees. 

EXTRA BENEFIT FOR YOUR STAFF 

Employee Assistance Programme (EAP) 

Designed to keep employees healthy and happy at work and included at no extra cost, our Employee Assistance Programme. Available to all 
employees even if the policy doesn’t specifically cover them, this comprehensive support is available 24 hours a day, 365 days a year. 

https://www.legalandgeneral.com/employer/group-protection/
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