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Ill Health Early Retirement 

Ill Health early retirement is the awarding of pension benefits before the normal pension age 

on the grounds of ill health. Pension benefits can be awarded to a current or deferred 

member at any age. 

Ill Health retirements are similar to redundancy early retirements and you as the employer 

would be expected to meet this capital cost as a lump sum.  

Ill Health Pension Tiers 

There are 3 tiers  

Tier 1 – 100% enhancement to retirement age – based on the member having no reasonable 

prospect of being capable of gainful employment* before retirement age. 

Tier 2 – 25% enhancement to retirement age – based on the member being unable to work 

for the next 3 years but likely to be able to return to gainful employment* before normal 

retirement age. 

Tier 3 – 0% no enhancement – based on the member being capable of gainful employment* 

within 3 years of leaving, this is reviewed after 18 months and ceases after 3 years unless 

the member is allocated to another tier. 

Dependent would also be entitled to pension if the recipient dies  

Deferred members can apply for payment of deferred benefits at any age without reductions 

if they would be permanently incapable of gainful employment*. 

*gainful employment is defined as ‘paid employment for not less than 30 hours in each week for a period of not 

less than 12 months’. 

 

Capital Cost of Ill Health Retirements 

The Capital cost consists of: 

 Cost of paying pension benefits early without reduction 

 Cost of paying enhanced benefits (Tier 1 and II) 

 

Currently there is a 1% allowance built into your contribution rate so any ill health capital cost 

would be deducted from that before you are charged the outstanding cost.  

In 2017/18 the capital cost of ill health retirements pension benefits in Suffolk totalled £2.9 

million. Each individual case is different and capital costs ranged from £328 to £441,567. The 

average cost was £63,470. 

 

Ill Health Insurance 

Unlike early retirements you can’t control ill health retirements but insurance can cover the 

cost, which would remove the risk of large pension strain costs. 

The insurance policy is provided by Legal & General with the cost of taking out the insurance 

being cost neutral. The insurance premium is £1.35 per £100 of pensionable payroll but this 

would be broadly offset against the employer pension contributions paid, mainly from the 1% 

allowance already built into the contribution rate. 



 
 

  Suffolk Pension Fund  

 

It should be noted that the Insurance does not cover: 

 pre-existing medical conditions which qualifies for Tier 1 or Tier 3 at the date the plan 

commences. 

 an individual if they are not actively at work at the time the cover commences, cover will 

automatically commence once they have returned to work and going forward. 

Premium 

The insurance premiums and the ill health allowance built into the contribution rate are 

illustrated below. (These figures have been grossed up on a full year basis). 

 

School Insurance 
Premium 

(£) 

Ill Health 
Allowance 

(£) 

Shortfall 
 

(£) 

Annual 
Contributions 

(£) 

All Saints (Laxfield) 1,605 1,189 416 32,774 

Charsfield Primary 795 589 206 15,898 

Dennington Primary 1,110 822 288 22,207 

Fressingfield 1,294 958 335 25,874 

Occold 954 707 247 18,812 

St Peter & St Paul 2,120 1,570 550 42,394 

Stradbroke 1,089 807 282 21,735 

Wortham 1,157 857 300 23,194 

 

The premium is refunded from the contributions paid by the employer. The shortfall 

represents the difference between the allowance in the contribution rate and the insurance 

premium, this is not considered to be material enough to have a significant difference in the 

funding levels for each of the schools and this funding model has been approved by the 

actuary. 

 


