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Strain Costs on Ill Health Retirement – Employer Note


When someone retires on ill health grounds their benefits are being paid earlier than expected and so will be in payment for an additional period from their actual date of retirement to the normal retirement date that they would have been due to come into payment. This is an additional cost to the Fund in terms of the value of the benefits being paid over that period. 

As part of the ill health retirement benefit calculations, a figure representing this additional cost is calculated; this is called the strain cost.

It is important that the Fund has sufficient resources to be able to meet all its liabilities. Where strain costs arise, the Fund needs to decide how these costs will be covered.

Where there are only 1 or 2 cases per employer over a three year valuation period and the value of them is small then they are unlikely to affect the Funding position, in which case it is likely that the Fund would not invoice the employer for an immediate lump sum payment (unless the employer has ill health liability insurance {IHLI} cover, in which case the Fund would expect the insurance provider to reimburse the employer so an invoice for the lump sum amount of the strain cost would be issued) as the amount would be taken into consideration at the next valuation and any necessary, probably minor if any, adjustment could be made to the employer’s contribution rate.

However, where an employer has multiple instances of ill health retirements and/or the value of them is high then it is likely that the Fund would issue invoices as not to do so would probably affect the Funding position; this is regardless of whether IHLI is in place or not. It would represent a risk to the Fund not to do so and too much additional unrecovered costs would likely require a large increase to the employer contribution rate at the next valuation, which is not desirable as the Fund’s goal is to keep employer rates stable and without large fluctuations.

Ill Health Liability Insurance

Employers have the option to take out Ill Health Insurance Liability cover to mitigate against strain costs for ill health retirement occurrences. A scheme is offered through our Fund Actuary, Hymans in collaboration with L & G. They have just set the rate for the three-year period from 1 April 2026 to 31 March 2029 at 1.05%. If IHLI is in place, then the Fund reduces the employer contribution rate by this percentage, making the insurance cost neutral.

Please contact the governance team if you want to find out more about IHLI insurance and we can put you in touch with Hymans.




