A guide to
Business key person
and employee protection

biba.org.uk

Introduction

This guide has been produced to explain some of the people risks a business may
need to manage and to help businesses to consider the role insurance can play in
helping to protect you against these risks.
Many smaller businesses, typically those with 250 or fewer employees, are
particularly vulnerable to financial loss to the business if an individual key to its
success dies or becomes long-term disabled.

Find out inside about three types of people protection cover - life assurance, income
protection and critical illness for both a business and its employees.
We are grateful to GRiD for their expertise in authoring this guide and to the
Association of British Insurers (ABI) and the Chartered Insurance Institute (CII) for their
support in producing this guide and promoting the importance of business key person
and employee protection insurance.
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1. Business key person protection insurance
What is business key person protection insurance?

Many smaller businesses rely on a few key individuals, who can’t be replaced easily. So
if they are away from the business as a result of long-term sickness, a serious accident,
or if they die, their absence can have a big impact on business revenue and profits. It
may even mean you have to stop trading.
Business key person protection insurance policies can pay out a lump sum to your
business on the diagnosis of a critical illness which is defined in the policy or on the
death of a key person or a monthly sum if a key employee is unable to work because of
illness, injury or disability. These policies are also known more simply as key
person insurance.

Why does my business need key person business protection insurance?

Business key person protection policies are designed to help cover the reduction in
revenue and profits that would occur until a key person can return to work or
is replaced.
A business key person protection policy can also be used to repay overdrafts, business
loans, or accounts with suppliers and other creditors, helping to ensuring the
short-term financial survival of your business. This can give you important breathing
space to work out how to plan for the longer term.

What sorts of covers are available?

Key person life cover
Protection against the death of a key individual. Premium levels are generally fixed for
a set number of years, and the policy can often be renewed without any requirement
for further health checks. In the event of a death claim, the pay-out is normally in the
form of a single payment to the business. Most policies also include the ability to claim
if the key individual has less than 12 months to live. This is often referred to as terminal
illness cover.

Key person critical illness cover
The impact of someone suffering a critical illness can be just as disastrous for a
business as a death. Critical illness cover can pay out a specified lump sum on
diagnosis of such common and potentially devastating serious illnesses as cancer,
heart attack or stroke.
Some policies also offer a payment as soon as the key person is put on an NHS
waiting list for a serious operation such as an organ transplant. A wide range of
illnesses can be covered and will be listed in the policy. The money can be used to
keep the business going until the individual has recovered or someone else has been
found to help.
It is possible to arrange a policy that combines life and critical illness cover, which pays
out on the death of the key person, or on an earlier diagnosis of a critical illness.

Key person income protection cover
Absence from work because of illness or injury is one of the major risks a small business
will face. Income protection pays out a monthly sum to your business (at the end of a
waiting period that will be shown in the policy) if the key person covered is unable to
work because of an illness or injury, and so it helps to maintain your business income.
The amount paid is typically limited to 65%-75% of the individual’s contribution to the
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business’s gross profit. The period of claim payment depends upon how long the
individual is sick for, or how long it takes to replace them.

What else comes with a business key person protection policy?
As part of a policy, some insurers also offer valuable support services
such as:
• access to a dedicated nurse for the affected key person and their family;
• a recruitment helpline to help the business find temporary
replacements; and or
• a legal helpline.

Shareholder protection and partnership protection

Share protection insurance provides funds to buy the company shares if a shareholder
dies or becomes seriously ill. It is intended for private limited companies where there
may be only a small number of principal shareholders. Generally, the major
shareholders of such companies are also directors.
The objectives of share protection insurance are:
• to ensure that funds are available to buy the shares from the shareholder or their
estate so that the share value can be turned into cash; and
• to ensure that these funds are paid to those people who want to buy the shares.
Business partners face problems similar to those of shareholders of limited companies.
If a partner dies or contracts a serious illness, their co-partners will, in most cases, have
to make a payment to the personal representatives or the partner.

How can I buy or get advice on key person business
protection insurance?

Putting in place arrangements to address the financial impact of losing a key person
needs suitably qualified advice to select the most appropriate provider, ensure that the
policy is set up properly and that the tax consequences for the premiums and benefits
are considered.
You may already have a relationship with an insurance broker or intermediary that
arranges your other business insurances (such as property insurance, employers’
liability insurance and public liability insurance), so that’s a good place to start.
If you need help to find a suitable insurance broker contact BIBA’s Find Insurance
Service: via www.biba.org.uk or call 0370 950 1790.
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2. Employee group risk protection insurance
What is employee group risk protection insurance?
Many employers give certain benefits
(e.g. death benefit and/or occupational
sick pay) to employees as part of their
contract of employment. Rather than
bear all of this risk themselves, the
majority of employers choose to take out
group risk insurance policies to
cover some or all of their liability to
provide death benefits, occupational sick
pay and critical illness benefits.
The broad term used to describe these
benefits is group risk insurance.
Group risk insurance benefits offer a way
of transferring some of the risk
associated with providing employee
benefits to a third party. Buying group risk
insurance policies also provides benefits
that can be highly valued by employees,
as well as giving access to a wide range
of extra support at relatively low expense.
Generally, a generous basic level of
cover is given to those employees
included in your group risk policy without
the need to provide medical evidence
and irrespective of their state of health.

Typically, group risk insurers want to see
the medical details for only your
highest paid employees and, even then,
they will generally provide a generous
level of benefit which is free from medical
underwriting. Where high earners are
medically assessed for a higher level of
benefit, this is generally only
required once.
This is an extremely valuable benefit for
your employees – not only for those who
might otherwise not be able to afford to
buy their own cover but also for those
who have health conditions that might
otherwise mean that they are either
declined or charged extra premiums for
cover under an individual
consumer policy.
For many of your employees, workplace
cover may be the only life assurance,
critical illness and income protection
cover they have in place.

Why does my business need employee group risk protection insurance?

Smaller businesses might overlook seeking this type of insurance until something
dreadful happens to an employee. At that point, without group risk protection
insurance in place, they could be faced with some difficult decisions about whether
and how to help their employee and/or their family.
Insured group risk protection benefits can take away this uncertainty for both you and
your employees. The benefits can also be helpful for you in recruiting, retaining and
engaging talent by giving employees easy access to financial protection insurance.
Finally, group-risk benefits can assist in supporting the purpose, values and culture of
your business and help you demonstrate care for employee wellbeing.
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What sorts of covers are available?
Group life assurance
A policy taken out by an employer to provide a lump sum benefit on a covered
employee’s death. While some group life benefits are provided as part of an
occupational pension scheme others will be provided under ‘stand-alone’ schemes
without any link to a pension scheme.
The benefit is usually paid under a discretionary trust to the employee’s nominated
dependant(s). This means that the benefit can be paid quickly and in a very tax
advantageous way.
Group income protection
A policy taken out by an employer to cover their promise to provide sick pay to
employees if illness or injury prevents them from working for a prolonged period. It can
also replace lost income where an employee has to take a part-time or lower-paid
position because of illness or injury.
If the employee cannot work longer term due to illness or injury the policy will pay out
a proportion of their salary. The payment is made to the employer and then passed on
to the employee through the PAYE system. The amount paid is designed to ensure that
the employee will be able to maintain a reasonable standard of living but still has a
financial incentive to return to work. Tax, national insurance and pension contributions
continue in the normal way.
Insurers also work with the employee and their employer to get them back to work as
soon as it is appropriate, so reducing business disruption as well as helping the
individual. Often insurers can provide access to help or even treatment – e.g. by
providing access to physiotherapy or talking therapies – which may not otherwise be
available to the employer or employee.
Group income protection can maintain an employee’s financial resilience when illness
or disability prevents them from working but it is also a business continuity tool,
providing the support needed to get employees back to work in a timely manner.
Where this is not possible, of course, it provides an employer with the financial
advantages of having insured their liability to continue salary in the event of a
long-term sickness absence.
Group critical illness
This is a policy taken out by an employer to provide a tax-free lump sum to an
employee on the diagnosis of one of a defined list of serious conditions or on
undergoing one of a defined list of surgical procedures. There is usually a choice of a
basic or core cover (which insures against some of the most serious critical illnesses)
or basic/core plus additional cover (which insures against a number of other serious
conditions too).
The benefit is paid once the employee has survived for a specified period
(14, 28 or 30 days).
Group critical illness policies are a little different from group life and group income
protection policies in that they are often set up so that employees pay for their cover
rather than their employer meeting this cost. Many policies include cover for
employees’ children and most policies also allow cover to be purchased for the
spouse or partner of the employee.
A group critical illness pay-out is designed to cover the immediate financial costs
associated with diagnosis of a specified condition that will potentially be life changing.
This could be to cover the cost of treatment (such as cancer drugs, palliative care) or
home adaptations.
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What else comes with an employee group risk protection policy?
The group risk market plays a significant role in supporting employers to help their
people through difficult or distracting times. In addition to the core insurance benefits,
many providers include associated benefits/services within their policies to help
support and assist both your business and your employees.
These embedded support services are included at no extra cost and can be used by
businesses, line managers and employees alike. Things like an employee assistance
programme, fast access to counselling and physiotherapy, second medical opinions,
health apps, virtual GP services, rehabilitation expertise, HR advice and much more.
Understanding what comes along with a group risk policy – and when and how to use
it – is vital and merits equal consideration along with pure price and core benefit.
Astute employers make full use of these additional services to support their business
and employees. They can be extremely effective in keeping people in the workplace,
giving them the help they need to make life changes and supporting them back to
work. They can also save employers money elsewhere and give daily value - even if a
claim is never made under the policy.

How can I buy or get advice on group risk protection insurance?
Expert advice should be taken when
setting up or changing a group risk
insurance scheme to ensure optimum
cover is provided and all tax efficiencies
are maximised. Group risk protection
policies can be bought via FCAauthorised advisers/brokers.
You can find an insurance broker via
BIBA’s Find Insurance service at
biba.org.uk/find-insurance or by calling
0370 950 1790.
Alternatively, the group risk industry
body, GRiD, lists its adviser members on
its website, which can be accessed at
grouprisk.org.uk/our-members
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3. Where can I find more information?
Business key person protection and other business insurance
Insurance brokers can help you with all the insurance covers available to protect your
business against the unexpected including storm, fire, theft and liability risks. Read
more in BIBA’s previous publication: the SME Insurance Guide
If you need help to find a suitable insurance broker contact BIBA’s Find Insurance
Service: via www.biba.org.uk or call 0370 950 1790.
The Protection Distributors Group also has details of specialist advisers on its website.
Group risk protection insurance
Further information on group risk protection insurance can be found on the group risk
industry body website.

4. About

BIBA (The British Insurance Brokers’ Association) is a not for profit trade association
that represents the interests of insurance brokers, intermediaries and their
customers. With more than 1,800 regulated firms in membership, BIBA is the voice of
the sector advising members, the regulators, consumer bodies, the media and other
stakeholders about key insurance issues.
Through its Find Insurance Services BIBA it has helped thousands of consumers and
businesses to access the insurance cover they need.
GRiD (Group Risk Development) is the industry body for the group risk protection sector,
promoting the value to UK businesses of providing financial protection for their staff,
enhancing their wellbeing and improving employee engagement. Its membership
includes insurers, reinsurers, intermediaries and those operating in (or with other
interests in) the UK group risk market. Together this forms a collective wealth of
experience built over many years.
The Association of British Insurers is the voice of the UK’s world-leading insurance and
long-term savings industry. The ABI represents over 200 member companies, including
most household names and specialist providers, giving peace of mind to customers
across the UK.
CII (the Chartered Insurance Institute) is the professional body dedicated to building
trust in the insurance and financial planning profession. Its strapline Standards.
Professionalism. Trust. embodies their commitment to driving confidence in the power
of professional standards: competence, integrity and care for the customer.

Disclaimer
This publication has been designed with the intention of providing information to businesses who seek
to educate themselves and make informed decisions about protection insurance. However, since each
individual situation is different, none of the information provided herein should be construed as legal,
tax, financial planning, or other professional advice and no reliance should be placed on it.
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Find Insurance

Insurance brokers can provide advice
and access a wide range of insurance
providers to help find solutions for all
types of insurance needs.
0370 950 1790 or www.biba.org.uk/find-insurance

