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Preparing for the Unexpected

For financial security, disability insurance tops the list

By Russ Banham

veryone makes financial decisions important to leading a productive, fulfilling life, from

buying life i and health i

to putting aside money in a nest egg for the

uncertain future. An equally significant but oft-overlooked component of financial plan-

ning is disability insurance, which financially offsets the impact of an illness or injury

preventing the ability to earn an income.

DISABILITY INSURANCE

{ May is Disability Insurance Awareness Month }

i
\

. DisaILITY
INSURANCE

Your income often is your largest Tassey, past chairman of LIFE and presi-
asset. If you take what youeam today | [Vjost Disabllity Clalms Due to lllness, Not Injury* dent of Burwell & Burwell, a Portland,
and multiply it by the number of years Maine-based insurance and employee
you expect to work, you have an idea Musculoskeletal W 27%  benefits brokerage.
of the financial security that would be | ——— DY Quick and easy recourse to government
compromised in the event of a disabil- P 3% largesse is just one of many misconceptions
ity. It’s estimated that a lengthy dis- Clreulatory System 200 about disability risks and cost. Many peo-
ability will cost a 25-year-old worker P 2% ple mistakenly believe that workers com-
who makes $50,000 a year a potential Nervous System Diseases 4% pensation will absorb income lost to a dis-
loss of $3.8 million in future earnings. . abling illness or injury, but the insurance
For those in higher income brackets, a Neoplasms (Cancer)  — 8%10% only addresses work-related causes. The
disability could mean a drastic change — National Safety Council gauges that nearly
in lifestyle. All Other a— 8%9% 90 percent of disabling accidents and in-

. . re— juries are not work-related and, therefore,
Considerable Risk Injury/Polsoning —9% 13% not covered by workers compensation.

Prior to the current recession, P 6% Another fallacy is that most disabili-
‘many people may have believed their Mental Disorders A% ties are caused by accidents and inju-
savings and investments would take % ries. Actually, according to an evaluation
care of their financial needs in the Resplratory System Diseases 2% of claims by JHA, a disability reinsurer,
event they could no longer work. Cer- i [ Long-Term 90 percent of disabilities are caused by
tainly, fewer people have this percep- Digestive System Diseases Disabliity illnesses. Vascular problems, muscu-
tion today. The economic crisis has left Short-Term loskeletal conditions and cancer are
many Americans with less to fall back | Reproductive/Urinary Diseases Disabliity among the medical causes of most dis-
on financially, making them more vul- abilities, with pregnancy an additional
nerable to serious financial hardship | Infectious/Parasitic Diseases™ factor for women,
in the event they are disabled and un- .
able to earn an income. Pregnancy, Complications Withstanding Income Loss

“People understand the point be- The most pervasive misconception
hind life insurance, the notion that Pregnancy/Normal may be a flawed trust in one’s ability to
if 1 die prematurely my death will financially withstand the loss of income in
have a serious financial impact on Fibromyalgla Na% the event of a disability, especially a pro-
my family’s future, yet they often 0.1% longed one.
fail to perceive the financial risks of AIDS/HIV W% A study of bankruptcy filings by Har-
a disability,” says former Oklahoma 0.4% vard University revealed that medical
Governor Frank Keating, president of n0.4% disability led to nearly half of the 1.458
the American Council for Life Insurers Chronic Fatigue Syndrome =o' million bankruptcy filings in 2001. This
(ACLI), a non-profit trade association. - research parallels the findings of an ear-

Yet, these risks are quite real. The Substance Dependencles a:';z Percent of Total Claims lier Housing and Home Finance Agency
U.S. Commerce Department says one study that found 48 percent of home

in seven workers can expect to be dis-
abled for five years or more before they
Tetire; one in five will suffer a disabil-
ity lasting a year or more, maintains
the National Association of Insurance Commission-
ers. Here are some more disturbing statistics: Three in
10 workers entering the work force today will become
disabled before retiring. And of the more than 6.8 mil-
Tion workers who are receiving Social Security Dis-
ability benefits, almost half are under age 50.

“Most people naively think, ‘Disability won’t
‘happen to me, it will happen to someone else;”
says Kimberly Mashburn, vice president of strategic
partnerships at insurer Prudential Group Insurance.
“The lack of knowledge is troubling.”

Barry Lundquist, interim president of the Council
for Disability Awareness, concurs. “People are un-
aware or confused about the risk of disability, the im-
pact on their income stream, and the premium for the
insurance, which is pennies on the dollar,” he says.

Government Benefits Meager

“Many employees believe Social Security Dis-
ability Insurance benefits will cover them, but these
benefits are very hard to obtain and require total dis-
ability. However, employers’ disability offerings are

Source: JHA Dissbility Fact Book, Fifth Edition, 2008; JMA, 2008 .S, Group Dissbilty Rete & Risk Menagsment Survey
(*Percent of open claifs as of 12/31/2005; represents average for patticipating companies) (*Excluding AIDS/HIV)

‘more flexible and cover even partial disabilities,” says
Robert Risk, vice president of sales for group protec-
tion at insurer Lincoln Financial Group.

To qualify for Social Security Insur-
ance, a person must be disabled for five

foreclosures were the result of disability
while a mere 3 percent resulted from the
‘homeowner’s death.

These figures are made more alarm-
ing when considering the current economic climate,
which has markedly reduced the value of homes
and savings and investment ac-
counts. “There is far less to fall back

full calendar months, and the disabil-  “Most people natvely  on if you become ill or hurt and

ity must be expected to last at least 12 can’t work for an extended period of
‘months or otherwise end in death. think, ‘Dzsab:lzty wont  time,” says Tassey.

A disabled individual also must be L Paying for the mortgage and kids’

loyable at any ion, not h ppen to me, 1t will college educations, not to mention a

just his or her own line of work at the worry-free retirement, will be out of

time of the disability. C 1y, 60 F ppen to else)” rteach for many people who become

percent of those who apply for Social
Security Insurance are initially denied
it, and those who make the grade of-
ten have to wait months, sometimes
longer, to receive the benefits. Once monies are re-
ceived, it usually serves only as a supplementary
income — averaging slighfly more than $1,000 a
month, according to the non-profit Life and Health
Insurance Foundation for Education (LIFE). “Gov-
ernment benefits should not be depended on for
a comfortable disability income,” says Matthew

Ilustrations by Peter Hoey

disabled, even those with significant

— KIMBERLY MASHBURN  savings and investments. “Without

reliance on a regular paycheck people

will watch their assets deplete,” says
Tassey. “Yet, they still have to pay their taxes, the en-
ergy bill and health insurance premiums.”

No Time to Skimp

There is concern that in the effort to economize,

Continued on next page
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people might question whether disability
insurance is really needed.

“During times of recession some may
consider dropping or reducing their group
insurance coverage to save money — and
that could have serious consequences for
them and their families. Group coverage
offers an excellent value and easy way
to secure financial protection,” says Lori
High, president of group insurance at Pru-
dential Group Insurance.

“Employers must educate employees
regarding voluntary insurance value, to
help them make informed decisions based
on needs,” says Risk. “While employers
must be cost-conscious, voluntary offer-
ings like disability insurance allow them
to continue to offer vital coverage to pro-
tect their employees.”

Protective Measures

There are two types of disability in-
come (DI) insurance policies: short-term
and long-term. Short-term DI insurance
typically pays a percentage of a disabled
worker’s salary for 13 to 52 weeks after a
short waiting, or elimination, period has
elapsed, such as one day for an accident
and eight days for an illness. Long-term
DI insurance kicks in after the short-term
policy has expired. The premium is rela-
tively inexpensive considering the gener-
ous benefits provided, roughly $30 to $40
a month, on average.

Since both short-and long-term poli-
cies pay only a percentage of the em-
ployee’s salary — usually somewhere
in the neighborhood of 50 to 66.66
percent — many policyholders are opt-
ing to buy supplemental DI insurance,
increasing the salary percentage covered
while providing themselves with non-
taxable income in the event they be-
come disabled.

“When we conduct employee meet-
ings at our client companies, employ-
ees are asking a lot more questions
now about disability income protection,
whereas in the past they were primar-
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Picking a Policy
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This checklist from the American Council of Life
Insurers (ACLI) can help you compare different
policies and decide which features are most
important to you.

How does the policy define “disability”?

Some policies pay benefits if you are unable to complete the duties of any occu-
pation while others pay benefits if you are unable to perform the major duties of
your own occupation. Find out how long benefits can be collected under

the policy.

How will the benefits be paid?
Find out if the benefit is a percentage of your regular income or a flat amount.

Does the policy provide benefits for a partial disability?
Some policies pay benefits when you can only do part of your job or are unable
to work full time.

What is the elimination period for the policy?
Most policies have a waiting period before you start to receive benefits.

Does the policy pay benefits if your disability results in less income?
Some policies will make up income if you must take a lower-paying job because
of your disability.

Does the policy have a return-to-work or rehabilitation provision?
Some policies have provisions to help pay for training, modifications to your
work environment, or other services that can help you return to work.

Is there a wait for benefits if you experience a reoccurring disability?

If you return to work after recovering from a disability, and relapse within a
specified period, most policies do not make you go through a second
elimination period before receiving benefits.

Does the policy provide a cost-of-living adjustment (COLA)?
A COLA provision ensures periodic increases in the amount paid to you that
corresponds to cost-of-living increases.

How long does the policy pay benefits for disabilities from mental illness or
substance abuse?

Policies usually pay benefits for these conditions up to two years, although limits
usually don’t apply when institutionalization is required.

Is the policy noncancellable? Is the policy guaranteed renewable?

Under a noncancellable policy, premiums can never be increased. With a
guaranteed renewable policy, premiums cannot be raised based on an individual
circumstance, but can be increased for an entire class of policyholders. Both can
usually be renewed until age 65 and neither can be cancelled by the insurer as
long as premiums are paid.

For more tips, visit www.acll.com

ily concerned about their medical cover-
age,” High says. “There’s more height-
ened interest in what their employers
are offering and how they can supple-
ment this coverage.”

In cases where the employer pays for
the benefit, the amount flowing to the
employee post-disability is taxable, there-
by reducing the ultimate payout.

For example, an employee making
$100,000 whose employer provides a DI
benefit at 50 percent of his or her salary
would receive $50,000 annually. Assum-
ing a 30 percent tax bracket, that overall
amount would be reduced by $15,000.
A $35,000 award for someone earning
$100,000 annually may not be enough
to maintain his or her current standard
of living.

Supplemental DI insurance aug-
ments employer-provided coverage.
“It can bring the total amount cov-
ered closer to a person’s take home
pay,” says Lundquist. “When an
employee pays the disability insur-
ance premium with his or her own
after-tax dollars, then claim payments
received are considered non-taxable in-
come,” he notes.

Solid Investment

Several factors affect a supplemental
premium calculation, including age and
health, the benefit period and the ben-
efit amount. Lundquist estimates that
group disability insurance, on average,
costs about a half-percent of a person’s
income, and individual insurance about
two percent.

“Disability income protection is
a wise investment of your resources,
particularly when every family in
America has an asset base that is rough-
ly half what it was two years ago,” says
ACLI’s Keating. “Now is not the time to
absorb the risk of a disability on your
income stream.”

Lundquist agrees. “Given a one in
seven chance of a disability lasting more
than five years, the expense is certainly
prudent.”

Russ Bartham is a veteran business journal-
ist. His articles have appeared in Forbes, The
Economist, CFO and Time.




